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Why GAO Did This Study

What GAO Found

GAO prepared this report as part of its
continuing efforts to assist Congress in
identifying and addressing debt
management challenges related to
delays in raising the debt limit. This
report examines the effect of delays in
raising the debt limit in 2013 on (1) the
broader financial system and (2)
Treasury debt and cash management
and (3) examines alternative
approaches to delegating borrowing
authority that could minimize future
disruptions. To address these
objectives, GAO interviewed Treasury
officials and market participants across
different sectors and analyzed financial
market data. GAO also hosted a
private online forum where experts
provided input on different proposals.

During the 2013 debt limit impasse, investors reported taking the unprecedented
action of systematically avoiding certain Treasury securities—those that matured
around the dates when the Department of the Treasury (Treasury) projected it
would exhaust the extraordinary measures that it uses to manage federal debt
when it is at the limit. For the affected Treasury securities, these actions resulted
in both a dramatic increase in rates and a decline in liquidity in the secondary
market where securities are traded among investors. In addition, there were also
unusually low levels of demand at the relevant auctions and additional borrowing
costs to Treasury. Treasury securities are one of the lowest cost and widely used
forms of collateral for financial transactions, and because of this, disruptions to
the Treasury market from the 2013 debt limit impasse extended into other
markets, such as short-term financing.

What GAO Recommends
To avoid disruptions to the Treasury
market and to help inform fiscal policy
debate in a timely way, Congress
should consider alternative approaches
that better link decisions about the debt
limit with decisions about spending and
revenue at the time those decisions
are made, such as those described in
this report. However, if Congress
chooses to continue to temporarily
suspend the debt limit, it should
consider providing Treasury with more
flexibility than provided under the
current approach, which effectively
requires Treasury to return its cash
balance to roughly the same level it
was immediately prior to the
suspension.
Treasury agreed with GAO’s findings
regarding the effects of the debt limit
on financial markets and indicated that
it saw advantages in the alternative
approaches described in this report.
View GAO-15-476. For more information,
contact Susan J. Irving at (202) 512-6806 or
irvings@gao.gov.

Investors told GAO that they are now prepared to take similar steps to
systematically avoid certain Treasury securities during future debt limit impasses.
Market participants with whom GAO spoke said market reaction to future
impasses could be more severe, in part because of changes in market practices
since the financial crisis and in part because of contingency plans that many
investors now have in place. Separately, there was an effort across the financial
sector to develop a contingency plan to address the potential of a delayed
Treasury payment, although industry groups emphasized that even a temporary
delay in payment could undermine confidence in the full faith and credit of the
United States and therefore cause significant damage to markets for Treasury
securities and other assets. This would affect not only institutions, but also
individuals.
While increased rates on Treasury securities in the secondary market affect the
amount of return on investment for private investors, changes in the rates paid at
Treasury auctions affect the amount that Treasury—and ultimately the American
taxpayer—pays in interest on federal debt. GAO’s analysis indicates that the
additional borrowing costs that Treasury incurred rose rapidly in the final weeks
and days leading up to the October 2013 deadline when Treasury projected it
would exhaust its extraordinary measures. GAO estimated the total increased
borrowing costs incurred through September 30, 2014, on securities issued by
Treasury during the 2013 debt limit impasse. These estimates ranged from
roughly $38 million to more than $70 million, depending on the specifications
used.
Recently, Congress has temporarily suspended the debt limit. At the end of past
debt limit suspensions, Treasury sharply reduced its cash balance to match the
cash that it had on hand just prior to each suspension to ensure that it complied
with legal limitations. Treasury reduced its cash balance in part by reducing the
amount of Treasury bills outstanding, which can be disruptive to markets that
transact in Treasury bills. Further, maintaining low levels of cash, even
temporarily, conflicts with Treasury’s new policy to hold more cash to mitigate the
risk that Treasury will be unable to access funding markets due to unforeseen
events—such as natural disasters—as recommended by the Treasury Borrowing
Advisory Committee. Managing cash balances at a prudent level is consistent
with standards for internal control on responding to risk.
United States Government Accountability Office

Through interviews of budget and
policy experts and an interactive web
forum, GAO identified three potential
approaches to delegating borrowing
authority. Each option met the criteria
of (1) minimizing disruptions to the
market and (2) linking decisions about
debt to decisions about spending and
revenue at the time that those
decisions are made. All of the options
also maintain congressional control
and oversight over federal borrowing.
Option 1: Link Action on the Debt
Limit to the Budget Resolution
This is a variation of a previously used
approach under which legislation
raising the debt limit to the level
envisioned in the Congressional
Budget Resolution would be spun off
and either be deemed to have passed
or be voted on immediately thereafter.
Option 2: Provide the
Administration with the Authority to
Increase the Debt Limit, Subject to a
Congressional Motion of
Disapproval
This is a variation of an approach
contained in the Budget Control Act of
2011. Congress would give the
administration the authority to propose
a change in the debt limit, which would
take effect absent enactment of a joint
resolution of disapproval within a
specified time frame.
Option 3: Delegating Broad
Authority to the Administration to
Borrow as Necessary to Fund
Enacted Laws
This is an approach used in some
other countries: delegate to the
administration the authority to borrow
such sums as necessary to fund
implementation of the laws duly
enacted by Congress and the
President. Since laws that affect
federal spending and revenue that
create the need for debt already
require adoption by the Congress,
Congress would still maintain control
over the amount of federal borrowing.

Option 1: Link Action on the Debt Limit to the Budget Resolution
Possible design outcomes include
•

making clear the relationship between spending and revenue decisions in the
budget resolution and the debt implied by those decisions;

•

giving Congress the ability to take more immediate action to affect debt by
incorporating changes to revenue and spending at the time that Congress
passes its annual budget plan; and

•

minimizing potential disruptions to the market by shifting the timing of the
debate so that it occurs before debt is already at the limit;

Design issues to consider include (1) how should the debt limit be linked to the
budget resolution and how would voting occur, and (2) how should this policy
account for legislative and economic changes not included in the budget
resolution.
Option 2: Provide the Administration with the Authority to Increase the
Debt Limit, Subject to a Congressional Motion of Disapproval
Possible design outcomes include
•

preserving Congress’s ability to directly debate the current trajectory of
federal debt;

•

reducing the likelihood of market disruption and damage to the economy by
changing the results of a lack of congressional action from a potential default
to a debt limit increase;

•

being viewed by some as insufficiently linking congressional decisions about
spending and revenue to the impact on debt.

Design issues to be considered include (1) should Congress specify criteria or
require accompanying explanatory information for proposed debt limit increases
and, if so, what should they be; and (2) how should Congress structure the vote
on a joint resolution of disapproval, including how much time Congress should be
afforded to debate and pass a motion of disapproval before a change to the debt
limit takes effect.
Option 3: Delegating Broad Authority to the Administration to Borrow as
Necessary to Fund Enacted Laws
Possible design outcomes include
•

removing the dangers that accompany the fear of default by the U.S.
government by ensuring Treasury has the authority it needs to borrow to fund
all previously authorized spending;

•

permitting flexibility with respect to changes in the economy and legislation;
and

•

being viewed by some as having not enough focus on the link between
spending and revenue decisions and the level of debt incurred.

Design issues to be considered include (1) what form should congressional
oversight of Treasury debt management take in light of this delegation of
authority; and (2) what reports might be required from Treasury, and at what
frequency.

United States Government Accountability Office

Contents

Letter

1
Background
Recent Debt Limit Increases
Recent Debt Limit Impasses Disrupted U.S. Financial Markets,
and Industry-Led Contingency Plans to Address a Delayed
Payment Would Not Eliminate Severe Consequences
Recent Debt Limit Impasses Resulted in Increased Borrowing
Costs, Decreased Demand for Treasury Securities, and
Constrained Treasury Cash Management
Alternative Approaches to Delegating Borrowing Authority that
Could Minimize Disruptions in the Treasury Market and Better
Link Policy Decisions with Their Effect on Debt
Conclusions
Matters for Congressional Consideration
Agency Comments

6
9
12
29
39
50
51
51

Appendix I

Objective, Scope, and Methodology

53

Appendix II

Detailed Methodology and Findings of Statistical Analysis of
Treasury Borrowing Costs near the Debt Limit

56

Extraordinary Measures Available to Treasury to Manage Debt
When Delays in Raising the Debt Limit Occur

70

Chronology of Events Related to the Debt Limit, February 2013
through February 2014

71

GAO Contact and Staff Acknowledgments

73

Table 1: Amount of Treasury Securities Considered by Some
Investors to Be At-Risk Because of the 2013 Debt Limit
Impasse, as of October 16, 2013 (in Millions of Dollars)

14

Appendix III

Appendix IV

Appendix V
Tables

Page i

GAO-15-476 Debt Limit

Table 2: Comparison of Projected Debt Subject to the Limit in the
Budget Resolution to the Actual Debt Subject to the Limit
Table 3: Appropriate Benchmarks Identified For Analysis of Debt
Limit Impasse’s Effect on Treasury Yields
Table 4: Complete Results For Econometric Models By Treasury
Maturity
Table 5: Extraordinary Measures Available to the Department of
the Treasury (Treasury) to Manage Debt When Delays in
Raising the Debt Limit Occur
Table 6: Chronology of Events Related to the Debt Limit, February
2013 through February 2014

44
64
67
70
71

Figures
Figure 1: Chronology of Events Leading Up to the Debt Limit
Increase in October 2013
Figure 2: Secondary Market Yields on Treasury Bills Maturing in
Late October through Mid-November 2013 (in Basis
Points)
Figure 3: Repurchase Agreement (Repo) Clearing and Settlement
Arrangements
Figure 4: Repurchase Agreement Yields, September 2013 to
November 2013 (in Basis Points)
Figure 5: Non-financial Commercial Paper Rates, October 2013 to
November 2013 (in Basis Points)
Figure 6: Weekly Changes in Financial Commercial Paper
Outstanding, September 2013 to November 2013
(Dollars in Billions)
Figure 7: Estimated Increase in Borrowing Costs for Treasury Bills
Auctioned Between August 26 and October 16, 2013
(Dollars in Millions)
Figure 8: Bid-to-Cover Ratio on 4-week bill auctions from October
2012 to June 2014
Figure 9: Rise in Constant Maturity Rate for One-Month Treasury
Securities and Corresponding Rise in Proxy Measures of
Interest in the Debt Limit, from February 5, 2013, to
October 16, 2013

Page ii

11
16
20
22
23
24
31
33

59

GAO-15-476 Debt Limit

Abbreviations
ARMA
BCA
CBO
CSRDF
DISP
ESF
Fed Funds
FFB
GARCH
GDP
GCF
G Fund
GSE
LIBOR
OLS
OMB

autoregressive-moving average
Budget Control Act of 2011
Congressional Budget Office
Civil Service Retirement and Disability Fund
debt issuance suspension period
Exchange Stabilization Fund
Federal Funds
Federal Financing Bank
generalized autoregressive conditional heteroskedasticity
gross domestic product
General Collateral Finance
Government Securities Investment Fund
government sponsored enterprise
London Interbank Offered Rate
ordinary least squares
Office of Management and Budget
Postal Benefits Postal Service Retiree Health Benefits Fund
Fund
Recovery Act

Repo
SIFMA
SLGS
TIPS
TMPG
Treasury

American Recovery and Reinvestment Act of 2009
Repurchase Agreement
Securities Industry and Financial Markets Association
State and Local Government Series
Treasury Inflation-Protected Securities
Treasury Market Practices Group
Department of the Treasury

This is a work of the U.S. government and is not subject to copyright protection in the
United States. The published product may be reproduced and distributed in its entirety
without further permission from GAO. However, because this work may contain
copyrighted images or other material, permission from the copyright holder may be
necessary if you wish to reproduce this material separately.

Page iii

GAO-15-476 Debt Limit

Letter

441 G St. N.W.
Washington, DC 20548

July 9, 2015
Report to the Congress
U.S. Treasury securities play a vital role in the U.S. and global financial
markets, owing in part to their large, liquid, and transparent market and to
the confidence investors have that debt backed by the full faith and credit
of the United States will be honored. This can be seen by the
exceptionally strong demand for U.S. Treasury securities during times of
economic uncertainty around the world. Because Treasury securities are
viewed as one of the safest assets in the world, they are broadly held by
individuals—including in pension funds or mutual funds—and by
institutions and central banks for use in everyday transactions. They
serve as the equivalent of cash for financial institutions and corporate
treasurers, are one of the cheapest and one of the most widely used
forms of collateral for financial transactions, and are the basis for pricing
many other financial products, such as corporate bonds, derivatives, and
mortgages.
High demand for Treasury securities helps the Department of the
Treasury (Treasury) meet its goal of financing the government at the
lowest cost over time. Because the market for Treasury securities is large
and liquid, trading can generally be completed at will, and there is only a
slight difference in the price at which investors are willing to buy and sell
the security in the secondary market. Both at auction and in the
secondary market, investors are willing to pay more for the liquidity that
Treasury securities offer, which contributes to lower borrowing costs for
Treasury. Conversely, anything that decreases demand for Treasury
securities or makes them less liquid could increase the cost of borrowing
for Treasury. We have previously reported that delays in raising the debt
limit—a legal limit on the amount of federal debt that can be outstanding
at one time—has created uncertainty and disruptions in the Treasury
market and challenges for Treasury debt and cash management. 1

1

GAO, Debt Limit: Analysis of 2011-2012 Actions Taken and Effect of Delayed Increase
on Borrowing Costs, GAO-12-701 (Washington, D.C.: July 23, 2012), and Debt Limit:
Delays Create Debt Management Challenges and Increase Uncertainty in the Treasury
Market, GAO-11-203 (Washington, D.C.: Feb. 22, 2011).
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While the debt limit restricts Treasury’s authority to borrow, it does not
restrict Congress’s ability to enact spending and revenue legislation that
affects the level of debt or otherwise constrain fiscal policy. Congress
usually votes on increasing the debt limit after fiscal policy decisions
affecting federal borrowing have begun to take effect. In other words,
Congress can commit to future federal spending that Treasury does not
yet have sufficient borrowing authority to fund. We previously noted that
this approach to raising the debt limit does not facilitate timely debate
over specific tax or spending proposals and their effect on debt, and can
limit the range of options Congress has to effect an immediate change on
the trajectory of federal debt. We previously reported that Congress
should consider ways to better link decisions about the debt limit with
decisions about spending and revenue to avoid an impasse and potential
disruptions to the Treasury market and to help inform the fiscal policy
debate in a timely way.
On May 17, 2013, the Secretary of the Treasury notified Congress that
Treasury would begin to take actions that depart from normal debt
management operations to avoid breaching the limit. Treasury refers to
these actions as “extraordinary measures.” On September 25, 2013, the
Secretary notified Congress that Treasury estimated that these
extraordinary measures would be exhausted no later than October 17,
2013. On October 17, 2013, Congress passed and the President signed
the Continuing Appropriations Act, 2014, which suspended the debt limit
through February 7, 2014. 2 Rather than set a dollar limit, under a
suspension Treasury is allowed to borrow as necessary to fund
obligations during the suspension period.
We prepared this report under the Comptroller General’s authority to
conduct evaluations on his own initiative as part of continuing efforts to
assist Congress in identifying and addressing debt management
challenges related to delays in raising the debt limit. The objectives of this
report are to examine the effect of delays in raising the debt limit in 2013
on (1) the broader financial system and (2) Treasury debt and cash
management and (3) to examine alternative approaches to delegating
borrowing authority that would tie decisions about the debt limit to the
spending and revenue decisions that lead to debt and also could
minimize future disruptions in the Treasury market.

2

Pub. L. No. 113-46, § 1002, 127 Stat. 558, 566–570.
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To examine the effects of the debt limit on financial markets, we
interviewed more than two dozen private sector market participants and
observers to obtain their views and to learn about any contingency plans
they developed. We also interviewed Treasury officials and Federal
Reserve staff. We selected market participants to ensure a diversity of
viewpoints, taking into consideration market sector, share of the Treasury
market, and recommendations of market experts. Interviewees outside
the Treasury and the Federal Reserve were representatives from six
primary dealers, three commercial banks, seven money market mutual
funds and bond funds, three clearing banks, the three largest rating
agencies in the United States, a private asset manager, managers of one
of the world’s largest derivative exchanges, and a widely recognized
expert and commentator on the Treasury market. The views expressed in
these interviews are not generalizable to all market participants.
To assess the effect of the debt limit impasse that was resolved in
October 2013—hereafter referred to as the October 2013 impasse—on
secondary markets for Treasury securities and on markets for private
securities, we analyzed data on rates on Treasury securities in the
secondary market, repurchase agreements, and nonfinancial commercial
paper, and data on the amount of financial commercial paper outstanding.
We used publicly available data including Treasury’s Monthly Statement
of Public Debt and Daily Treasury Statement to calculate the amount of
principal and interest on Treasury securities that was due from October
17, 2013, to November 15, 2013, when Treasury projected that it would
exhaust its extraordinary measures.
To estimate the effect of the debt limit impasse in October 2013 on the
borrowing costs of the U.S. government, we used econometric models to
estimate yield premiums on Treasury securities associated with indicators
of the perceived risk of disruptions in principal and interest payments due
to the impasse. For these models, we used (1) daily data on searches of
terms related to the debt limit impasse obtained from Google for the
period from February 5, 2013, to October 16, 2013, and (2) daily counts
of news articles that used terms related to the debt limit impasse obtained
from Bloomberg News Trends data for the same period. Google Trends
data measures the frequency of searches on Google for various
phrases—in our case, searches related to the debt limit—which can serve
as a proxy for market concern over the political impasse. The Google
search index has been used successfully in other studies to capture
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changes in general public interest in an issue, but general public interest
in the debt limit impasse may vary in systematic ways from the
perceptions of market participants whose decisions affect prices. 3
Bloomberg News Trends data, on the other hand, counts debt-limit
related news gathered from some of the same sources that populate
news tickers on Bloomberg terminals and thus have a direct relationship
with materials that are likely to contribute to market participants’ risk
assessments. Bloomberg News Trends data, however, are smaller in
volume than Google search data and reflect the judgment of a
comparatively small number of people (i.e., the journalists and editors that
produce the stories) about how newsworthy the issue is. We applied
estimates of increases to interest costs attributable to the debt limit to
Treasury auctions held during the relevant period to estimate the direct
costs to Treasury. For this part of the analysis, we used daily data on
Treasury auctions for the period from February 5, 2013 to October 16,
2013.
We selected eight economists external to GAO with relevant expertise to
review our econometric approach and assess its strengths and
limitations. Before selecting these experts, we reviewed potential sources
of conflicts of interest, and we determined that the experts we selected
did not have any material conflicts of interest for the purpose of reviewing
our work. We received comments on our methodology from five of the
selected experts. The other three were not available to participate in our
study. Those that responded agreed with our general approach and
provided technical comments for us to consider. To address these
comments, we either modified our econometric approach or disclosed
additional limitations of our approach.

