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How to Use This Book

America’s National Debt: Examining the Facts is part of ABC-CLIO’s Contemporary Debates reference series. Each title in this series, which is intended for use by high school and undergraduate students as well as members of the general public, examines the veracity of controversial claims or beliefs surrounding a major political/cultural issue in the United States. The purpose of this series is to give readers a clear and unbiased understanding of current issues by informing them about falsehoods, half-truths, and misconceptions—and confirming the factual validity of other assertions—that have gained traction in America’s political and cultural discourse. Ultimately, this series has been crafted to give readers the tools for a fuller understanding of controversial issues, policies, and laws that occupy center stage in American life and politics.

Each volume in this series identifies 30–40 questions swirling about the larger topic under discussion. These questions are examined in individualized entries, which are in turn arranged in broad subject chapters that cover certain aspects of the issue being examined, for example, history of concern about the issue, potential economic or social impact, or findings of latest scholarly research.

Each chapter features 4–10 individual entries. Each entry begins by stating an important and/or well-known Question about the issue being studied—for example, “What are the differences between deficits and debt?” and “What are the biggest line items in the budget that Congress spends its money on?” and “How do tax increases and tax cuts affect the national debt?”

The entry then provides a concise and objective one- or two-paragraph Answer to the featured question, followed by a more comprehensive, detailed explanation of The Facts. This latter portion of each entry uses quantifiable, evidence-based information from respected sources to fully address each question and provide readers with the information they need to be informed citizens. Importantly, entries will also acknowledge instances in which conflicting or incomplete data exists or legal judgments are contradictory. Finally, each entry concludes with a Further Reading section, providing users with information on other important and/or influential resources.

The ultimate purpose of every book in the Contemporary Debates series is to reject “false equivalence,” in which demonstrably false beliefs or statements are given the same exposure and credence as the facts; to puncture myths that diminish our understanding of important policies and positions; to provide needed context for misleading statements and claims; and to confirm the factual accuracy of other assertions. In other words, volumes in this series are being crafted to clear the air surrounding some of the most contentious and misunderstood issues of our time—not just add another layer of obfuscation and uncertainty to the debate.


 

1

America’s National Debt throughout History

Borrowing money and accumulating debt have been fundamental to human progress in the modern age. Just as individuals rely on consumer credit to maximize their buying power, governments in every corner of the globe routinely take advantage of a wide range of financial instruments to raise capital—and in many cases—spend significantly more money than they collect in taxes and other revenues. This almost inevitably leads to the growth of a national debt, otherwise known as a country’s public or sovereign debt, and the United States in particular leads the world in holding the single largest such debt that has ever existed in human history: roughly $30 trillion dollars as of 2022. This has made it a crucial public policy issue for every taxpayer and for every voter in the land.

Although budget deficits during the Obama, Trump, and Biden administrations have added to the debt in proportions not seen since the end of the Second World War, voter concern over this issue seems to have waxed and waned with certain perceptions about the broader financial vigor of the country. The belief that underlying economic indicators have largely recovered since the last financial crisis in 2008 made the debt issue fade away for a period of time, only to be resurrected in the wake of the COVID-19 pandemic, during which budgets have been stretched almost to the breaking point. When times are good and confidence is strong, debt simply raises fewer concerns. When crises emerge and emergency spending becomes necessary, as was the case during the major public health scare that emerged in 2020, the national debt finds a way to sneak its way back into the national conversation.

Making matters even more pressing, leaders in the two major political parties continue to argue for policies that would increase the national debt if implemented, from costly new social welfare programs (i.e., Democratic proposals) to additional rounds of massive tax cuts (i.e., Republican proposals). The accumulation of debt is a perennial issue that demands constant vigilance by the public in any political or economic climate, especially when it enters record-breaking territory and raises alarm bells among many experts monitoring the pulse of the issue, as has been the case with massive stimulus and relief packages passed to mitigate fallout from the novel coronavirus. Many observers believe that this issue is poised to rise to the forefront of American political debate in 2022 and beyond.

A brief overview of key moments in the story of America’s national debt lends crucial context and perspective to the current predicament, especially given that the issue is subjected to highly charged political rhetoric, popular misconceptions, and even wild conspiracy theories. The record shows that deficits and debts have been an almost constant—and, at times, absolutely necessary—fixture of life in the country’s politics, ever since the founding fathers began debating the issue so passionately during the Revolutionary War. Debt actually predates the birth of the country and the Constitution itself, unfolding in accordance with the financial needs of the moment. When the United States has been immersed in crisis, debt has been a tool of salvation to address huge problems, and when the economy has roared, debt has allowed Americans to double down on even greater levels of prosperity.

Q1: HAS THE U.S. GOVERNMENT ALWAYS ACCUMULATED NATIONAL DEBT?

Answer: In short, the answer is yes. The U.S. government has almost always carried some level of debt, except for a very brief period in 1835 when it stood at $0 during the presidency of Andrew Jackson, who considered any debt whatsoever to be something of a “national curse” (Smith, 2011). At every other point in American history, some degree of debt has existed as a permanent feature of the government’s balance sheets. In fact, debts from money raised to fight the British during the Revolutionary War occupied the congressional agenda from its very first sessions. Americans have always shown some acceptance of the need for deficit spending, especially during times of war, where the data shows clear spikes in the willingness of Congress to add to the debt (Reed, 2019). In fact, spikes in national debt have historically coincided very neatly with spikes in conflict (e.g., the Civil War, World War I, World War II, Vietnam, Afghanistan, and Iraq, among others).

The Facts: Wars are among the costliest of all human endeavors, and this is demonstrated throughout the entirety of American history, beginning with the war for independence from British rule. Most of the funding for the American Revolution actually came through the simple act of printing more money, but this caused inflation problems that were felt throughout the colonies. In other words, printing more money just made everything more expensive.

Additional funds needed to be raised via other means, and, ultimately, about 33% of the coverage of wartime expenditures came from borrowing from (1) foreign sources, (2) through individual borrowing practices by states, and (3) by Congress issuing debt certificates and domestic bonds (Smith, 2015). To manage the complex financial situation that was brewing in 1776:

A committee of ten founders took charge of what would become the Treasury, and they helped secure funding for the war through “loan certificates” (equivalent to bonds) with which they borrowed money for the fledgling government from France and the Netherlands. This committee morphed over the next decade into the Department of Finance. Robert Morris, a wealthy merchant and Congressman (nicknamed “The Financier”), was chosen to lead a new Department of Finance in 1782. As the new Superintendent of Finance, Morris was the first committee member to order a reporting of the total government debt owed. (Treasury Direct, 2021)

Since this time, the Treasury has been required to submit annual reports to the president about the country’s overall financial position—especially what it owes.

The newly independent United States had amassed roughly $43 million in debt by around the time of General Cornwallis’s infamous surrender at Yorktown, Virginia, in October 1781 (Treasury Direct, 2020). “Where did that debt come from? Well, the Continental Congress, the rough equivalent of the Federal government in revolution-era America, lacked the power to tax. It first tried to pay for stuff by printing money. This currency, known as the Continental, collapsed. The nascent U.S. government also raised cash by borrowing under all sorts of authorities” (Phillips, 2010).

The numerous and varied obligations to repay bond certificates and other financial promises issued by the Continental Congress during the war represented the first instance of debt accumulation for the country on a national or federal basis. A considerable share of the debts, however, actually remained in the hands of colonial (i.e., individual state) governments that had been desperate for critical resources and armaments. In effect, the states had borrowed aggressively to contribute to the war effort.

This state of affairs prompted such great concern over the country’s finances that dealing with debt emerged as one of the first and most urgent issues taken up by the founding fathers at the outset of the republic and the formation of the U.S. Congress (Dornbusch & Draghi, 1990). It was especially challenging to address, however, due to the testy nature of the issue of taxation among Americans. After all, they had just supported a revolution to end unjust taxation of the colonies, among other grievances stemming from British rule.

How does a country raise funds from a population that is practically desperate to avoid being taxed? “Because taxes were such a hot button, for obvious reasons, the decision to tax residents to give value to the new currency was put off to sometime in the future (most states started in 1777). Some states also confiscated and sold Loyalist properties” (Smith, 2015). If the government had attempted to pay off “the debt entirely, [it] would need to impose the kind of taxes that had sparked Shays’ Rebellion” (Smithsonian, 2022). Therefore, debts were tolerated as a sort of necessary evil, at least in the short term, until the government could find more acceptable ways of raising revenues.

Alexander Hamilton emerged as a titanic character in this discussion over how to handle the fledgling country’s financial standing, including both its debts and its sources of revenue. Where many others saw the young nation’s debt as an unrelenting burden, Hamilton saw opportunity. He believed that a consolidation of the debt into the hands of a new federal government could occur after the conflict was won as a way to forge national unity and foster the kind of order and stability that was essential for the new society to operate as a whole. The belief was that if there were enough people who owned a chunk of the federal government’s debt, they would want to see the government succeed in order to eventually get their money back. In other words, “stability would be assured because powerful people would have powerful incentives to ensure that radicals didn’t get too radical” (Wright, 2008a).

Hamilton’s central argument was that federalizing the debt could serve as a predicate for the states coming together under a single union and as a single country. Stability throughout the newly independent colonies (i.e., states) would soon follow. If the federal government absorbed the states’ war debts onto its shoulders, then this move would foster broad-based support for unity and give states a powerful incentive to join with each other as part of a single political entity. It would effectively distribute the burdens and costs of war and create a powerful nation that could speak with one voice (Wright, 2008a).

This was one of the paramount issues of the day, made all the more urgent given that many people essentially believed that the 13 states should behave more like 13 loosely aligned but individual countries (as opposed to a single country). Many Americans also insisted that the federal government had no authority to tax the American public (indeed a very touchy subject at the time). Hamilton’s view remained controversial, but eventually, he reached a deal with Thomas Jefferson, the leader of the states’ rights position, to absorb the state’s debts as part of the federal government’s obligations in return for locating the nation’s capital in Washington, D.C., a virtual stone’s throw from Jefferson’s native Virginia (Winski, 2011).

Ultimately, Hamilton prevailed in his firm conclusions on the matter. He asserted that

the United States debt, foreign and domestic, was the price of liberty. The faith of America has been repeatedly pledged for it.… Among ourselves, the most enlightened friends of good government are those whose expectations of prompt payment are the highest. To justify and preserve their confidence; to promote the increasing respectability of the American name; to answer the calls of justice; to restore landed property to its due value; to furnish new resources, both to agriculture and commerce; to cement more closely the Union of the States. (Zeck, 2014)

America’s first attempt at a federal union between the states (i.e., the Articles of Confederation) ended in abysmal failure, but the Revolutionary War debt crisis had been averted by Hamilton’s prudent thinking. When the country ratified a new Constitution and formed its first government under President George Washington, Hamilton served as the country’s first Treasury Secretary. It was a position that he used to argue for the federal management of debt on a reasonable repayment schedule, the legitimacy of new debts if the country needed to raise funds, and the creation of a national bank to further expand and legitimize the U.S. financial system. Debt was by this point a mainstay of government life, and the public was effectively “on the hook” for its repayment. Analysis of the U.S. debt picture by around 1790 puts it slightly higher than $75 million (Phillips, 2010).

Nearly all the big names from early American history seem to have opposed the idea of what could be described as excessive debt, issuing stern warnings in this regard, even as what actually constituted “excessive” remained entirely subjective and open to contentious debate (Thomas, 2019). For their part, Hamilton and Jefferson had opposed each other in legendary fashion when it came to their specific tolerance level for America’s growing debt (and their approach to addressing it), but both ultimately acknowledged some legitimate role for deficit spending as a financial instrument to expand the country’s broader interests. Largely opposed to significant deficit spending, even Jefferson turned to deficit spending during his presidency as a way to raise capital for the Louisiana Purchase from France in 1803. Over subsequent years, the country shored up any lingering doubts about its creditworthiness, continued paying down the debt in a satisfactory way, and, in turn, established itself as a viable and well-respected player in world politics.

A few decades later, however, Andrew Jackson’s presidency was defined in part by his hostility to government involvement in the financial affairs of the country. This included his opposition to the national bank and his staunch opposition to a lingering national debt. In fact, history recounts that his administration is the only one to ever have paid off the national debt in full—albeit for only a very brief period in 1835 (Smith, 2011). The momentous occasion on January 8th of that year was “marked by cannon salutes, resolutions, speeches, suppers, toasts, and other solemnities and festivities, all of which exuded pride in paying ‘the last cent of a debt’ that once exceeded $127 million and praised Jackson for the outcome” (Wright, 2008b, 269). Many might consider this to have been an admirable feat, although it features as little more than a blip on the radar screen of America’s longer standing debt story. Modest deficit spending continued immediately thereafter, especially when the panics of 1837 and 1839 severely constrained tax revenues for the government. Under the presidents who succeeded Jackson, the debt grew at a steady and considerable rate as the country expanded inexorably westward.

By the time of the Civil War, there was another sharp influx of debt, both for the United States (i.e., the Union) as well as for the Confederate States of America (CSA). Both sides were able to raise large amounts of money to fund their respective war machines, but as in most other categories of industrial and military competition, the Union was able to outstrip and eventually overcome its Confederate adversary (Martorelli, 2010). Historians, in fact, cite its much larger industrial and financial base as a primary cause for the Union’s victory; the North was simply able to raise significantly more funds than the CSA and mobilize a greater war effort—including funds raised through borrowing.

In the 20th century, the two World Wars naturally represented significant periods of heightened government expenditures to build up the U.S. military. In both instances, the federal government made postwar cutbacks in spending and debt issuance—often referred to as “peace dividends.” The cost of fighting Nazi Germany and imperial Japan in World War II had been especially burdensome to the country’s budget picture—although the war effort did help lift the U.S. economy out of the Great Depression. In fact, 1946 was previously the high-water mark for U.S. debt spending in terms of gross domestic product (GDP) or the overall share of the economy, until it was surpassed in 2020.

As with earlier junctures of American history, times of great conflict had substantiated the need for substantial deficit spending, but World War II marked America’s first attempt to try to substantively limit the debt by imposing a cap or “ceiling” on the size of the debt (Hall & Sargent, 2015). This idea of setting a cap on the total amount of money owed by the government (i.e., the public or sovereign debt) has since been a real point of contention insofar as many people disagree on what constitutes “excessive borrowing” and whether strict limits on borrowing are wise when crises emerge (debt ceilings are examined in more detail in Q12 of this text).

The Cold War deficit spending and debt picture was also significant in terms of military expenditures, but budget shortfalls on the scale that alarms many leaders today is a more prominent feature of the contemporary, post-9/11 era. President George W. Bush, a self-described fiscal conservative, has been widely criticized for his legacy of racking up huge levels of national debt, which had indeed grown to alarming levels by the end of his second term. The tremendous extent of the debt today, in the wake of the financial crisis of 2008 and the continuation of wars in the Middle East, has produced a robust debate over the merits and pitfalls of such profligate spending over and above government revenues.

Still reeling from costly efforts to mitigate the spread of COVID-19, the United States had by 2022 accrued the largest debt it has ever known (in total terms, as well as a share of the value of the economy)—soaring past $30 trillion. Debt has served American interests rather well in times of crisis or tragedy. However, as it grows larger and larger in the modern age (roughly doubling over the course of the 2010s), America’s national debt has become a source of consternation for academics (specifically economists or financial analysts), lawmakers, and the public as a whole (Cox, 2019).
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Q2: WHAT HAS CAUSED THE NATIONAL DEBT TO RISE SO SIGNIFICANTLY IN RECENT DECADES?

Answer: For much of American history, the sums being added to the national debt were relatively low and were considered to be quite manageable, similar to a person carrying low levels of debt on a consumer credit card. However, in recent years, the level of political tolerance for a ballooning national debt has increased, a reflection of the growing appetite for more and more expensive programs—everything from economic stimulus packages to new weapons systems for the military. Even when revenues for the federal government do not come close to covering the costs of a budget proposal, members of Congress have been inclined to vote for passage in order to secure spending priorities that they see as absolutely vital. In addition to steadily declining interest rates—effectively lowering borrowing costs—tumultuous events over the past 20 years have led Congress to spend astronomical sums of money and worry about the debt later down the road. These include the post-9/11 wars in Afghanistan and Iraq, the financial crisis of 2007–2008, and, most recently, fallout from the worldwide COVID-19 pandemic. These unfortunate events caused waves of spending at levels not seen since World War II on the basis of what could justifiably be seen as grave national emergencies, from a roughly $6 trillion national debt in 2001 to nearly $28 trillion in 2021—a staggering 366% increase (Duffin, 2020).

The Facts: Several factors have contributed to the rising national debt over the past couple of decades. The last time that the U.S. federal government ran a surplus was in 2001, during the last year of the Bill Clinton administration. A surplus means that the government took in more money in revenues (i.e., taxes and other fees) than it spent. Later that year, however, tragic events intervened to prevent any hope that the government would continue to pursue substantive debt-reduction efforts. The terrorist attacks of September 11, 2001, during the first year of the George W. Bush administration, caused the federal government to completely rethink its posture on the issues of security and foreign policy.

Within weeks of the attack, it became clear that the United States was determined to go to war against the Taliban regime in Afghanistan for harboring terrorists. Soon after, support for the idea of invading Saddam Hussein’s Iraq on national security grounds reached a pinnacle, and the invasion commenced in the spring of 2003. These wars were successful in quickly bringing down the unsavory regimes and achieving certain short-term foreign policy goals, but the larger task of establishing new pro-American governments in these theatres lasted for years after the initial invasions, requiring hundreds of thousands of troops and tremendous amounts of costly military hardware to effectively occupy vast territory. Huge sums of money were also spent in the form of foreign aid sent directly to the fledgling governments of Afghanistan and Iraq, which needed constant propping up by the United States in persistently chaotic security environments.

The costs and debts associated with America’s post-9/11 wars have accumulated over many years, and although many appropriations for the military have been covered by normal annual income tax revenues, the surge in spending during wartime has contributed to wall-to-wall budget deficits since 2002. “An important impact of federal spending on the Iraq and Afghanistan wars has been to raise the nation’s indebtedness,” noted the Watson Institute for International and Public Affairs. “The increased military spending following 9/11 was financed almost entirely by borrowing. Rising deficits have resulted in higher debt, a higher debt-to-GDP ratio, and higher interest rates” (Watson Institute, 2011). As one scholar described it, “the United States has been putting these wars on a credit card” (Friedman, 2016).

Beginning in 2001, the Afghanistan War was waged by American and coalition (International Security Assistance Force [ISAF]) forces, lasting for just over 20 years, making it the longest protracted conflict in history for U.S. troops. The Iraq war was somewhat shorter in duration, lasting from 2003 to 2011, although relatively small numbers of forces have remained there (and in neighboring Syria) as part of ongoing counterterrorism efforts orchestrated by the Pentagon.

All told, the “War on Terror,” broadly defined, including additional security costs stemming from things such as the creation of the Department of Homeland Security and other organs of government after 9/11, has cost American taxpayers at least $6.4 trillion through fiscal year 2020 (Zeballos-Roig, 2019). Of this amount, at least $2.4 trillion has not been paid for and has ended up being added to the overall national debt tally (Amadeo, 2020b). This amounts to at least a $7,000 debt obligation for every man, woman, and child living in the United States today—funding for the War on Terror that is technically still waiting to be covered.

Adding to the costs of conflict, the need to provide healthcare and other services for veterans persists for decades after a war has ended. Some projections estimate that an additional $1 trillion in spending will be required for veterans wounded during War on Terror conflicts through the year 2053 (Crawford, 2016). These future costs must be rolled into any assessment of the costs of war, and they are certainly of critical importance to the soldiers who may be impacted by the detrimental impacts of conflict for the rest of their lives. This includes both mental and physical damages, including care costs stemming from therapy, counseling, post-traumatic stress disorder (PTSD), traumatic brain injury (TBI), lost limbs, and many other serious issues. In responding to these kinds of problems, the United States has had to expand “the quality, quantity, availability and eligibility of benefits for military personnel and veterans. This has led to unprecedented growth in the Department of Veterans Affairs and the Department of Defense budgets” (Bilmes, 2014, 5).

In previous eras of American history, the federal government had largely been able to fund wars through direct taxation, without adding substantial amounts to the national debt. During the two World Wars, however, tax rates increased, and the government also sold war bonds or “liberty bonds.” These are financial instruments that citizens can purchase with a set return amount and maturity date designed to raise funds for a specific conflict. Investors earn a return on their capital, and the government can fund a conflict without resorting to foreign investment, while postponing costs to a later date. Everybody wins.

However, the post-9/11 wars have not really been funded with tax increases or through the issuance of war bonds (Peltier, 2020). Rather, taxes have been kept low, and the cost of fighting the wars have been tacked on to Congress’ routine budgets, adding considerably to the national debt. In fact, somewhat counterintuitively, the Bush administration pushed through a massive tax cut during a period of wartime after 9/11, insisting that the economy would be boosted through such a policy approach (the merits of which are still hotly contested by economists and other experts).

In the midst of costly wars being waged overseas, a looming crisis generated within the U.S. economy reached a boiling point in 2008, mere months before the inauguration of a new president, Barack Obama. What would come to be known as the financial crisis of 2007–2008—which in turn sparked the so-called Great Recession—began with widespread failures and defaults of subprime mortgages that were underwritten mostly by the private sector. These home mortgage failures soon spread to other banking sectors, large insurance firms, and even to manufacturers such as the famed auto industry giants General Motors and Chrysler.

