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Debt ceiling – the clock is
ticking

Yesterday's meeting between US President Biden and Congressional leaders could not

yet resolve the crisis over raising the debt ceiling. Despite some progress in the talks,

there are still significant hurdles to overcome. Meanwhile, money is running out. We

provide an updated overview.

Money is running out
The Treasury's account balance fell to just $87 billion on 15 May; at the same time last

year, the balance was ten times as high, at $880 billion (Chart 1). According to the

Treasury department, the government can also resort to $80 billion in "extraordinary

measures" (i.e. accounting tricks) to stretch the remaining funds. Still, the cash on hand

is unlikely to last until 15 June, when the quarterly corporate income tax payment is

due and the Treasury can expect a larger inflow of funds. Treasury Secretary Yellen, in

another letter to Congress, has confirmed her earlier assessment that the US federal

government will run out of money in early June. This is also seen as a significant risk by

the CBO. Moreover, due to the usual daily fluctuations in inflows and outflows of funds,

payment problems can occur even before the cash balance is completely depleted.

https://home.treasury.gov/system/files/136/Debt-Limit-Letter-to-Congress-Members_20230515_McCarthy.pdf?fdf
https://www.cbo.gov/publication/59130


Chart 1 - US government's cash on hand

Treasury account, daily balance in $bn.
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Meeting of Biden and Congress
Last night, President Biden and leading members of Congress met to discuss the debt ceiling. Although the talks were characterized

as cordial and productive, it is largely unclear to what extent real progress was made.

Compared to the beginning of the debate, however, the Democrats no longer insist on "clean" increase of the debt ceiling, i.e. an

increase without agreeing to other measures, especially the spending cuts demanded by the Republicans. The main sticking points are

now over what period of time spending should be cut and the debt ceiling raised:

• The Republicans want to cut spending over a period of ten years, but the increase in the debt ceiling should only carry until spring

2024.

• In contrast, the Democrats want to cut spending only over the next two years, while the debt ceiling is to be raised in such a way

that it would be off the table until 2025 and thus after the elections due in November 2024.

• In terms of content, the focus is probably on reclaiming unspent Covid-19 funds, speeding up the approval process for energy

projects, as well as limiting spending and imposing stricter work requirements for some social programs.

Even if the positions are not far apart on some points at first glance, the negotiations are likely to be complicated in detail, for

example on the question of whether faster approval procedures should also apply to fossil energies.

Another difficulty is that the party leaders also have to convince their respective Representatives and Senators of any "deal".

Republican negotiator McCarthy (the speaker of the House of Representatives) is under particular pressure. He was only elected by

his party colleagues after 15 ballots, for example, conceding that even a single congressman can initiate a debate on his ouster.
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President Biden leaves for the G7 summit in Japan today. However, his trip abroad is to be shortened, the visits to Australia and

Papua New Guinea have been canceled from the program. Already on Sunday, Biden wants to return to Washington to advance the

negotiations.

$7 trillion of US government paper are due within coming year
The US government bond market – arguably the most important segment of the global financial market – could be shaken if an

agreement is not reached soon. A look at the maturity structure of US Treasuries shows what is at stake. For around 7000 billion of

US government bonds and money market paper will mature within the next 12 months (Chart 2). Already, the interest rates on short-

term Treasury bills maturing at the beginning of June have risen noticeably above the interest rates on securities maturing somewhat

later. This reflects a risk premium, since in the event of a default there is no guarantee that investors will get their money on time.

Prolonged problems would significantly exacerbate the roll-over risk – and drive up the interest burden the government budget has to

bear.

Chart 2 - Significant short-term refinancing needs

Maturity distribution of marketable interest-bearing public debt, in billion dollars, as of March 2023

0

1000

2000

3000

4000

5000

6000

7000

8000

9000

10000

1 year or less 1-5 years 5-10 years 10-20 years 20 years and over

Source: US Treasury, Commerzbank Research

How is this going to end?
Our baseline scenario is still that a solution will be found at the very last minute, as has always been the case so far. The urgency may

have to be underlined by strong market swings. If the two sides fail to reach an agreement, pressure on President Biden to invoke

the 14th Amendment, which prohibits questioning the "validity" of public debt, is likely to increase. By referring to this article, Biden

could justify ignoring the debt ceiling. But whether this approach would survive a likely Supreme Court challenge is highly unclear. It
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would therefore involve considerable political risks for Biden and would therefore probably only be used if Biden felt he was politically

cornered.

Earlier publications:

• "US debt ceiling, episode 79", Economic Briefing, 20 April 2023

• "US debt ceiling – dancing on the fiscal cliff", Economic Briefing, 2 May 2023

• "US debt ceiling update", Economic Briefing, 10 May 2023
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