3
For example, a recent study used Google search data to estimate the perceived risk of a
breakup of the euro area on the yields for European sovereign debt. See Cesare, Antonio
Di, Giuseppe Grande, Michele Manna and Marco Taboga, “Recent Estimates of
Sovereign Risk Premia for Euro-Area Countries,” Questioni di Economia e Finanza
Occasional Papers, No. 128, (2012). Google search data have also been used to predict
search data to predict upcoming economic data releases for U.S. retail sales, auto sales,
home sales, and foreclosures in the United States. In addition, U.S. federal agencies have
also used Google search data. Most notably, Google search data was used by
researchers at the Centers for Disease Control and Prevention and Google to estimate the
current level of weekly influenza activity in different regions of the United States. See
Ginsberg, Jeremy, Matthew H. Mohebbi, Rajan S. Patel, Lynnette Brammer, Mark S.
Smolinski and Larry Brilliant, “Detecting Influenza Epidemics Using Search Engine Query
Data,” Nature, vol. 457, no.19 (2009).
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The results of the models used in this report to estimate the additional
borrowing costs to Treasury resulting from the 2013 debt limit impasse
are not comparable to estimates for prior debt limit impasses that we
published in past reports, which used different models. 4 The approach
that we used in this report offered us a number of advantages. Most
notably, it allowed us to model the escalation of the 2013 impasse on a
day-by-day, auction-by-auction basis and to estimate when the additional
borrowing costs to Treasury were incurred. With this modeling approach,
we were able to capture the increases in Treasury yields in the days and
weeks before Congress and the President resolved the impasse. See
appendix II for more details on how we estimated increased borrowing
costs and the limitations associated with this analysis.
To identify and examine alternative approaches to delegating borrowing
authority, we interviewed budget and legislative experts, including former
congressional staff, former Congressional Budget Office (CBO) directors
and Office of Management and Budget (OMB) staff, and other
congressional observers from a range of policy research organizations.
We also reviewed all legislation pertaining to the debt limit introduced in
the 112th and 113th Congresses, as well as congressional testimony on
the debt limit since 2011. Based on the interviews and analysis as well as
our previous work on the debt limit, we identified three policy options that
could potentially minimize disruptions in the Treasury market and that link
decisions about the debt limit to decisions about spending and revenue.
To obtain greater insight on these policy options, we hosted a private
Web forum where selected experts participated in an interactive
discussion on the various policy proposals and commented on the
technical feasibility and merits of each option. We selected experts to
invite to the forum based on their experience with budget and debt issues
in various capacities (government officials, former congressional staff,
and policy researchers), as well as on their knowledge of the debt limit, as
demonstrated through published articles and congressional testimony
since 2011. We also sought to include a range of political perspectives by
taking into consideration factors such as an expert’s past political
appointments. The forum was open to participants from December 1 to
15, 2014, and we received comments from 17 of the experts invited to the
forum. We determined that the 17 participants represented the full range

4

GAO-12-701 and GAO-11-203.
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of political perspectives. We analyzed the results of the forum to identify
key factors that policymakers should consider when evaluating different
policy options. Although these results are not generalizable to all experts
with relevant expertise, they provide greater insight on the feasibility and
merits of alternative policy options.
To assess the reliability of the data used in this study, we reviewed
related documentation; conducted testing for missing data, outliers, and
obvious errors; and traced data from source documents, where possible
and appropriate. To the extent possible, we corroborated the results of
our data analyses and interviews with other sources. In general, we
chose databases that were commonly used by Treasury and researchers
to monitor changes in federal debt and related transactions. To assess
the reliability of the Google search data used in one of our cost models,
we interviewed representatives from Google knowledgeable about the
data and reviewed literature that made similar use of these data. To
assess the reliability of the Bloomberg News Trends data used in our
other cost model, we traced a sample of aggregate news story counts to
their original publications. Based on our assessment, we believe that the
data are reliable for the purposes described above.
See appendixes I and II for more details on our objectives, scope, and
methodology.
We conducted this performance audit from June 2014 to July 2015 in
accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

Background

Congress and the President first enacted statutory limits on federal debt
during World War I to eliminate the need for Congress to approve each
new debt issuance and provide Treasury with greater discretion over how
it finances the government’s day-to-day borrowing needs. With the Public
Debt Act of 1941, 5 Congress and the President set a single overall limit

5

Pub. L. No. 77-7, 55 Stat. 7 (Feb. 19, 1941).
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on the amount of Treasury debt obligations that could be outstanding at
any one time. Since then, Congress has passed and the President has
signed more than 80 debt limit increases. Some were made after
extensive congressional debate while others were not.
Federal debt subject to the limit includes both (1) debt held by the public
and (2) debt held by government accounts (intragovernmental debt
holdings). 6 The majority of debt held by the public consists of marketable
Treasury securities, such as bills, notes, floating-rate notes, bonds, and
Treasury Inflation-Protected Securities (TIPS), which are sold by Treasury
through auctions and can generally be resold in a robust private sector
secondary market by whoever owns them. Treasury also issues to the
public a smaller amount of nonmarketable securities, such as savings
securities, special securities for state and local governments, and
government account series securities to deposit funds, such as the
Government Securities Investment Fund (G Fund) of the Federal
Employees’ Retirement System. Debt held by the public primarily
represents the amount the federal government has borrowed to finance
cumulative cash deficits. Intragovernmental debt holdings represent
balances of Treasury securities held in government accounts such as the
Medicare and Social Security trust funds.
The debt limit does not control or limit the ability of the federal
government to run deficits or federal agencies’ ability to incur obligations.
Rather, it is a limit on Treasury’s ability to borrow to pay bills already
incurred. Under current law, the decisions that create the need to borrow
are made separately from—and generally earlier than—decisions about
the debt limit. Nevertheless, increasing the debt limit frequently involves
lengthy debate by Congress. Some argue that such debates surrounding
the debt limit can raise awareness about the federal government’s debt
trajectory and also provide Congress with an opportunity to debate the
fiscal policy decisions driving that trajectory. However, since this debate
generally occurs after tax and spending decisions have been enacted into
law and when debt is already at or near the limit, Congress has a much

6

For additional information on federal debt and debt subject to the limit, see GAO, “Fiscal
Outlook: Understanding the Federal Debt,” Key Issues, (Washington, D.C.: 2014),
accessed June 23, 2015,
http://www.gao.gov/fiscal_outlook/understanding_federal_debt/overview and GAO,
Financial Audit: Bureau of the Fiscal Service’s Fiscal Years 2014 and 2013 Schedules of
Federal Debt, GAO-15-157 (Washington, D.C.: Nov. 10, 2014).
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narrower range of options to effect an immediate change to fiscal policy
decisions and hence to effect an immediate change to federal debt.
Members of Congress have indicated interest in exploring alternatives to
recent approaches to raising the debt limit by introducing more than 80
bills in the 112th and 113th Congresses to modify the process for
changing the debt limit.
When federal debt is at the limit and delays in raising the debt limit occur,
Treasury frequently has to depart from normal cash and debt
management operations to avoid breaching the limit. Treasury refers to
these actions as extraordinary measures. Treasury’s normal cash
management operations include ensuring that there is enough cash on
hand to pay government obligations as they come due. To manage the
federal government’s day-to-day payments and receipts, Treasury holds
cash in its operating cash balance in an account at the Federal Reserve. 7
Treasury can draw down its operating cash balance as debt approaches
the limit, which allows Treasury to temporarily make payments without
increasing the amount of debt subject to the limit. 8
A number of extraordinary measures are available to Treasury to
temporarily continue to manage debt if a delay in raising the debt limit
should occur, but without a decision to raise the debt limit, they too run
out. These measures reduce uncertainty over futures increases in debt
subject to the limit (by suspending certain increases), or reduce the
amount of debt subject to the limit. For example, Congress has
authorized the Secretary of the Treasury (in certain situations) to redeem
existing investments of the Civil Service Retirement and Disability Fund
(CSRDF), and to suspend new investments to CSRDF in order to be able
to continue to manage debt when it is at the limit. 9 Treasury also may

7
Prior to November 2008, Treasury maintained a majority of its operating cash as short
term investments with commercial depositaries. From December 2008 to December 2011,
Treasury maintained approximately $2 billion as investments with commercial
depositaries.
8
Whether or not Treasury can draw down on its operating cash balance depends on both
the level of Treasury’s current cash balance and on what Treasury’s payment obligations
are. Treasury must maintain an adequate cash balance in its account at the Federal
Reserve Bank of New York to accommodate large swings in daily deposits and
withdrawals. Treasury cannot risk an overdraft because the Federal Reserve is not
authorized to lend to Treasury.
9

5 U.S.C. § 8348(j), (l).
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suspend investments to the Government Securities Investment Fund of
the Federal Employees’ Retirement System (G-Fund), which contains
contributions made by federal employees toward their retirement as part
of the Thrift Savings Plan program. See appendix III for a table describing
each of the extraordinary measures available to Treasury to manage debt
when delays in raising the debt limit occur. Once all of the extraordinary
measures are exhausted, Treasury may not issue debt without further
action from Congress and could be forced to delay payments until
sufficient funds become available and could eventually be forced to
default on legal debt obligations. 10

Recent Debt Limit
Increases

On August 2, 2011, the President signed the Budget Control Act of 2011
(BCA), which provided for three increases in the debt limit that ultimately
raised it to $16.394 trillion in January 2012, 11 ending a lengthy impasse
over the debt limit in 2011. 12
In February 2013, when debt was nearing the limit set in January 2012,
the President signed the No Budget, No Pay Act of 2013, which
suspended the debt limit until May 19, 2013. 13 The suspension was a new
approach for adjusting the debt limit. Rather than set a dollar limit, under
the suspension Treasury was allowed to borrow as necessary to fund
obligations during the suspension period. When the limit was reinstated in
May 2013, it was raised to an amount equal to the previous limit of
$16.394 trillion plus the amount of qualifying debt incurred to fund
obligations during the suspension period. This and subsequent laws
provided that the debt limit would be increased by the amount of debt
issued during the suspension period, excluding any issuance that is not
necessary to make a payment that was required before the end of the
suspension period. As a means of assuring itself that it has respected this
limitation, Treasury has, toward the end of each suspension period,

10

For a more detailed description of each the extraordinary measures available and how
Treasury has used these measures during past debt limit impasses, see GAO-12-701 and
GAO-11-203.
11

Pub. L. No. 112-25, § 301, 125 Stat. 240, 251–255 (Aug. 2, 2011), codified at 31 U.S.C.
§§ 3101 and 3101A.

12

For a chronology of the significant events leading up to the August 2, 2011, debt limit
increase and related information, see GAO-12-701.

13

Pub. L. No. 113-3, § 2, 127 Stat. 51, 51 (Feb. 4, 2013).
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reduced its cash balance to approximately the level it was at on the date
the suspension was enacted, regardless of cyclical or other cash
management needs.
At the end of past suspension periods, the debt limit was reinstated at a
level that required Treasury to immediately begin the use of extraordinary
measures in order to borrow thereafter. Shortly prior to the reinstatement
of the debt limit in May 2013, Treasury began using extraordinary
measures to manage federal debt. 14 Debate over raising the debt limit
continued into October 2013, when a lapse in appropriations required the
federal government to shut down from October 1 until October 17. 15
During the shutdown, agencies without available funds were required to
cease operations, except for activities excepted under the Antideficiency
Act, such as activities necessary to protect from an imminent threat to life
or property. On October 17, 2013, the President signed the Continuing
Appropriations Act, 2014, which funded the government through until
January 15, 2014, and suspended the debt limit again, this time through
ending on February 7, 2014. 16 Figure 1 shows a timeline of key events
leading up to the debt limit increase in October 2013. The debt limit was
then suspended a third time, from February 15, 2014, through March 15,
2015.

14

Treasury suspended the use of State and Local Government Series (SLGS) securities
on May 17, 2013. While the amount of funds borrowed through SLGS is relatively small
compared to the amount of marketable securities issued, the timing of the funds flow from
these sources is generally out of Treasury’s control, and Treasury normally suspends the
sale of SLGS during a debt limit impasse since it is the largest source of volatility among
non-marketable borrowing from the public.
15

If one or more appropriations acts are not enacted at the start of the fiscal year, federal
agencies may lack sufficient funding to legally incur new obligations and may be forced to
shut down. In contrast, a failure to raise the debt limit does not force federal agencies to
shut down, as federal agencies are still legally authorized to incur new obligations.
However, a delay in raising the debt limit could impede Treasury’s ability to make timely
payments to grantees, contractors, federal employees, and other recipients of federal
funding for those legally incurred obligations.

16

Pub. L. No. 113-46, 127 Stat. 558. The Consolidated Appropriations Act, 2014, enacted
on January 17, 2014, provided funding for the remainder of fiscal year 2014.
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Figure 1: Chronology of Events Leading Up to the Debt Limit Increase in October 2013

At the conclusion of the most recent suspension on March 16, 2015, the
statutory debt limit was reset such that debt subject to the limit was at the
statutory limit of $18.113 trillion. Treasury began taking extraordinary
measures in advance of that, beginning with the suspension of the sale of
State and Local Government Series (SLGS) securities on March 13,
2015.
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Recent Debt Limit
Impasses Disrupted
U.S. Financial
Markets, and
Industry-Led
Contingency Plans to
Address a Delayed
Payment Would Not
Eliminate Severe
Consequences
Market Participants
Avoided Treasury
Securities Due to Mature
after Treasury Projected
Extraordinary Measures
Would be Exhausted

During recent debt limit impasses, investors reported systematically
taking actions to avoid certain Treasury securities that matured around
the dates when Treasury projected it would exhaust its extraordinary
measures (at-risk Treasury securities), including selling them, not
purchasing them, and not using or accepting them as collateral in
financial transactions. These actions caused interest rates on at-risk
Treasury securities to increase. They also caused a decline in liquidity for
at-risk Treasury securities and ultimately added to Treasury’s borrowing
costs. Further, investors indicated that they are now prepared to take
similar actions during future debt limit impasses. In addition to disruptions
to the Treasury market and increased direct costs to Treasury, recent
debt limit impasses also resulted in disruptions to other markets.
Disruptions in the financial sector due to the debt limit impasse could
ultimately result in the increased costs for providing credit in the
economy, either through increases in interest rates or in transaction
costs. Consequently, lending in the economy may be reduced, and loans
may become more costly. Reducing availability of capital may translate
into lower levels of economic activity and growth. While it is difficult to
quantify the cost increases arising from the 2013 impasse, they are
nonetheless real and represent avoidable constriction in the provision of
credit and growth in the economy.
Most of the market participants with whom we spoke said that they or
their clients took action during recent debt limit impasses to avoid or
minimize their holdings of Treasury securities, which were seen as most
at risk of a delayed payment. Treasury securities are generally viewed as
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a highly liquid, safe haven asset and largely free of default risk. However,
a number of market participants said that financial markets reevaluated
the risks posed by the debt limit in the summer of 2011. This was in part
due to unresolved questions about how a delayed payment from Treasury
would be handled. In response, market participants began work on
contingency plans. Those contingency plans generally were more fully
developed and were implemented by the fall 2013 impasse. In at least
one instance, the contingency plan included the unprecedented step of
applying risk management tools normally reserved for more risky assets
to Treasury securities. In 2013, investors acted quickly to target certain
Treasury securities seen as most at risk during subsequent impasses.
Market participants we spoke with said that investors avoided holding
hundreds of billions of dollars in Treasury bills with payments due in lateOctober through mid-November 2013. Market participants said that
investors were primarily concerned with shorter-term Treasury bills that
were maturing during this time. Some market participants told us that that
notes and shorter-term bonds with interest payments due during this time
were also affected, and some reported that they reviewed their holdings
for such securities during this time and avoided purchases of those
securities as well.
As table 1 shows, securities with principal payments due from midOctober through mid-November of 2013 represented nearly $600 billion,
and those with either principal or interest represented more than $3 trillion
in Treasury debt outstanding—about 25 percent of the debt held by the
public at the time. 17 The institutions we spoke with had different
approaches to managing their holdings of at-risk Treasury securities.
Some institutions avoided these securities altogether, while others
continued to buy and hold these securities but demanded higher yields on
them than on other Treasury securities. 18

17

The amount outstanding includes both (1) the principal payments due in late October
through mid-November 2013 and (2) the principal on Treasury notes and bonds with
scheduled coupon payments during this time period that do not fully mature until a later
date.
18

For fixed income securities like Treasury securities, price and yield move inversely to
each other. When market interest rates rise, prices of fixed income securities fall.
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Table 1: Amount of Treasury Securities Considered by Some Investors to Be At-Risk Because of the 2013 Debt Limit Impasse,
as of October 16, 2013 (in Millions of Dollars)
Date

Security Type

Amount Outstanding

Principal Due

10/17/13

Bills

119,994

119,994

10/24/13

Bills

93,001

93,001

10/31/13

Bills

89,000

89,000

10/31/13

Notes/Bonds

773,300

61,395

5,886

1,075,295

363,390

5,886

83,998

83,998

Subtotal through the end of October 2013
11/7/13

Bills

11/14/13

Bills

11/15/13

Notes/Bonds

Total

Interest Due

98,995

98,995

1,767,826

63,490

30,947

3,006,114

589,873

36,833

Source: GAO analysis of Treasury data. | GAO-15-476

Note: Figures may not total due to rounding.