The cascading effects from the faltering housing market revealed how closely connected the economy had become. Problems in one industry can be highly contagious to other industries—including those in other countries. Given the precipitous decline in economic activity and huge losses in the stock markets that followed in the wake of the financial crisis, the U.S. government was forced to intervene to prevent a wholesale collapse of the American economy. Congress passed massive relief and stabilization bills that were aimed at limiting the spread of the financial calamity and reinstating some semblance of confidence in the markets. These new laws, which had varying degrees of success, placed significant strain on congressional budgeting in this time period.

The spearhead of the government’s effort to buttress the economy was the Troubled Assets Relief Program (TARP) legislation passed by Congress as part of the Emergency Economic Stabilization Act of 2008. In the waning months of the Bush administration, it gave the green light for the U.S. Treasury Department to inject huge amounts of cash into struggling economic sectors and well-known financial institutions that were in danger of collapse. The emergency bailout amounted to a momentary quasi-nationalization of many prominent banks, insurance firms, and other titans of industry. In essence, the government purchased the majority stake in many of these firms to ensure that they did not go bankrupt and fail altogether, which would have potentially brought down other businesses with them. The TARP program alone cost taxpayers $700 billion. In 2009, the newly minted Obama administration signed into law a follow-up stimulus program as part of the American Recovery and Reinvestment Act to stabilize struggling families and small businesses, with a price tag of roughly $800 billion (Amadeo, 2020a). These acts of Congress are examined more closely in Q25 and Q26.

It is important to point out that the TARP program, in the end, arguably did not have a negative impact on the national debt. This is because the TARP “bailouts” were really just loans to major corporations, which, by and large, ended up getting paid back with interest that had accrued. Though formal estimates vary, the federal government reportedly ended up earning a profit off the TARP program to the tune of as high as $62 billion dollars by 2018 (Amadeo, 2020a).

The real detrimental impacts of the financial crisis came in the form of declining government revenues and increasing government obligations. Under such conditions, “revenue from income and payroll taxes automatically falls, and spending on programs such as unemployment insurance automatically rises. Balancing the budget would require tax increases or spending cuts precisely when the economy can least handle them” (Mankiw, 2019).

Along with the aforementioned Bush tax cuts, these forces contributed to a rising debt during this period, as economic activity contracted significantly, and the country entered into a rather steep recession. The IRS was simply less and less able to take in money amid the slowdown, especially during the height of the crisis, just as the need for social spending arrived at levels not seen in generations. According to one CNBC analyst, in order to deal effectively with the worst economic downturn since the 1930s, “President Barack Obama … racked up nearly as much debt in eight years than in the entire 232-year history of the country before he took office. He entered with $10.6 trillion in total debt and left with the country owing $19.9 trillion. That’s an average tab of $1.16 trillion a year” (Cox, 2019).

Most recently, the emergence of the novel coronavirus (COVID-19) kicked off a global pandemic, which has necessitated hefty stimulus packages to mitigate the economic fallout associated with the crisis. In fiscal year 2020, the Congressional Budget Office (CBO) reported that the United States added some $3.3 trillion to the national debt, which makes it the largest one-year budget shortfall since 1945, largely due to declining revenues for the government and huge stimulus packages being signed into law (Congressional Budget Office, 2020). Most notably, Congress passed the Coronavirus Aid, Relief, and Economic Security (CARES) Act and the Paycheck Protection Program, both of which were supported by the Trump administration and members of both parties in Congress. In early 2021, lawmakers granted approval to an additional $900 billion stimulus package—dubbed the American Rescue Plan—signed into law by President Biden, with additional stimulus proposals being debated for the near term.

In 2020 alone, at least $2.6 trillion in new government spending resulted exclusively as a result of the COVID-19 pandemic (Berger, 2020). This propelled the national debt, as a share of the country’s GDP, to levels not seen since World War II (Reeves, 2020). This trajectory of spending has not abated, and there seems to be no end in sight as far as limiting congressional appropriations made to address problems stemming from a still unfolding pandemic.

Democrats seem keen on boosting this stimulus spending to help the country ride out COVID’s widespread negative impacts on the American economy, even if it drives the national debt higher. Even the Republican Party, traditionally the wellspring of fiscally conservative sentiment, has recognized the need for stimulus-related spending. Republicans have largely supported the spirit of the stimulus, including direct payments (i.e., relief checks) made to Americans and significant expansions of unemployment assistance. Many of the economic assistance packages passed in response to the pandemic have enjoyed a relatively high degree of bipartisan support. Nonetheless, some concerns about the financial implications of the new, record-setting spending of late have been expressed by certain members of Congress, but worries about rising COVID-related debt has been eased somewhat by the fact that interest rates remained extremely low during this period, making it cheaper and easier to finance debt. Nonetheless, according to the Republican leader in the Senate, Mitch McConnell, “given the extraordinary numbers that we’re racking up to the national debt, we need to be as cautious as we can” (Zeballos-Roig, 2020).
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Q3: SHOULD AMERICANS BE CONCERNED ABOUT THE SIZE OF THE NATIONAL DEBT?

Answer: Yes, Americans should be concerned about the national debt, especially if it continues to escalate at current rates, because there could be some painful financial consequences down the road. However, it is not necessarily a looming crisis and certainly should not keep people up at night in the short to medium term. The overall size of the current national debt (more than $30 trillion as of the time of this writing in 2022) is unprecedented and strikes many people as extremely jarring. The conventional interpretation of any debt (in general) is that it must necessarily be a bad or a negative thing. However, in the world of finance and economics, debt is a useful instrument and can be used as an important tool to maximize one’s leverage in any given situation. Debt allows individuals to purchase things they otherwise would not be able to afford, and it similarly allows countries to invest in their national priorities to an extent that would be impossible without the concept of borrowing money. Seen in this way, a reasonable amount of debt can actually be considered beneficial, and it has become a universal feature of the modern, globalized economy.

The current level of American debt is still within a range that can be managed and paid back without a substantial risk of defaulting (failing to pay back a debt within the specified period of time). However, the rate of growth in the debt from the onset of the COVID pandemic to early 2022 has alarmed some politicians, financial analysts, economists, and others. As the debt surpasses record levels as a function of GDP—a record previously set during the waning days of World War II—the issue has indeed become somewhat concerning for a variety of reasons (Long Term Trends, 2020). An abundance of debt leads to massive interest payments; it puts upward pressure on rates of taxation; the creditworthiness of the country may suffer (making the receipt of favorable loan terms in the future more difficult); and it may detract from the ability to fund certain priorities down the road—perhaps when a high degree of borrowing power is most urgently needed (Congressional Budget Office, 2014).

The Facts: The proper way to interpret the issue is to appreciate the extent of the debt in relation to the overall size and productivity of the debtor, not to simply look at the bottom line or total number. To illustrate, consider that a doctor graduating from medical school may easily accumulate more than $100,000 of student loan debt during the course of pursuing his or her education. This may seem crushing and altogether insurmountable to people with a relatively low income, but if a person can earn $200,000 or even much more every year as a doctor, then $100,000 in student loan debt is not especially problematic. It can be paid down quite easily and consistently, without debtors feeling overwhelmed or seeing their credit score plummet.

The severity of debt, in other words, depends on how much debt one has in relation to their longer-term earning potential—their capacity to pay what they owe.

When considering the $30 trillion in national debt carried by the United States then, that statistic is meaningful only within the context of the size of the country and its overall economy. For instance, if a country such as Turkey had America’s amount of debt (which it could never realistically accumulate), it would be considered absolutely bankrupt and in the grip of inescapable financial ruin. Representing less than 1% of global economic output, the people and government of Turkey would never be able to catch up on principal or interest payments associated with that level of debt (Worldometer, 2020). Effectively, the country would have to default and would likely be unable to borrow significant sums for a long period of time; investors would not trust it as a safe bet.

However, for the United States, representing some 25% of the world’s overall economic output, the nearly $30 trillion figure is within a range that allows it to remain in good or even excellent financial standing. The size of its economy and the ability of the government to tax income allows it to continue paying back older debts (on time), while taking on brand-new debt obligations. The country can plunge ahead running on the debt treadmill, so to speak, without any real risk of defaulting or failing to meet its financial obligations.

Economists usually conduct this kind of analysis in terms of what is known as a “debt-to-GDP ratio.” This refers to the total amount of debt in relation to the GDP or overall output of the economy in a one-year period of time (debt-to-GDP ratios are examined in more detail in chapter 7 of this book). Using this basic metric, the U.S. debt peaked at roughly 136% in the second fiscal quarter of 2020, meaning that the debt became roughly equal to every single dollar generated by the economy in roughly 16 months (St. Louis Fed, 2020). This is comparable to a person with a $50,000 per year salary holding $68,000 in credit card debt.

Nonetheless, a debt-to-GDP ratio is most insightful when compared to previous eras throughout history, and a historical comparison reveals a rather striking reality: the United States is currently in an unprecedented financial position. The second-highest debt-to-GDP ratio was recorded in the immediate wake of World War II. In 1946, it stood at 121%, which set the previous record. In 2022, however, after the record spending associated with the COVID-19 crisis, it stands at the high watermark of 136% (St. Louis Fed, 2020).

Another way to appreciate the scale of America’s debt situation is to compare it to other governments. In an international context, the problem is arguably far removed from the worst examples or the most alarming ones from around the world. In other words, the United States is not the ultimate debt offender. Japan, for example, has long held the top spot in the list of countries with the highest debt-to-GDP ratios, reaching approximately 237% in 2020. Nonetheless, Japan maintains a strong financial reputation and remains widely regarded as a “safe bet” in terms of many types of investments. Such conditions can be sustained on the basis of solid credit ratings and the health of other, underlying economic conditions. On the opposite side of the spectrum, a number of European countries saw their creditworthiness decrease and their debt-to-GDP ratios soar past that of the United States after the global economic downturn in 2008. Suffering countries included Portugal, Italy, Greece, and Spain (World Population Review, 2020).

Despite what seems like a whopping total amount of sovereign debt, the United States manages to maintain its creditworthiness and continues to stay afloat financially. Its prospects still look better than many other examples from around the globe. As long as the United States continues to pay off its old debts on time (before racking up too many new debts), people and corporations will continue to lend to the government in the form of purchasing bonds and other financial instruments.

Many economists argue that a certain threshold is crossed when a debt-to-GDP ratio exceeds 77%, putting it into some sort of problem territory (Grennes et al., 2013). Past this point, which the United States last surpassed in the first fiscal quarter of 2009, it is argued that economic growth and the prosperity of average people begin to suffer to a notable extent. From this perspective, the United States has been in a bit of an uneasy position, but still, the overall financial prestige and trust people maintain in the fact that the United States government will be able to reliably pay back its loans in the future makes it able to hold larger and larger levels of debt than many other countries, private corporations, or even individuals. It has smashed through the 77% dividing line (albeit an arbitrary one) with a relatively low level of concern that debt will become overly burdensome.

Broad-based faith in the American economy remains quite stable, especially among the international investor class, which buys most of the debt that Congress runs up. The size of the debt, however, has still begun to ring significant alarm bells in the minds of certain leaders and voters—especially those on the more conservative side of the political spectrum. The Republican party in recent years has been significantly more outspoken on this issue. Many members of the GOP assert that the government should play a minimal role in people’s lives and, accordingly, should constrain taxation and government spending, preferably to “live within its means.”

In the end, many people’s perceptions about the national debt are, on some level, emotional as opposed to rational. The late Senator John McCain (R-Arizona) was well known for referring to excessive government debt as a form of “intergenerational theft”—the current generation spending resources that will not be paid back until future generations take over the reins of power. McCain’s argument is not that debt is particularly destructive in the near term, but rather that it is morally wrong to incur so much debt and then pass it off to future generations to deal with. In the long term, they may suffer at the hands of slow or even stagnant economic growth (or simply through the problem of inflation) and, in turn, may also suffer in terms of a diminished ability to meet national priorities or security objectives. Referencing the growing national debt, former Secretary of Defense Mattis even remarked in testimony before Congress that “I think any nation that can’t keep its fiscal house in order eventually cannot maintain its military power” (Mattis, 2018). (The security aspects of a large national debt are examined in detail in Q31.)

Too much of anything can become problematic after a certain point. Reasonable people can disagree about where to draw the line, but it is fair to say that America’s debt is an important issue that at least has the potential to grow more and more problematic. It will undoubtedly need to be addressed by the people in charge on a more serious basis in the coming years. “As George Washington warned lawmakers in 1793, ‘No pecuniary consideration is more urgent, than the regular redemption and discharge of the public debt: on none can delay be more injurious, or an economy of time more valuable.’ … It would be wise to take Washington’s words to heart. Rather than borrowing trillions more, the United States needs to begin paying down some debt before the burden becomes crushing” (Tucker, 2013).

This is a common view today, although the debt situation remains quite far removed from what could be considered a crisis situation. There is no major reckoning looming in the near future, waiting to cripple the United States and wreck the global economy, as some have posited. Voters will rather appropriately want to learn more about this issue in the years ahead and specifically how the government plans to address it, but the problem is certainly one that can be managed over extended periods of time without tremendous financial pain or extreme measures (see chapter 8). Nonetheless, the rapid pace with which Congress has added to the debt since the onset of the pandemic has put America’s spending habits and financial obligations back under the microscope. A Pew Research survey from April 2021, for example, found that about half of Americans ranked the nation’s deficit as a significant problem, on par with such issues as gun violence and undocumented immigration (DeBonis 2021).
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Q4: WHAT ARE THE DIFFERENCES BETWEEN DEFICITS AND DEBT?

Answer: Deficits and debts essentially reflect and follow the same logic. However, they are not terms that should ever be used interchangeably. The difference boils down to how the figures are calculated and the specific period of time that is being examined. Generally, deficits involve simple arithmetic, encompassing the amount of money added to the debt in a one-year period. A deficit is the money spent by a government (or a corporation or other entity) over and above the amount of revenue taken in by that entity within that one-year period of time. The opposite of deficits are surpluses, which as logic would suggest, reflect a sum of money taken in through revenues that exceeds the amount of money spent in a one-year period (McFarlane, 2020). Debt refers to the bottom line or total amount of money that a government owes at a particular snapshot in time. Therefore, total debts reflect amounts that are accumulated and owed over extended periods, like a running total. Debt is money borrowed in some form years or even decades prior (vis-à-vis the sale of bonds or other financial instruments issued by the government).

The Facts: There is a degree of misunderstanding regarding the distinction between budget deficits and the national debt, but it is really just a matter of clearing up some straightforward terminology and accounting for the element of time. Most organizations calculate their finances on a yearly basis, often referred to as a fiscal year, which in the United States, covers the period from October 1st to September 30th. If revenues fall short of the amount of money spent during that stretch of time, money effectively has to be borrowed, creating a budget deficit. This was the case in 2020, for example, with revenues of approximately $3.3 trillion and expenditures of approximately $6.6 trillion, leading to a deficit of $3.3 trillion (Congressional Budget Office, 2020). Easy math! MIT Professor Simon Johnson, who is renowned in the fields of economics and entrepreneurship, along with his colleague James Kwak, who holds a PhD in history from UC Berkeley, offers an interesting metaphor to make this easy to understand. One can think of

the deficit [as] a flow, like the water pouring from a faucet into a bathtub, that is measured over a period of time (typically a year); the national debt is a stock, like the water in the bathtub.… Deficits fluctuate up and down, primarily because of changes in the economic conditions, but in the long run, it is the national debt that matters; the larger the debt, the more money must be spent on interest payments each year. And since the economy as a whole generates the resources available to pay off the debt, what really matters is the debt as a proportion of the economy, most commonly measured in terms of gross domestic product. (Johnson & Kwak, 2012, 11)

On the other side of the coin, however, revenues (taxes and other fees collected by the government) can sometimes exceed the amount spent during a one-year period of time. This would be the opposite of a budget deficit, which is a budget surplus, as mentioned earlier. Effectively, this means that the government spends less than it earns in a one-year period of time. The last fiscal year that the federal government actually ran a surplus was 2001, which left it in a position to pay down a marginal amount of the national debt with the extra money in its coffers. Since then, however, the United States has posted consistent budget deficits without pause, accumulating a larger total debt sum that grows significantly year over year (Murse, 2020).

The national or sovereign debt is a concept that reflects the overall amount of money owed to creditors by the U.S. federal government. It is a running total, so to speak, meaning that it is a bottom-line number when all debt obligations are added up from the past. It would be akin to the overall net worth of an individual. For example, if a seemingly rich person had $5 million of value in various assets, but owed $6 million in outstanding debts accrued during the period of their career, the person would be considered to be “in debt” at a level of $1 million—not rich by any conventional or literal assessment. By contrast, if a person owed only $1 million on debt obligations and held $6 million in assets, the person would be “flush” to the tune of some $5 million (i.e., in positive fiscal territory).

Given the size and complexity of the United States, statistics concerning the country’s financial picture may seem bewildering, but citizens can easily see various figures pertaining to the budget and the overall national debt in a user-friendly website and app called the U.S. Debt Clock. As of the time of this writing in the spring of 2022, it shows a budget deficit of nearly $2.5 trillion for the year and an overall sovereign debt of just over $30 trillion (U.S. Debt Clock, 2022). This represents aggregated statistics from various sources, most notably the Congressional Budget Office (CBO), which is the official source for such data for the United States Congress.

As opposed to some other countries, the United States is rather transparent with its finances, including how it raises its revenues, how much it owes in the form of debts, and what the financial outlook appears to be in the years ahead, such that citizens, voters, or any interested parties can gain a fair appreciation for the country’s balance sheets.

Another common economic term is trade deficit, which is a markedly different concept from a budget deficit. Trade deficits are calculations that compare the amount of money that is exchanged only between the economies of two countries, after large amounts of goods and services are exchanged. In other words, when country A buys more products and services (in total value) from Country B than the value of products and services it sells to Country B, then Country A has a trade deficit with Country B. For example, if Country A purchases $100 billion worth of goods from Country B, but Country B only purchases $75 billion worth of products from Country A, then Country A has a $25 billion trade deficit. Country A would, in effect, be losing that amount of money to Country B in that one-year period of time. Conversely, if Country A purchases $75 billion from Country B but sells $100 billion to Country B during that same period, Country A has a trade surplus of $25 billion with Country B.

Many observers note that trade imbalances between countries can be damaging to an economy, especially over the long run, and that it can lead to massive transfers of wealth from one place on earth to another. Billionaire Warren Buffett said, “The rest of the world is buying more and more of our goods all the time, but at an even greater rate, we’re buying more and more of theirs. More trade, overall, is good—as long as it’s true trade. If it’s pseudo trade, where we’re buying, but not selling, I do not think that’s good over time” (Wiggin & Incontrera, 2008, 63).

The United States leads the world in terms of a single country having the largest overall trade deficit with the rest of the world, which perhaps explains why many prominent voices in the United States have stressed the value of “buying American” to keep money within the national economy and limit the amount of wealth that is “lost” abroad. In addition, the argument is that keeping economic activity within the United States serves to preserve job opportunities within the country. The trade policies of the Trump administration, for example, were predicated on this line of thinking, attempting to rein in the extent of America’s trade deficits with other countries such as large trading partners China, Japan, South Korea, India, Mexico, Germany, and several others (World Population Review, 2021).

Large trade deficits experienced by the United States have been the norm over many years, especially as jobs in manufacturing and other industries have been exported or outsourced to foreign countries where labor is significantly cheaper (Economic Policy Institute, 2018). Thus, large sums of money migrate out of the country, factored in as part of the statistics on trade deficits (also known as negative balances of trade) that have been discussed so extensively in political discourse over recent years.

The perception of this problem culminated with what the press dubbed an all-out “trade war” with China under the Trump administration beginning around 2017. The most visible and controversial steps taken by the Trump administration were to levy tariffs (effectively taxes on imported goods) geared toward “protecting” the domestic economy. This practice is known as protectionism, a trade strategy that is hotly debated among economists. Despite the administration’s best efforts to shrink the deficits with America’s largest trading partner, three of the four record-setting annual trade deficits were experienced during the Trump presidency, coming in at more than a whopping $800 billion (Roberts, 2021).

The Biden administration and future administrations are likewise going to find it extremely difficult to lessen trade deficits, if they even wish to do so; not all economists agree that trade deficits are even particularly harmful or disruptive. Deficits may even be a sign of economic growth and productivity because it signifies the country’s consumers want to spend more, and investors are disposed to lend them the money to do so. In any event, trade deficits do not necessarily have a big impact on sovereign debts, and they should largely be treated as separate factors in the larger story of economies.
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Q5: WHY HAS THE DEBT ISSUE FADED FROM NEWS HEADLINES AND PUBLIC ATTENTION IN RECENT YEARS?

Answer: Concern over the debt issue tends to be cyclical in American political discourse, according to the various issues that happen to dominate the news headlines from moment to moment. The modern internet-based and cable TV news cycles are especially sensitive to the top two or three issues that are the most pressing or attention-grabbing at any one time. When there are ongoing wars, crises, scandals, or political campaigns, people tend not to worry about the debt, which will probably not affect them in the short term. In fact, the issue most often seems distant and detached from the public’s attention. Unless something in the financial world is immediately consequential or catastrophic, debt tends not to arouse the concern of voters or their elected representatives. One can imagine opening an invoice or bill that is not due for a few months and simply setting it aside on a desk, or falling into the habit of always just paying the minimum amounts due on a credit card. This is not a far cry from how the national debt often is treated by Congress.