Market participants we spoke with identified money market mutual funds
as among the investors most affected by the debt limit impasse. All of the
money market fund managers that we spoke with said that they had
avoided at-risk Treasury securities during the 2011 or 2013 debt limit
impasses or planned to do so during a future debt limit impasse. During
the October 2013 debt limit impasse, five of the seven money market fund
managers we spoke with reported either selling or avoiding purchases of
the affected securities entirely. Some fund managers said they began
changing their portfolios several weeks or months before the date on
which Treasury was projected to exhaust extraordinary measures, before
the broader market began to react to the debt limit impasse. Market
participants told us that as substitutes for the at-risk Treasury securities,
investors used bank deposits, agency discount notes—short-term
securities issued by government sponsored enterprises (GSE) such as
Fannie Mae, Freddie Mac, and the Federal Home Loan Banks—and
commercial paper—short-term securities issued by corporations to raise
cash needed for current transactions—as well as Treasury securities not
seen as at risk.
Money market fund managers and other market participants cited a
variety of reasons for selling at-risk Treasury securities. Money market
fund managers and investors are relatively more risk averse and attempt
to maintain stability in their portfolios, which is one reason that they invest
in short-term, high quality securities, such as in Treasury bills. Securities
and Exchange Commission regulations require most money market funds
to maintain a stable value of a dollar per share, and the funds are
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therefore very sensitive to changes in the rates of securities in their funds,
such as Treasury bills. Further, some investors seeking additional safety
and stability can select money market funds that invest either primarily or
exclusively in Treasury securities. Fund managers and other market
participants said that Securities and Exchange Commission rules also
contributed to their decision to avoid certain Treasury securities. These
rules limit the ability of money market funds to hold defaulted securities
without the approval of a fund’s board of directors. 19 Several money
market fund managers also told us that they spent a considerable amount
of time and resources addressing client questions and concerns about
their Treasury holdings and contingency plans in the event of a delayed
payment. One fund manager who said they maintained their holdings of
at-risk securities during the 2011 and 2013 impasses told us that they are
unlikely to do so in a future impasse in order to address client concerns.
Broker-dealers we interviewed also reported limiting their exposure to the
affected securities. According to statistics from the Federal Reserve Bank
of New York, primary dealers’ holdings of Treasury bills declined to as low
as $16.2 billion on October 2, 2013, the lowest level of 2013 and less
than half the average holdings of $39.3 billion for all of that year. 20 One
broker-dealer who is not a primary dealer reported both not purchasing
any affected securities and selling its entire holdings of them during the
impasse.

19

17 C.F.R. § 270.2a-7(f). If a default occurs, the money market fund must dispose of the
defaulted security as soon as practicable, consistent with achieving an orderly disposition
of the security absent a finding by the board of directors that disposal of the portfolio
security would not be in the best interests of the money market fund. Such a determination
may take into account, among other factors, market conditions that could affect the orderly
disposition of the portfolio security.

20

Twenty-two banks and securities broker-dealers are currently designated by the Federal
Reserve Bank of New York as primary dealers and are expected to participate
meaningfully in every Treasury auction by bidding for, at a minimum, an amount of
securities representing their share of the offered amount (based on the number of primary
dealers at the time of the auction). Primary dealers also have a role in making a
secondary market for Treasury securities—the market in which previously issued Treasury
marketable securities are bought and sold among investors.
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Interest Rates Rose and
Liquidity Decreased for AtRisk Treasury Bills that
Investors Avoided During
the 2013 Debt Limit
Impasse

Investors’ efforts to avoid shorter-term at-risk Treasury securities during
the October 2013 debt limit impasse likely contributed to increases in
interest rates and decreases in liquidity for Treasury bills in the secondary
market—the market in which previously issued Treasury securities are
bought and sold among investors. In 2013, secondary market yields on
Treasury bills maturing in late October through mid-November rose from
about 1 basis point (or one-one hundredth of a percent) in mid-September
to over 50 basis points prior to the resolution of the impasse on October
17 (see figure 2). Rates in the secondary market ultimately affect
Treasury’s borrowing costs, as investors generally demand similar rates
at auction to those in the secondary market. The significant increases in
interest rates on these Treasury securities reflected a new level of
investor uncertainty about Treasury’s ability to pay its bills and avoid a
delayed payment or a default.

Figure 2: Secondary Market Yields on Treasury Bills Maturing in Late October through Mid-November 2013 (in Basis Points)
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Investors’ efforts to avoid at-risk Treasury securities also likely contributed
to changes in the volatility of rates on at-risk Treasury bills during the fall
of 2013. For example, on October 8, 2013, the secondary market rate on
the most recently issued 4-week Treasury bill increased 12 basis points—
the largest one-day increase since March 2009. Similarly, on October 16,
2013, around the time the impasse was resolved, the rate on 1-month
Treasury bills decreased by 21 basis points—the largest decrease since
October 2008. Relatively large changes in Treasury rates, such as these,
affect everyone from individuals, whose pension and money market funds
invest in these securities, to global financial institutions, whose daily
transactions in Treasury securities are vital to the U.S. and global
financial markets.
Further, Treasury market participants we spoke with reported reduced
liquidity—the ability to easily buy and sell securities in large volumes
without meaningfully affecting the price—and reported instances of
having difficulty trading those Treasury securities seen as at risk during
the 2013 debt limit impasse. Bid-ask spreads—the difference between
what price buyers are bidding on a security and what sellers are asking
for that security, and a common indicator of market liquidity—increased
on Treasury bills, with a larger spread indicating decreased liquidity. One
market participant that we spoke with also reported that the reduced
liquidity extended beyond those securities seen as at risk to other
Treasury securities.
Treasury relies on high levels of liquidity to help fund the government at
the lowest borrowing cost over time. Because the market for Treasury
securities is highly liquid, Treasury avoids paying a significant liquidity
premium—compensation to investors for the possibility that they might
not be able to easily sell the security. A marked reduction in liquidity, even
if temporary, could have serious long-lasting implications for the Treasury
market, as it could affect the liquidity premium investors demand on
Treasury securities.
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Investors Did Not Accept
At-Risk Treasury
Securities as Collateral
During the 2013 Debt Limit
Impasse and Drove up
Rates for Transactions
Involving These Securities

Disruptions from the 2013 debt limit impasse extended to markets where
Treasury securities are used as collateral. In many ways Treasury
securities are the underpinning of the U.S. and global financial system,
with Treasury securities being used in a broad range of financial
transactions. However, financial institutions or their counterparties told us
that during the impasse they did not accept certain Treasury securities as
collateral in short-term financing arrangements, such as repurchase
agreements, or other transactions, such as derivatives contracts.
Treasury securities are one of the largest sources of high-quality
collateral in the world. The ability to use Treasury securities widely as
collateral at relatively low cost makes them easier to finance and more
attractive to certain investors, including broker-dealers who borrow money
in order to finance their holdings of Treasury and other securities.
Because Treasury securities have historically been considered to be very
low risk, they are among the lowest cost sources of collateral.
Counterparties to financial transactions will often discount the value of
collateral being provided based on several factors, including the
perceived risk of the collateral (often known as a “haircut”), meaning that
investors must provide more of any collateral if it receives a greater
haircut. By using Treasury securities as collateral, counterparties may
minimize the amount, and therefore the cost, of the collateral they must
provide for a transaction. Given the low level of risk Treasury securities
generally carry, the discount applied is generally lower than that applied
to other types of collateral. Because the cost of collateral can be passed
on to institutions and individuals that buy and sell securities or are
engaged in other financial transactions, the use of Treasury securities as
collateral lowers the cost for market participants. Recent debt limit
impasses, however, have affected the treatment of Treasury securities as
collateral. For example, one of the world’s largest derivatives exchanges
imposed a haircut on Treasury bills for the first time in 2011, in part due to
the debt limit impasse.
Market participants told us that financial institutions avoided using certain
Treasury securities as collateral by (1) informally requesting that their
counterparties not deliver specific Treasury securities as collateral, (2)
formally adjusting their list of acceptable collateral (or collateral
schedules), or (3) avoiding investing or borrowing in the affected markets
entirely. For example, managers of one of the world’s largest derivative
exchanges said that they requested their counterparties not to use
Treasury securities with principal or interest payments due in mid-October
through mid-November as collateral in derivatives contracts, and some
market participants we spoke with reported that they or their
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counterparties on derivatives contracts and other agreements requested
that different securities be substituted.
The market for repurchase agreements—or “repos”—is one market that
relies heavily on the use of Treasury securities as collateral and that saw
significant disruptions in recent debt limit impasses, including increases in
rates. Under a repurchase agreement, an institution borrows funds from
an investor using a security as collateral. For additional details on
settlement and clearing arrangements for different types of repurchase
agreements, see figure 3 below. Because the repurchase agreements are
generally for very short periods, such as overnight, and the borrower
provides collateral, borrowers generally are charged very low borrowing
rates compared to other forms of borrowing. According to Federal
Reserve data, as of October 9, 2013, almost 38 percent of tri-party
repurchase agreements and 39 percent of General Collateral Finance
(GCF) repurchase agreements in the United States were collateralized
with Treasury securities. 21

21

The Federal Reserve Bank of New York publishes monthly data on the market value of
tri-party and GCF repurchase agreements. The data are generally as of the seventh
business day of the month, which is meant to represent a typical business day, as data on
certain dates, such as the first or last day of the month or settlement dates for certain
securities, could lead to distortions in the data.
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Figure 3: Repurchase Agreement (Repo) Clearing and Settlement Arrangements

The market for repurchase agreements is critical to the health and
stability of U.S. financial markets and the U.S. economy, as it serves as
an important source of funding for broker-dealers that make markets in
U.S. government and corporate securities. These broker-dealers make
markets in government and corporate securities by matching buyers and
sellers of securities or by buying and selling securities themselves.
Broker-dealers fund their holdings of securities substantially through
short-term borrowing, such as repurchase agreements. As of the end of
2013, repurchase agreements represented over half of the liabilities of
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broker-dealers. Higher short-term borrowing rates for these institutions
may affect their ability to engage in market-making activities, ultimately
resulting in lower levels of liquidity and higher borrowing costs for
government and private borrowers.
Market participants we spoke with reported significant disruptions to the
market for repurchase agreements during recent impasses, including
increases in rates and the withdrawal of investors from the market.
Because Treasury securities make up such a large portion of the
collateral used in repurchase agreements, uncertainty about Treasury’s
ability to make payments on the government’s obligations and avoid a
delayed payment or a default likely affected this market, as investors had
less certainty in the riskiness of the collateral being provided. As shown in
figure 4, yields on overnight repurchase agreements—those that only last
one day—increased more than 500 percent (from 4.5 basis points on
September 30, 2013 to as high as 23 basis points on October 17, 2013).
The two institutions that serve as clearing banks for tri-party repo
transactions in the United States both told us that they received inquiries
from clients about the ability to exclude certain Treasury securities from
the list of acceptable collateral and that a few of their clients actually
submitted such requests formally. One these institutions reported
developing a template in 2013 to help facilitate this process of avoiding
particular Treasury securities.
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Figure 4: Repurchase Agreement Yields, September 2013 to November 2013 (in Basis Points)

The Debt Limit Impasse
Had Effects in Other
Short-Term Markets

Recent debt limit impasses likely affected other short-term markets,
including the market for commercial paper—short-term securities issued
by corporations to raise cash needed for current transactions—and
agency discount notes—short-term securities issued by GSEs such as
Fannie Mae, Freddie Mac, and the Federal Home Loan Banks. Because
Treasury securities often serve as a benchmark against which investors
compare the returns on other products, increased rates on Treasury
securities can lead to increased rates in other markets, affecting the
borrowing costs of a range of borrowers. For example, during the 2013
debt limit impasse, the yield on 1-month commercial paper from financial
institutions, such as banks, rose from 5 basis points on September 30,
2013, to 21 basis points on October 16, 2013; yields for other maturities
and for non-financial issuers also saw increases. Figure 5 shows
increases in rates on non-financial commercial paper. We used
regression analysis to confirm that the rate increases for commercial
paper were linked to the October 2013 debt limit impasse.
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Figure 5: Non-financial Commercial Paper Rates, October 2013 to November 2013 (in Basis Points)

Further, yields on 3-month discount notes issued by the GSEs more than
quadrupled from 3 basis points to 14 basis points between September 30,
2013, and October 16, 2013. Some market participants noted, however,
that as significant as these increases in rates were, they were dampened
by the fact that some investors invested in commercial paper or agency
discount notes as an alternative to Treasury bills during the debt limit
impasse, which caused rates in these markets to be lower than they
otherwise might have been.
Market participants we spoke with also told us that some commercial
paper issuers had delayed or otherwise changed issuance plans during
the October 2013 debt limit impasse. Federal Reserve data is consistent
with this observation. The amount of commercial paper outstanding
issued by financial institutions declined each week from the week ending
September 25, 2013, through the week ending October 16, 2013,
indicating that less commercial paper was issued by financial institutions
than matured during this time; the amount of commercial paper
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outstanding then rebounded the week after the debt limit impasse was
resolved (see figure 6). 22
Figure 6: Weekly Changes in Financial Commercial Paper Outstanding, September 2013 to November 2013 (Dollars in
Billions)

22

Data are not seasonally adjusted. Data for non-financial and asset-backed commercial
paper outstanding did not show a similar decline.
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Industry-Led Contingency
Plans Address Some
Uncertainty About How a
Delayed Payment Would
Be Handled but Would Not
Eliminate the Severe
Consequences of Such an
Event

As described above, individual institutions took steps to manage risk
related to debt limit impasses. In addition, financial sector industry groups
led efforts to develop contingency plans in the event of a potential
delayed Treasury payment, although they emphasized that the practices
would only modestly reduce, not eliminate, the operational difficulties and
potential damage posed by a delayed payment on Treasury debt. The
industry groups stated that, even with these limited practices, a temporary
delayed payment on Treasury debt could undermine confidence in the full
faith and credit of the United States and therefore cause significant
damage to markets for Treasury securities and other assets, which would
affect not only institutions but also individuals. Two sets of industry-led
contingency plans are
•

A Treasury Market Practices Group (TMPG) white paper. 23 Published
in December 2013, this white paper was intended to provide a
technical reference on some of the trading, clearing, settlement and
other operational challenges that might arise in the unlikely event of a
delayed payment on Treasury debt. Although this paper was not
focused specifically on disruptions caused by a debt limit impasse, the
paper laid out potential practices for how to manage a delayed
payment on Treasury debt so as to modestly reduce, though not
eliminate, the operational difficulties posed by the delay. 24 Under the
proposed practice for principal payments, the group suggested that on
the day before a payment is due, if Treasury determined that the next
day’s principal payment could not be made before the Fedwire
Securities Service ran its end-of-day processes, Treasury could
instruct the Federal Reserve Bank of New York to roll forward, or
extend, the operational maturity date of the affected securities by one

23

The TMPG is a group of market professionals committed to supporting the integrity and
efficiency of the Treasury, agency debt, and agency mortgage-backed securities markets.
The TMPG is composed of senior business managers and legal and compliance
professionals from a variety of institutions, including securities dealers, banks, buy-side
firms, market utilities, and others, and is sponsored by the Federal Reserve Bank of New
York.

24

The TMPG white paper noted that delayed payment on Treasury debt could arise from a
number of circumstances, such as systems failures, natural disasters, terrorist acts, or
other reasons.
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business day. 25 This would allow the security to remain transferable
over the Fedwire Securities Service and could be repeated day by day
until Treasury determined that the payment was able to be made. The
paper also suggested practices for extending the coupon payment
date for any interest payments that Treasury determined could not be
made.
•

A Securities Industry and Financial Markets Association (SIFMA)
contingency plan. The SIFMA plan was developed for the financial
industry’s use in business continuity planning, along with a telephone
call protocol that could be implemented among industry leaders on the
night prior to an expected missed payment in order to facilitate
communication and coordination among market participants.

Market participants told us that the two contingency planning efforts
provided some reassurance about the continued ability to record, price,
and transfer Treasury securities with a delayed payment. While these
plans deal with technical and operational issues around a delayed
payment, they do not reduce the consequences of a delayed payment.
Even for the operational and technical issues, significant uncertainty
remains about the implementation and effectiveness of these plans. This
uncertainty includes
•

Sufficient advance notice. One critical component of the potential
practices described by TMPG and used in SIFMA planning is that
Treasury would need to provide instructions to the Federal Reserve
Bank of New York sufficiently in advance of the service’s closing so
that Federal Reserve officials have enough time to implement the
extension of the operational payment date. Treasury officials with
whom we spoke said that making the decision to roll forward or
extend such dates in advance would be very difficult for Treasury as it
could require a decision to be made while Congress is still debating
legislation to raise the limit. Treasury did not provide input on the
scenarios described in the TMPG paper. Treasury officials with whom
we spoke said that any decision regarding Treasury’s actions would

25

The Federal Reserve’s Fedwire Securities Service provides safekeeping, transfer, and
settlement services for securities issued by Treasury and other federal agencies. Fedwire
Securities Service ordinarily runs its end-of-day processes following the close of the
service (at around 7 p.m. Eastern time). Among other things, these processes include
making securities due to mature the next day non-transferrable through the Fedwire
Securities Service.
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be made based on the circumstances as they exist at that time. A
Treasury official further stated that delaying payments could not
reasonably protect the full faith and credit of the United States, the
U.S. economy, or individual citizens from very serious financial harm.
•

Systems capabilities. The extent to which private sector systems are
able to accommodate a delayed payment is uncertain. For example,
one primary dealer told us that the systems used for managing
Treasury securities were designed separately from those used for
managing other assets. According to market participants, because a
delayed payment from Treasury was not an expected event, the
systems for managing Treasury securities often were not set up to
accommodate a delayed payment. Some with whom we spoke said
that they had reviewed or tested their internal systems to determine
whether they could handle a delayed payment. For some market
participants, implementation of the strategy would require a great deal
of manual intervention. Other participants said that they were hesitant
to invest time and resources into making systems changes to prepare
for an event that they believed to have a low probability of occurring.
Federal Reserve officials said that the Federal Reserve Banks, in their
capacity as a fiscal agent for Treasury, tested their internal systems to
determine if extending the operational maturity or interest payment
date of a Treasury security would be feasible. Although they did find
that their systems could handle such an approach, they emphasized
that an additional challenge would be in managing the
communications and logistics across public and private sectors
necessary to implement a delayed payment. They also said that the
conclusions of the TMPG paper should be revisited to make sure they
are still valid in today’s operating environment. When asked whether
Treasury had tested the capabilities of its systems to delay payments,
including principal, interest, and other payments, Treasury officials
told us that no final decisions were made during the recent debt limit
impasses and cautioned that any response would be entirely
experimental and would create unacceptable risk to both domestic
and global financial markets.

•

Questions about market response. A number of market participants
said that because securities considered in default are not acceptable
as collateral for financial transactions, they were not sure whether a
Treasury security on which a payment was delayed would still be
considered acceptable collateral. In addition, market participants were
uncertain whether Treasury would have, or would be provided with,
the necessary legal authority to pay interest accrued on a delayed
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payment; this could have an impact on the willingness of market
participants to buy and hold affected securities.
Beyond industry-led contingency plans, some market participants said
that they assumed that, if necessary, Treasury would prioritize payment of
principal and interest on debt held by the public over other federal
payments. Treasury told us that no final decisions were made during the
recent debt limit impasses. Treasury has explained publicly that—
assuming Treasury has sufficient cash on hand—the Fedwire Securities
System would technologically be capable of continuing to make principal
and interest payments while Treasury was not making other kinds of
payments, although this approach would be entirely experimental and
would create unacceptable risk to both U.S. and global financial markets.
One challenge would be that interest and principal payments on the
relatively small share of securities purchased through TreasuryDirect—a
platform for retail purchases of Treasury securities—do not go through
the Fedwire Securities System.

Market Participants Expect
to Use Similar Approaches
in Future Impasses and
Identified Factors that
Could Make Impasses
More Severe

Numerous factors can affect how the market responds to a debt limit
impasse. For example, market participants noted that the 2011 debt limit
impasse occurred at a time when the financial crisis in Europe was
generally increasing demand for Treasury securities. At the same time,
there was also uncertainty about how the 2011 debt limit impasse would
affect the credit rating of the United States, including uncertainty about
the full implications of a likely downgrade by one of the major rating
agencies. 26 In general, market participants told us that financial markets
were more prepared for the debt limit impasse that occurred in 2013.
Market participants that we spoke with generally said that in any future
debt limit impasses, they anticipated employing the same approach used

26

On July 13, 2011, Moody’s Investors Service placed the United States’ credit rating on
review for a possible downgrade. See Moody’s Investors Service, Moody’s Places US Aaa
Government Bond Rating and Related Ratings on Review for Possible Downgrade (July,
13, 2011). On July 14, 2011, Standard & Poor’s placed the long- and short-term credit
ratings of the United States on CreditWatch, indicating a substantial likelihood of it taking
a rating action within the next 90 days. See Standard & Poor’s, United States of America
‘AAA/A-1+’ Ratings Placed On CreditWatch Negative On Rising Risk Of Policy Stalemate
(July, 14, 2011). On August 5, 2011, Standard & Poor’s lowered its long-term sovereign
credit rating on the United States from AAA to AA+. Standard & Poor’s indicated at the
time the prolonged debate over raising the debt limit in 2011 contributed to its decision.
See Standard & Poor’s United States of America Long-Term Rating Lowered To ‘AA+’
Due to Political Risks, Rising Debt Burden; Outlook Negative (Aug. 5, 2011).
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in 2013, including systematically avoiding those Treasury securities that
are seen as most at risk of a delayed payment. As described above, there
can be market disruptions even if a payment delay does not actually
occur, and these disruptions could potentially become more severe in the
future as more market participants put contingency plans in place even
earlier to avoid being the last one to react.
Further, market participants identified a number of other factors that could
make a debt limit impasse more disruptive in the future. For example,
market participants told us that the market reaction to the 2013 impasse
was dampened because it occurred at a time when there was a very high
level of demand and a shortage of supply for safe assets such as
Treasury securities. According to some market participants, if alternative
assets were more readily available to investors, the market reaction could
have been much more severe, causing more disruption in the Treasury
markets and exposing Treasury to additional increased funding costs.
Another factor involves dealers’ capacity to buy Treasury securities. Many
market participants we spoke with, including both primary dealers and
fund managers, noted that changes to market practices and new
regulatory requirements, including new capital and liquidity requirements,
are limiting dealers’ ability and willingness to buy and hold securities
during market disruptions such as a debt limit impasse. This potentially
removes large buyers that traditionally have helped limit volatility and
improve liquidity in Treasury markets during times of stress. Market
participants stated that one reason that market reactions to future
impasses may be more severe is that dealer capacity to buy Treasury
securities is now more limited.

Recent Debt Limit
Impasses Resulted in
Increased Borrowing
Costs, Decreased
Demand for Treasury
Securities, and
Constrained Treasury
Cash Management
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Delays In Raising the Debt
Limit in 2013 Increased
Treasury’s Costs,
Particularly for Shorter
Term Securities Auctioned
in the Final Weeks of the
Impasse

While increased rates on Treasury securities in the secondary market
affect the amount of return on investment for investors, changes in the
rates paid at Treasury auctions affect the amount that Treasury—and
ultimately American taxpayers—pay in interest on federal debt. We used
an econometric model to estimate the total increased borrowing costs
incurred through September 30, 2014, on securities auctioned by
Treasury during the 2013 debt limit impasse. 27 Overall, we estimated that
these costs ranged from roughly $38 million to more than $70 million,
depending on the specifications used. 28 The results of the models used in
this report to estimate the additional borrowing costs to Treasury resulting
from the 2013 debt limit impasse are not comparable to estimates for
prior debt limit impasses published in past reports, which used different
models. 29 See appendix II for a detailed description of the methodology
we used to estimate increased borrowing costs.
The results of our analysis suggest that additional borrowing costs that
Treasury incurred rose rapidly in the final weeks and days leading up to
the October 2013 deadline when Treasury projected it would exhaust its
extraordinary measures. Although our estimates suggest that modest cost
increases began to appear in our model as early as February 2013, the
estimated costs escalated rapidly at the very end of the impasse in 2013,
with roughly 63 to 81 percent of the total estimated increase in borrowing
costs coming from securities auctioned by Treasury in the final 10 days of
the impasse—from October 7, 2013 to October 16, 2013. Roughly 33 to
64 percent of the increase in borrowing costs came from bills auctioned in
the last two days of the impasse (see figure 7). Our estimates show
increased borrowing costs on 26-week bills, for example, were over 23

27

We used an econometric model to analyze the association between measures of public
interest or concern over the debt limit impasse and deviations from predicted Treasury
yields relative to relevant benchmarks. We then translated those regression estimates of
yield increases to interest costs attributable to the debt limit at each Treasury auction held
from February 5, 2013, to October 16, 2013.

28

None of our models showed statistically significant costs for Treasury securities with
maturities of 5-years or more. In one set of specifications, we estimated a statistically
significant savings for 10-year notes.

29

GAO-12-701 and GAO-11-203.
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times more on October 15, 2013 than they were at auction just one month
earlier. 30
Figure 7: Estimated Increase in Borrowing Costs for Treasury Bills Auctioned Between August 26 and October 16, 2013
(Dollars in Millions)

Note: Our model also indicated smaller increased borrowing costs on securities issued prior to August
29, 2013 that are not shown here. The model regresses the difference between predicted and actual
Treasury yields on one of two measures of public interest or concern over the debt limit impasse.

Overall, most of the estimated increased borrowing costs were for
shorter-term securities (or bills) with a maturity of 1-year or less. Interest
rates on Treasury bills have been at historical lows in recent years,
frequently auctioning at rates just a few hundredths of a percent—or basis
points—above zero. While the additional interest costs attributable to the
2013 debt limit impasse were relatively modest compared to the overall
face value of securities auctioned, in some cases they represented a
significant share of the total interest due. For example, based on our

30

This is based on our model that uses Google Trends as an explanatory variable, which
produces the lower estimate of total increased borrowing costs.
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models, several four-week bill auctions in September and October 2013
would have likely owed no interest had there been no debt limit impasse,
but instead paid a total of approximately $11.8 million in interest.
The increase in borrowing costs for Treasury securities in October 2013
was accompanied by unusually low levels of demand for Treasury
securities auctioned in the first weeks of October when concerns about
the debt limit were at their highest. Demand for Treasury securities at
auction can be seen in the bid-to-cover ratio, which is the dollar value of
all bids received in the auction, divided by the dollar value of the
securities auctioned. The bid-to-cover ratio for 13-week bills and 26-week
bills were both well below the 5-year averages during the debt limit
impasse in 2013, dropping to 3.13 and 3.52, respectively, at October 15
auctions. Similarly, at Treasury’s 4-week bill auctions on October 1, 2013
and October 8, 2013, the bid-to-cover ratio was 3.09 and 2.75—the
lowest levels since 2009 and below the 5-year average of 4.51 (see
figure 8).
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Figure 8: Bid-to-Cover Ratio on 4-week bill auctions from October 2012 to June 2014

Note: A debt issuance suspension period is a period in which, for the purposes of section 8348(j) of
title 5, United States Code, Treasury determines that it cannot issue debt without exceeding the debt
limit. Treasury must determine that a debt issuance suspension period exists and the length of the
period in order to use certain extraordinary measures. See appendix III for more information on
extraordinary measures.
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Illustrative Example of Effects of the Debt Limit on Borrowing Costs
and Demand for Treasury Securities
Market concern over the delay in raising the debt limit can be seen
through the comparison of two Treasury auctions for 5-day cash
management bills held in the fall of 2013, both of which auctioned $35
billion of securities. The first auction was held on September 10, 2013 at
a rate of 4 basis points—or 0.04 percentage points—and a bid-to-cover
ratio of 3.77. The second auction was held a month later, on October 9,
2013—or approximately a week before Treasury was projected to
exhaust extraordinary measures. In that auction, the auction rate
increased to 30 basis points and the bid-to-cover dropped to 2.84,
indicating both an increased cost and a decreased demand for Treasury
securities at that time. If the rate for the October 9, 2013, cash
management bill had been similar to the rate paid in early September,
Treasury would have saved more than $1 million in interest.
This is intended to be an illustrative example. We did not control for other
factors that can cause rates for Treasury bills to fluctuate from day to day,
such as changes in the broader economy, as we did in our regression
analyses.
Source: GAO-15-476.

Debt Limit Restrictions
Limit Treasury’s Ability to
Maintain Higher Cash
Balances to Manage
Unforeseen Risks

Debt limit restrictions can affect Treasury’s ability to manage its operating
cash balance, which can result in sharp declines in the amount of
Treasury bills outstanding and limit Treasury’s ability to manage
unforeseen risks. The three laws enacted in the last 2 years that
temporarily suspended the debt limit specified that following the
suspension period, the limit was to be reinstated at a level equal to the
previous level plus the amount of debt incurred during the suspension
that was necessary to fund obligations that required payment during the
suspension period. 31 Treasury was permitted to borrow the amount
necessary to fund payments due during the suspension and in effect, the
new amount of debt subject to the limit was deemed to be the new debt

31

No Budget, No Pay Act of 2013, Pub. L. No. 113-3, § 2, 127 Stat. 51, 51 (Feb. 4, 2013);
Continuing Appropriations Act, 2014, Pub. L. No. 113-46, § 1002, 127 Stat. 558, 566–567
(Oct. 17, 2013); and Temporary Debt Limit Extension Act, Pub. L. No 113-83, § 2, 128
Stat. 1011, 1011 (Feb. 15, 2014).
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limit. However, as explained below, these laws have had the effect of
altering Treasury’s normal borrowing patterns.
In the normal course of events, Treasury’s cash balance fluctuates due to
changes in cyclical financing needs and changes in withdrawals and
deposits. Under these laws, at the end of the suspension period the newly
calculated debt limit has a limitation—it excludes any issuance that is not
necessary to make a payment that was required before the end of the
suspension period. As a means of assuring itself that it has respected this
limitation, Treasury has, toward the end of each suspension period,
reduced its cash balance to approximately the level it was at on the date
the suspension was enacted. Therefore, these laws have had the effect of
altering Treasury’s normal borrowing patterns, contributing to sharp
declines in Treasury’s cash balance prior to the reinstatement of the debt
limit. For example, in the weeks prior to the reinstatement of the debt
limit, Treasury’s cash balance declined from more than $200 billion on
April 30, 2013, to roughly $34 billion on May 17, 2013. There was a
similar reduction in Treasury’s operating cash balance, from more than
$121 billion on January 7, 2014, to roughly $34 billion on February 7,
2014, after another suspension ended and the debt limit was reinstated.
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Overview of Treasury Cash Management
Treasury maintains a cash balance to ensure that there is enough cash
on hand to pay government obligations as they come due. Since Treasury
disburses federal funds at federal agencies’ request, it does not
determine when such payments are made. The funds Treasury uses to
make such payments come primarily from two sources: (1) tax revenues
from sources such as personal and corporate income taxes, payroll
withholdings, or other fees the federal government imposes; and (2) cash
borrowed from the public through Treasury’s regular auctions of debt
securities.
Treasury must maintain an adequate cash balance in its account at the
Federal Reserve to accommodate large swings in daily deposits and
withdrawals. Treasury cannot risk an overdraft because the Federal
Reserve is not authorized to lend to Treasury. Some large, regular
payments and receipts—such as Medicare and Social Security payments
and receipts from corporate taxes—cause meaningful swings in daily
deposits and withdrawals, but many other payments and receipts can be
more difficult to forecast.
Treasury’s approach to cash management has changed since the
financial crisis. Prior to 2008, Treasury generally targeted a $5 billion
balance in its account at the Federal Reserve and held additional cash at
authorized depositary institutions. Treasury sought to maintain a balance
in its account at the Federal Reserve large enough to protect against an
overdraft under normal operating conditions. It also attempted to keep the
cash balance stable to avoid interfering with the Federal Reserve’s
implementation of monetary policy.
Since the financial crisis, with short-term interest rates near zero,
Treasury has maintained a significantly larger cash balance in its account
at the Federal Reserve. In the past few years, Treasury also stopped
holding additional cash at depository institutions but is not prevented from
doing so again in the future.
Source: GAO-15-476.