However, there have been times when fiscal responsibility seemed to be all the rage—when political leaders emphasized the merits of reining in the federal government, limiting spending, and paying down the debt. This was most recently the case during the first several years of the Obama administration, when Tea Party conservatives and libertarians campaigned on putting the country’s fiscal house in order. However, at other times, especially when the economy is strong, the issue simply garners low levels of attention. In recent years, despite the fact that the debt has entered record-setting territory, most people rank the debt very low on the scale of top policy issues pending before Congress. In fact, it did not even appear on the list of top 10 issues concerning voters in the 2020 election (Pew Research Center, 2020). This has changed during the first year of the Biden administration, however, with the changing political dynamics in Washington, D.C. Nonetheless, there is clearly some resurgence when it comes to the attention being paid to the growing national debt, but it is still something that can relatively easily be dismissed or swept under the carpet of the country’s other, seemingly more pressing agenda items.

The Facts: Calls for paying down the debt and balancing the books in Washington, D.C., are certainly nothing new in American politics, but a defining era in this vein came during the 1980s, when President Ronald Reagan infamously pushed for shrinking the size, scope, and cost of operating the federal government. He insisted boldly in his inaugural address that “government is not the solution to our problem; government is the problem” (Reagan, 1981). Ultimately, his administration was only moderately successful in restricting the rate of growth of the federal government (Samples, 2010). However, since this time period, the actions and policies of Reagan have inspired an entire generation of fiscally conservative politicians who have wanted to trim the fat, so to speak, of the federal government. It was also in this time period that figures from the private sector began to publicize America’s rising national debt. In 1989, for example, a large digital billboard was displayed in New York City to track the debt. This “national debt clock” was created by real estate developer Seymour Hurst, “who had grown increasingly despondent over the growing national debt. By the end of 2008, the Durst family [ordered] a new clock because [there were insufficient] spaces to show $10 trillion” (Wiggin & Incontrera, 2008, 40).

In the 1990s, the issue became mainstream in American politics (mostly as a grave concern). Ross Perot, who ran for president as an independent in 1992, is notable for having hammered home the idea that budget deficits around $250 billion per year would quickly render the country bankrupt. Perot’s complaints struck a nerve with the American public, even though political journalist John F. Harris noted in 2019 that Perot’s warning “sounds quaint at a time of trillion-dollar deficits that even onetime fiscal hawks no longer are especially agitated about” (Harris, 2019).

Consternation over the debt next reared its head in a big way amid the emergence of the Tea Party movement in 2008. As self-described fiscal or “budget hawks” (those who see the debt as a looming crisis and want to cut the budget), leaders in this movement brought about a heightened sense of urgency on the matter. This began almost immediately after the election to the presidency of Democrat Barack Obama, who was maligned by conservatives as being an unabashed “taxer and spender.” By 2009, waves of conservative Tea Protests were seen in major cities and in the nation’s capital, with spokespeople claiming that the Obama administration was hell-bent on mortgaging America’s future through costly new—mostly progressive—government programs (Goldman, 2009).

The Tea Party movement was hugely instrumental in the Republican takeover of majorities in the House of Representatives in 2010 and the U.S. Senate in 2014. These election results put substantial pressure on the federal government to seriously and substantively deal with the debt issue (Ferraro, 2010). However, fiscal conservatism has a notable ebb and flow to its prominence within the national discussion, at times seeming to disappear altogether. Some of this is for political reasons. As a general rule, Democrats tend to want to spend more to fund social programs for poor, working-class, and middle-class households; they are less concerned about the implications of a rapidly growing national debt.

Republicans, on the other hand, tend to harp on the debt issue somewhat frequently as a top concern, seeing it as a way to limit excessive or wasteful spending and perhaps even balance the budget. This is especially true when Republicans are out of power and see the debt issue as an opportunity to criticize the policies of the left. During the entirety of the Obama administration, fiscal conservatism was a top source of political fodder for leaders such as Republican Speaker of the House John Boehner and his successor Paul Ryan. In other words, when a party is not in power or not in the majority, they often use complaints of excessive spending as a cudgel with which to pummel the opposite political party—almost always with Republicans doing it to Democrats.

When Republicans hold the levers of political power—and especially the White House—the GOP has shown much less concern with reducing the national debt or annual budget deficits. Republicans moved ahead with considerable deficit spending during the presidencies of both George W. Bush and Donald Trump. Budgets under the Trump administration rose consistently, for example, outstripping many other recent administrations (Bryan, 2019).

This is unsurprising from a political standpoint, though perhaps frustrating to more steadfast fiscal conservatives within the party. The reason is that instead of restricting spending and worrying too much about the debt, it is simply easier for politicians of all stripes to offer their constituents a litany of promises, create additional costly programs, and grow the deficit, which future Congresses will have to address. To be fair, this tendency to kick cans down the road is prevalent in both parties.

Another indispensable component of the rise and fall of the debt issue has to do with the overall health of the economy and the rate of growth in federal government revenues (i.e., tax collection by the IRS). Consider that when a person gets a new job with a better salary or gets a raise at an existing job, their financial confidence goes up. They will most likely be more willing to spend more, and, at the same time, they will be less concerned about their outstanding debts. The federal government, and the political class in Washington, D.C., largely operates in the same way. When times are good and the economy is booming, people lose sight of the fact that there is a growing debt. The sense is that incoming revenue streams are more than enough to pay off debts on time and that this will continue to be the case over coming years.

By contrast, when the economy stalls or when there is a recession—defined as two or more consecutive fiscal quarters of economic contraction—debt seems to be an ominous force, burdening the country and causing people to reexamine what their spending priorities truly are. This dynamic is borne out by the facts that show seesawing economic growth and decline over recent decades. Indeed, when the Great Recession hit in earnest in 2008, creating the largest economic disruption in the United States since the Great Depression of the 1930s, there was a profound sense that the debt had a stranglehold on the U.S. economy and on the federal government’s budget.

During the Trump presidency in particular, both of the aforementioned dynamics were at work: (1) Republicans holding the levers of power (the White House and the U.S. Senate) coupled with (2) a rather successful, growing economy. As a result, the growing national debt was not discussed much under Trump until the waning months of his administration, when emergency spending in response to the COVID-19 pandemic went into overdrive. This is in addition to roughly $2.5 trillion spent on the military, far outstripping recent presidents as a share of the budget (PolitiFact, 2020). All told, President Trump’s tenure resulted in approximately $7 trillion being added to the national debt (Dunn, 2020). This is a higher increase in the debt than occurred during the presidency of Trump’s predecessor, Barack Obama, who was widely criticized by Republicans for having added too much to the debt, despite having to also deal with another pressing national emergency in the form of the Great Recession (Jones, 2020).
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Thinking Critically about Debt

The concept of debt is nearly as old as human civilization itself. Some of the earliest forms were essentially just IOUs agreed upon verbally. Those early “oral contracts” gave way to ones that were perhaps etched in stone or scribed on clay tablets. Debt simply captures a promise to pay someone else a certain amount, in a certain form of payment, at some future date. In fact, even paper money such as a $100 bill constitutes a form of debt. Because printed dollars, for example, do not have any intrinsic value, they are merely representative of a certain worth, making it easier for people to complete transactions (instead of having to constantly barter or lug around heavy precious metals). Until President Nixon took the United States off the gold standard, every dollar circulating in the economy was representative of actual gold held by the Federal Reserve Bank. Thus, a paper bill was literally a promissory note. The government promised the owner of the bill to receive gold if they wanted to redeem it (in theory, if not in practice, due to various regulations). Since 1971, however, U.S. currency has been allowed to “float,” meaning that its value is no longer tethered to anything specific or tangible, such as gold or silver. Instead, the value of paper dollars can fluctuate like a stock and is only rooted in the belief that they will maintain their value—and be accepted by others in the wider economy—for the foreseeable future.

Interestingly, debt has always remained intimately connected with the issue of trust. The root of the word “credit” is the Latin word cred, meaning to “believe” in something. This means that the lender (the person or organization lending the money) believes—or trusts—that the debtor (the person or organization borrowing the money) is willing and able to repay the debt when the time comes. For example, a person might be willing to lend $50 to a trusted family friend with the confidence that they will recoup their money within a short time period, but that same person may be unwilling to lend even a $5 bill to a stranger who is unknown or untrustworthy and therefore unlikely to ever pay it back.

In this way, trust becomes the basis of all lending practices and has given rise to the contemporary manifestation of this notion for individuals: the FICO credit score. Our economic system’s heavy reliance on credit for purchases explains why individuals with a troubled history of paying their bills struggle to get credit from banks or other lending institutions and are forced to pay significantly higher interest rates when they do secure loans. In much the same way, government-issued debt—that is, money lent to a government by individuals or groups of individuals via bonds or treasury bills—ends up receiving a rating or a score to assess the likelihood that the terms for repayment will be met satisfactorily.

The leading professional ratings agencies, such as Moody’s or Standard & Poor’s (S&P), which are independent of governments, actually produce ratings on a wide range of government-backed financial instruments so that people can have a sense of the risk/return associated with particular investments. If these organizations are virtually certain that the money will be repaid by the government(s) issuing bonds, they will issue a positive rating (up to what is often considered the highest rating of AAA). In other cases where the risk is higher (e.g., debt issued by an unstable foreign governments) and repayment is somewhat less likely, they might issue a rating of CCC, which lets the potential loaner know there may be a lower likelihood that the loan will ever get repaid. In this way, risk is tied to reward; safer investments yield a lower return (i.e., interest rate), whereas riskier investments yield a higher return or interest rate, compensating for the uncertainty tied to the given asset.

The leveraging of assets through various debt instruments, which affords people and organizations more buying power than they would otherwise have at their disposal, is at the heart of how modern governments and their economies are able to function and grow. With the theoretical foundations of finance and debt kept in mind, how can students of the American system make sense of how the federal government is able to borrow money and add to the national debt? How can one think critically about the implications of this issue, both in the near term and in the long run? How can it be placed in the broader context of the country’s economic decision-making? Throughout this chapter, these lines of inquiry are considered in a critical assessment of the U.S. federal government’s record-breaking national debt.

Q6: HOW DOES THE GOVERNMENT ACTUALLY BORROW MONEY AND WHO DOES IT OWE?

Answer: The U.S. federal government can raise or borrow money in numerous ways. Various financial “instruments,” including many types of bonds and treasury securities, allow Congress to pass budgets that far exceed what the IRS collects in terms of taxes and other revenues each year (Sebastian, 2020). In theory, anyone can buy bonds or securities that are backed and sold by the federal government. Some are marketable (able to be sold forward to other buyers), and some are nonmarketable (requiring that the original purchaser redeem or collect the value). No matter the form, however, a security is essentially just a piece of paper—or an electronic equivalent—issued by the government in exchange for an up-front cash payment. Securities are almost like buying stock in the government, with a rather stable (and usually predictable) return on investment. Such securities are bought up by individual investors, private corporations such as investment funds or insurance companies, and even foreign governments on a regular basis. Thus, it could be said that anyone and everyone can own a chunk of America’s national debt, meaning that the federal government owes a wide range of foreign and domestic people and entities for the money it has borrowed to fund its programs (plus interest, of course).

The Facts: When the government runs a budget deficit, it must make up the shortfall by issuing bonds or other kinds of securities. Based on the country’s financial outlook and the annual budget that Congress agrees upon, the Treasury Department issues securities in real time, which are purchased on the open market. These transactions all take place quickly enough to ensure that the government’s revenue stream never dries up completely.

The Treasury Department essentially offers five main types of securities: treasury bills, notes, bonds, inflation-protected securities, and floating rate notes. These securities vary with respect to the length of time they take to mature (i.e., the point at which the debt is expected to be repaid). Bonds, for example, which are among the most common of securities, are offered in increments of $100 with a maturity of 30 years. Treasury bills, on the other hand, are short-term securities, reaching maturity in one year or less. Treasury notes are interest-bearing securities that are offered in “2-, 3-, 5-, 7-, and 10-year fixed maturities” (Dressen, 2016). Because each of these various instruments are thought to be sound or reliable investments, more or less with a guarantee of return on investment (in terms of interest at the point of maturity or overall appreciation), they seldom—if ever—go unsold. Especially in the current environment, people with savings are eager to invest money into the U.S. Treasury because it is a lot safer than investing in corporate stocks on the private market, which can often be much more unpredictable or volatile (Sheiner & Wessel, 2020).

The Treasury can more or less continue to print or issue as many of these financial instruments as may be necessary to cover any gaps in the budget. In practice, however, there is a certain limitation to the borrowing that can be carried out in this way, something which has emerged as an issue amid the record-setting borrowing seen in the wake of the COVID-19 pandemic and the associated stimulus spending. “There is only so much the government can borrow without raising interest rates and crowding out private investment. That would hurt economic growth” (Sheiner & Wessel, 2020).

Despite these theoretical limitations of unlimited borrowing, the sale of Treasury-backed securities constitutes the primary mechanism by which Congress appropriates funds it technically does not have. This is a marvel of modern finance, and the system works beautifully under most circumstances. It can be thought of as the country’s credit card, metaphorically speaking, resorting to the financial appetite for investment opportunities among the public and the world as a whole. “The relationship between treasury departments and bond markets is little different from that between any other participants in the financial marketplace. Governments seek to lower their interest and administration costs while managing their maturity scheduled and widening the pool of potential investors. Bond buyers seek to increase their returns while maintaining liquidity and controlling their exposure to risk” (Macdonald, 2006, 473).

There exists a strong but inaccurate perception among many Americans that the United States is indebted to a select few foreign governments that are believed by many people to be hostile to American interests, such as China, for example. However, the vast majority of the national debt is actually held domestically, not by foreign investors or by foreign governments. Domestic ownership amounts to roughly 70% of the total amount (Bartash, 2018). It is distributed among a mix of American investors, corporations, the Federal Reserve, and other organs of the U.S. government itself (known as intragovernmental debt).

Although China and Japan are significant holders of American debt, they only amount to approximately 10% of the overall debt. In total, foreign entities only account for about 30% of the overall debt (Bartash, 2018). The top three foreign owners of U.S. government debt, in order, are Japan, followed by China, and then the United Kingdom. China had previously held the top spot, but the low and negative yield market in Japan over recent years made owning U.S. debt more attractive for Japanese investors and the Japanese government (Sebastian, 2020).

It is important to consider, however, that the owners of the debt—whether foreign or domestic—have little impact on the issue at hand. Whether the government owes an American citizen, a Chinese citizen, or the government of Japan, all debts have to be repaid on time if the United States is to maintain its creditworthiness. The nationality of debt owners has virtually no impact when it comes to repayment or whether (and under what circumstances) future securities will be offered. They are equal-opportunity investments, so to speak, operating in a marketplace that is global in scale. The only potential risk, from the standpoint of the United States, is that countries with a large stake in U.S. securities, such as China, could attempt to orchestrate the dumping of their holdings in U.S. Treasury bonds, which they have a preference for, in order to raise interest rates and cause other problems in America’s economy (Seth, 2020). This is one example of the slight exposure that the American economy has to excessive foreign debt ownership, but it seldom leads to any hesitation in the issuance of bonds to whomever is willing to buy them.

In terms of intragovernmental debt—that is, money owed by the government to an individual administration or agency of the government—a variety of sources can be tapped, including certain government programs and trust funds. The government can, in effect, sell securities to itself, which it does regularly and to a surprising degree. The Social Security Administration is the largest single holder of such assets, making up nearly half of intragovernmental debt. Additional funds can be raised from military retirement and health-care trust funds spread across the country. The Medicare fund, along with other miscellaneous accounts held by civil service agencies (e.g., pension funds) round out the rest of the sources of this kind of borrowing power for the federal government. All told, this amounts to just north of $6 trillion (Curry, 2020).

It may seem strange that the government routinely borrows large amounts of money from itself. However, “when Social Security takes in more in taxes than it has out in benefits—as it has done over the last few decades—it doesn’t hold onto the money or put it in a lockbox. Rather, it uses the funds to purchase special Treasury securities” (Zeitlin, 2017). This is almost like a child borrowing $20 from their mother or father. The finances could be thought of as being exclusive to the individual person or exclusive to the nuclear family unit as a whole. The arrangement is similar to the way that the Congress and the Treasury must sometimes pay money back to specific agencies of government, which are likewise part of the public sector, but technically separate and insulated from one another in terms of their individual balance sheets. Considering this dynamic, the bottom-line debt burden of the federal government is somewhat reduced because some of the money is, in effect, owed to itself.

It is important to point out at this stage that the sovereign debt of the federal government does not include debt that exists on the balance sheets of individual state and municipal governments, which are indebted to the tune of more than $7 trillion in their own right, based on outstanding bond payment obligations and unfunded health-care and pension benefits (Malanga, 2013). The figure does not include any private debts either (e.g., student debt or people’s individual credit cards), which are likewise considered entirely separate from any of the aforementioned statistics. They are not factored into the “national” debt at all, which by definition is exclusively a public debt. In fact, the $30 trillion figure that is currently on the books only reflects the shortfall that Congress and the federal government have spent. It does not consider roughly $14 trillion in privately held debt—the bottom-line amount when one adds up all of the American people’s mortgages (by far the largest percentage of the total), in addition to credit cards, financed consumer goods, student loans (which have recently reached record proportions as well), and other debts (Boggs, 2019). It is fair to conclude that substantial debt is the norm for the majority of American citizens and institutions, both public and private.
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Q7: IS THERE ANYTHING GOOD ABOUT DEFICIT SPENDING?

Answer: Because it inevitably adds to the total sum of the national debt, deficit spending is usually referenced in negative terms, and the practice will likely always be contentious on some level. But while there is no shortage of people who despise deficits, history demonstrates that there have been some notable upsides (and there arguably continue to be many upsides) to deficit spending.

Running a deficit actually helped to unify the 13 states shortly after winning the Revolutionary War because it tethered the economic fate of the states to that of the national-level government, especially at a time when it seemed like the former colonies would prefer to act more like individual countries than parts of a single union. It also cemented the political bonds of the country because large sums of government-issued debt owned by private bondholders fostered stability throughout the country (and generated support for the government) given that individuals were literally vested in the success of the government in order for the debts to be repaid. For such reasons, Alexander Hamilton, America’s first Treasury Secretary under George Washington’s administration, commented that “a national debt, if it is not excessive, will be to us a national blessing” (Brownstein, 2011).

Since those early years, successive Congresses have come to accept a growing level of deficit spending because it also creates considerable space and flexibility for the federal government to expand its agenda, fund vital programs, and even grow the wider economy through targeted investments. Most recently, deficit spending has allowed the U.S. government—most notably Congress and the executive branch—to respond swiftly and effectively during times of national emergency, which the American public has come to expect. Without the option of running a deficit, the government would have its financial hands tied behind its back when confronted with a major crisis.

The Facts: Politicians have long gained significant traction in their poll numbers and gone on to win elections by railing against the perceived absurdity of “runaway” government spending and “unprecedented” levels of national debt. However, deficit spending is a mainstay of governmental budgeting due to the practical financial opportunities and advantages that it can offer. It can certainly be perceived as a good thing if one believes the expenditures themselves are worthwhile and, crucially, if the fiscal standing overall is handled responsibly, meaning that debts are repaid on time. Maxing out a wallet full of credit cards and destroying one’s credit score is quite different from wisely using debt to grow a business, buy a home, or fund some other critical type of investment. Similarly, the government can benefit from reasonable and responsible borrowing practices.

To those who work in the finance industry, government debt is truly the closest thing to money growing on trees. This is because it acts almost like a bubble; it grows to provide more and more financial space and opportunity for those contained inside of it. As long as the bubble does not burst—in the form of a default or some other kind of financial reckoning—the expansion can continue indefinitely. If inflation grows at low and steady rates, deficit spending is tantamount to putting value into the economy that did not exist previously.

Moreover, any institution’s financial position is ultimately determined not just by the dollar amount in their bank account (i.e., current cash reserves) but also by the level of their access to credit. Without tapping into it by borrowing, however, credit is all but useless. It only works when it is used to one’s advantage. Imagine a counterfactual scenario: What would the United States look like today if $30 trillion (roughly the total debt in 2022) had not been spent as part of Congress’s budgets over the past several decades? Think of the colossal blow to funding for everything from the military, to education, to health care, to infrastructure, and so on. Indeed, such a scenario would mean that the national debt would currently be zero and rates of inflation might be much lower, but the country would be a shell of its current self, absent the economic expansion that deficit spending has helped to facilitate. Every dollar that the government borrows will eventually need to get paid back over the long run with interest costs tacked on, but in the immediate term, borrowing has allowed for massive volumes of wealth to flow through the financial pipeline, which can be seen as a huge benefit to society and the economy.

To illustrate the issue on a level that most people can easily grasp, consider that anyone’s home mortgage is a form of deficit spending; people seldom have hundreds of thousands of dollars to purchase a home with cash stuffed into a briefcase. Instead, they buy a home by borrowing money and paying it off over an extended period of time, perhaps 20 or even 30 years. Thinking of the issue critically, is a mortgage—the monthly debt payment made by the homeowner—a bad thing because it represents an expenditure of money that has not yet been earned (a form of debt)? Or, on the other hand, should it be considered a marvelous and beneficial opportunity to spend money ahead of the actual time period in which a person earns it, while investing in the future of one’s family?