Treasury reduced cash in part by reducing the amount of Treasury bills
outstanding, which can be disruptive to the markets in which Treasury
transacts. Treasury typically makes adjustments to short-term borrowing
needs by increasing or decreasing the amount of Treasury bills that it
issues each week, rather than making adjustments to its schedule for
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notes and bonds, which can be more sensitive to changes in auction
sizes. The reductions in Treasury’s cash balance from April 30, 2013, to
May 17, 2013, and from January 7, 2014 to February 7, 2014, were
accompanied by reductions in the total amount of bills outstanding of
roughly $92 billion and $114 billion, respectively.
These recent reductions in the amount of Treasury bills outstanding come
at a time when demand for high quality liquid assets—such as Treasury
bills—is high. In a presentation to Treasury, the Treasury Borrowing
Advisory Committee—an advisory committee composed of senior
representatives from investment funds and banks that meets regularly
and provides recommendations to Treasury on a variety of technical debt
management issues—attributed this high demand in part to recent
regulatory changes. This includes increased capital and liquidity
requirements stemming from provisions in the Dodd-Frank Wall Street
Reform and Consumer Protection Act 32 and changes in bank capital
rules. Financial institutions have met these requirements in part by
increasing their holdings of Treasury securities. At the same time,
Treasury bills as a share of total marketable debt have declined to historic
lows in recent years as Treasury has extended the average maturity of
federal debt, in part to manage rollover risk. 33 As of April 30, 2015,
Treasury bills accounted for roughly 11 percent of marketable federal
debt held by the public.
For a given demand, a reduction in the amount of Treasury bills
outstanding is generally accompanied by a decline in short-term rates
paid by Treasury and therefore lower borrowing costs for Treasury on
those securities. However, Treasury officials and market participants
stated that, in general, a large and irregular bill reduction over a short
period of time has the potential to affect liquidity in the near term and also
has the potential to add uncertainty and volatility in short-term rates over
the longer term. Failure to timely raise the debt limit, including the
requirement to return cash balances to pre-suspension levels, can affect
Treasury’s ability to adjust the amount of Treasury bills it auctions to react
to changes in market dynamics.

32

Pub. L. No. 111-203, 124 Stat. 1376 (July 21, 2010).

33

Rollover risk includes two types of risk: (1) interest rate risk—the risk that Treasury will
have to refinance its debt at less favorable interest rates, and (2) market access risk—the
risks inherent in coming back to the market to refinance the debt.
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Looking forward, debt limit constraints could also limit Treasury’s recent
efforts to maintain a larger cash balance to manage unforeseen risks. On
May 6, 2015, Treasury announced changes to its cash management
policy to better manage risks. Treasury stated that it would begin holding
a level of cash generally sufficient to cover one week of outflows in its
account at the Federal Reserve, subject to a minimum balance of roughly
$150 billion. Treasury indicated that it intends to finance higher cash
balances in part through increased issuance of Treasury bills. The
decision to maintain higher cash balances was based on Treasury’s own
assessment of emerging threats, such as potential cyber-attacks, as well
as a recommendation from the Treasury Borrowing Advisory Committee.
In August 2014, the committee recommended that Treasury maintain a
higher cash balance to mitigate situations where normal access to
funding markets through the auction of new debt may be disrupted or
delayed. As examples, the committee noted that Treasury lost market
access for 3 days following the September 11, 2001 attacks, for 1.5 days
following Superstorm Sandy in October 2012, and for one day in
December 2013, due to an issue with Treasury auction information
technology. Based on analysis presented to the committee in August
2014, since 2009, a cash balance of roughly $330 billion would have
been adequate to ensure that all government obligations could be met in
the event that Treasury lost market access for up to 5 days. In
comparison, Treasury’s average operating cash balance for calendar year
2013 was less than $63 billion and peaked at $214 billion in April 2013.
We did not evaluate Treasury’s specific proposed policy of maintaining a
higher cash balance as part of this work. The benefits of maintaining a
higher cash balance must be weighed against any potential costs
associated with financing the higher balance. In general, managing cash
balances at a prudent level is consistent with standards for internal
control on responding to risk. Specifically, internal control standards state
that management should design responses to the analyzed risks so that
risks are within the defined tolerance for the defined objective. 34 In the
past, Treasury and certain Federal Reserve banks, acting as fiscal agents
for Treasury, have taken other actions to help manage operational risks
related to Treasury debt management. For example, they added

34
GAO, Standards for Internal Control in the Federal Government, GAO/AIMD-00-21.3.1
(Washington, D.C.: Nov.1,1999) and Government Operations: Standards for Internal
Control in the Federal Government, GAO-14-704G (Washington, D.C.: Sept. 10, 2014).
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contingency sites that allow them to conduct auctions from alternative
locations, if necessary. Decisions about how to finance a higher cash
balance, given the stated benefits, should be consistent with Treasury’s
goal of achieving the lowest cost of borrowing over time.
As federal debt approaches the limit in the future, Treasury may need to
reduce its cash balance in order to temporarily make payments without
further increasing federal debt subject to the limit. As result, Treasury may
be forced to deviate from its stated cash management goals and to
maintain a lower cash balance than Treasury judges to be optimal for
managing unforeseen risks, such as disruptions to normal market access.
Market participants that we spoke with raised concerns that with a higher
cash balance Treasury’s actions to comply with future debt limit
constraints could require an even steeper and more disruptive decrease
in the supply of Treasury bills. This could add to volatility in the bill
market, particularly if debt limit impasses occur frequently.

Alternative
Approaches to
Delegating Borrowing
Authority that Could
Minimize Disruptions
in the Treasury
Market and Better
Link Policy Decisions
with Their Effect on
Debt

The debt limit was originally created to ease the process of borrowing to
finance the operations of government. However, delays in raising the limit
can lead to significant disruptions in the financial system and increased
borrowing costs. The amount of debt necessary to comply with the
statutes governing spending and revenue is a mathematical outcome of
those spending and revenue amounts. Debates surrounding the debt limit
may raise awareness about the federal government’s current debt
trajectory and also provide Congress with an opportunity to debate the
fiscal policy decisions driving that trajectory. However, by the time the
debt limit is reached and needs to be raised, Congress has a narrower
range of options to effect an immediate change to fiscal policy decisions
and hence to federal debt.
In previous reports we suggested that to improve its approach to
delegating borrowing authority and to inform fiscal policy debate in a
timely way, Congress should consider adopting a policy approach that
both (1) minimizes disruptions to Treasury and financial markets and (2)
better links decisions about the debt limit with decisions about spending
and revenue at the time those decisions are made. 35 Based on our review
of congressional testimony, legislation, input from budget and legislative

35

See GAO-12-701 and GAO-11-203.
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experts, and our prior work, we identified three broad policy alternatives
that met these criteria:
1) linking action on the debt limit to the budget resolution;
2) providing the administration with the authority to propose raises to the
debt limit, subject to a congressional motion of disapproval; and
3) directly linking spending and revenue decisions to the debt limit by
delegating broad authority to the administration to borrow as
necessary to fund laws enacted by Congress and the President.
Each of these options maintains congressional control and oversight over
federal borrowing. Each represents an approach that has in some form
been proposed or actually used by Congress in the past. Each has
strengths, weaknesses and design issues that members of Congress
would need to consider. To assist in this consideration, we identified key
design issues to consider for each option. These are based on
discussions with policy and budget experts conducted via a closed web
forum that we hosted in December 2014. In the forum, experts—including
former congressional staff, academics, policy researchers, and other
experts on congressional and budget processes—commented on the
technical feasibility, design options, and overall merits of each of the
alternatives.

Link Action on the Debt
Limit to the Budget
Resolution

Congress could link action on the debt limit to the concurrent budget
resolution (budget resolution), which would better align decisions about
fiscal policy with decisions about debt and would integrate debt limit
decisions into the congressional budget process. Experts identified a
number of advantages with this option. For example, it makes clear the
relationship between spending and revenue decisions in the budget
resolution and the debt implied by those decisions. Further, if there are
concerns about the trajectory of future federal debt, it gives Congress the
ability to take more immediate action to incorporate changes to revenue
and spending at the time that Congress passes its annual budget plan,
rather than waiting for the statutory debt limit to be reached. Related to
this, it minimizes potential disruptions to the market by shifting the timing
of the debate so that it occurs before debt is already at the limit.
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Overview of Congressional Budget Resolutions
The Congressional Budget and Impoundment Control Act of 1974, as
amended, requires Congress to pass a concurrent budget resolution
(budget resolution) each year on or before April 15 for the upcoming fiscal
year starting October 1. A budget resolution establishes levels of
spending and revenue for the upcoming year that reflects Congress’
decisions regarding tax and expenditure policies, along with the amount
of debt stemming from those decisions. Specifically, budget resolutions
set the appropriate levels for totals of new budget authority, outlays, and
revenues; the surplus or deficit in the budget; and public debt for each
upcoming fiscal year beginning on October 1 and for the 4 fiscal years
thereafter. As a concurrent resolution, budget resolutions are adopted by
both chambers of Congress but are not presented to the President for
signature and therefore do not have the force of law. Meanwhile, changes
to the debt limit must be passed as part of separate legislation, such as a
bill or joint resolution.
Source: GAO-15-476.

Congress has previously recognized the link between the amount of
federal debt and the spending and revenue decisions contained in the
budget resolution through its rules and legislative procedures. In past
Congresses, the House rules provided that passage of a budget
resolution automatically generated a joint resolution considered to have
been passed in the House, changing the debt limit by the amount
specified in the resolution. 36, 37 The Senate has not had a similar rule. It
sometimes, though not always, has passed the joint resolution from the
House, albeit with a lag and occasionally with added amendments. In the

36

th

st

A similar House rule was used for increasing the debt limit in the 97 through 101
th
th
Congresses and the 108 through 111 Congresses. Most recently, this was House Rule
XXVIII in the 111th Congress. A similar provision was not included in the House Rules for
the 112th, 113th, or 114th Congresses.
37

The Congressional Budget and Impoundment Control Act of 1974 also allows for the
debt limit to be raised through reconciliation. Reconciliation is a process that Congress
can use to make adjustments to existing laws affecting tax, spending, credit, and the debt
limit so they are consistent with the levels set in the budget resolution. Unlike the budget
resolution, reconciliation legislation is presented to the President and, if signed, has the
force of law. One advantage of using reconciliation is that it is subject to expedited
consideration in both chambers. In the Senate, for example, debate on reconciliation
legislation is limited, making it more difficult to filibuster. In the last 30 years, reconciliation
has been used four times to increase the debt limit—most recently in 1997.
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last 30 years, Congress has enacted debt limit increases that originated
through this rule seven times—most recently in 2010. 38

Design issues to be considered

How should the debt limit be linked to the budget resolution and
how would voting occur?
The debt limit could be linked to the budget resolution in one of two ways:
1. The procedure previously used by the House to automatically
change the debt limit could be used in both the House and the
Senate. The passage of the budget resolution by each chamber could
automatically generate identical pieces of legislation changing the
debt limit to the amount contained in the resolution. This legislation
would be automatically deemed to have passed each chamber of
Congress and would be immediately presented to the President for
signature.
2. Passage of a concurrent resolution on the budget in each
chamber could generate legislation requiring a separate vote to
raise the debt limit to the amount contained in the budget
resolution. To ensure that the debt limit and budget resolution are
considered and debated in tandem, the legislation would be subject to
expedited procedures, such as limits on the amount of debate and the
ability to amend the legislation.
Both of these options could be achieved either through a modification to
chamber rules or by amending the Congressional Budget and
Impoundment Control Act of 1974. If implemented through chamber rules,
it would have to be agreed to at the beginning of each Congress, since
each Congress adopts its own rules. An amendment to the Congressional
Budget Act would not require each Congress to revisit the decision.
Experts who favor an automatic change in the debt limit point out that the
amount of debt stems directly from budgetary decisions, and since the
budget resolution sets forth the budget for Congress, the two issues
should not be separated. Meanwhile, experts who favor a separate vote
on the debt limit suggest that this approach would help to increase
transparency and further enhance members’ awareness of how spending
and revenue decisions affect federal debt. It would also minimize the

38

Statutory Pay-As-You-Go Act of 2010, Pub. L. No. 111-139, 124 Stat. 8, 8 (Feb. 12,
2010).
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likelihood that debate over the debt limit would prevent agreement and
passage on a budget resolution. However, at the same time, a separate
vote also makes it possible for Congress to adopt a budget resolution
without changing the debt limit to the level dictated by that resolution.
Experts further identified factors that policymakers should consider when
evaluating the option of linking action on the debt limit to the budget
resolution.
How should this policy account for legislative and economic
changes not included in the budget resolution?
Linking action on the debt limit to the budget resolution relies on accurate
forecasting of projected debt levels, and may not account for unforeseen
changes in tax revenue or mandatory spending that affect levels of debt.
The actual amount of debt can differ from the amount anticipated in the
budget resolution due to either (1) newly-enacted legislation, or (2)
unanticipated fluctuations in the economy that affect the amount of
revenue the government receives and the level of spending for certain
programs, such as those that provide unemployment insurance or federal
nutrition benefits without any explicit government action. Congressional
response to such changes would vary depending on which type of
change occurred.
As shown in table 2, during the 12 years in which Congress passed a
budget resolution since 1995, actual debt subject to the limit exceeded
the level of public debt or debt subject to the limit specified in the budget
resolution for 5 of the years, by amounts ranging from $69 billion to
$1.646 trillion. Actual debt was lower than projected debt in the other 7
years during that period, by amounts ranging from almost $37 billion to
roughly $224 billion.
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Table 2: Comparison of Projected Debt Subject to the Limit in the Budget Resolution to the Actual Debt Subject to the Limit
Dollars in billions

Fiscal year

Actual debt
subject to the limit at
the end of the fiscal year

1995

4,884.6

Level of public
debt or debt subject to the limit
specified in the budget resolution

Difference
(actual minus projected)

4,965.1

a

-73.5

-80.5

1996

5,137.2

5,210.7

a

1997

5,327.6

5,435.7

a

-108.1

1998

5,439.5

5,593.5

a

-154.1
-36.8

2000

5,591.6

5,628.4

a

2001

5,732.8

5,663.5

a

69.3

5,603.8

a

557.6
-50.7
-224.7

2002

6,161.4

2004

7,333.4

7,384.0

b

2006

8,420.3

8,645.0

b

2008

9,959.9

9,504.2

b

455.7

2009

11,853.1

10,207.0

b

1,646.1

2010

13,510.8

13,233.3

b

277.6

Source: GAO analysis of legislation. | GAO-15-476

Notes: A concurrent budget resolution was not passed in fiscal years 1999, 2003, 2005, 2007 or 2011
to 2015.
a
Represents the level of public debt specified in the concurrent resolution. A very small amount of
public debt is not subject to the debt limit. This amount is primarily composed of unamortized
discounts on Treasury bills and Zero Coupon Treasury bonds; debt securities issued by agencies
other than Treasury, such as the Tennessee Valley Authority; and debt securities issued by the
Federal Financing Bank. As of January 31, 2015, roughly 99.8 percent of public debt was subject to
the debt limit.
b

Represents the level of debt subject to the limit specified in the concurrent resolution.

Legislative changes: Some experts proposed that the House
and Senate modify their rules to require any legislation that
changes the level of spending or revenue agreed to in the budget
resolution to also include corresponding changes in the debt limit
in order to accommodate the new level of debt. 39 This is similar to
an approach that Congress took with three pieces of legislation
enacted in 2008 and 2009 in response to the financial market
crisis and economic downturn. The Housing and Economic

39

House and Senate budget rules are typically enforced through a point of order, which
can be waived by a majority vote in the House and generally by a three-fifths vote in the
Senate.
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Recovery Act of 2008, the Emergency Economic Stabilization Act
of 2008, and the American Recovery and Reinvestment Act of
2009 (Recovery Act) each included a separate provision
increasing the debt limit. 40 For example, in addition to spending
and revenue provisions, the Recovery Act increased the debt limit
by $789 billion, though federal debt at the time was more than
$600 billion below the limit. This approach could be implemented
either by enacting the requirement into law or by incorporating it
into House and Senate rules.
Economic changes: In our previous report, we discussed
additional options to deal with changes in debt driven by economic
changes, such as: (1) considering further changes to the debt limit
at the time that the annual mid-session review is released; 41 (2)
setting aside a reserve fund in the budget resolution for
unanticipated borrowing needs; and (3) delegating additional
authority to Treasury to borrow for intrayear financing needs that
resulted from changes in the economy rather than direct policy
decisions.
What should be done in years in which Congress does not adopt a
budget resolution?
The approach of linking action on the debt limit to the budget resolution
works in years in which Congress passes a budget resolution. However,
there are years in which Congress does not pass a budget resolution. For
example, Congress has not passed a budget resolution for 9 of the 20
fiscal years since 1995. For such years, Congress would need to make
any adjustments to the debt limit through an alternative process. One
observer noted that in this event, the situation would be similar to what it
is today—unless one of the other options was adopted as a backup
procedure. Experts had different views on whether linking action on the
debt limit to the budget resolution would make the passage of a budget
resolution more or less likely to occur.

40

Pub. L. No. 110-289, § 3083, 122 Stat. 2654, 2908 (July 30, 2008); Pub. L. No. 110-343,
§ 122, 122 Stat. 3765, 3790 (Oct. 3, 2008); Pub. L. No. 111-5, § 1604, 123 Stat. 115, 366
(Feb. 17, 2009).