For the sake of comparison, imagine two people in a hypothetical scenario: Person 1 despises debt and fears having it as part of their personal finances. Suppose they earn about $3 million over the course of their entire working life and handle their finances responsibly, but never spend anything beyond whatever their paycheck brings in. This means that they always rent their apartment, for example, and never save enough money to purchase a home. The second person had the exact same job and salary, but took advantage of their lines of credit, including a mortgage and various credit cards. In the long run, they grew their wealth, made money on investments, and saw the value of their home (which they eventually paid off) appreciate significantly. At age 70, they are able to sell the equity in their home that has appreciated considerably over the decades, allowing them to retire in a larger home in a dream location. People who prudently take advantage of credit in this way can end up in a far stronger financial position than the example of the first person who hesitated to owe anyone else a dime. In this sense, debt can indeed be a blessing, consistent with the sentiments of Alexander Hamilton, expressed nearly 250 years ago, regarding the numerous benefits of wise deficit spending.

The federal government’s recent response to the COVID-19 pandemic is an especially compelling argument in favor of the need to have flexibility to engage in deficit spending. Congress had to step in with multiple rounds of emergency spending for things such as direct stimulus payments, extensions of unemployment benefits, and the Paycheck Protection Program for small- and medium-sized businesses, all of which were unpaid for by tax revenue when they were first implemented. These additional costs had to be heaped on top of the existing budget projections for fiscal year 2020–21, adding trillions of dollars to the national debt.

Taxpayers in a decade or more may still be paying off the debts taken out to cover the responses to the pandemic, just as taxpayers today are technically still paying off debts taken out during the Obama and Trump administrations. However, the ability of the government to spend more than it takes in has proven to be a vital instrument in the hands of Congress, allowing it to adapt to changing or unpredictable circumstances and have a much larger impact than it would otherwise, especially when the county is facing down a crisis. This elicits the underlying issue attached to the debate over deficit spending, which actually permeates all governmental budgeting: When push comes to shove, what are the country’s priorities? Top priorities—especially in times of true emergency—ought to receive the requisite level of funding while, in theory, the programs of lesser importance ought to receive lower levels of funding (or no funding at all). This ought to be the case whether a government is flush with cash, or when looking at circumstances in which the money has to be borrowed now and repaid by taxpayers down the road.

On an even deeper level, much of the debate over deficits, whether in times of national emergency or times when the economy is strong, boils down to competing economic philosophies. The two main schools of thought on the role of government spending, including deficit spending, are demand-side economics and supply-side economics.

Demand-side economics is in large measure credited to the late British economist John Maynard Keynes, who felt that governments played a vital role in creating demand in the economy through increased public-sector spending. The main thrust of Keynes’s theory is the idea that demand for goods and for services is “the most important driving force in an economy” (Jahan et al., 2014). Keynesian fiscal policy is designed to provide a significant boost to overall levels of “demand—more specifically on consumption and investment—and constitutes the main instrument of State economic intervention” (Arestis, 2018). This general approach to deficit spending was largely a result of the perceptions about what happened during the Great Depression. Keynesian principles held that high levels of government spending were vital in combating the Depression: government spending propped up the economy and fostered growth at a time of widespread pain being experienced by millions of Americans (Barnier, 2020). This explains why it is a widely-held truism of economic policy that “Keynes’ primary policy prescription for economic stabilization and full employment is [increased] federal government spending,” including spending that adds to the national debt (Brown-Collier, 1995). The Democratic Party today in the United States is, by and large, associated with a fondness for the economic approach taken by Keynes and other so-called demand-siders. This explains, in part, why Democrats tend to express less concern than Republicans when it comes to the issue of deficit spending that adds to the national debt. It could even be asserted that Keynesians (and many Democrats) see deficits as part of a healthy economic system.

In many respects, arguments in favor of deficit spending and demand-side economics in general rest on Benjamin Franklin’s famous postulation that an ounce of prevention is worth a pound of cure. In economic terms, this may mean that deficit spending in the present may limit the need for excessive deficit spending by future Congresses. “Incurring large deficits now for the necessary investments in people, communities, and businesses would increase the chance for a strong, widely shared recovery and thus contribute to more rapidly shrinking deficits in the future than would be the case without such actions” (Vinelli & Weller, 2020). It is quite apparent that the impact can be huge, especially when the economy stalls or suffers from low rates of growth. In such instances, it may be especially valuable for there to be increased federal government spending, consistent with the Keynesian approach, which can increase “aggregate demand either directly, say, by spending to build a road, or indirectly, by transferring resources to households that use the funds (from, say, Social Security checks) to purchase goods and services” (Bivens, 2020).

The other side of the coin is supply-side economics—often associated with scholars such as Milton Friedman and other conservatively minded economists who asserted that most economic decisions should remain within the private sector and that the government should more or less attempt to live within its means (Peek et al., 2006). The thinking is that the central driver of the economy should be private industry creating supply, not the government creating demand by passing costly legislation or printing more money. Furthermore, such an approach touts the idea of “trickle-down” economics, which was embraced strongly by Ronald Reagan (i.e., the namesake of what came to be labeled “Reaganomics”). Reagan and other supply-siders felt that wealth creation at the top of the economy, with a minimum of government involvement, would benefit society as a whole. As the saying goes, “a rising tide lifts all boats.” Expansion in the economy vis-à-vis wealthy business owners and investors can mean more hiring, wage increases, and even larger tax receipts for the government. Supply-siders argue that if these overarching economic policies are embraced, while limiting or altogether avoiding any significant sums being added to the national debt, everyone in the economy stands to benefit.

The merits and drawbacks of deficit spending ought to be contemplated by every citizen, taxpayer, and lawmaker. Definitive answers, however, are hard to come by because the merits and drawbacks of deficits are ultimately subjective. Controversy is especially sharp on this issue, and there is no universally agreed-upon level of appropriate or acceptable deficit spending. Nonetheless, it can be said objectively that the concepts of borrowing, deficit spending, and adding to the debt make up an indispensable component of the modern financial world. They are necessary for governments to function properly and, thus, represent a positive thing insofar that the country’s options can be expanded and its impacts can be amplified.

Like anything else in life, however, borrowing can indeed be abused and can become a problem if not handled properly. It becomes an issue of how much deficit spending should be accepted and tolerated. Essentially, one must ask, at what point does deficit spending go from being a good thing to something that can become a danger? How much debt is too much? These are questions with which the country will likely continue to grapple for years to come.
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Q8: HOW MUCH OF THE U.S. GOVERNMENT’S SPENDING IS TRULY WASTEFUL?

Answer: Every taxpayer wants the government to be prudent with public money, but deciding what actually constitutes wasteful spending—versus what might qualify as legitimate or worthwhile spending—is always a matter of perspective and individual opinion. It boils down to a person’s fundamental political philosophy as it relates to the size, scope, and role of the government in American society. There will always be those who feel like taxes should be low (or even nonexistent) and that the government should spend an absolute bare minimum of money, which may lead to the conclusion that the vast majority of the budget is inherently wasteful. On the other hand, many people (including a large share of sitting, elected politicians from both parties) are far more forgiving in terms of what might qualify as a worthwhile government program that deserves the appropriate level of funding.

Nonetheless, given the contemporary norms associated with what the federal government is supposed to do to provide for the general welfare, most recent government spending has not been intrinsically wasteful. There are indeed certain line items in the budget that would defy most people’s sensibilities about what is a wise or fair use of taxpayer dollars. Numerous specific examples of wasteful spending by Congress do exist, despite comprising a relatively tiny share of the government’s budget each year. These may be instances where the expenditures are rightly considered to be nonessential in terms of advancing the country’s core interests, but may, for example, serve to support areas of scientific research that would otherwise wither from lack of funding. Critics say, however, that a lot of government spending goes to funding programs or agencies that only benefit the home districts of lawmakers. This kind of supposed profligacy in government spending is sometimes called “pork barrel” spending, a term that dates back to the antebellum era, when slaveholders “would give a barrel of salt pork to their slaves, who scrambled and fought with each other for a share” (McElroy, 2013).

The Facts: What constitutes “appropriate” spending by the government has changed substantially over time. Health care, for example, has long been handled in accordance with the notion of self-reliance in the United States, meaning that individuals are responsible for procuring their own health insurance in a private market. In recent years, however, a growing chorus of Americans have called for the government to step in to cover the health-care needs of the citizenry with some kind of single-payer or universal system, as seen in many other countries around the world such as Canada. The Affordable Care Act, otherwise known as “Obamacare” created a public health insurance option through an exchange system, but many Democrats who somewhat reluctantly voted for the bill had regretted that it did not go far enough. Many people today even consider access to modern health care as a basic human right, something which a majority of Americans (63% of adults) consider the responsibility of government to provide for every citizen (Jones, 2020). Therefore, spending on programs that did not even exist a few decades ago can not necessarily be labeled as wasteful, given that public perceptions and public demands on government have evolved.

Today’s federal government is engaged with a wide range of issues once left to the states, or left untouched by the hand of any level of government. The modern U.S. government funds a host of welfare and entitlement programs that didn’t exist a century ago, including unemployment, food stamps, retirement pensions, and so on, in addition to the funding that the federal government provides for things such as education, public transportation, infrastructure, and much more. “There is no denying that the federal government has grown far beyond anything that even the most ardent Federalists had envisioned. Much of that growth has occurred in just the past half-century or so. In the last few years, the federal government has spent roughly $4 trillion every year. Adjusted for inflation, this is more than five times what it spent in 1960” (Wilson et al., 2018, 50).

This growth has been greeted with dismay by many people. Nonetheless, this growth in federal spending can largely be seen as bipartisan; presidents and other leaders from both parties have contributed significantly to the national debt in order to fund their respective policy priorities. Spending levels tend to more or less comport with what the majority of citizens want from their government in the modern political landscape, but they remain somewhat problematic insofar that most people somewhat paradoxically want more government programs and lower taxes at the same time.

Most of American history saw the federal government run a lean and mean operation. Only core functions of the federal government received the lion’s share of the budget—such as the bureaucratic institutions of government, building up the military, and so on. However, in recent decades, an entrenched system of appropriations has emerged alongside the growing sense of the federal government’s role in American life. Tax dollars are now routinely appropriated for a wide range of projects, including those that may fall under the heading of “special interest.” Special projects, sometimes referred to as the “pet projects” of individual congressmen and congresswomen are the result of the earmarking process, which has become a mainstay of the country’s politics but has also attracted heightened scrutiny and sharp criticism.

Earmarking, consistent with the “pork-barrel” metaphor, is the “practice of setting particular money aside for a specific purpose” (Hayes, 2020). It stems from the age-old practice whereby “farmers would cut recognizable notches in their livestock’s ears to mark the animals as belonging to them. In its most basic sense, to earmark is to flag something for a specific purpose” (Hayes, 2020). In terms of government spending, this could be anything from the creation of some kind of local reading or public health program to the construction of a library, roadway, or statue to commemorate an important individual from the community. It could also come in the form of a grant to provide funding for a particular kind of research, and there is no shortage of interesting examples, such as hamsters fighting each other, to use one instance that attracted a fair bit of media attention. “For more than 20 years, Northwestern University researchers received National Institutes of Health money to watch hamster fights. The project reportedly received more than $3 million over the course of the project and $306,000 in 2015 alone” (Laliberte, 2020). Psychologists running the program injected the animals with various substances, such as steroids and cocaine, to learn how they might contribute to aggression and violence in the human population. Although it may be worthwhile to pursue this area of research (leaving aside the obvious cruelty to animals), this is where criticisms of government spending truly erupt in a serous way. Most fiscal conservatives see such grants and special projects as entirely nonessential and thereby wasteful. They are projects that may benefit special interests or constituents in a local area, but they are not easily considered part of the national interest writ large.

Notwithstanding the political baggage that can come along with support for controversial earmarks, most members of Congress work diligently to “bring home the bacon,” as the saying goes, to their home districts. They do so for obvious reasons. Voters in a district may be far more likely to support an incumbent politician seeking reelection who has been able to bring federal dollars back to their local area and actually create visible improvements in their community. All too often, members of Congress have allowed this kind of practice to play out (even while criticizing it publicly) as long as they themselves also get to include their own earmarks. In this way, it has become popular to depict members of Congress as greedy hogs feeding at the national trough that is the U.S. Treasury. But although earmarking is commonly identified as a classic example of how taxpayer dollars are wasted, it constitutes only a small fraction of overall government spending. In fact, earmarks had been banned in Congress between 2011 and 2021, but deficit spending continued somewhat unabated (earmarks are explained in more detail in Q14).

Another aspect of government spending that is widely perceived to be wasteful comes in the form of government contracting. When the government needs to spend a large amount of money to procure something specific, from toilet paper for the bathrooms of government buildings to new jet fighter aircraft for the Air Force, they accept offers from the private sector to fill the contracts.

In many instances, the government will select the offer from the lowest qualified bidder, therefore, getting a preferential deal and ultimately saving taxpayers’ money. In many other instances, however, there are so-called no-bid contracts. In these instances, the government already decides to go with a particular contractor to fulfill a need and accepts their business offer without comparing it to other potential bidders. On some level, this can become a wasteful or at least imprudent practice. “At many agencies, no-bid contracts have become the rule, not the exception. In fiscal year 2016, more than half of Defense Department procurement spending—totaling more than $100 billion—was on noncompetitive contracts” (Williams, 2017).

In essence, the government spends massive amounts of money in order to eliminate competition among companies, partly to protect those that are seen as important elements of the private sector. This practice is especially common in the defense sector—or what detractors call the “defense industrial complex.” No-bid military contracts are more common due to the fact that there are only a select few trusted companies capable of fulfilling certain contracts (e.g., for state-of-the-art defense technologies). This does indeed contribute, in part, to a certain inefficiency that is baked into the cake of government spending.

In addition, simple administrative failures or mix-ups are inevitable when fallible humans are involved. But these problems can be exacerbated in a large bureaucracy, especially when there is a lack of oversight or emphasis on efficiency and accountability. For instance, “between 1997 and 2003, the Defense Department purchased and then left unused approximately 270,000 commercial airline tickets at a total cost of $100 million. Even worse, the Pentagon never bothered to get a refund for these fully refundable tickets” (Riedl, 2005). Such a problem is an obvious instance of wasteful spending and could clearly have been avoided.

More recently, another example of a bureaucratic mix-up occurred following the passage of the CARES Act in 2020 as part of COVID-19 relief efforts by Congress, when “it was found the IRS sent many $1,200 checks to the wrong people” (Paul, 2020). Though representing a relatively small portion of the overall spending by Washington, D.C., this kind of waste reinforces narratives about the wastefulness of all government spending. Every taxpayer dollar deserves due diligence in order to be used wisely, and this kind of negligence on the part of bureaucrats definitely contributes to the perception that the government does not handle itself properly in financial terms.

Fraud on the part of individuals attempting to illegally draw funds from the government, especially through programs such as Medicare and Medicaid, also constitutes a significant portion of the waste. Estimates are that at between 10% and 15% of the cost of these programs can be attributed to fraud (Matthews, 2012). Moreover, financial damages stemming from fraud are only partly the fault of the government. It could perhaps be more diligent in tightening up standards or following up with verification processes and more stringent enforcement of rules and regulations, but doing so can sometimes make it difficult for deserving people to access the help they need in a timely manner. Moreover, fraudulent activity on some level is practically inevitable in any system. Agencies do try to make arrests and recoup some of the losses, but such efforts are costly in their own right, and the problem can never be eliminated entirely. There will always be individuals who attempt to game the system and reap certain benefits by breaking the law.

Despite perceptions that waste on the part of government is colossal, “expert assessments put federal government waste at a few pennies on the dollar. These misperceptions [of extravagant wastefulness of taxpayer money] are commonly presented as evidence of profound public ignorance” (Williamson, 2018, 53). Nonetheless, public perceptions are quite strong in this regard. A Pew Research Center poll conducted in 2019 found that “56% say government is almost always wasteful and inefficient… [and] 42% who say it often does a better job than people give it credit for” (Kiley, 2019).

These negative perceptions regarding government waste have led to citizen-created organizations to monitor and report on instances of waste, with the hope of restoring efficiency and general fiscal responsibility in the federal government. One prominent organization that has stepped into this aspect of the debate is Citizens Against Government Waste (CAGW), which has as its mission the hope of eliminating “waste, mismanagement, and inefficiency in government” (About Us, 2019). This organization produces an annual report called the “Congressional Pig Book,” pointing out numerous specific instances of what CAGW considers to be wasteful expenditures.

This issue will no doubt persist with a crowing chorus of conservative politicians who have pointed to what they view as unnecessary appropriations, especially when large spending bills (often termed omnibus bills) are being debated and voted on by Congress. Conservative lawmakers frequently seek to capitalize on the perception that the federal government is too wasteful, using the official release of reports on perceived waste as occasions to draw attention to the national debt. Senator Rand Paul of Kentucky put out what he calls “The Festivus Report,” which chronicles what his office believes to be clear instances of government largess and inefficiency. Prior to that, the late Senator Tom Colburn from Oklahoma helped form a “Fiscal Watch Team” of senators and gained significant media attention by releasing government waste reports each year, called the “Wastebook,” which detailed hundreds of projects, grants, and programs that seem to defy the logic of what constitutes frugal and worthwhile federal government spending (Dinan, 2020).
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Q9: CAN THE UNITED STATES STILL CONSIDER ITSELF THE RICHEST COUNTRY IN THE WORLD?

Answer: A country’s overall wealth, including its ability to access credit, is a complex thing to assess. At first glance, it might appear that because the federal government is indebted to the tune of $30 trillion, the United States can no longer consider itself to be the single richest country in the global economy. However, debt is merely one aspect of a nation’s overall economic well-being and wealth. It is misleading to simply subtract the debt from the amount of money the U.S. Treasury and Federal Reserve has in its vaults. Any fair assessment of what constitutes the “richest country” has multiple interpretations and multiple indicators, reflecting the complex nature of a political system’s economy and a government’s ability to leverage itself through borrowing. It’s fair to say that the United States remains the largest economy in the world in terms of gross domestic product (GDP), reflected by the fact that it does maintain excellent credit ratings among ratings agencies. Ultimately, these factors are cited by politicians, journalists, and economists as indicators that the United States still holds the #1 spot on the list of “richest” countries. The United States still remains at the top of the global financial pecking order, so to speak, and remains an extraordinarily safe place to invest, at least for the time being.

The Facts: To begin, the concept of the “richest country” may require a careful unpacking of several different measuring sticks that go beyond the oft-reported GDP numbers. GDP is a decent, but rather imperfect, measure of the wealth of a country that has drawn criticism from economists and other observers for being a dated, rudimentary, and thereby inaccurate statistical measure of financial success and health.

GDP simply adds up the overall market value of products and services that are actually bought and sold by a country in a one-year period. It does not take into account labor that is unpaid or unaccounted, such as work done by women and men in the home (i.e., raising children), and it also counts economic output that results from rebuilding after natural disasters, for example, without tabulating real-world damages or losses that may have been incurred. To offer a full and fair picture of wealth, one must consider that much more goes into the analysis of a sovereign country’s economic status as well as its creditworthiness.

For example, one metric used to gauge the income of citizens and the cost of goods on a per capita basis is purchasing power parity (PPP). This is believed to come much closer to capturing the average standard of living of a person in any particular country. The Human Development Index (HDI), assessed and disseminated by the United Nations, takes a similarly broad view, capturing a wide range of measures, such as life expectancy and levels of education, to assess the economic health and vitality of countries. Even more progressive notions of how to measure countries have begun to focus on financial output in relation to a country’s carbon footprint (a measure of efficiency in environmental terms), or even the self-reported level of happiness experienced by citizens—the so-called happiness index. Each of these approaches have a different standard of assessing what might be considered wealth, generally defined. Although the United States is certainly the world’s leading national economy in overall size (GDP), it does not rank first in any of the aforementioned metrics. It appears likely that China’s GDP will surpass that of the United States by around 2028 or so, according to many reports, but it is a mixed bag when pitting the United States and China against one another in broader economic and development terms. China is seeing unprecedented rates of growth, and the standard of living of millions of its citizens has indeed been radically improved in just a generation or so. China also seems to be producing millionaires and billionaires faster than any other country on the planet. An annual wealth survey conducted in 2019 by the global banking and financial services company Credit Suisse reported 100 million Chinese people among the world’s top 10% of richest people, compared to 99 million Americans (Neate, 2019). Moreover, most reports identify China as the top-ranking country in terms of PPP.

However, nearly all the other, more precise, indicators of human progress still show the United States ahead of China (and far ahead in most circumstances). For instance, the United States is far ahead of China in terms of the HDI. It is also far ahead in terms of happiness of the average citizen according to Gallup World Poll data compiled from 2017 to 2019 (#18 for the United States as compared with #94 for China) (Helliwell, 2020). These more modern assessments of wealth and development, taking into account a broader snapshot of human existence, bode much better for the United States than for China. However, such measurements also indicate Scandinavian and other European countries far surpassing the United States in many quality-of-life and economic security respects.