41

The President is required to submit an update of the federal budget, often referred to as
a mid-session review, before July 16 of each year. 31 U.S.C. § 1106.
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Provide the Administration
with the Authority to
Increase the Debt Limit,
Subject to a
Congressional Motion of
Disapproval

Congress could provide the administration with the authority to propose a
change in the debt limit, which would take effect absent adoption of a
motion to disapprove by both the House and Senate. This is a variation of
the approach contained in the Budget Control Act of 2011 (BCA), which
gave the President the authority to propose two increases in the debt limit
by such amounts and in such installments as specified in law. These
increases would take effect unless Congress enacted a motion of
disapproval in the form of a joint resolution within a specified number of
days. A joint resolution requires a presidential signature and is subject to
possible presidential veto. The BCA provided expedited procedures for
the motion of disapproval in both chambers, including limits on debate
and a prohibition on amendments. Congress could adopt legislation
making this procedure permanent: providing the administration with
ongoing authority to propose changes to the debt limit based on some
criteria which would take effect absent adoption of a motion to disapprove
by both House and Senate within a specified time frame.
Experts who favored such an approach noted that this would reduce the
likelihood of market disruption and damage to the U.S. or world economy
in part by changing the results of a lack of direct congressional action
from a potential default to a debt limit increase. At the same time, it would
preserve Congress’s ability to debate fiscal policy decisions and the
current trajectory of federal debt. Others believe it insufficiently links
congressional decisions about spending and revenues from their impact
on debt.

Design issues to be considered

Should Congress specify criteria or require accompanying
explanatory information for proposed debt limit increases? If so,
what should they be?
To align the timing of the debt limit modification with the budget process,
the amount of proposed changes to the debt limit could be tied to specific
projections of federal debt in the congressional budget resolution, the
President’s budget, or recently enacted legislation, as suggested in
pieces of previously introduced legislation. This would strengthen the link
between decisions about spending and revenue and decisions about
debt.
Under the BCA, the President had the authority to propose increases
when debt came within $100 billion of the limit. Some experts suggested
that changes to the debt limit could instead be proposed and considered
on a key date selected from the congressional calendar, rather than when
debt subject to the limit reached a certain dollar amount. This would
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enable Congress to align the timing of action on the debt limit with the
budget process or other congressional decision making.
How should Congress structure the vote of disapproval?
BCA provided one model for structuring the votes of disapproval.
Congress could consider alternative approaches and structural decisions,
such as how much time will be afforded to pass a motion of disapproval
before the change takes effect. Under BCA, first, a portion of a debt limit
increase was not to take effect if a joint resolution of disapproval was
enacted into law within 50 calendar days after Congress received the
President’s formal notification that additional borrowing was required to
meet existing commitments in the first instance. Then for a second debt
limit increase, all of the increase was not to take effect if such a joint
resolution was enacted into law within 15 calendar days.

Directly Linking Spending
and Revenue Decisions to
the Debt Limit by
Delegating Broad Authority
to the Administration to
Borrow As Necessary to
Fund Enacted Laws

Congress could adopt the approach similar to the one used in some other
countries: delegate to the administration the authority to borrow such
sums as necessary to fund implementation of the laws duly enacted by
Congress and the President. This would minimize disruptions in
Treasury’s debt and cash management and would remove the dangers
that accompany fear of default by the U.S. government. Since laws that
create the need for debt require adoption by the Congress, this would
maintain congressional control over the amount of federal borrowing
necessary. The recent approach of suspending the debt limit and
permitting Treasury to borrow the sums necessary to meet obligations is
a short-term version of this option, in which the Treasury is authorized to
borrow as necessary to fund obligations incurred by the government until
the date on which the limit is reinstated. As we previously reported,
providing finance departments with broad authority to borrow is consistent
with practices in certain foreign countries. 42 In the United Kingdom, for
example, the Treasury is given broad authority to raise money in a
manner it “considers expedient for the purpose of promoting sound
monetary conditions.” In New Zealand, the Minister of Finance is given
similarly broad borrowing authority.

42

GAO-11-203.
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Some of the experts with whom we spoke found the lack of a specific
nominal debt limit to be a positive feature of this approach since it
permitted responses to changes in the economy and legislation. Others
saw this as offering too little focus on the link between spending and
revenue decisions and the level of debt incurred. To improve the
transparency surrounding the state of public finances under this
approach, Congress could consider requiring additional reporting from
Treasury when debt limit modifications are proposed. For example, some
experts suggested that reports delineating the specific sources for
changes in federal debt, such as the laws passed during the year, or the
state of public finances in general, could be beneficial in tandem with this
policy. When the Australian parliament repealed its debt limit in 2013, it
required the government to provide information regarding the amount and
types of debt outstanding, as well as reasons for any substantial
unforeseen increases in debt beyond a certain threshold.

Design Issues to Be
Considered

What form should congressional oversight of Treasury debt
management take in light of this delegation of authority? What
reports might be required from Treasury and at what frequency?
This option seeks to recognize that the amount of borrowing is a function
of previously enacted spending and revenue laws. It eliminates the threat
of a possible default and the disruptions that fears of default create.
However, for those who believe that the debt limit provides a focal point
for changes in the fiscal policy path or for discussion and debate over
spending and revenue, this approach offers little unless it is accompanied
by additional provisions.
Some countries require an annual report by their treasury or department
of finance ministry on debt and debt management. Such a report could
cover several major areas, including the demand for different types of
Treasury securities, information on who holds U.S. Treasury securities,
information on the major drivers of changes in borrowing during a
specified period, and projections and possible scenarios for near-,
medium-, and long-term borrowing needs.
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Replace the After-the-Fact
Debt Limit with a Fiscal
Rule Imposed on
Spending and Revenue
Decisions

Experts had differing views on the effectiveness of the current debt limit
on controlling growth in the federal debt. Some pointed to the fact that
debt limit increases were accompanied by legislation enacting budget
controls as evidence of their usefulness to control spending. For example,
debt limit increases were enacted as part of legislation that included
budget controls seven times between 1985 and 2014. 43 Others point to
the mixed results from these laws. Regardless of how experts view the
current debt limit, many shared a concern that the federal government’s
current fiscal path is unsustainable. To address this concern, some
experts supported replacing the after-the-fact debt limit with a fiscal rule
imposed on spending and revenue decisions. A number of individuals and
groups have proposed using debt or debt targets as a fiscal rule that
binds decisions on spending and revenue. One such proposal was for a
rule that would go beyond “PAYGO,” the statutory pay-as-you-go
requirement to generally offset the aggregate effect of increases in
mandatory spending or reductions in revenue. Under the debt version,
Congress would agree on a declining path for debt as a share of gross
domestic product (GDP); legislation would be measured against this path.
Other proposals use different targets and enforcement mechanisms.

Policymakers Could
Consider Combining the
Different Approaches

Policymakers could consider combining the different approaches
described above. For example, the option of tying the debt limit to the
budget resolution offers the advantage of explicitly linking the debt limit to
the congressional plan for spending and revenue. It does not, however,
provide for increases in debt that result from economic downturns.
Further, this approach would not provide for increases made necessary
by subsequent legislation unless Congress required any legislation that
would increase debt beyond that assumed in the resolution to include a
commensurate increase in the debt limit (as with the Recovery Act, for
example). To deal with this contingency—and for situations in which no
concurrent resolution on the budget is adopted—Congress might wish to

43

Congress reached agreement on budget procedures in the Balanced Budget and
Emergency Deficit Control Act of 1985, Pub. L. No. 99-177, 99 Stat. 1038 (Dec. 12, 1985);
Balanced Budget and Emergency Deficit Control Reaffirmation Act of 1987, Pub. L. No.
100-119, 101 Stat. 754 (Sept. 29, 1987), Budget Enforcement Act of 1990, Pub. L. No.
101-508, title XIII, 104 Stat. 1388, 1388–573 to 1388–630 (Nov. 5, 1990); title XIV of the
Omnibus Budget Reconciliation Act of 1993, Pub. L. No. 103-66, §§ 14001–14014, 107
Stat. 312, 683 (Aug. 10, 1993), Budget Enforcement Act of 1997, Pub. L. No. 105-33, 111
Stat. 251 (Aug. 5, 1997), Statutory Pay-As-You-Go Act of 2010, Pub. L. No. 111-139, 124
Stat. 8 (Feb. 12, 2010); and BCA, Pub. L. No. 112-25, 125 Stat. 240 (Aug. 2, 2011).
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combine this option with the one that permits the President to propose an
increase that would take effect absent a congressional motion of
disapproval. Any of the options for changing how the debt limit is adjusted
and set could be combined with adoption of a fiscal rule aimed at
reversing the current path for debt as a share of GDP. Any of them could
also be accompanied by requirements for reports from Treasury that
would assist Congress in its oversight of debt management.

Conclusions

Treasury securities play a critical role in the world’s economic and
financial system. The confidence investors have that debt backed by the
full faith and credit of the United States will be honored offers the nation
and its taxpayers many benefits, including lower interest costs on our
debt. Recent changes in how financial institutions view the risk of a
delayed payment on a Treasury security and how they manage those
risks raise serious concerns. Unlike debt limit impasses during earlier
years, financial institutions now have processes and systems in place to
make very rapid adjustments to their holdings of Treasury securities,
including widespread avoidance of large amounts of Treasury’s debt. As
a result, the effects of the debt limit on financial markets in the future
could be more sudden and severe, giving Treasury and policymakers less
time to react.
Congress’s recent approach of suspending the debt limit until a specified
date did eliminate one source of uncertainty—the date when federal debt
will hit the statutory limit when Treasury will need to begin using
extraordinary measures to avoid breaching the limit. However, this
additional certainty came at a cost to Treasury’s cash management.
Treasury is required to maintain a sufficient cash balance to pay
obligations as they become due. Treasury makes payments at federal
agencies’ request; it does not control the timing of these payments. At the
end of past debt limit suspensions, Treasury sharply reduced its cash
balance to match the cash that it had on hand just prior to each
suspension to ensure that it complied with legal limitations. This can be
disruptive to the financial markets that Treasury relies on to issue debt,
and limited Treasury’s flexibility to make decisions about the appropriate
level of its cash balance. The level of Treasury’s cash balance should be
flexible and based on the federal government’s immediate borrowing
needs, evolving market conditions, and current assessment of perceived
risks.
The current after-the-fact approach to the debt limit does not tie decisions
about the level of debt to the decisions about spending and revenue at
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the time those decisions—which are a major determinant of the level of
debt—are made. There are approaches to the debt limit that would make
that link stronger by having Congress consider the impact of budget
decisions on the amount of debt at the time it makes decisions about
spending and revenue. This kind of process would also improve the
public understanding of this link and perhaps facilitate more informed
discussion about the steps necessary to slow the increase in federal debt.
We examined several suggested approaches, and based on interviews
with knowledgeable budget and legislative experts and a closed webbased forum, offer three main alternatives for consideration. All of them
would mitigate market disruption, permit improved cash management at
Treasury, and tie the debt limit to spending and revenue decisions at the
time those decisions are made.

Matters for
Congressional
Consideration

To avoid serious disruptions to the Treasury market and to help inform
the fiscal policy debate in a timely way, Congress should consider
alternative approaches that better link decisions about the debt limit with
decisions about spending and revenue at the time those decisions are
made such as those described in this report. However, if Congress
chooses to continue to temporarily suspend the debt limit, it should
consider providing Treasury with more flexibility in the level of Treasury’s
operating cash so that it is based not on the level that it was just prior to a
suspension period, but on the federal government’s immediate borrowing
needs. This would minimize some of the disruptions to Treasury’s normal
cash management and debt issuance.

Agency Comments

We requested comments on a draft of this report from the Secretary of
the Treasury and the Chair of the Federal Reserve System. On June 11,
2014, the Deputy Assistant Secretary for Federal Finance provided us
with the comments via e-mail, indicating that Treasury agreed with the
findings in the report regarding primary and secondary market functioning
during the 2013 debt limit impasse. Treasury stated that the findings
corroborate Treasury’s observations as well as market color and
commentary that Treasury received from market participants. Treasury
also agreed that “the current congressional method for dealing with the
debt ceiling is clearly sub-optimal.” Treasury stated that it “sees
advantages to GAO’s recommendations for improvements around the
debt limit process and would like to see more details” regarding each of
the proposals discussed.
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Both Treasury and the Federal Reserve System provided technical
comments, which we incorporated as appropriate.
We will send copies of this report to interested congressional committees,
the Secretary of the Treasury, and other interested parties. We will also
make copies available at no charge on the GAO website at
http://www.gao.gov.
If you or your staff have any questions about this report, please contact
Susan J. Irving at (202) 512-6806 or irvings@gao.gov. Contact points for
our Offices of Congressional Relations and Public Affairs may be found
on the last page of this report. GAO staff who made major contributions to
this report are listed in appendix V.

Susan J. Irving
Director for Federal Budget Analysis
Strategic Issues
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Appendix I: Objective, Scope, and
Methodology
Appendix I: Objective, Scope, and
Methodology

The objectives of this report were to examine the effect of delays in
raising the debt limit in 2013 on (1) the broader financial system and (2)
Department of the Treasury (Treasury) debt and cash management and
(3) to examine alternative approaches to delegating borrowing authority
that would tie decisions about the debt limit to the spending and revenue
decisions that lead to debt and also could minimize future disruptions in
the Treasury market.
To examine the effects of the debt limit on financial markets, we
interviewed more than two dozen private sector market participants and
observers to obtain their views and to learn about any contingency plans
they developed. We also interviewed Treasury officials and Federal
Reserve staff. We selected market participants to ensure a diversity of
viewpoints, taking into consideration market sector, share of the Treasury
market, and recommendations of market experts. Interviewees outside
the Treasury and the Federal Reserve were representatives from six
primary dealers, three commercial banks, seven money market mutual
funds and bond funds, three clearing banks, the three largest rating
agencies in the United States, a private asset manager, managers of one
of the world’s largest derivative exchanges, and a widely recognized
expert and commentator on the Treasury market. The views expressed in
these interviews are not generalizable to all market participants.
To further assess the effect of the October 2013 debt limit impasse on
secondary markets for Treasury securities and on markets for private
securities, we analyzed data on rates for Treasury securities in the
secondary market, repurchase agreements, and nonfinancial commercial
paper, and data on the amount of financial commercial paper outstanding
obtained from the Federal Reserve and Bloomberg for the period from
September 2013 to February 2014. We compared this data to key dates
related to the debt limit to identify noticeable changes in market
conditions around the time of the debt limit impasse. We used publicly
available data, including data from Treasury’s Monthly Statement of
Public Debt and Daily Treasury Statement to calculate the amount of
principal and interest on Treasury securities that was due from October
17, 2013, to November 15, 2013.
To estimate the immediate effect of the debt limit impasse in October
2013 on the borrowing costs paid by Treasury, we used econometric
models to produce estimates of the increased interest demanded by the
markets for Treasury securities. The models used indicators of the
evolving perception of the risk of disruptions in Treasury payments to
estimate daily yield premiums associated with the rapid escalation in
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market concern over the final days and weeks of the impasse. For these
indicators of concern, we used (1) daily data on searches of terms related
to the debt limit impasse obtained from Google for the period from
February 5, 2013, to October 16, 2013, and (2) daily counts of news
articles that used terms related to the debt limit impasse obtained from
Bloomberg for the same period. We then applied the resulting estimates
of increases to interest costs attributable to the debt limit to Treasury
auctions held during the relevant periods to estimate the direct costs
incurred by Treasury through September 30, 2014. For this part of the
analysis, we used daily data on Treasury auctions for the period from
February 5, 2013, to October 16, 2013. For additional information about
the modeling and cost analysis, see appendix II. This analysis is not
designed to capture long term costs associated with market perceptions
of an increased political risk associated with Treasury securities.
To further assess the effect of recent debt limit impasses on Treasury
debt and cash management, we used data on the results for Treasury
auctions from 2009 to 2014 downloaded from Treasury’s website and
analyzed changes in demand for Treasury securities. Older data from
2009 to 2012 were used to analyze historical trends prior to the debt limit
impasses. We also reviewed publicly available data on Treasury’s
operating cash balance from Daily Treasury Statements from October
2010 to February 2014. We compared this to data on the total amount of
Treasury bills outstanding during this period. We also reviewed press
releases, presentations, and meeting minutes of the Treasury Borrowing
Advisory Committee.
To identify and examine alternative approaches to delegating borrowing
authority, we interviewed budget and legislative experts including former
congressional staff, former Congressional Budget Office (CBO) directors
and Office of Management and Budget (OMB) staff, and other
congressional observers from a range of policy research organizations
that represented a wide range of political views. We also reviewed all
legislation pertaining to the debt limit introduced in the 112th and 113th
Congresses, as well as congressional testimony on the debt limit since
2011. Based on the interviews and analysis as well as our previous work
on the debt limit, we identified three policy options that could potentially
minimize disruptions in the Treasury market and that link decisions about
debt to decisions about spending and revenue.
To obtain greater insight on these policy options, we hosted a private web
forum where selected experts participated in an interactive discussion on
the various policy proposals and commented on the technical feasibility
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and merits of each option. We selected experts to invite to the forum
based on their experience with budget and debt issues in various
capacities (government officials, former congressional staff, and policy
researchers), as well as on their knowledge of the debt limit, as
demonstrated through published articles and congressional testimony
since 2011. We also sought to include a range of political perspectives by
taking into consideration factors such as an expert’s past political
appointments. The forum was open to participants from December 1 to
15, 2014, and we received comments from 17 of the 55 experts invited to
the forum. The other experts were not reachable or were unable to
participate in the time frames that we provided. The 17 that did participate
represented a wide range of political views, consistent with the entire list
of those invited. We analyzed the results of the forum to identify key
factors that policymakers should consider when evaluating different policy
options. Although these results are not generalizable to all experts with
relevant expertise, they provide greater insight on the feasibility and
merits of alternative policy options.
To assess the reliability of the data used in this study, we reviewed
related documentation, conducted testing for missing data, outliers,
obvious errors, and traced data from source documents, where possible
and appropriate. To the extent possible, we also corroborated the results
of our data analyses and interviews with other sources. In general, we
chose databases that were commonly used by Treasury and researchers
to monitor changes in federal debt and related transactions. To assess
the reliability of Google search data used in one of our cost models, we
interviewed representatives from Google knowledgeable about the data
and reviewed literature that made similar use of these data. To assess
the reliability of Bloomberg News Trends data used in an alternative
model, we traced a sample of aggregate news story counts to their
original publications. Based on our assessment, we believe that the data
are reliable for the purposes described above.
We conducted this performance audit from June 2014 to July 2015 in
accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.
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Borrowing Costs near the Debt Limit
Appendix II: Detailed Methodology and
Findings of Statistical Analysis of Treasury
Borrowing Costs near the Debt Limit

To estimate the immediate effect of delays in raising the debt limit in
October 2013 on the Department of the Treasury (Treasury) borrowing
costs, we developed a suite of econometric models. The models resulted
in estimates of increased interest rates, which we applied to Treasury
auctions held during the relevant period to arrive at an estimate for the
direct costs to Treasury from the debt limit impasse. Market participants
told us that additional interest was demanded to compensate for both the
risk of a potential disruption in principal and interest payments stemming
from the impasses and for any liquidity effects affecting the ability to buy
and sell Treasury securities in large quantities without influencing the
price. According to market participants, liquidity effects were due in part to
some market participants refusing to buy certain securities in anticipation
of a potential disruption.
Our econometric models use time series analysis, a standard approach
used in financial econometrics when analyzing asset prices over time.
One reason time series models are preferred in financial asset price
modeling is that the structure of a time series model parallels that of the
weak version of the Efficient Market Hypothesis, which states that riskadjusted asset prices incorporate all public information that are relevant to
the price of the asset. This suggests that yesterday’s prices incorporate
all economic fundamental information and will do so more flexibly and
accurately than any econometric model specification that tries to control
explicitly for economic fundamentals.
The results of the models used in this report to estimate the additional
borrowing costs to Treasury resulting from the 2013 debt limit impasse
are not comparable to estimates for prior debt limit impasses published in
past reports, which used different models. 1 The approach that we used in
this report offered us a number of advantages. Most notably, for 2013 it
allowed us to model the escalation of the impasse on a day-by-day,
auction-by-auction basis. With this modeling approach, we were able to
capture the rapid increases in Treasury yields in the days and weeks
before Congress and the President resolved the impasse by suspending
the debt limit. In general, market participants told us that the debt limit
impasse in 2011 affected markets more broadly but effects were
concentrated over a short period of time. In contrast, the effects of the
2013 debt limit impasse were more targeted to specific securities and

1

GAO-12-701 and GAO-11-203.
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appeared earlier, in part because of the contingency planning discussed
in the report. These and other market differences were described to us by
participants. In this report we do not establish a causal link between
individual factors that contribute to the differences between each debt
limit impasse and their effects on Treasury’s borrowing costs.

Modeling Approach Used
for This Report

We took a three-step approach to modeling Treasury’s borrowing costs
attributable to the debt limit impasse resolved in October 2013.
1. We identified suitable benchmark securities for each Treasury
maturity that (1) had a demonstrated statistical relationship with the
Treasury security prior to the most evident market response to the
impasse, and (2) did not show evidence of spillover effects. 2 Using the
benchmarks to predict Treasury yields in the absence of a debt limit
impasse, we estimated the daily deviation of predicted Treasury yields
from actual Treasury yields (using the Constant Maturity Treasury
daily series) for the period of February 5, 2013, to October 16, 2013.
This step helped us control for movements in yields unrelated to the
debt limit impasse during the time period under consideration.
2. Using the series of error terms estimated in the first step of the
analysis as the dependent variable, we fit regression models with
each of two proxies for market concern over the debt limit impasse as
an explanatory variable and a full set of appropriate time-series lags in
the mean and variance terms to control for the autoregressive
characteristics of the data. In this step we estimated a daily cost
premium, in percentage points, associated with the debt limit impasse.
3. In the final step of the analysis, we used the estimated cost premiums
associated with the relevant Treasury maturity and date and applied
these premiums to Treasury auction data to estimate a total per
auction cost attributable to the debt limit impasse.
We selected eight economists with relevant expertise to review our
econometric approach and assess its strengths and limitations and
received comments from the five that were available to participate in our
study. The other three were not available to participate in our study.
Those that responded agreed with our general approach and provided

2
It is important that the benchmark not experience spillover effects from the debt limit
impasse on its own prices so that it can help model what Treasury yields would have been
in the absence of the impasse.
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technical comments for us to consider. To address these comments, we
either modified our econometric approach or disclosed additional
limitations of our approach, as discussed below. Before selecting these
experts, we reviewed potential sources of conflicts of interest, and we
determined that the experts we selected did not have any material
conflicts of interest for the purpose of reviewing our work.

Proxies for Market
Concern Over Debt Limit
Impasse

Visual inspection of Treasury data and our interviews with market
participants indicated that concern over the potential for market disruption
escalated rapidly over the final days and weeks of the impasse. The rapid
escalation that we observed in Treasury yields is what we term the
“acute” period of the impasse and is the main source of costs our models
are designed to identify. We identified two measures that proxy for the
timing, pace, and severity of the escalation of that concern: Google
Trends data and Bloomberg News Trends series counts of news articles
that contain key phrases. See figure 9 for an illustration of the Treasury
yield dynamics and the proxy dynamics.
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Figure 9: Rise in Constant Maturity Rate for One-Month Treasury Securities and Corresponding Rise in Proxy Measures of
Interest in the Debt Limit, from February 5, 2013, to October 16, 2013

Note: Constant Maturity Treasury rates are calculated by Treasury based on the yield on a security to
its time to maturity and the closing market bid yields on actively traded Treasury securities in the
over-the-counter market. This method provides a yield for a 1-month maturity, even if no outstanding
security has exactly 1 month remaining to maturity.

The Google Trends data is a measure of the frequency of searches on
Google for various phrases, provided by Google. In our case, the phrases
of interest in our searches all relate to the debt limit. Google Trends data
has been used successfully in other private sector and public sector
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studies to capture changes in public interest in an issue. 3 A potential
limitation is that this measure captures the general public’s interest over
the debt limit, which might vary in systematic ways from the interest of
market participants and institutions whose decisions affect prices.
We requested daily data from Google on searches for the following five
terms: debt ceiling, U.S. debt ceiling, U.S. debt crisis, debt limit, and U.S.
default. Google provided us with daily data on these five terms for the
period January 2010 – September 2014. Older data was used to establish
historical trends prior to the debt limit impasses. The data provided by
Google has been normalized by the company in order to protect the
privacy of searches in low volume environments by dividing each day’s
search volume by the volume of the first day included in the data. The
normalization procedure complicates our ability to compare volumes
across search terms. To accommodate the effects of the normalization
and to combine the data into one measure, we conducted a principal
components analysis to extract the principal factor as our measure. The
principal factor accounts for almost 97 percent of the variance across the
terms, indicating that the five terms do capture a unified construct. Our
final measure is a linear shift of the principal factor so that there are no
negative values of the measure.
The Bloomberg News Trends data counts the number of news articles
that mentioned either “debt limit” or “debt ceiling” or both. 4 This is another
commonly used type of measure to capture public concern over an issue.
This series has the advantage of drawing from the some of the same

3

For example, a recent study used Google search data to estimate the perceived risk of a
breakup of the euro area on the yields for European sovereign debt. See Cesare, Antonio
Di, Giuseppe Grande, Michele Manna and Marco Taboga, “Recent Estimates of
Sovereign Risk Premia for Euro-Area Countries,” Questioni di Economia e Finanza
Occasional Papers, No. 128, (2012). Google search data have also been used to predict
search data to predict upcoming economic data releases for U.S. retail sales, auto sales,
home sales, and foreclosures in the United States. In addition, U.S. federal agencies have
also used Google search data. Most notably, Google search data was used by
researchers at the Centers for Disease Control and Prevention and Google to estimate the
current level of weekly influenza activity in different regions of the United States. See
Ginsberg, Jeremy, Matthew H. Mohebbi, Rajan S. Patel, Lynnette Brammer, Mark S.
Smolinski and Larry Brilliant, “Detecting Influenza Epidemics Using Search Engine Query
Data,” Nature, vol. 457, no.19 (2009).
4
We determined that sufficient coverage was obtained using just two search terms. In
comparison, we found that Google search criteria needed be defined more broadly for our
purposes.
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sources that populate the news tickers on Bloomberg terminals for traders
and other market participants who have chosen to follow the debt limit
standoff. It therefore has a direct relationship with the materials that are
likely to be contributing to market participants’ risk assessments. On the
other hand, the news stories are produced at a much smaller volume than
are Google searches and they reflect the judgment of a comparatively
small number of people (i.e. the journalists and editors that produce the
stories) about how newsworthy the issue is.
Both the Google data series and the Bloomberg News Trends data series
that we created have similar dynamics and show clear spikes around the
time of each debt limit impasse in the last four years.

Identification of
Benchmarks

Including an appropriate benchmark security in a model helps control for
movements in rates that are due to market dynamics not related to the
debt limit impasse. In order to be considered appropriate, a benchmark
security needs to have, in normal times, a reliable equilibrium relationship
with the target Treasury security. In addition, however, it needs to not
suffer from spillover effects due to the debt limit impasse—the candidate
benchmark would not serve its function if it too had substantial price
movements resulting from the debt limit impasse.
We considered several candidate series as benchmarks. For bills
(through 1-year maturities), we tested the following:
•
•
•
•
•

Federal Funds Rate Data (Fed Funds)
London Interbank Offered Rate (LIBOR) (overnight, 1- , 3- , 6-month,
and 1-year maturities)
Financial Commercial Paper (1- , 2- , 3-month maturities)
Non-financial Commercial Paper (1- , 2- , 3-month maturities)
Eurodollar Rates (1- , 3- , 6-month maturities)

For notes, bonds and the 1-year bill, we tested swap rates with 1- , 2- , 3-,
5- , 7-, 10-, and 30-year maturities.
We tested the two criteria for our benchmarks separately. First, we
eliminated candidates that suffered spillover effects in the acute period of
the impasse. Then we tested each remaining candidate against each
Treasury for equilibrium relationships during the non-acute period of the
data.
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In order to isolate a time period prior to major market disruptions due to
the debt limit event that would allow us to test the appropriateness of
benchmarks in the relevant time frame, we used both the Google Trends
data and the Bloomberg New Trends counts data to identify when interest
in the debt limit started to increase. We used a simple algorithm to identify
possible cutoff dates for the non-acute period. Our algorithm identified
dates that met the following criteria:
1. Count on that date was higher than all others, beginning a week after
the resolution of the previous debt limit impasse.
2. The previous day also did not meet the criteria.
This algorithm produced three candidate dates common to both data sets,
and we selected the first of these, August 27; therefore defining the nonacute period of the impasse as running from February 5, 2013 through
August 27, 2013, and the acute period as running from August 28, 2013,
through October 16, 2013. We ended our window the day before the
impasse’s resolution because it is the date of the last Treasury auction
held before the resolution of the crisis and to avoid the material intraday
price movements that happened as the crises was resolved on October
17.
To test for lack of spillover into the benchmark, we ran a regression
model with the benchmark as the dependent variable and a debt limit
variable that is set to zero for all but the acute period as an exogenous
explanatory variable. Setting the variables to zero during the non-acute
period helps limit the likelihood of a spurious correlation between the
candidate benchmark and the debt limit variables. If either measure, the
Google Trends data or the Bloomberg News Trends data, has a
statistically significant relationship with the candidate series, we reject it
as an appropriate benchmark measure.
To accommodate the time series properties of the benchmark series, we
took the first difference of both sides of the regression equation to
eliminate the unit root in the benchmark series. To address evidence of
generalized autoregressive conditional heteroskedasticity (GARCH) in
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most of the series, we also estimated a GARCH(1,1) model for the
variance term. 5
The candidate benchmark series that were eliminated at this stage of the
testing were:
•
•
•

LIBOR (overnight, 1- , and 3-month maturities)
All commercial paper series
1-year swaps

In the second stage of testing we identified Treasury-benchmark pairs
that are in a long-run equilibrium relationship with the Treasury security.
The statistical method we used to identify these pairs, cointegration, has
the added benefit of creating a linear combination of the Treasury and
benchmark that is stationary, and does not have a unit root. 6 We
therefore test for cointegration from the end of the previous debt limit
event to the start of the acute period of the debt limit crisis (February 5,
2013 through August 27, 2013), using the Engle-Granger Method for
identifying cointegration. If a series is found to be cointegrated with a
Treasury maturity, we designate it as an appropriate benchmark for that
security for our purposes. The Treasury-benchmark pairs that emerged
from these tests are shown in table 3.

5
Some of the models fail to converge with a GARCH(1,1) specification, so we tailor their
variance terms individually.
6
A unit root is a statistical property of some time series data that violates the assumptions
of ordinary least squares regression analysis (OLS) and introduces substantial risk of
spurious but statistically significant results. If the conditions of cointegration are met,
however, the presence of the unit roots can be leveraged to produce super-consistent
OLS estimates that are more precise.
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Table 3: Appropriate Benchmarks Identified For Analysis of Debt Limit Impasse’s
Effect on Treasury Yields
Treasury Maturity

Appropriate Benchmarks

1-month

Fed Funds
LIBOR (6-month and 1-year)
Eurodollar rates (1-month and 6-month)

3-month

LIBOR (1-year)
Eurodollar rates (6-month)

6-month

Fed Funds
LIBOR (6-month and 1-year)
Eurodollar rates (1-month and 6-month)

1-year

LIBOR (6-month)
Eurodollar rates (3-month and 6-month)

2-year

Swaps (2-, 3-, 5-, 7-, 10-, and 30-year)

3-year

Swaps (3- and 5-year)

5-year

Swaps (3-, 5- and 7-year)

7-year

Swaps (5-, 7- and 10-year)

10-year

Swaps (7- and 30-year)

30-year

Swaps (2- and 3-year)

Source: GAO analysis of data from Treasury, the Federal Reserve, and ICE Benchmark Administration. | GAO-15-476

Model Fitting Process

With each set of cointegrated pairs, we fit two models, one each for the
two proxies we have for the debt limit. For every cointegrated pair, we
tailored the lag structures of the main model and the error term through
individual testing. 7
The model estimation followed in two steps. First, we fit a model
regressing the Treasury series on its benchmark during the non-acute
period. That model was then used to predict Treasury rates during the
acute period and error terms for the entire window, February 5, 2013,
through October 16, 2013. The resulting error term becomes the
dependent variable in the main model.

7
The explanatory variable used generally has no material effect on the lag structures
tested. In borderline cases, we explore more thoroughly the test statistics from both
models to aid in selecting the preferred lag structure.
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To fit the main model, we followed the following procedure:
1. We used autocorrelations and partial autocorrelations to identify a
starting point in testing the autoregressive-moving average (ARMA)
lag structure.
2. We tested possible ARMA models, looking at remaining lags in the
error term and the statistical significance of the included
autoregression terms. Used Information Criteria (IC) statistics if
necessary to break ties.
3. We looked for evidence of GARCH disturbances using Engle’s
Lagrange Multiplier Test.
4. If indicated in step 3 above, we tested GARCH(1,1) and ARCH(1)
models using statistical significance and IC tests to determine the
appropriate variance structure.
Using this information we identified a preferred model for each Treasurybenchmark pair. The parameters estimated in the preferred model were
then used in the cost analysis described below.

Estimating the Increased
Borrowing Costs on
Treasury Securities
Associated with the 2013
Debt Limit Impasse

For each term and spread, we calculated the difference between total
interest paid on Treasury securities auctioned during the debt limit
impasse and the interest that we estimate would have been paid through
the fiscal year ending on September 30, 2014, in the absence of the debt
limit impasse.
For Treasury bills with maturities of less than one year, we calculated the
increased borrowing cost, ∆𝐼, for a bill auctioned during the debt limit
impasse as follows,
∆𝐼 = 𝐹 ∙ ∆𝑦 ∙ �

𝑑
𝑦 ∙ 𝑑 −2
� ∙ �1 +
� .
365
365

In this formula, 𝐹 is face value, 𝑑 is the number of days to maturity, 𝑦 is
the actual bond equivalent yield on the Treasury bill, and ∆𝑦 is the
premium or the change in the yield due to the debt limit impasse.
For 1-year Treasury bills, we calculated the increased borrowing cost, ∆𝐼,
for a bill auctioned during the debt limit impasse as follows,
𝑦 −3 𝑑𝑎𝑦𝑠 𝑡𝑜 9/30/14
.
∆𝐼 = 𝐹 ∙ ∆𝑦 ∙ �1 + � ∙
𝑑𝑎𝑦𝑠 𝑡𝑜 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦
2
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For Treasury notes and bonds, all of which have maturities of 2 years or
more, we calculated the annual increased borrowing cost, ∆𝐼𝑠 , for a note
or bond auctioned during the debt limit impasse as follows,
∆𝐼𝑠 = 𝐹 ∙ ∆𝑦 ∙

𝑑𝑎𝑦𝑠 𝑡𝑜 9/30/14
.
𝑑𝑎𝑦𝑠 𝑡𝑜 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦

In our calculations, we set ∆𝑦 equal to our estimated per-auction
premiums, which are calculated thus:
∆𝑦𝑡 = 𝛽̂𝑑𝑒𝑏𝑡 𝑙𝑖𝑚𝑖𝑡 ∗ 𝑑𝑒𝑏𝑡 𝑙𝑖𝑚𝑖𝑡 𝑝𝑟𝑜𝑥𝑦𝑡

We used Constant Maturity Treasury data for the yield on each security.
We set 𝑑 equal to the difference between the maturity date and the issue
date from the Treasury auction data. We set 𝐹 equal to the total face
value of securities with accepted bids.
One exception to the approach to calculating the per-auction costs
described were auctions where the yields are predicted to have been at
or below zero in the absence of the impasse. In these cases we attribute
the entire actual interest paid to the debt limit impasse, but no more, since
Treasury does not allow Treasury securities to auction at a negative yield.