The wealth of a country or a government must be seen in a dynamic way. Most of the assessment of wealth is actually based on perception and a forecasting of earning potential projected into the future. This is what leads directly to buying power through access to credit. If a tiny country such as Panama tried to sell $2 trillion in bonds, it would quickly run out of willing buyers who know they will likely never be repaid, and the over-leveraged position of the country would almost certainly lead to a massive collapse and a catastrophic credit downgrade. In other words, it would simply never be able to borrow that amount of money. It would be unrealistic for investors (people who bought the bonds from the government and “own” the debt) to expect repayment—with interest—down the road. It would be like the average 18-year-old with their first credit card trying to spend $200,000. They would quickly find that they have reached their credit limit of say, a more realistic $2,000, and the card would start getting declined at the cash register.

If the U.S. Congress decided to add $2 trillion to the debt with a big spending bill of some kind, it most certainly could do so. It is entirely feasible, and nearly inevitable in the minds of investors, that they will receive their money once the bonds that were sold to cover this new spending reached their maturity. Since the U.S. economy is still the largest in the world according to GDP and many other economic metrics and has fantastic creditworthiness, the federal government can draw upon an enormous amount of wealth vis-à-vis its borrowing—more than any other single institution on the face of the Earth.

Using a generalized kind of financial analysis, the fact that the American economy is so large and produces so much economic activity means that the government can tap into a huge amount of revenue through tax dollars and via its borrowing potential. This not only makes the United States perhaps the richest country in absolute terms (able to access more money than any other country in history) but also points to the reality that the United States is a very solid and stable investment. This means that if someone buys bonds or treasuries tied to the federal government, they ought to be very confident that the money will be repaid with interest. In other words, the United States is very attractive to investors as a good place to park their money, and, overall, the country still has among the highest credit ratings possible. Few people doubt that the United States will exist and will be functional in the next 5 or 10 years, and thus able to pay back its debts. Such a measure of financial health is captured by “Credit rating agencies … specialize in analysing and evaluating the creditworthiness of corporate and sovereign issuers of debt securities” (Elkhoury, 2008, 1). Foremost institutions that do this kind of work include Moody’s, S&P, and Fitch.

The United States has long enjoyed a top-tier credit rating from most raters, making its bonds highly desirable to investors. It is among a relatively small group of countries that are able to maintain an AAA rating from many of the foremost ratings agencies, meaning that the borrower has an extremely strong capacity to meet their debt obligations in the future. The United States is part of a somewhat exclusive club of countries such as Canada, Singapore, Switzerland, and the Scandinavian countries, which can say they claim this premiere economic status.

In 2011, one of the leading ratings agencies, S&P downgraded the credit rating of the United States by the smallest increment possible (from AAA to AA+). The organization commented in its report that “the downgrade reflects [S&P’s] opinion that the fiscal consolidation plan that Congress and the Administration recently agreed to falls short of what … would be necessary to stabilize the government’s medium-term debt dynamics” (Swann, 2011). This came at a time when the country was still reeling from fallout stemming from the Great Recession and attempting to get its fiscal house in order. It should be noted, however, that S&P was the only prominent ratings agency to downgrade America’s credit rating by one notch. The others, such as Moody’s and Fitch, decided to maintain the top-tier AAA rating for U.S. bonds, based on their own, independent financial analyses.

With this in mind, it must be said that the U.S. federal government persists as a very safe bet, financially speaking, and enjoys an extremely strong credit rating overall. At the end of the day, the United States is still incredibly rich and thus continues to enjoy its status as an entity with near top-tier creditworthiness.
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Congress and the Power of the Purse

There are certain fundamental powers that any country or government must be prepared to contend with and carry out effectively. In addition to basic powers of law enforcement or “police powers” to regulate affairs within one’s own sovereign borders, governments exercise “power of the sword,” referring to a country’s capabilities to engage in military conflict with foreign actors. Crucially, however, for the purposes of this chapter, there is also what has come to be known as the “power of the purse,” referring to the task of managing public financial issues, including both taxing and spending. In the United States, this power is reserved almost entirely for the legislative branch of government, as is the case in nearly all democratically inspired political systems.

In the United States, popularly elected lawmakers are in charge of deciding how to both raise revenue for the federal government and spend tax dollars. These roles for the national legislature are clearly set forth in Article 1 of the U.S. Constitution. To be more specific, Section 7, Clause 1, states that “All Bills for raising Revenue shall originate in the House of Representatives; but the Senate may propose or concur with amendments as on other Bills.” Section 9, Clause 7, goes on to assert that “No Money shall be drawn from the Treasury, but in Consequence of Appropriations made by Law; and a regular Statement and Account of the Receipts and Expenditures of all public Money shall be published from time to time.”

The spending of money by Congress is an issue of paramount importance and is ever present in the country’s politics. In fact, it looms large over every other policy issue that can be imagined. Even the power of the sword, which is often considered to be the most consequential of all governmental powers (due to the direct impact on matters of life and death), requires the power of the purse to make it all possible. Armies and navies are unable to march or sail to war if they lack sufficient financial power to back them up. Similarly, funding for education, transportation, national parks, social welfare programs like Medicare and Social Security, and scientific research, to name but a few areas, all come from Congress. Clearly, the power to spend permeates nearly all social and political action. Alexander Hamilton alluded to this in numerous instances throughout his career. In a letter to James Duane in 1780, he criticized the lack of purse string powers held by the Congress of the Confederation under the Articles of Confederation (America’s initial failed attempt at a constitution) by insisting that it deserved “perpetual funds … appropriated to [Congress’s] use, for without certain revenues, a government can have no power; that power, which holds the purse strings absolutely, must rule” (Hamilton, 1780).

This is made all the more consequential in the contemporary age given the fact that Congress does not just spend a lot of money; it spends a mind-boggling sum of money. Due to the fact that the U.S. economy is still the largest single national economy in the world (with China a close second according to several criteria and formal assessments), the U.S. Congress spends more money than any other body or group on the planet. Congress is poised to allocate approximately $6 trillion in fiscal year 2022. That means that for 2022, Congress is projected to spend a million dollars about every 5 seconds and borrow a million dollars about every 17 seconds.

For much of American history, Congress did not exert this level of control over the economy and allowed the private sector to dominate the country’s financial life. This arguably persisted until late into the previous century. Over recent years, however, the public sector’s involvement in the financial health and well-being of the economy, and of the private sector in particular, has grown steadily and the budget proposal for the 2022 fiscal year amounts to the greatest sustained rate of spending by the government since the Second World War (in gross domestic product [GDP] terms). Although Congress must always wade through the White House’s budget proposal to decide what it will actually approve and what it may deny, the numbers for 2022 suggest a projected deficit of nearly $2 trillion, which is a large sum that will have to be borrowed and added to the national debt. As current events demonstrate once again, spending never recedes as an issue in American politics, and, for its part, Congress uses the majority of its time arguing over how this ought to be done on behalf of the people it serves.

Q10: WHO HAS THE POWER TO DECIDE HOW THE PUBLIC’S TAX DOLLARS ARE SPENT?

Answer: The U.S. Constitution specifies that all powers of raising revenue and spending the public’s tax dollars are vested in the U.S. Congress. This is specified in Article I, Sections 7 and 9. Although there was robust debate among certain founding fathers regarding details of the Constitutional system that exists to this day—such as establishing authority over the country’s balance sheets—by the time the Constitution was presented to the public in 1787, a consensus had emerged at the Constitutional Convention that all financial affairs of the federal government ought to be closely tethered to the interests of the people themselves acting through their elected representatives. This explains why the Congress was given the authority to control the nation’s purse strings and to dominate this aspect of governmental power (Mikva, 1986).

The Facts: Assigning taxing and spending authority to the government was both an urgent and somewhat difficult task in the early years of the republic. For one, the national-level government that had emerged under the Articles of Confederation, along with the governments of the individual states, was burdened by significant debt stemming from the huge demands of having to finance the Revolutionary War effort against the British Empire’s massive war machine—everything from muskets, to food rations, and many other critical supplies. The first sessions of both the Congress of the Confederation and the U.S. Congress (the latter under the subsequently conceived U.S. Constitution) were largely consumed by debates over how to sort out the country’s troubled finances. This included how to pay off existing debts, how to raise revenues for the operation of the government, and how to set up a process for spending public money.

Some felt that the states should essentially be on their own and be left to their own financial devices, so to speak. Many others, such as Alexander Hamilton, who later came to embody the consensus viewpoint, argued that the war debts the young nation had accrued fighting the British had to be consolidated or effectively nationalized in the hands of the new federal government. This had to be done, he argued, to enhance governmental borrowing power and to unify the states under a single financial destiny, both for taxing and new spending. This translated into the idea that the federal government would take up this crucial responsibility and that Congress, as the country’s primary vessel of democracy, would exercise exclusive power over all financial issues facing the entire country. The thinking was that no issue was more important to the interests of the American people than the economy—and no institution closer than Congress to those same people. Benjamin Franklin summed this up with the “maxim that those who feel, can best judge. This end would … be best attained, if money affairs were to be confined to the immediate representatives of the people” (Wilke, 2013).

In basic financial terms, the fiscal position of any individual or organization is determined by comparing revenue (e.g., in terms of wages for an individual or taxes levied for a government) against expenditures (money spent and debt accrued from borrowing). This is intrinsic to all budgeting, and the federal government is certainly no exception to this rule. Therefore, the finances of the country are contingent upon not only how it spends money but also how it can earn or collect money in the first place. This suggests the imposition of taxes, the means and mechanisms of which were always an especially thorny issue, given that the fight for independence had, in large measure, been fought over a resentment toward what was widely believed by the colonists to have been onerous, unmerited levels of taxation. One need only consider the slogan of the revolution to appreciate this point: “no taxation without representation.”

It was the intersection of both economic and political grievances that had fueled grave resentments toward Britain in the years leading up to 1776, but taxation was essentially the seminal point of disagreement between the colonists and their British overlords. American colonists might have conceivably tolerated British tax laws for a longer period of time if they had also received due representation vis-à-vis sending politicians to serve in Parliament in London. However, this was never granted or even considered seriously. There were widespread complaints among the colonists that the taxes were unfair and burdensome. But when petitions were sent by colonial legislatures, including the Continental Congress, to Britain to protest some of the rules, their objections went unanswered (Wood, 2020). The state of affairs came to be seen by many American colonists as a true slap in the face. British taxes were seen as untenable and unacceptable given the fact that they were being paid into a British system in which they had no voice (especially regarding how such publicly managed funds ought to be spent to benefit the colonies).

After winning precious independence, some Americans believed that the newly erected U.S. government ought to be forced to operate without any powers of taxation whatsoever. There was significant pushback on the notion that Americans would merely exchange a British taxing authority for an American one, and as one might expect, the resentment over the issue of taxation was incredibly strong. Presumably, many people believed in the idea that the new American government would operate in a “bare-bones” fashion with some basic revenues coming from certain fees, such as tariffs (taxes on imports from other countries) and excise taxes (“luxury” taxes on specific items such as distilled spirits), but not from direct taxation of the income generated from the public (the federal government did not even begin collecting an income tax until ratification of the Sixteenth Amendment in 1913).

Even after America won its independence in the Revolutionary War, deep-seated resentment over taxes levied by the young nation’s new governments (state and federal) led to a number of protest actions. The most notable of these was Shays’ Rebellion, a 1786–1787 uprising in Massachusetts in which several thousand farmers and landowners refused to pay taxes to the state government, which had become heavily indebted following the end of the war for independence. Despite such flare-ups, however, there was a general recognition that some taxation was needed to pay off the country’s war debt and invest in military and infrastructure needs. Given that reality, it was vital to set up lines of authority over financial matters in the most prudent way possible.

Because the House of Representatives allocates power based on the population of the states and has seats that often represent geographic areas smaller than entire states (i.e., congressional districts), House members are often seen as having a closer connection to their constituents than their colleagues in the U.S. Senate, where seats are set up to represent entire states, regardless of population. Thus, the idea was floated during the Constitutional Convention in Philadelphia that financial issues facing the Congress should fall under the specific purview of the House of Representatives (not the bicameral Congress, which would have included the Senate). George Mason had posited specifically that revenue bills should originate in the House and not be directly subjected to control by the Senate. He said “The consideration which weighed with the Committee was that the 1st. branch [the House] would be the immediate representatives of the people, the 2d. [the Senate] would not. Should the latter have the power of giving away the people’s money, they might soon forget the source from whence they received it. We might soon have an aristocracy” (Madison Debates, 1787).

This sentiment was later captured in the wording of the Constitution, which specifies that revenue bills must be initiated in the House of Representatives as per Article I, Section 7. Essentially, this covers all bills dealing with how the government raises money through the imposition of taxes and other fees. On the spending side of things, however, both chambers of Congress are involved and must approve before legislation is sent to the president for a signature.

Having quite a modest stream of revenue, especially by modern standards, early American leaders also debated how and under what circumstances the federal government’s money would be handled after it was collected. To this day, this question occupies the bulk of the government’s job duties on a day-to-day basis. Again, this issue was debated in the Congress of the Confederation and at the Constitutional Convention in Philadelphia, where delegates emerged with the conclusion that the power to spend public money must be vested in a legislative body, not subjected to the will or the priorities of the executive branch (i.e., the president).

Ultimately, this constitutional authority makes up the bulk of the power that Congress exercises today, with its constitutionally derived control of the country’s purse strings. However, over the course of American political history, the president and the powers that be within the White House have encroached—gradually but steadily—on this power, as presidents have done in several other areas of policy (e.g., war powers and other aspects of foreign policy).

In the modern age, many members of the public are quite familiar with the notion that the president submits a budget to Congress once every year. It would appear, therefore, that the executive branch controls the purse strings to a significant extent in the present system—despite the fact that Congress continues to have exclusive and unconditional powers of the purse based on any fair reading or literal interpretation of the text of the Constitution. The reality is that this norm of the president submitting an initial budget (which is essentially only a proposal), and then having Congress tweak the dollar amounts and the specific programs involved, has emerged as a staple aspect of relations between the legislative and executive branches over the past century or so. After all, the president still has to sign spending bills into law for them to take effect—barring congressional overrides of presidential vetoes, which require support from two-thirds of both Houses of Congress. (The budget process is explained with additional details in Q21).
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Q11: WHAT ARE THE BIGGEST LINE ITEMS IN THE BUDGET THAT CONGRESS SPENDS ITS MONEY ON?

Answer: As the largest spender of any single institution in the world, the U.S. Congress appropriates all kinds of funds for myriad programs. These funds cover everything from entitlement programs, to the military, to many other specific types of projects. However, there are certain specific budgetary areas where the vast majority of public dollars are allocated. Chief among these are—in order of the size of the expenditures—(1) the major federal entitlement programs (including Social Security, Medicare, and Medicaid), (2) the defense establishment (including the military and the intelligence community), and, last but certainly not least for the purposes of this text, (3) servicing the national debt (i.e., interest payments on the debt). The data released for fiscal year 2020 shows that Congress spent roughly 56% of the budget on various entitlements and “safety net” programs, 16% on military and security, and 8% to finance its debts. The remaining 20% went toward other federal programs and operations, including benefits for federal government workers and veterans (CBPP.org). Many of the smaller programs in this last wedge of the pie chart are essentially just a few drops in the proverbial bucket, such as aid to foreign governments, maintaining interstate highways, and funding scientific research, just to name a few examples.

The Facts: Governmental budgeting is an extraordinarily complex process that receives a wide range of input: lawmakers, lobbyists, corporations, activist groups, and other interested parties each compete to get their specific cause or special program funded. Aside from some ongoing crisis, budgetary concerns arguably take up the majority of Congress’s attention: deciding which policy areas need more money and which areas are lower priority in terms of funding. However, it is vital to understand that as politicians posture and debate over how to appropriate public tax dollars, only a relatively small share of the overall pie is even up for grabs. This is what is considered discretionary spending, which basically refers to funding that Congress can offer up or take away on a whim and at any point in time through legislative action. It only amounts to about one-third of the total federal budget (Malinovskaya & Sheiner, 2018). If Congress decided to build a new national monument on federal land, for instance, it could do so without much fanfare, and it would certainly be considered optional—left up to its own discretion or judgement on the matter. It is the kind of spending item that can come and go from budget to budget, especially as the needs of the country change and/or the partisan majority in one or both houses of Congress change hands (Composition of Federal Spending, 2019).

Most of what the Congress spends its money on is actually considered mandatory spending, which constitutes about 62% of all government spending—nearly two-thirds of the budget, eating up a considerable majority of the government’s cash flow (Composition of Federal Spending, 2019). This is money that the Congress is already legally obligated to provide—also known as permanent appropriations—to keep certain programs running. In effect, they are budget items that must be funded under the terms of previous acts of Congress. Many of these permanent appropriations fulfill promises that Congress has made in the laws they pass, such as to veterans who rely on health services, disabled persons who require special care, and senior citizens and Social Security recipients who would be unable survive without their checks.

Such critical funding streams are sometimes said to be “mainlined” as major components of the budget. In fact, they are triggered automatically in proportion to recipient need (e.g., the total of all Medicare claims made in a year) and are thought to be more or less untouchable by politicians from both parties. The Social Security program is even referred to as the “third rail” in American politics. Much like the line that carries the electricity to power a subway train, Social Security benefits are said to have the power to zap any politician who tries to reduce them. Students of relatively recent history will note that President George W. Bush went down this road and was unsuccessful in his attempt to “modernize” Social Security by partially privatizing it (i.e., allowing individuals to invest part of their Social Security dollars in the stock market) (Weiner, 2007).

Mandatory spending figures fluctuate somewhat year to year, such as the exact number of dollars paid out through the Social Security Administration (e.g., more than $1 trillion to 65 million recipients according to the data for 2021), but they are generally predictable and thus make it easier for the government to keep such programs running smoothly (Social Security Administration, 2021). Social programs such as this depend on the number of recipients that qualify for the program; larger numbers of people on the rolls mean a larger mandated cost incurred by Congress. In this way, a good majority of the budget is essentially already baked into the cake of the annual appropriations process, such that the lion’s share of Congress’s financial power is more or less already spoken for.

Besides the mainlined programs, the other significant areas of spending cover an array of programs and bureaucratic agencies of the federal government (almost all falling into the category of discretionary spending). Tweaks to appropriations for purposes of national defense; education, training, employment, and social services; transportation; veteran benefits and services; income security; health; and other areas are made in whatever way Congress sees fit, year by year, or with supplemental appropriations bills at any point during the year (A Closer Look at Discretionary Spending, 2019). Military spending, which is a huge line item in the yearly budget that amounts to more money than the next 10 largest countries’ military budgets combined, is also part of this “discretionary spending” component (U.S. Defense Spending, 2020). The single biggest budgetary expense within the military appropriation is the Department of Defense base budget, estimated at $636 billion in 2020 (Amadeo, 2020). Once again, it is important to remember that all this discretionary funding, even though it is a massive sum of money, comprises only about one-third of the overall budget. Most of the budget is already mainlined.

Further complexity enters the picture when one considers that there is an important distinction between appropriations and actual outlays of funding:

This is a matter of common sense rather than committee structure. Suppose that funds for a specific military project—say ten new tanks—are authorized in 1987 and that a substantial appropriation for the project is voted in 1987. Only a very small actual outlay may be made for the project in 1987; it takes time to plan and build tanks. The so-called budget authority for the tanks, embodied in the 1987 authorization and appropriation, remains at the disposal of the military. (Davis, 1987, 63)

For the purposes of most calculations, appropriations receive most of the focus, as opposed to outlays. If money is given to the Pentagon in a certain fiscal year, it counts toward the calculation of the national debt immediately (i.e., appropriations figures), even if the Army or the Navy keep the funds in their account for a prolonged period of time. Eventually, the money will be spent—even if it ends up being several years later.

One perennial source of disagreement over how America spends its money concerns foreign aid. This may take a variety of worthwhile forms. For instance, foreign aid may provide vital weaponry to an ally to help it defend itself from adversaries, or it may ensure that poverty-stricken populations in the developing world have a bare minimum of health care, food assistance, or education. The United States is proud to distribute billions of dollars per year to a host of countries around the globe, specifically to address long-term development issues (42%), military and security issues (33%), humanitarian problems (42%), and political development (11%) (Buchholz, 2020).

The top five recipients of U.S. aid at the close of the 2010s are, in order, Afghanistan, Israel, Jordan, Egypt, and Iraq. “U.S. foreign aid was predominantly going to Afghanistan and the Middle East in 2019. According to numbers recently reported by U.S. Aid, the Central Asian country was by far the largest recipient with almost $5 billion paid out that year, down from almost $6 billion in 2018” (Buchholz, 2020). Considering America’s massive commitment to certain countries overseas, especially those that essentially became nation-building projects after armed American invasions, Congress provides massive sums of money to the international community. It supports American foreign policy aims, helps maintain the U.S.-backed security umbrella in certain key regions, sustains important international organizations, and creates general stability and order throughout the globe.

In terms of total aid provided, the United States is the world’s largest provider of foreign aid. However, when comparing the percentage of their budgets that countries devote to foreign aid, the United States only ranks 10th on the list of top countries (Top 10 Countries, 2019). In fact, most Americans have wildly mistaken impressions of the amount of money the U.S. government sends to other countries each year. “Opinion polls consistently report that Americans believe foreign aid is in the range of 25 percent of the federal budget. When asked how much it should be, they say about 10 percent. In fact, at $39.2 billion for fiscal year 2019, foreign assistance is less than 1 percent of the federal budget” (Ingram, 2019).
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Q12: WHAT IS THE DEBT CEILING AND HOW OFTEN DOES IT NEED TO BE RAISED?