Selection of Models for
Total Cost Calculation

In order to calculate an estimate of the total increased borrowing costs to
Treasury as a consequence of the impasse, we selected a suite of
models, one for each Treasury maturity. To select the preferred
benchmark for each maturity, we used the R-squared statistic from stage
1 of the analysis, which is the stage that cointegrates the Treasury and
benchmark pair, and selected the benchmark that produces the highest
R-squared statistic.

Results

The following table summarizes the full results of our analysis.
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Table 4: Complete Results For Econometric Models By Treasury Maturity
Bloomberg
News
Trends

Google
Trends

Bloomberg
News
Trends

GARCH Coefficient Coefficient
(2)
(3)

Total Costs
(4)

Total Costs
(4)

Google
Trends
R-squared
(1)

ARMA
(2)

Treasury

Benchmark

1-month

Eurodollar (1m)

0.418

AR(1) GARCH(1,1)

0.0541***

10.80***

$11,848,732

$6,776,583

Eurodollar (6m) (5)

0.543

AR(1) GARCH(1,1)

0.0541***

8.922***

$11,848,732

$5,725,612

Fed Funds

0.413

AR(1) GARCH(1,1)

0.0522***

9.756***

$11,794,281

$6,194,350

LIBOR (6m)

0.475

AR(1) GARCH(1,1)

0.0533***

13.89***

$11,848,732

$8,452,196

LIBOR (1y)

0.476

AR(1) GARCH(1,1)

0.0538***

14.49***

$11,848,732

$8,692,589

Eurodollar (6m)

0.682

AR(2)

ARCH(1)

0.00294*

4.483***

LIBOR (1y)

0.655

AR(2) GARCH(1,1)

0.00235**

5.447***

$2,526,947

$11,114,982

Eurodollar (1m)

0.645

AR(2) GARCH(1,1)

0.00724***

-4.553***

$25,361,229

$31,155,653

Eurodollar (6m)

0.707

AR(2) GARCH(1,1)

0.00601***

-5.186***

$21,027,146 -$28,403,813

Fed Funds

0.529

AR(1) GARCH(1,1)

0.00421***

3.784***

$14,744,907

$20,697,227

LIBOR (6m)

0.787

AR(1) GARCH(1,1)

0.00740***

5.573***

$25,892,460

$30,525,132

LIBOR (1y)

0.771

AR(1) GARCH(1,1)

0.00668***

5.828***

$23,385,595

$31,925,843

Eurodollar (3m)

0.338

AR(1)

—

0.00145**

0.914

$3,848,730

Eurodollar (6m)

0.390

AR(1)

—

0.00163***

1.316**

$4,350,469

$3,825,264

LIBOR (6m)

0.354

AR(2)

—

0.00237***

1.729***

$6,301,184

$5,022,985

Swap (2y)

0.934

AR(2)

—

0.00227**

2.774***

$1,309,014

$5,208,360

Swap (3y)

0.923

AR(1) GARCH(1,1)

0.00119

1.245

Swap (5y)

0.885

AR(1) GARCH(1,1)

-0.00104

-1.143

Swap (7y)

0.864

AR(1) GARCH(1,1)

-0.00153

-1.653

Swap (10y)

0.849

AR(1) GARCH(1,1)

-0.00176

-1.867

Swap (30y)

0.792

AR(1) GARCH(1,1)

-0.00248

-2.869*

Swap (3y)

0.984

AR(2)

—

0.00253**

3.674***

$4,435,201

$14,988,619

Swap (5y)

0.979

AR(2)

ARCH(1)

-0.00279*

-2.550

Swap (3y)

0.976

AR(2)

ARCH(1)

-0.00134

-5.089

Swap (5y)

0.992

—

—

0.00238

1.990*

Swap (7y)

0.991

AR(2)

—

-0.00374

-1.718

Swap (5y)

0.985

AR(2)

—

0.00392

6.387*

Swap (7y)

0.990

AR(2)

—

0.00235

4.230*

Swap (10y)

0.992

AR(2)

—

-0.00131

0.625

Swap (7y)

0.983

AR(3) GARCH(1,1)

Swap (30y)

0.984

AR(2)

3-month
6-month

1-year

2-year

3-year
5-year

7-year

10-year
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Bloomberg
News
Trends

Google
Trends

Bloomberg
News
Trends

GARCH Coefficient Coefficient
(2)
(3)

Total Costs
(4)

Total Costs
(4)

Google
Trends
R-squared
(1)

ARMA
(2)

Treasury

Benchmark

30-year

Swap (2y)

0.827

AR(2) GARCH(1,1)

-0.00256

3.382

Swap (3y)

0.908

AR(2) GARCH(1,1)

-0.00199

2.033

Source: GAO analysis of data from Treasury, the Federal Reserve, and ICE Benchmark Administration. | GAO-15-476

Notes:
*** p<0.01, ** p<0.05, * p<0.1
(1) R-squared statistics are from the first step of the analysis where the Treasury series is regressed
on the benchmark series in a simple OLS regression.
(2) These two columns list the lag structures for the mean and variance of the second step of the
analysis where the error term from the first stage is regressed on a debt limit proxy.
(3) The Bloomberg News Trends coefficient is the estimated coefficient multiplied by 100,000 for ease
of reading.
(4) Total cost calculations are estimated total costs incurred through September 30, 2014 for the
specified Treasury maturity attributed to the debt limit impasse, if the model’s estimated effect is
statistically significant at the 5 percent level.
(5) Bolded rows are the preferred benchmark for each Treasury security, chosen for having the
largest first stage R-squared statistic of the appropriate benchmarks for that maturity.

Limitations of Analysis

All regression analyses that attempt to quantify the effect of an event on
outcomes are subject to limitations, and this analysis is no exception.
Limitations include:
•

Our explanatory variables, the Google Trends and Bloomberg News
Trends variables, are proxies for the construct of interest—the market
consensus estimate of liquidity and/or default risks stemming from the
debt limit impasse—and while it is reasonable to think that they
correlate with our construct of interest, we cannot empirically test that
belief, as the construct itself is not measurable.

•

If our explanatory variables are correlated with an event that affects
Treasury yields but is not related to the debt limit, our estimates for
the costs attributed to the debt limit will be statistically biased.

•

Our analysis is not designed to capture long-term costs associated
with market perceptions of an increased political risk associated with
Treasury securities. Even very small increases in costs that are
permanent or long-term could, over time, exceed the acute costs
measured here.
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•

Most of our modeling decisions are based on statistical significance
tests, with our cutoffs all set at the 5 percent level. With the large
number of tests and models estimated to calculate the costs across
the yield curve, there are almost certainly instances in which we
exclude results that should be included or include results that should
be excluded. As a consequence, the totality of the evidence and the
robustness of the results should be considered, in assessing the
immediate costs to Treasury of the debt limit impasse, rather than
focusing on a single set of point estimates.

•

Our model design uses benchmarks to control for changes in interest
rates over the period in question that are not due to the debt limit
event. To the extent that the benchmarks respond to unrelated events
differently than their paired Treasury security does, our estimates will
be less precise. If our benchmarks respond to the debt limit impasse
in ways not identified by our tests, our estimate of the effects of the
impasse on Treasury securities will be biased in the direction of the
effect on the benchmark.

•

We use the yields in the Constant Maturity Treasury series for all of
our calculations to maintain consistency. However, Constant Maturity
Treasury data reflect prices at the close of the day on the secondary
market, whereas the Treasury auctions are held earlier in the day.
Particularly during periods of substantial yield volatility, such as those
during the resolution of the debt limit impasse, small differences in the
cost calculations could result from intraday price changes.
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Table 5: Extraordinary Measures Available to the Department of the Treasury (Treasury) to Manage Debt When Delays in
Raising the Debt Limit Occur
Extraordinary measure

Description of extraordinary measure

Suspension of new sales and
conversion of demand deposit
securities to special 90-day
certificates of indebtedness of State
and Local Government Series
(SLGS) securities

SLGS securities are special securities offered to state and local governments and other issuers
of tax-exempt bonds. Suspending new SLGS sales reduces uncertainty over future increases in
debt subject to the limit but eliminates a flexible, low-cost option that state and local
government issuers have frequently used when refinancing their existing debt before maturity.
Converting SLGS demand deposit securities, which increase daily for the interest earned, to
special 90-day certificates of indebtedness, which pay interest separately, results in debt
subject to the limit not increasing daily for the interest earned.

Suspension of investments to the
Government Securities Investment
Fund of the Federal Employees’
a
Retirement System (G-Fund)

The G-Fund contains contributions made by federal employees toward their retirement as part
of the Thrift Savings Plan program, which are invested in one-day nonmarketable Treasury
securities that are subject to the debt limit. If the Secretary determines that the G-Fund may not
be fully invested without exceeding the debt limit, Treasury can suspend investments for the
entire amount or a portion of the G-Fund on a daily basis to reduce debt subject to the limit.
Treasury must notify Congress in writing when the G-Fund cannot be fully invested without
exceeding the debt limit. Treasury is required to make the G-Fund whole after the debt limit has
been increased.

Suspension of new investments to
the Civil Service Retirement and
Disability Trust Fund (CSRDF) and
Postal Service Retiree Health
Benefits Fund (Postal Benefits
b
Fund)

Contributions into the CSRDF (by federal government agencies and their civilian employees
toward retirement benefits) and Postal Benefits Fund (by the United States Postal Service
toward its retirees’ health benefits) are invested in par value nonmarketable Treasury securities
that are subject to the debt limit. Treasury is able to suspend new investments to the CSRDF
and Postal Benefits Fund if the investment cannot be made without exceeding the debt limit.
Treasury must notify Congress in writing when the CSRDF cannot be fully invested without
exceeding the debt limit. Treasury is required to make the CSRDF and Postal Benefits Fund
whole after the debt issuance suspension period (DISP)—a period in which Treasury
determines that it cannot issue debt without exceeding the debt limit—has ended.

Disinvestment of securities held by
the CSRDF and Postal Benefits
c
Fund

Treasury is able to disinvest (e.g., redeem earlier than normal) Treasury securities held by the
CSRDF and Postal Benefits Fund to prevent the amount of debt from exceeding the debt limit.
Treasury must determine that a DISP exists and the length of the DISP, which Treasury uses to
determine the amount of investments that can be disinvested. Treasury also must notify
Congress in writing when the CSRDF cannot be fully invested without exceeding the debt limit.
Treasury is required to make the CSRDF and Postal Benefits Fund whole after the DISP has
ended.

Suspension of Exchange
Stabilization Fund (ESF)
investments

The ESF is used to help provide a stable system of monetary exchange rates. Dollardenominated assets of the ESF not used for program purposes are generally invested in oneday nonmarketable Treasury securities that are subject to the debt limit. When debt approaches
the limit, Treasury can suspend investment for the entire amount or a portion of the ESF’s
maturing nonmarketable Treasury securities. Treasury lacks legislative authority to restore lost
interest to the ESF when the debt limit is increased.

Exchanging Federal Financing Bank FFB is a government corporation under the general supervision and direction of the Secretary
(FFB) debt for debt subject to the
of the Treasury, which borrows from the Treasury to finance purchases of agency debt and
limit
agency guaranteed debt. It can also issue up to $15 billion of its own debt—FFB 9(a)
obligations—that is not subject to the debt limit. This debt can be exchanged with other federal
debt (e.g., securities held by the CSRDF) to reduce the amount of debt subject to the limit.
Source: GAO analysis of related legislation and regulations. | GAO-15-476
a

5 U.S.C. §§ 8438(g), (h).

b

5 U.S.C. §§ 8348(j), (l) and 5 U.S.C. § 8909a(c).

c

5 U.S.C. §§ 8348(k), (l) and 5 U.S.C. § 8909a(c).
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Table 6: Chronology of Events Related to the Debt Limit, February 2013 through February 2014
Date

Event

February 4, 2013

The President signed No Budget, No Pay Act of 2013 (Pub. L. No. 113-3) into law, suspending the debt
limit until May 19, 2013.

May 17, 2013

The Secretary of the Department of the Treasury (Treasury) sent a letter to Congress stating that
Treasury’s estimates indicated that extraordinary measures would not be exhausted until after Labor Day
(September 2, 2013).
Treasury began suspending new sales of State and Local Government Series (SLGS) securities.

May 19, 2013

As authorized by the No Budget, No Pay Act of 2013, the debt limit was reinstated at $16.699 trillion to
accommodate debt incurred to pay obligations during the suspension period.

May 20, 2013

The Secretary of the Treasury notified Congress that he had determined a debt issuance suspension
a
period (DISP) existed from May 20,2013, until August 2, 2013, and Treasury
(1) redeemed a portion of investments held by the Civil Service Retirement and Disability Trust Fund
(CSRDF) earlier than normal and
(2) began suspending new investments to the CSRDF and Postal Service Retiree Health Benefits Fund
(Postal Benefits Fund).

May 31, 2013

The Secretary of the Treasury notified Congress that he would be unable to fully invest the Government
Securities Investment Fund of the Federal Employees’ Retirement System (G-Fund), and Treasury began
suspending investments to the G-Fund.

August 2, 2013

The Secretary of the Treasury notified Congress that he determined that the DISP previously declared
would be extended until October 11, 2013.

August 26, 2013

The Secretary of the Treasury notified Congress that Treasury projected that extraordinary measures
would be exhausted by the middle of October 2013, and that at that time Treasury would have $50 billion
cash on hand.

September 25, 2013

The Secretary of the Treasury sent a letter to Congress stating that Treasury’s updated estimates indicated
that extraordinary measures would be exhausted no later than October 17, 2013, and that at that date
Treasury would have $30 billion cash on hand.

October 1, 2013

The Secretary of the Treasury notified Congress that he determined that the previously declared DISP
would be extended until October 17, 2013, and Treasury
(1) began suspending daily reinvestments of Exchange Stabilization Fund (ESF) investments, and
(2) entered into a debt swap with the Federal Financing Bank (FFB) and CSRDF.
The Secretary of the Treasury reiterated Treasury’s earlier estimates that extraordinary measures would
be exhausted no later than October 17, 2013, and that at that time Treasury would have $30 billion cash
on hand.
The federal government partially shut down due to a lapse in appropriations, requiring agencies without
available funds to cease all operations with few exceptions, such as the protection of human life and
property.

October 10, 2013

The Secretary of the Treasury testified before the Senate Finance Committee and restated Treasury’s
earlier estimates that extraordinary measures would be exhausted no later than October 17, 2013.

October 17, 2013

The President signed the Continuing Appropriations Act, 2014 (Pub. L. No. 113-46) into law, suspending
b
the debt limit through February 7, 2014 and funding the government through January 15, 2014.
c
Treasury restored all uninvested principal of the CSRDF and Postal Benefits Fund.

January 22, 2014

The Secretary of the Treasury sent a letter to the Senate and House Majority and Minority Leaders stating
that Treasury’s updated estimates indicated that extraordinary measures would be exhausted in late
February.
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Date

Event

February 7, 2014

The Secretary of the Treasury notified Congress of the upcoming reinstatement of the debt limit and stated
that Treasury’s updated estimates indicated that extraordinary measures would not last beyond February
27, 2014.
Treasury began suspending new issuances of SLGS securities.

February 8, 2014

As authorized by the Continuing Appropriations Act, 2014, the debt limit was reinstated at $17.212 trillion
to accommodate debt incurred to pay obligations during the suspension period.

February 10, 2014

The Secretary of the Treasury notified Congress that he had determined a DISP existed from February 10,
2014, until February 27, 2014. Treasury began suspending new investments to the CSRDF and to the GFund.

February 15, 2014

The President signed the Temporary Debt Limit Extension Act (Pub. L. No 113-83) into law, suspending
the debt limit through March 15, 2015.

Source: GAO analysis of congressional actions and documentation from Treasury. | GAO-15-476

Notes:
a

A debt issuance suspension period is a period in which Treasury determines that it cannot issue debt
without exceeding the debt limit. Treasury must determine that a debt issuance suspension period
exists and the length of the period in order to use certain extraordinary measures.

b

The Consolidated Appropriations Act, 2014, enacted on January 17, 2014, provided funding for the
remainder of fiscal year 2014.

c

Treasury did not restore interest losses to the Exchange Stabilization Fund because it lacks
legislative authority to do so.
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