Answer: The debt ceiling is the maximum allowed amount of federal government debt under the law. This limit has been used as a restraining mechanism to ensure that the country does not blow past a specified amount of spending. It thereby limits the total national debt figure by specifying a range of tolerable or acceptable debt and puts a hard cap on how much the government can borrow at any given point in time. As is often the case, Congress tends to take full advantage of the borrowing limit that it sets for itself, often borrowing every possible dollar. This is akin to a person with a consumer credit card spending right up to their total credit limit—essentially maxing out the card. In so doing, Congress must frequently debate the need to elevate the debt ceiling to a higher level, which allows the U.S. Treasury to raise more revenue by issuing additional bonds. All told, Congress has raised the debt ceiling more than 100 times in the nation’s history.

The Facts: A debt ceiling is designed to limit the national debt by essentially preventing the government from issuing bonds above and beyond a specified sum. It came about as the result of reforms passed by Congress over a century ago. The concept came into common usage and entered the language of politics in Washington, D.C. following the Second Liberty Bond Act of 1917. The cap become known as the “debt limit” or “statutory debt limit” (Kenton, 2020). Before 1917, the United States did not use a debt ceiling to cap spending. It was not until the 1917 Second Liberty Bond Act that the federal government was limited to a maximum borrowing amount.

Since this time, Congress has had to live within a certain credit limit, to put it in terms familiar to American credit cardholders. Above a certain level, the account gets maxed out and the transaction is unable to go through. Many changes were made to the way that this system operated, in conjunction with input with the U.S. Treasury, until the Public Debt Act of 1939 set a firm, maximum debt ceiling figure of $45 billion (The Debt Limit, 2022).

This meant that Congress could only borrow so much money, no matter the mechanism by which the revenue was to be raised. Traditionally, the ceiling on debt has acted as a sort of emergency brake on runaway spending, even if only a psychological one. It has at the same time allowed fiscally conservative politicians to argue against more debt and has allowed them to negotiate on spending priorities. It has simultaneously allowed more liberal lawmakers who support greater levels of social welfare spending the opportunity to argue that they are justifiably living within the country’s means.

The history of the debt ceiling suggests that it has always been rather contentious, but that in the end, Congress has always found a way to justify raising it. In fact, this limit has been shattered over and over again with the growth in the size of the economy, inflation, and higher levels of government spending. Unlike a bank, which has the power to decide an individual’s credit limit, Congress can theoretically set it for itself as high as it sees fit. This is simply the nature of finance and budgeting in the public sector, especially in the United States For context, the raising of the debt ceiling to a record level (in total dollars) took place under both Republican and Democratic administrations—“18 times under Ronald Reagan, four times under Bill Clinton, and seven times under George W. Bush.… President Obama raised the debt limit for his fifth time, to $16.69 trillion” (Rugy, 2013).

Again, this dynamic can perhaps be best understood in personal financial terms. A family, for instance, may set out to limit their spending for the year on home improvements to $20,000 beginning in January. However, imagine that midway through the year, and after the completion of a handful of projects, that number gets bumped up to $25,000 as new remodeling issues and perspectives emerge. Such a decision may be justified, but it goes against the spirit of the initial, self-imposed cap of $20,000. The reality is that circumstances evolve continuously, and, in financial terms, they can change quite drastically in a short period of time. There is also a natural inclination to spend more than intended—not less than intended. When times are good, people feel open to the idea of spending more than they originally expected, knowing that their underlying financial position is strong. When times are bad, a household may (somewhat counterintuitively) experience an even more urgent need to spend additional funds, such as when facing hospital bills or finding out that a roof needs to be replaced. In the end, spending usually outstrips one’s expectations, which can make certain budgeting decisions seem somewhat arbitrary with the benefit of hindsight.

Due to the perennial partisan conflict between Democrats and Republicans over the extent of the debt, the country’s spending priorities, and the fact that the legislative and executive branches of government are often controlled by opposing parties, raising the debt ceiling often turns into a sort of financial crisis and an ongoing, headline-grabbing political fight on Capitol Hill. In many recent instances, the debt ceiling has become entangled in larger debates over the budget and federal spending. It has even contributed to several much-publicized government shutdowns that have occurred over the past few decades. These are instances where the two sides fail to agree on a deal to raise the debt ceiling, which effectively means that the federal government runs out of money and is forced to shut down a substantial portion of its operations (examined more thoroughly in Q21–Q24).

Political parties clash over the debt ceiling because it captures the larger disagreements over the national debt. Posed rhetorically, if politicians cannot live within their means within a one-year period (a debt ceiling), how can they possibly do so over the long run (the total national debt)? In political terms, this has usually meant an opportunity for Republicans to lash out at Democrats; it is an issue where conservatives are on the offense and liberals are on the defense, largely based on the perception that Uncle Sam plays fast and loose with the country’s finances. As one notable example of this, “in 1995, the Republican Congress—vocalized by the House Speaker Newt Gingrich—used the threat of refusing to allow an increase in the debt ceiling to negotiate increased government spending cuts. President Clinton refused, which led to a government shutdown” (Kenton, 2020).

This same dynamic has unfolded in other instances when Democratic presidents have faced off against Republican-controlled Congresses. With the takeover of the House of Representatives by Republicans in the 2010 midterm elections, the debt ceiling became a tool for conservatives to use to beat back Democratic efforts to invigorate an economy still recovering from the Great Recession (2007–2009) with new spending. In so doing, it became harder and harder for Democrats to push for spending increases and it became easier and easier for Republicans to argue for cuts. At various junctures in the relationship between the Obama White House and the Republican-controlled House, there were tense moments, where a failure to raise the debt limit would have resulted in default or another temporary shutdown. For example, clashes between the Republican-controlled Congress and the Obama administration on the issue of funding for the Affordable Care Act (informally referred to as “Obamacare”) led to a significant government shutdown in 2013 that lasted for 16 days (Appleton & Stracqualursi, 2014).

Since that time, the debt limit concept has taken a fascinating turn. It was suspended for a two-year period, beginning in 2019, meaning that there was no predetermined, maximum amount that the federal government could borrow during most of the COVID-19 pandemic. This deal between the Congress and the president on this issue came about when President Trump agreed to altogether suspend the debt limit as part of a larger, more expansive budget agreement with Democrats, who controlled the House for the last two years of his presidency. This effectively meant that the federal government did not have any statutory restriction on borrowing; that is, there was no debt ceiling.

Practically speaking, however, Congress and members of both parties still were forced to agree on specific spending bills, including the annual budget, which is a limiting factor in and of itself. If Congress wanted to spend more—or less—they would have to pass legislation that the president is willing to sign into law. Effectively, this dynamic in which a hard-set debt ceiling figure does not exist has merged the question over the debt ceiling into the same legislative action(s) as run-of-the-mill spending authorizations. In other words, if Congress feels that the debt is too high, and there is no debt ceiling, then presumably, it would stand to reason that they would not pass the bill(s) in question. If, however, it feels that the spending and borrowing is merited, then they would pass it, fully cognizant of the amount being added to the national debt.

The timing of all this recent history on the debt ceiling is especially fascinating considering that Congress passed record-breaking spending packages in 2020 and early 2021 in response to the rapid spread of the coronavirus in order to keep the American economy afloat. This essentially gave the green light to massive spending not seen at any prior moment in American history (in total dollars). Under ordinary circumstances, implementing these massive spending packages, which were used to support struggling businesses and fund spiraling unemployment claims, among other things, would have specifically required Congress to pass legislation raising the debt ceiling.

However, this step was not required due to the two-year suspension, and as fate would have it, Congress ended up in uncharted territory with record-breaking levels of spending during this exact period of time—quickly approaching the $30 trillion mark. It was an issue that emerged briefly at the end of 2021, but Congress and President Biden were able to agree on a deal that would fund the government and avoid default until early 2023.

At some point down the road, when political momentum once again builds behind the idea of restraining the rate of growth in federal government spending, epic showdowns over the debt ceiling may reemerge. That said, bipartisan momentum has accumulated behind the idea of abolishing the debt ceiling concept altogether—which some consider to be a hostage taker of American progress and even the global economy—by raising it to some insane, astronomical sum that would allow Congress to forget about debt ceiling worries forever. Writer Matt Ford, for example, suggested raising the debt ceiling to one googolplex dollars to dismiss the issue entirely and relegate it to the dustbin of history—a number that would take longer to write down on paper than the total amount of time that has passed since the theoretical big bang nearly 14 billion years ago (effectively the age of the universe) (Ford, 2021).
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Q13: WHAT ARE THE ROLES OF CONGRESSIONAL COMMITTEES, SUCH AS WAYS AND MEANS, FINANCE, BUDGET, AND APPROPRIATIONS?

Answer: The nuts and bolts of crafting legislation are handled by Congress through its many committees. These are various specialized groups of lawmakers with expertise in particular areas that can immerse themselves in the details of policy, something which would not be feasible for the House of Representatives or the Senate to do as a full body or chamber. Smaller groups of people are simply better at digging deeply into particular issues or policy areas. In the realm of economics and finance issues, Congress has set up an array of committees to divvy up this massive responsibility.

The House Ways and Means Committee and its Senate counterpart, the Finance Committee, have the job of crafting legislation that affects to the federal tax code or how the government collects revenues. When it comes to the spending side of the equation, the House Budget Committee, along with its counterpart, the Senate Committee on the Budget, are generally tasked with setting targets for the overall budget of the United States, whereas the House Appropriations Committee and the Senate Committee on Appropriations are primarily responsible for hashing out the details pertinent to the discretionary spending component of the budget—programs or operations that usually need to be authorized/renewed every year.

The Facts: Committees are yet another powerful demonstration of the paramount importance of financial issues in government; no other area of policy has so many committees devoted to it. The political and bureaucratic infrastructure to properly address the nation’s finances has grown and evolved over the decades, but it was a clear priority from the very birth of American democracy. Specialized committees for such purposes date back to the very first session of Congress, in fact, when the House Ways and Means Committee began operating as a select committee in 1789. A “select” committee means that it was originally conceived for a special purpose and initially worked on an ad hoc or temporary basis. Their task seemed rather daunting, as it has remained to this day: addressing substantial government debts and spending obligations on behalf of a public that is generally averse to being taxed. Essentially, Ways and Means became the revenue arm—or the accounts payable department, so to speak—of the federal government to ensure that it could continue to keep the political system afloat.

It is fascinating to consider that in the early years of the republic, the federal government was able to operate on extremely slim margins by today’s standards (after adjusting for inflation). Most of the federal government’s limited revenue came simply from taxes levied on imports (i.e., tariffs), covering various raw materials and manufactured goods that merchants were bringing into the country. There seemed no need (or appetite) for imposing a broader tax on Americans during this time period, given that a mere $3 million dollars from tariffs and a few other sources was deemed enough to cover the costs of the first year of the federal government’s operations. In the words of the representative from Philadelphia, Thomas Fitzsimons, “the estimate of supplies necessary for the current year appears very great from a report on your table … notwithstanding what is set forth in the estimate, that a revenue of $3 million in specie, will enable us to provide every supply necessary to support the Government, and pay the interest and installments on the foreign and domestic debt” (Ways & Means, Appendix II). This equates to approximately $91 million in current dollars, a miniscule fraction of the $6.6 trillion in total outlays from 2020 that are needed to manage a country that is today much larger, both in terms of geography and total population (The Federal Budget, 2020).

By 1802, there was broad recognition within Congress of the permanent need for a committee to handle the income-generation side of the country’s finances. Thus, Congress created the House Ways and Means Committee as a standing committee, and it has persisted with great influence into the modern era. It plays a crucial role as the chief tax-writing authority for the United States, which has over time produced what is generally acknowledged to be the most complex tax code of any country on the globe. In fact, because the Constitution specifies that revenue bills must originate in the House, effectively all changes to taxation in the country must start by going through the Ways and Means Committee.

On the Senate side, the Finance Committee, which essentially deals with the same set of issues—financing the federal government—was founded as a permanent committee in 1816, a bit later than its sister committee in the House. Ever since, it has been perhaps the most prestigious and influential committee. Indeed, it is “second to none in the Senate in terms of the legislative responsibilities entrusted to it” (History of the Committee, 1981). It has a hand in aspects of legislation that deal with such wide-ranging topics as printing currency, borrowing, taxes, and banking. Together, this set of revenue-focused committees provides oversight of specific areas such as Social Security, unemployment insurance, Medicare, enforcement of child support laws, temporary assistance for needy families, and foster care and adoption services. They have helped to finance wars, build vast entitlement programs, construct transcontinental railroads and interstate highways, and even support science and technology programs through NASA—including the Apollo program that put American astronauts on the moon in 1969. None of these accomplishments would have been possible without the diligence of men and women serving on the Ways and Means Committee and the Finance Committee.

As far as money leaving the Treasury is concerned, there are an array of committees charged with deciding what constitutes the wise or appropriate uses of the country’s financial resources. Generally, the House Budget Committee and the Senate Committee on the Budget are responsible for managing the overall picture of the yearly budget. Their emphasis is placed largely on the mandatory spending component of the budget for established programs such as Medicare, Medicaid, or Social Security to set targets and projections for how resources will be disbursed, literally down to the penny.

Appropriations Committees in the House and Senate may appear at first blush to be dealing with the same or similar sets of issues. “Appropriations” refers mostly to the details surrounding discretionary spending that hinges upon yearly reviews and decisions about allocations (see Q11). In other words, the budget is akin to a person’s main bills from month to month (i.e., indispensable things such as rent, car payments, groceries, etc.), and appropriations are like a person’s disposable income or “walking around money” for spontaneous (discretionary) purchases, perhaps related to a person’s hobbies or for entertainment. Aside from the partial overlap in terms of the jurisdiction and functionality of these various committees, they remain creatures of specialization, striving to compartmentalize things and properly divide the labor when it comes to passing complex legislation (often in the hundreds or even the thousands of pages), such as a budget resolution or a continuing resolution to fund the government.

It is worth pointing out that there are many influences over the appropriations process. Early Congresses found themselves hamstrung by the competing interests and influences of various nonfinancial committees (and individual lawmakers) involved in this process. At times chaotic, “House leadership and other committees also tried to influence the appropriations process, and the lack of coordination over the years led to high deficits and the implementation of the federal income tax in 1913,” ostensibly in order to ensure a stable, long-term revenue stream (Power of the Purse). The process has largely been normalized since follow-up legislation in the 1970s made budgeting more organized and better coordinated between and among the multiple moving parts of the Congress and the executive branch agencies.

The contemporary arrangement holds that after a president submits a budget proposal, all committees in Congress are required “to submit their ‘views and estimates’ of spending and revenues within their respective jurisdictions to the House and Senate Budget Committees” (Saturno, 2011). The process then continues to the formation of a budget resolution by the full Congress to enact spending decisions into actual law.

For example, if the Transportation Committee wants to secure funding for a new high-speed rail system, it has to first go through the Budget Committee, such that targets can be agreed upon and seen in the larger context of transportation funding and the budget as a whole. “The amounts in functional categories are translated into allocations to each committee with jurisdiction over spending in a process called ‘crosswalking.’ A reconciliation bill would then be considered, and possibly amended, by the full House or Senate” (Saturno, 2011). As the last step, spending legislation is sent to the president for a signature, after which the Treasury can actually begin releasing the specified funds.
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Q14: WHAT ARE EARMARKS AND HOW DO THEY CONTRIBUTE TO LARGER DEFICITS?

Answer: Earmarks are often held up as classic examples of wasteful congressional spending, in which hard-earned tax dollars are set aside to pay for projects that are believed by many people to be unnecessary, unjustified, or frivolous. Officially referred to as “congressionally directed spending,” earmarks are simply appropriations placed into pieces of legislation that direct funds toward specific projects or programs—usually at the request of an individual legislator or a delegation (i.e., a group of congresspeople from the same state). They could provide funding for the construction of a public transportation network or a specific research project, for instance, and usually serve to further local or state needs/priorities as opposed to national or federal ones.

Because they are inserted as part of larger bills (often not part of the annual budget or Continuing Resolutions to fund the government), earmarks have the potential to bleed the country’s finances with appropriations exceeding what Congress—the federal legislature—might otherwise feel compelled to authorize. In reality, however, earmarks have accounted for a comparatively tiny piece of the overall budget—the proverbial drop in the bucket. The latest plans to handle earmarks in Congress—led by Democratic Party majorities in the House and Senate since 2021—call for a cap on earmarks to total no more than 1% of discretionary spending, which equates to roughly $14 billion per year (Shutt, 2021). Earmarks may indeed contribute to larger deficits, but they pale in comparison to larger structural issues within the budget that are much bigger factors in deficit spending.

The Facts: The term “earmark” originates with the practice of pig farmers of placing specific cuts or plastic tags on the ears of livestock for purposes of identification. Metaphorically, legislators place their “tag” on a piece of legislation to allow government funds to flow back into their home districts. Continuing the pig metaphor, earmarks are said to be “pork-barrel” spending projects through which members of Congress are able to “bring home the bacon” and make their constituents happy. Indeed, earmarks provide a mechanism for federal funding of specialized projects destined for small towns, cities, and states that might not otherwise be able to secure the necessary money. Due to the fact that the Constitution is rather vague about Congress’s power of the purse, there has been a longstanding legal rationale that Congress can spend money however it wants and on whatever it wants. Thus, it is perfectly legal for members to vote for a bill that contains specific funding for specific line items.

Earmark proposals, both in the form of preferential loans and outright expenditures by Congress, have been around since the very first federal budgets were debated in the 1780s. According to the Senate Historical Office, the Lighthouse Act of 1789 may be considered the very first example of earmarks being used successfully. The law “allocated federal funds for the construction of lighthouses in states along the Atlantic coast. The earmarking in this act was drawn up by the congressional delegation from Pennsylvania, which, along with the help of an interest group, pushed to include federal funding for a pier in Philadelphia” (Ryan, 2014). This set into motion a debate over the merits of such a spending practice; those who stood to benefit tended to embrace it, while others felt that it would unfairly enrich one part of the country at the expense of another (essentially an unfair geographical redistribution of wealth based on the desires of special interests). Thomas Jefferson even commented on the practice, suggesting that they could become “a source of boundless patronage” (Kennedy, 2015). This means that people would benefit not because they are deserving, but rather because they are able to exploit some kind of personal connection or relationship. Nonetheless, while the general practice of appropriating funds as a line item (in a bill that was often unrelated to the rationale for the spending) remained legal per se, it was something that was done somewhat sparingly in the early years of American history.

Congressional affairs are complex to say the least, and securing funding via any process that might be categorized one way or another is ultimately subjective. It begs the question: What actually constitutes an earmark? “House and Senate rules have defined an earmark as any congressionally directed spending, tax benefit, or tariff benefit that would benefit an entity or a specific state, locality, or congressional district” (Lynch, 2018). Procedurally, the definition also refers to something which is not part of the normal budget process or negotiation.

A private organization established in 1984, Citizens Against Government Waste, monitors earmarks and other congressional spending issues. This government watchdog group defines earmarks as any spending that meets at least one and mostly satisfies two of the following criteria: (1) that the spending is requested by only one chamber of Congress, (2) that it is not specifically authorized, (3) that it is not competitively awarded, (4) that it is not requested by the President, (5) that it greatly exceeds the President’s budget request or the previous year’s funding, (6) that it is not the subject of congressional hearings, and/or (7) that it serves only a local or special interest (Kennedy, 2015).

Historically, Congress has had a love/hate relationship with the practice, as evidenced by the decade-long moratorium on earmarks. This was put into place in time for the 2011 budget negotiations and lasted until 2021, when Democrats and many Republicans as well supported lifting the ban and reforming the process to exclude corporations from receiving money from earmarks (Shutt, 2021).

Earmarking didn’t become a common practice until the early 20th century. Congress only started taxing personal income with the passage of the 16th Amendment in 1913 so it had limited revenues to throw around. In fact, lawmakers were quite constrained with public dollars that were not directly tied to the national interest. A paradigm shift occurred, however, in the post-World War II environment in which Congress and presidential administrations embarked on decades of increased spending on infrastructure (ranging from highways to public facilities such as libraries and parks), defense (to counter the Soviet Union and other perceived threats), and new social welfare programs to reduce poverty and discrimination. Building upon the Social Security Act of the 1930s, Congress added a swath of federal programs (most notably President Lyndon B. Johnson’s “Great Society” initiatives) in the 1960s and 1970s that took budgeting into the modern era. It simultaneously created a shift in perception within the psyche of American politics: larger spending at the national level was not only legitimate, it was essential to empower citizens and provide for the “general welfare” of the public. Part of this was the expectation that federal budgets would increase (and that taxes would be raised), but it also meant that setting aside federal funding for projects that helped out specific towns, districts, or counties might indeed be warranted or at least accepted. These earmarks became significantly more common and largely free of the stigma that they would later acquire during more recent budget cycles. In fact, their use rose significantly under the House speakership of Republican Newt Gingrich in the 1990s, despite his claims of being a champion of fiscal restraint, as well as into the 2000s under both Republican (Dennis Hastert) and Democratic (Nancy Pelosi) House Speakers. Although earmarks were not significant contributors to budget deficits or the national debt during these years, they attracted controversy because they were so often used in ways that were perceived as shady backroom deals that mostly just helped lawmakers get reelected.

Senator John McCain once referred to earmarks as “wasteful, disgraceful, [and] corrupting … pork-barrel spending” (Mann, 2009). This statement reflected the American public’s increasingly negative view of earmarks as being utter wastes of hard-earned taxpayer dollars—a view that was further fueled by extensive media attention to earmarks of questionable value. In one instance, for example, a $15,000 earmark was directed to Florida Atlantic University to study how alcohol affects a mouse’s motor function (Brown, 2020).

The stigma against such spending practices grew considerably throughout the 2000s, especially as investigators uncovered illegal kickback schemes (essentially bribes for politicians that are paid in exchange for taking particular actions) involving members of the House, such as Rep. Duke Cunningham (R-CA) (Brown, 2020). By 2007, momentum had built up behind a series of reforms in which “new transparency rules required the disclosure of which lawmaker sponsored an earmark” (Norton, 2021). This initial effort to establish some guardrails on the use of earmarks ballooned into a full-court offensive against earmarks after the 2010 midterm elections, when Republicans took control of the House with a campaign message that emphasized fiscal restraint in particular and the need to rein in “big government” in general. Under the House speakership of John Boehner, Republicans made banning earmarks a top priority for the 2011 budget cycle.

The moratorium on earmarks received rather wide bipartisan support. President Obama even used the occasion of his 2012 State of the Union speech to speak out against the earmark process, asserting that “the American people deserve to know that special interests aren’t larding up legislation with pet projects” (Obama, 2012).

However, cracks began to appear in the anti-earmark stance of Washington D.C., both under the Trump administration and in the early days of the Biden administration. By early 2021, the House and Senate had moved to bring back the practice, and even internal party commitments to avoid the practice (in both parties) were lifted by the Democratic and Republican caucuses (Hudak, 2021). Thus, earmarks are back in action as of 2021 and are poised to allow legislators from across the country an opportunity to get their spending priorities and pet projects squeezed into bills.

Some people believe the return of earmarks is not a bad development. They assert that to avoid them is to cede nearly all spending authority to the other party or even to the presidency (vis-à-vis the White House’s budget proposals and subsequent bureaucratic decision-making). Defenders of earmarks have also claimed that their inclusion can help America’s two major parties find compromise and common ground on important legislation that might otherwise run aground on petty partisanship.

Some senators have even set up websites to allow nonprofit organizations a chance to submit formal requests for funding through this process, including New York Senator (and Senate Majority Leader) Chuck Schumer: “My office will accept request forms for New York-based projects only from non-profit organizations, local and state agencies” (Schumer, 2021).

Given their relatively negligible impact on the deficit or the overall national debt, it may be most reasonable to conclude that criticisms of earmarks often focus on ethical and political concerns. For example, critics of earmarks claim members of Congress can essentially be “bought” by this practice insofar that they may be opposed to a bill unless and until it grants their specific request for funding. In other words, imagine if a handful of politicians are opposed to a new health-care reform bill. The majority party that is trying to get the bill passed may calculate that a certain number of additional votes is necessary to secure passage, so they may support the inclusion of an earmark for each of those members in exchange for their vote of support. Politicians that were formerly “no” votes may decide, in the end, to vote in favor of the bill after all because, despite some other kinds of opposition, they are keen to see tax dollars flow back into their home districts.

Some observers may see this turn of events as a form of corruption—as legal bribery of a member of Congress (albeit in the form of assistance with reelection) and with tax dollars no less. At a minimum, it may lead to the possibility of conflicts of interest or simply selfish decision-making, which is precisely what generated so much uproar in conservative media circles, for example, when Senator Mary Landrieu hoped to secure $300 million for a boost to Medicaid funding for Louisiana—subsequently dubbed the “Louisiana Purchase” by detractors (Rosamond, 2009). Initially acting as a holdout to the bill, her vote proved to be indispensable to Democrats’ efforts to secure final passage of the Patient Protection and Affordable Care Act of 2010 (i.e., Obamacare), which was a landmark piece of legislation that mandated health coverage for all Americans and set up a public option for people to purchase coverage from a government-managed system.

Second, the earmark process can be thought of as politically problematic, as opposed to financially problematic, because it creates an opportunity for congressmen and congresswomen to help secure their reelection by arguing to constituents that they were successful securing federal money, perhaps to create jobs and/or improve their communities. In this way, politicians in the midst of a campaign can claim credit for earmarks and appear to be buying the support of the public or at least helping to compel the support of average citizens that may stand to benefit from such federal projects. In sum, earmarks can help to keep “narrow majorities together on big votes, and [boost] vulnerable members’ reelection chances when they face voters” (Lazarus, 2021).

This is a matter of ethical concern because earmarks can, at least in theory, threaten to circumvent the normal appropriations process and erode trust in the system. In its worst forms, earmarking can become a sophisticated game of kickbacks and backscratching that perverts how budgeting ought to be done under normal circumstances.
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Q15: WHAT IS THE SIGNIFICANCE OF A “CBO SCORE”?

Answer: Most pieces of legislation receive a “CBO score” before they are voted on by members of Congress. The so-called scoring is actually a sort of euphemism for a formal, comprehensive assessment of the projected costs of particular programs or initiatives that are up for consideration. This impartial assessment is made by the Congressional Budget Office (CBO), which was established in 1974 to be a neutral and nonpartisan research arm serving Congress as an institution. Lawmakers have come to rely on the CBO reports as an important step in the legislative process because CBO scores let them know the true price tag of legislation being considered by Congress. CBO reporting serves as an authoritative verdict on the “what-ifs” of legislating as far as the public financial burden involved. What if Congress passes a particular bill? What if Congress decides to create a new bureaucracy? What if Congress decides to reduce funding for a program? What if taxes are raised? What if rates are cut? The CBO answers all these questions and more, using scoring to allow for a useful comparative analysis of the financial implications of a bill’s passage or rejection. In this way, the federal government is provided with a relatively accurate picture of what the financial road ahead might look like as Congress plows into the future, given an array of different options and various paths forward.

Cost estimates show how federal outlays and revenues would change if legislation was enacted and fully implemented as proposed—compared with what future spending and revenues would be under current law. Each estimate also includes a statement about the costs of any new federal mandates that the legislation would impose on state, local, or tribal governments or on the private sector. (Congressional Budget Office, 2021)

The Facts: The official quantitative reporting on the costs incurred by legislation under consideration by lawmakers is performed by the CBO. Along with the Congressional Research Service (CRS), which provides mostly qualitative reports to Congress (research and analysis) on issues of public interest, the CBO focuses for the most part on the numbers (i.e., quantitative reports). CBO is tasked with offering forecasts on the impacts in three distinct areas: discretionary spending, mandatory or direct spending, and revenues. This clears up the picture in terms of what budgeting might look like over the medium to long term, especially as conditions change and a range of different contingencies are taken into account.

CBO scoring is important to budgeting and the overall diligence and integrity of the legislative process for a number of reasons. For starters, many bills create brand-new programs that have not existed previously. Such initiatives often receive appropriations for a set period of time (e.g., one or two years). However, if there is a presumption that the program will need to be reauthorized and funded beyond the initial creation window, then there will be added costs associated with it that can extend far into the future. Thus, it is difficult to know the true cost of many bills because there is little clarity when it comes to what future Congresses are likely to do, or not do, in the course of maintaining a program established by a new law. Will a program receive a “sunset” (i.e., a termination), or will it be renewed? It is often difficult, if not impossible, to say for sure.

There is also the issue of programs that set up eligibility requirements for people or organizations to receive benefits. This pertains mostly to mandatory or direct spending situations. In such instances, nobody can truly know how much money will actually be required because there could be more (or fewer) people who end up qualifying or applying for the receipt of a certain benefit. For instance, if the government sets up a program stipulating that anyone making under $25,000 per year can receive a $2,000 voucher to offset college tuition costs, there is no way to accurately predict how many Americans will decide to apply for the program or claim the benefit. Accordingly, the government may not know at the outset how many funds will be disbursed, and costs can vary widely. Many of those kinds of estimates are exactly that: imprecise estimates that remain subject to change over the life of the given program.

Yet another issue of “opportunity cost” is often factored into the assessment of pending bills, insofar that a new program or mandate might eat up resources in a given agency that would detract from its ability to carry out other functions. The CBO itself sums up this dynamic in the following way:

When a law imposes a new requirement on an agency (such as preparing a plan or completing a study), complying with that new requirement will entail the use of resources, and the cost of carrying out that requirement is the amount of resources used. In general, in bills that are being considered, such requirements would apply to future fiscal years, for which appropriations have not yet been determined—so the requirements could, in fact, influence the amount of budget authority available to the agency in the future. Even if future funding was not affected, the agency would have to spend appropriated resources on that new activity instead of spending them to carry out other responsibilities. The resources used to carry out the new activity would be a measure of the “opportunity cost” of not carrying out other responsibilities. (Congressional Budget Office, 2021)

Given the complexity of how legislation impacts the real-world economy, the CBO’s estimates—essentially authoritative and deeply researched guesses—are the closest thing Congress has to a crystal ball in terms of how to view the financial impacts of a given piece of legislation, most short term and long term. The CBO delivers all this information through a process called dynamic scoring, which entertains various scenarios and (especially tax implications on the revenue side of things) can be adjusted as time passes and as economic conditions shift. Critics of dynamic scoring suggest that it ultimately rests on prediction and ought not be taken with a large degree of confidence or certainty. Nobody can truly know the impact of a bill, along with all the possible intended or unintended consequences. With some degree of reliance on the wisdom and expertise of career analysts at the CBO, members of Congress can, however, be reasonably assured of the financial outcome associated with taking a particular legislative action, especially when evaluated alongside studies carried out independently by outside academic institutions, think tanks, and even private corporations.

CBO scores often prove particularly important in determining the fate of legislation that establishes new government programs that are likely to be reauthorized in the future by follow-up legislation. Such programs will almost certainly have a far greater budgetary impact than the initial legislation indicates based on an old adage in Washington, D.C., politics that once a program is set up by Congress, it is nearly impossible to remove it. This is because when voters come to rely on certain popular programs and benefits, individual legislators become extremely reluctant to oppose them. Programs initially passed as temporary thus often become a permanent fixture of the federal bureaucracy, requiring additional funding far out into the future. In this vein, a common contention is that “revenue neutral” bills that do not add to the deficit (i.e., ones said to be entirely “paid for”) very often end up costing much more than people might initially accept or assume when the bill first passed.

Despite the explicitly nonpartisan nature of the CBO’s work and mission, which is to provide neutral, objective, and data-driven reports and assessments to Congress, it tends to be one of the most politicized bureaucracies in the country. The CBO scoring process, for example, is frequently used by the minority party to oppose the legislation being put forth by the majority. Anytime a politician dislikes a bill pending on the floor, he or she can either hide behind a pending CBO score if it has yet to be released (i.e., say they need more facts to render a proper decision), or point to a CBO score that has been submitted and argue that it is simply too expensive. As has been a running theme throughout this text, some version of fiscal restraint is nearly always the purview of the minority party if it can serve to block or at least limit what the other party is doing. This includes Democrats, by the way, who are not often too concerned about deficit spending, but who argue that Republican spending proposals (or tax cuts, which can have the same directional impact on the budget) are simply too much for the country’s finances to bear.

In other cases, assessments performed by the CBO are criticized or dismissed with accusations that the analysis provides an incomplete or wholly inaccurate picture of the cost of a bill. Or as one analysis put it, there is a tendency among “policymakers to misinterpret and misuse the estimates that CBO produces” (Guterman, 2017).

Whether CBO scores are embraced out of naked partisanship or a genuine desire to understand the financial picture at a given moment in time, the CBO itself is a well-respected organ of government, filled with experts (from economists to mathematicians) who can provide comprehensive insights into the financial trajectory of the country. “While there is always some uncertainty regarding the numbers, the CBO does not have any political axe to grind. They work for both the House and the Senate, and they work for the Republicans and the Democrats, and are regarded among those bodies and the press as a reliable source of statistics for measuring the health of the federal government and the economy” (Wiggin & Incontrera, 2008, 32).

Due to the influx of public debt that has piled up since the onset of the pandemic, and the associated economic concerns in the minds of American voters, the CBO has received heightened attention, including both positive and negative media coverage (depending on the political ends of an observer or commentator). There is certainly a renewed desire to want to know what massive new spending proposals or further cuts to government revenues might do to the debt situation. To be sure, many of the CBO’s recent forecasts have raised red flags of concern in the minds of people across the political spectrum. In 2020, for example, the CBO produced a long-term budget outlook, which projected that under current trends, the debt could easily reach 200% of GDP by the year 2050 (Congressional Budget Office, 2020). To make matters worse, Congress’s deficit spending tends to outstrip even the most pessimistic CBO estimates put on public record over the past few decades, such that the forecasts on medium- to long-term debt may be considerably understated. If this forecast proves true, it could impose a heavy burden on the economy in the form of inflation and higher interest payments and make it more difficult for Congress to sufficiently fund its most vital priorities and programs.
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Taxing, Spending, and Debt as Public Policy Issues

All public policies are tied to spending priorities. Where humans decide to place their money is a statement of what is on their minds, what they value most, and even what they fear. The Constitution sets forth a clear line of authority to Congress to handle public finances at the national level, which speaks to the central importance of money that pervades nearly all political issues. It is an inescapable fact that all policies and programs require some degree of funding to actually put them into motion. In turn, the vast majority of debate and acrimony on the floor of the House and Senate revolve around disagreements about how to spend the country’s finite financial resources (the borrowing power of the federal government may make the flow of cash seem limitless, but the element of scarcity is always present in the world of finance).

To fund one program at the expense of another—often requiring a cut in funding or the complete elimination of a program elsewhere in the budget—is a clear indication of the policy priorities that politicians often stake their entire careers on. Such priorities are also central to the platforms of whole political parties.

Democrats tend to want to boost funding for things such as education, environmental protection, and health-care programs. For example, they may favor doing away with a new military tank upgrade in order to subsidize childcare for low-income earners. On the other side of the political spectrum, Republicans tend to favor increases in funding for things such as law enforcement, border security, and the military. They might wish to lower funding for food stamps, for instance, in order to make sure that Immigration and Customs Enforcement (ICE) has the latest technology deployed along the border with Mexico.

The two major parties in American politics spar perpetually over national spending priorities, but in the end, they are very often able to agree on passing a budget each year (in the trillions of dollars since the late 1980s) with a certain degree of recognition that both sides will get at least some of what they want. In the spirit of compromise, this means that Democrats tend to allow many Republican spending priorities, and vice versa, as long as they are also able to fund the programs that they care about most. Further, Republicans tend to allow many Democratic spending priorities as long as they are able to also pass coveted tax cuts.

Over the past several decades, this dynamic has led to budgets that do not simply grow in proportion to an expanding economy (which also increases revenues for the government). They also have grown in such a way as to surpass what one might otherwise assume is a normal or consistent pattern of spending, which explains why more often than not, the government runs a deficit and is forced to tap its borrowing power or access to credit as a means of turning the federal budget into a reality. For many politicians, it is easier to accept deficit spending where everyone gets what they want, as opposed to standing up and fighting against the other party over how to allocate whatever money trickles into the Treasury each year. To some observers, this dynamic is a sign of bipartisan action that benefits the country with an influx of federal money and a political system of gears that can continue turning. To others, it amounts to a sort of unholy alliance between the parties that sets the country up for financial ruin in the form of unstoppable growth in the federal budget and mountainous levels of debt.

Debates over the country’s finances, or how to handle things such as tax rates and specific levels of funding for certain federal programs, are certainly nothing new. American leaders have always had sharply divergent opinions about how to manage financial issues. However, the contentious nature of such debates has reached a higher pitch, given the extent of deficit spending and the size of the debt as a share of the economy. In all likelihood, people can expect that this source of tension in American politics will further escalate as the debt continues to rise, polarization persists in the halls of Congress, and economic factors such as inflation and increasing interest rates put even greater pressures on the financial health of the federal government in coming years.

Q16: WHY IS THERE SUCH A SHARP CLASH OF IDEOLOGY WHEN IT COMES TO FINANCIAL ISSUES MANAGED BY CONGRESS?

Answer: It is not simply that one party wants to spend X number of dollars on a certain project, and the other party wants to spend those same funds on a different project. It is the fact that one faction wants what could be considered incredibly robust spending by government under the view that the economy and the money supply can effectively be manipulated by public-sector intervention to produce certain outcomes (i.e., the predominant liberal approach that sees money as a somewhat fungible and largely intangible concept). It considers deficit spending to be necessary as a way of injecting cash into the economy and stimulating more growth. The other faction wants to spend in a comparatively thrifty, if perhaps even stingy, way under the view that the economy and the money supply ought not be manipulated through forms of financial trickery (i.e., the predominant conservative approach which sees money as a tangible concept that deserves to be insulated from outside manipulation or influence). It considers deficit spending as immoral and contrary to commonsense monetary theory in which balanced budgets are a kind of gold standard. The clash speaks to a difference of approach in how people perceive their money, how it is valued, and how it can be used (or perhaps abused) as a tool of social engineering.

The Facts: Perception is at the root of understanding how money works in all of its many forms. “There is nothing mysterious about money. It is simply a tool that makes it possible for people to exchange goods for goods, services for goods, goods for services, services for services. In a small, simple society, people can swap or barter. When life gets more complicated, they must use something that everyone will accept as a medium of exchange. In other words, they must invent money” (Davis, 1987, 26). National debt has the interesting character of being seen as a problem only if one considers it to be so. At least this is consistent with the predominant approach to modern monetary theory (MMT). According to this school of thought in economics, governments are utterly unlike individual households in that “the state cannot run out of money, it can always meet its own obligations in so far as they are denominated in its own currency and it does not, therefore, face a ‘budget constraint’ as this is conventionally understood. It is the scale and characteristics of the economy, the efficacy of government and the institutional specificities of the state and its statutes, but not the capacity to finance, which … dictates the current limits” of how much money can be spent by the federal government (Fullbrook & Morgan, 2020).

There is a fundamental truth about accounting done on this scale:

The federal government is the issuer of the dollar, so it can never find itself in the same sort of financial trouble that you might find yourself in when it comes to paying your debt back, because the government is paying back its debt with currency that it issues itself. In other words, the federal government doesn’t have to worry about earning dollars in order to repay its creditors because it gets to manufacture the currency. (Al Jazeera, 2021)

This perspective on the intersection of fiscal and monetary theory suggests that there is technically no limit to the amount of money that the U.S. government can spend. The natural implication here is that rather than a default or other kind of financial reckoning, the only real downside for the economy following massive borrowing is the prospect of inflation. As long as the government keeps the monetary wheels turning by paying off older debts with money it is printing itself, the worst that can happen is perhaps that the value of the dollar takes a nosedive and inflation rears its ugly head, making it more expensive for people to buy everything from groceries to gasoline to houses.

The psychology of finance is fascinating to consider and is elemental to a broader understanding of the country’s sovereign debt. Moreover, it helps to explain why people are so disagreeable about how to spend resources (from a marriage between two people right up to the balance sheets of a colossal superpower). On some level, the issue of money, and thereby national debt, is a sort of made up concept that is socially constructed and not a fixed or universal reality of human civilization. How one sees money and value can vary drastically according to circumstance, culture, and even one’s psychological state. Is a piece of paper with printing on it really worth anything? It is indeed valuable if people believe that others will accept it in exchange for needed goods or services. The same logic applies to debt, which is value expressed in a negative direction. In this way, how people rationalize their financial position and how to make decisions regarding their future are contingent upon a wide range of different feelings, opinions, and competing theories.

Regardless of income, everyone knows someone else with particular spending habits. There are rich people who spend lavishly, even frivolously, but there are also rich people who are extremely frugal or responsible with their money. On the other hand, there are low-income people who spend recklessly as well as low-income people who genuinely do their best to stretch their dollar. The way people view money and their own fiscal or financial position is complex and dynamic. It is tied to several psychological aspects of life and one’s current position, which impact decisions made over time. For instance, if someone has an expectation that they will do better and earn a larger salary in the next year, they may be far more likely to make indulgent discretionary spending decisions. But while optimism often facilitates increased spending, fear and pessimism have the opposite effect, causing people to hunker down and reduce spending in anticipation of difficult times. Members of Congress are no different in terms of their individual attitudes toward money—both fiscal policy (with a large, direct impact on the size of the debt) and monetary policy (largely with secondhand, associated impacts on the size of the debt).

Money and finance—including debt—really can be thought of as a sort of amorphous, ephemeral concept. Value is a “floating” concept that is subject to radical change. A piece of paper representing stock, for example, can be thought of as money as long as others see the same value in it. But if too many people covet the stock and too much of it is issued, realizations of the fact that the stock is too abundant (i.e., not rare) will cause the value to go down. When a tipping point is reached, and this escalates quickly, it is known as a bubble bursting.

The infamous bubble that the tulip market in the Netherlands experienced during the 17th century is illustrative here. As the popularity of exotic new tulip varieties hit the markets, a certain kind of craze erupted whereby everyone just had to get their hands on the next, greatest flower. It caused a spike in demand, and thereby in prices, which led the tulip market to grow like a runaway train. However, at a certain point, tulip bulbs became so expensive that people had a sort of awakening—a realization that the value of the flowers was nowhere near the reality:

Tulip Mania is often cited as the classic example of a financial bubble: when the price of something goes up and up, not because of its intrinsic value, but because people who buy it expect to be able to sell it again at a profit. It may seem foolish to pay $1m for a tulip bulb—but if you hope to sell it on to another receptive buyer for $2m, it can still be a rational investment. This is known as the ‘greater fool’ theory. (Harford, 2020)

Similar things have happened in modern times with momentary crazes over baseball cards, beanie babies, and other collectibles. When the craze ends, values plummet and many collectors who have invested large sums of cash end up with very little value in the end.

Broadly speaking, the modern liberal approach to public finance sees the money supply and the American economic system as a whole as something considerably more fungible and more limber than conservatives would accept. It believes that the public sector can and should make more significant interventions into the way that money is created, spent, moved, taxed, and so on. In essence, the entire financial system is seen in this light, as a kind of machine that can be used to produce certain desired outcomes, whether that be to incentivize renewable energy or price fossil fuels out of the market, making them less price competitive when compared to other sources of energy (conservatives, for their part, have also taken a similar approach to do the opposite: subsidizing fossil fuels to make them more plentiful and thereby cheaper to consumers).

Standing in stark contrast to MMT (accepted as doctrine by most liberals in Washington, D.C.), there is a distinctly more conservative approach, which argues that finances should be conserved and kept very close to the vest. In their view, the government is, in fact, on the hook for the money it owes, and no amount of financial juggling or recalculation will make it disappear. As such, they believe that money circulated within the economy should be solid, predictable, reliable, steadfast, and so on, and that it should not be tampered with or subjected to what some might call financial trickery by governments. Central banks set standards, and government mints issue the fiat money itself (in paper or coin form), but the core belief here is that money should remain a stable platform for economic transactions. It should be influenced by private market forces perhaps, but seldom (if ever) by actions taken by the public sector.

This explains why conservative ideologies have always been less supportive of centralized banking, the overprinting of money, and forms of market manipulation, including excessive regulation, targeted tax policies, or even tampering with interest rates. There is little doubt that conservatives want to spend less money; they fear the prospect of growing inflation, and they are more worried about the stability of the financial system. As individuals, conservatives are far more likely to want to own precious metals such as gold and silver, due to the perception that these commodities have kept their value throughout the ages. Moreover, conservative politicians and financial gurus are more likely to warn of massive, looming economic crashes over the horizon if America fails to become more fiscally responsible. Republican Congressman Andy Biggs of Arizona, for example, who captures the essence of conservative fiscal thought, asserted the following in 2018:

With a national debt over $21 trillion, the United States is racing toward a fiscal cliff. We are taking few measures to solve this problem. It is beyond time for Congress to become serious about balancing the nation’s budget and making significant cuts to federal spending. If we do not change our course, we will be responsible for one of the worse catastrophes this nation has ever experienced: the crash of the American economy and the demise of a superpower. We must not let our grandchildren inherit—and experience—this ruinous fate.

On the other side of the argument here, giving fodder and providing cover to liberals and Democrats of all stripes, Stanbury (2020) argues the following:

The debt doesn’t matter—because it’s never getting paid back. The government will continue to print more money to pay the interest for as long as it can get away with it. The system of ever-expanding debt works great for politicians with election promises to fulfill, and for people and corporations on the receiving end of the dole. [However], … the real price of ever-increasing debt is the reduced purchasing power of the U.S. dollar.

Leaving aside ideological differences over how to assess the merits of modern monetary theories, there are also broader, contrasting views about how leading thinkers perceive what can be thought of as the “bubble” that is the American, capitalist economy. Regardless of which ideological position a person gravitates toward, it is fair to think of the growing economy as a bubble, steadily rising as more activity takes place in society. When everyone in society is working together and accepting of the notion that the commonly circulated currency has a stable value, then productivity, development, and economic growth proliferate. This can be understood vis-à-vis a certain psychology that rests behind the concept of money and debt, which President Franklin D. Roosevelt referenced during the Great Depression, when he famously said that “the only thing we have to fear … is fear itself.” Roosevelt made the statement in an effort to keep Americans from withdrawing their money from struggling banks, assuring them that their savings were safe.

Roosevelt’s proclamation reflected his administration’s recognition that when large numbers of people are panicked, the economy contracts, and, ultimately, everyone’s net worth takes a hit. In effect, people lose the value they previously held, both monetarily and psychologically, because economic trust in society breaks down and the individual level of confidence in future prosperity plummets. When the economic bubble is growing, most people benefit because everyone believes the future is brighter, but when the economic bubble shrinks or pops, or when the debt is perceived in the light of a financial crisis, almost everyone loses because the popular sentiment is that things are spiraling downwards.

A further complicating factor is the disingenuous or false claims that often accompany modern political debate in the United States For instance, the Democratic Party tends to care less about the implications of large debt than fighting the other side on the issue of tax cuts—especially any tax cuts aimed at corporations or upper-income earners (they are generally supportive of tax cuts for the middle class and the working-class poor). With some degree of logical inconsistency, some Democrats seem to suggest that tax cuts are terrible if they detract from the budget, even as they seem perfectly comfortable to balloon the national debt to cover whatever spending scheme(s) they may support. On the other hand, many Republicans are somewhat hypocritical insofar that they argue for limiting the debt while at the same time arguing for more tax cuts (sometimes known as tax expenditures because they end up costing the government money, in turn requiring more borrowing that adds to the national debt). They frequently argue that tax cuts lead to economic expansion, but evidence is scant to show that such expansion ultimately leads to more tax receipts for the government. Moreover, the Republican outcry over egregious spending by politicians in Congress seems to reach a fever pitch when a Democrat occupies the White House, but it subsides almost completely when a Republican president runs up the national debt. It is difficult to have it both ways when logic is in many respects contradictory or self-defeating, but politicians seldom cease to try.

The most recent debate over the debt in late 2021 had appeared to be a major potential political liability for the Biden administration, when it looked like Republicans in Congress were willing to flirt with the prospect of default in order to force a reckoning on the debt issue and blame it on Democrats who control the so-called trifecta of power in Washington, D.C.—the White House, and majorities in the Senate and the House of Representatives. However, the two sides averted disaster by reaching an agreement to raise the debt ceiling by $2.5 trillion through 2023 (Slodysko, 2021). The arrangement “makes Democrats happy because it means the debt ceiling will not become a major crisis for the Biden administration in 2021. It makes Republicans happy because they can blame Democrats for spending big and thereby driving up the nation’s debt past $30 trillion, a number they’re eager to link to the nation’s recent inflation and use in political ads ahead of … midterm elections” (Wallach, 2021).

The ideological rift elicited by debates over government spending and taxation policies can be seen in contemporary public opinion. In fact, polling has shown that the American people are growing increasingly concerned about the sharp spike in national debt seen over the past few years. Some data on this question seems to indicate that debt ranked higher as a concern for some voters than even COVID-19 when that pandemic was at its worst. This especially true for Independents not formally affiliated with either the Democratic or Republican parties.

FURTHER READING

Al Jazeera. 2021. “Why the U.S. Can’t Go Broke.” YouTube. Retrieved from https://www.youtube.com/watch?v=mmuysv17T9M

Biggs, Andy. 2018. “America’s National Debt Is a Threat to America’s National Security.” Retrieved from https://biggs.house.gov/media/press-releases/americas-national-debt-threat-americas-national-security#:~:text=The%20national%20debt%20is%20a%20major%20threat%20to,to%20our%20national%20security%20is%20the%20national%20debt

Davis, Bertha. 1987. The National Debt. New York: Franklin Watts.

Fullbrook, Edward & Morgan, Jamie (eds.). 2020. Modern Monetary Theory and Its Critics. World Economics Association. Bristol: UK.

Harford, Tim. 2020. “Was Tulip Mania Really the First Great Financial Bubble?” BBC. Retrieved from https://www.bbc.com/news/business-51311368

Harper, Casey. 2021. “Poll: Americans Oppose Tax Hikes, Increasing National Debt in Congressional Spending Plans.” The Center Square. Retrieved from https://www.thecentersquare.com/national/poll-americans-oppose-tax-hikes-increasing-national-debt-in-congressional-spending-plans/article_726f5d5a-253f-11ec-8593-a395c1047dbc.html

Slodysko, Brian. 2021. “Congress Votes to Increase Debt Limit by $2.5 Trillion Extending into 2023, Avoiding Default.” Associated Press. Retrieved from https://www.wdsu.com/article/senate-debt-limit-action/38515877#

Stansberry, Porter. 2020. “The Dirty Secret behind ‘Debt Doesn’t Matter.’” Daily Wealth. Retrieved from https://dailywealth.com/articles/the-dirty-secret-behind-debt-doesnt-matter/#:~:text=The%20debt%20doesn%27t%20matter%20%E2%80%93%20because%20it%27s%20never,corporations%20on%20the%20receiving%20end%20of%20the%20dole

Wallach, Philip. 2021. “Raise the Roof! Democrats Should Go Big in Raising the Debt Ceiling.” The Hill. Retrieved from https://thehill.com/opinion/finance/585087-raise-the-roof-democrats-should-go-big-in-raising-the-debt-ceiling

Q17: HOW DO POLITICIANS ARGUE THE SO-CALLED GUNS VERSUS BUTTER DEBATE?

Answer: One particular aspect of the debate between liberal and conservative politicians concerns the fundamental split between military/security types of spending and social programmatic spending. This has been dubbed the “guns vs. butter” debate, in a mostly metaphorical sense. In essence, it is a disagreement about whether physical security from threats (national security) or fundamental human needs (human security) are the most important priorities for the government to address. Should Congress emphasize the procurement of more guns for defense (i.e., weapons, tanks, airplanes, etc.) or more “butter,” so to speak, for civilian purposes (i.e., food stamps, school lunch programs, medication, health care, etc.)? Many of the disagreements over the budget boil down to this fundamental split of opinion and the philosophy behind what the government ought to be focused on accomplishing, although there are important needs to be fulfilled in both areas. Most politicians even are happy to support generous funding for both sides of this divide. However, the debate rages when it becomes a matter of prioritizing the extent of funding for each. In other words, how much military spending is too much? When does it become overkill or simply a waste of resources? On the other side, how much of the public’s needs ought to be guaranteed by the government? Should people expect to more or less take care of themselves, or should they rely on government to pay for certain basic necessities? At what point do personal responsibility and self-reliance enter the picture? To a considerable extent, attitudes about these issues are subjective, grounded in the personal experiences and political philosophies of each individual.

The Facts: The guns vs. butter debate has roots that extend back to the country’s founding. Even during the Revolutionary War, the Continental Congress had to make difficult judgement calls regarding when and to what extent they should take out loans from the French, Dutch, or Spanish to pay for various war supplies. This included, for example, whether to prioritize gunpowder over salt for meat preservation or muskets over clothing and blankets. At the outbreak of the conflict, many troops lacked basic camp equipment and other goods, including gunpowder, muskets, lead, and cartridges. These shortages led to Congress’s designation of the positions of quartermaster general, a commissary general, and even a clothier general to ensure adequate shelter, food, and clothing, respectively, for the troops (Supply of the Continental Army, 2021). At stake was the fundamental state of readiness of the Continental Army, as well as the level of debt the American government would be willing to incur in the process. Disagreements flared up over what the priorities were and how victory over the British ought to be achieved vis-à-vis support for troops in the field.

In the 20th century, the terms of debate shifted to the parallel issues of how large the military should be and whether lawmakers should intervene substantively in the economy. In fact, the “guns versus butter” slogan, first voiced by populist evangelist and presidential candidate William Jennings Bryan, arose out of this struggle. “He resigned his position in the [Woodrow] Wilson Cabinet over the then-president’s decision to emphasize the production of munitions over the production of dairy products” (Feehery, 2009). Bryan, being a consummate progressive politician of his era, wanted the administration to instead focus on funding social services and aiding various types of public goods. His demands, though, came during World War I, a period during which President Wilson saw the clear need to prioritize guns in order to make and keep the world “safe for democracy,” to use his famous phraseology.

A central aspect of the guns vs. butter debate hinges on the so-called military-industrial complex (MIC), which refers to the ironclad relationship between the Defense Department and the weapons/military contracting industry. As students of history may recall, President Dwight D. Eisenhower warned of the excesses of this public/private military juggernaut in his farewell address to the country in 1961. Eisenhower believed the MIC should never be allowed to dominate too much within the American system, especially during peacetime. Eisenhower, who had served previously as Supreme Allied Commander (five-star general rank) during World War II, was careful to walk the fine line between continued support for further militarization during the Cold War and a sober critique of the rising power of the MIC in postwar America. He ultimately felt obligated to point out that this rise had been accompanied by excesses and arguably even forms of corruption via contracts for weapons programs and other defense projects. Eisenhower noted that

We have been compelled to create a permanent armaments industry of vast proportions … new in the American experience. The total influence—economic, political, even spiritual—is felt in every city, every state house, every office of the Federal government. We … must not fail to comprehend its grave implications.… We must guard against the acquisition of unwarranted influence, whether sought or unsought, by the military-industrial complex. The potential for the disastrous rise of misplaced power exists and will persist. (1961)

In issuing such a statement, the outgoing president was not simply expressing concern about the extent of military funding approved by Congress, but rather about an incipient culture of militarization that threatened to consume everything else—especially during the height of the Cold War with the Soviet Union.

Eisenhower’s words have frequently been seized upon by critics of American military spending. They that America’s defenses are grotesquely excessive, and that the mind-boggling amounts of money spent on guns, bombs, bullets, planes, transport ships, destroyers, and various technology with military applications all siphon away treasury money that could otherwise be used to address deep and enduring societal problems. Americans go without access to doctors, children go to bed hungry at night, and certain communities are perpetually racked by violence—all issues that could be alleviated, many observers argue, if government spent as much time and resources on them as they do on the military.

Since the post-World War II years, the partisan dynamic involved in the guns vs. butter debate has become a perennial staple of the country’s politics. Increasingly over the past several decades, “the liberals want the butter. The conservatives want the guns” (Feehery, 2009). Democrats frequently push for major budgetary savings by scaling back military appropriations. They argue that the Pentagon receives more than enough funding to adequately defend and protect the country.

This contention is largely borne out by the facts. The United States literally has a larger military budget than the next 10 world powers combined, including adversaries China and Russia (Lemon, 2020). Accordingly, many Democrats argue that the country could easily divert billions of dollars from the military to other badly needed programs and services while still maintaining a massive competitive edge over the country’s rivals. This is money, they argue, that could go toward keeping people from starving, providing health care for those who cannot afford insurance, or expanding educational opportunities for disadvantaged or marginalized communities.

Republicans frequently counter these arguments by emphasizing that the United States has unique security challenges as a world leader in a global security context and that the sheer size and scale of American military domination serves as the ultimate deterrent to unfriendly nations. Potential adversaries are thought to be dissuaded from engaging in hostile action against the United States, knowing full well the overwhelming response that would surely result; it would, in effect, be a form of national suicide for another military to go toe to toe with the United States. Former president Trump was a strong proponent of such thinking, often voicing support for dramatic increases in military spending. a rebuilding of the military and having approved “a colossal defense bill … that authorizes a topline of $738 billion for fiscal year 2020” (Macias, 2020).

Despite the massive funding for the military in the United States and a widespread belief that the Pentagon hogs the vast majority of Congress’s budget, there remains massive support for the “butter” side of this equation. In fact, “defense spending has gone up since 2001, but entitlement spending has gone up by more than 16 times as much” (Siggins, 2018). One observer even described the modern federal government as “a gigantic insurance company [with] a sideline business in national defense and homeland security” (Desilver, 2017).

Do the numbers substantiate this characterization? In 2019, military/defense spending in the United States accounted for about 17% of Congress’s total budget. The other 83% went toward areas that would generally fall under the purview of “butter,” including Social Security, health care, veteran care, science, energy, labor, education, transportation, agriculture, and many other causes. This equates to a relatively modest 3.4% of gross domestic product (GDP) being spent on the military. For perspective, the United States used to spend nearly triple that amount—closer to 9% of GDP during tense periods of the Cold War in the early to mid-1960s. To be sure, threats were greater and more urgent in those years, given the constant specter of nuclear annihilation. It is perhaps logical to observe that the amount of money spent on military capability tracks up and down with the threats and risks that might exist in the security environment at any given point in time. Despite momentary increases during the 1980s and the years following 2001, there has been a longstanding, decades-long trend of Congress scaling back on military funding when calculated as a share of GDP. In total dollar format, the military budget does go up every year, but calculated in this more precise way, it is significantly smaller than it has been at several points during the past century. Particular momentum has built behind the notion of continuing this downward trend and scaling back on military funding over the past couple of years, especially as U.S. military involvement in the Middle East has for the most part been ended, and tremendous needs within the country have emerged. Some members of Congress that “sit on the House Appropriations Committee, are spearheading a new Defense Spending Reduction Caucus to build ‘critical mass’ among lawmakers to cut defense spending and redirect the money toward domestic priorities, a trade-off that has been amplified by the health and economic crises wrought by the coronavirus pandemic” (O’Brien, 2020).
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Q18: HOW DO TAX INCREASES AND TAX CUTS AFFECT THE NATIONAL DEBT?

Answer: The impact of tax policy on deficits and the debt has been debated by politicians, economists, and public intellectuals for the better part of the past century. Answering whether tax cuts add significantly to the national debt is not as straightforward as it might seem, however. Fundamentally, there are two schools of thought here. One is that tax cuts hurt the budget and lead to greater debt (sometimes referred to as “tax expenditures” because they cost the government money by offering people a reduction in tax rates or specific tax deductions). The other school of thought is that tax cuts actually end up spurring economic growth and thus will tend to boost revenues for the government over the long term.

Conversely, tax increases can be thought of as a vehicle for increasing money in the treasury to pay for programs that benefit various Americans (e.g., Social Security, which provides financial assistance to senior citizens) or as a stifler of economic dynamism that will eventually cause tax receipts to shrink. The reality is that every change to the tax code is different in a unique context of history and resulting in countless economic ripple effects. Accounting for every impact on the fiscal position of the government is impossible; to do so is an exercise in the counterfactual (comparing something that happened to something that did not happen, but which might have happened). Nonetheless, large-scale alterations to tax law seen over recent history have been studied closely by experts, and the data suggests that the desired outcomes have seldom been achieved. Recent tax cuts have, in fact, tended to increase deficits, but tax increases tend not to improve the deficit picture to a substantial degree. Ultimately, neither tax cuts or tax increases can be fully understood in isolation because their impacts also depend on the government’s spending behavior.

The Facts: The two contrasting viewpoints on the merits and impacts of taxation are diametrically opposed to one another. One view is simply that tax cuts contribute to larger deficits and more zeros getting added to the national debt. The logic is clear and seems almost undeniable: lower tax rates translate into lower revenues for the government. Subsequently, given huge demands that are placed on the government to fund everything from security to entitlements, it will have to borrow more money than it would be forced to do otherwise, resulting in more debt. Democrats largely espouse such a perspective as part of their broader logic that the government is justified in taking a sizable share of the income of private individuals or corporations (especially the rich) and that society is benefited through greater public-sector spending. They often assert that tax cuts too often reduce funds needed to support badly needed causes and programs throughout society.

Espousing much the opposite view, most Republicans have long subscribed to the belief that higher tax rates hurt the economy, which in turn, lessens the amount of money taken in by the IRS. The GOP contends that high tax rates act like a wet blanket on the economy because it reduces incentive and motivation for people to work hard, seek out new opportunities, start businesses, and so on. By extension, if the government wants larger revenues, fewer deficits, and perhaps even a surplus, their best bet would be to keep taxes low in order to keep the capitalist economic engine running at peak performance. The low taxation strategy for righting the fiscal ship in Washington, D.C., holds that

government can maximize revenue by setting tax rates at a level low enough to spur economic activity and “grow” the economy out of any fiscal crises that may arise. If, for example, the tax rate is low and the economy grows, tax revenues for the government will increase. Conversely, if taxes are high, there will be no capital for businessmen to reinvest in the economy; therefore, tax receipts to the government will be low. (Wiggin & Incontrera, 2008, 76)

This general sentiment is couched in the wider conservative narrative that in a free country founded upon individual liberty, people have a right to keep the fruits of their own labor.

This overall debate attracted heightened interest during the 1980s, setting the foundation for how it is discussed today. During that decade, President Ronald Reagan staked much of his administration’s emphasis on the message that income taxes should be reduced. The administration’s belief was that cutting taxes—including for upper-income earners—would create prosperity everywhere, thus reducing the need for government social welfare programs. Boiled down to its essence, the Reagan argument was that when wealthy people, many of whom are business owners or investors, earn more money, they become more entrepreneurial, hire more people, and compete for employees by raising wages, creating an environment in which the money and the profits generated will “trickle down” into everyone’s pockets. Opponents of this way of thinking derided it as “voodoo economics,” “trickle-down economics,” and “Reaganomics” and said that it would just further widen the divide between rich and poor in America.

Because there are so many moving parts in a system as complex as the U.S. economy, there is no definitive or settled answer on the true impacts of major tax policy overhauls by Congress in this period. This has not stopped economists and other experts from trying to explain it all, however.

One of Reagan’s chief economic policy advisors, Arthur Laffer, developed the theory known as the Laffer curve, which charts the relationship between tax rates and government revenues. “If taxes are too high along the Laffer curve, then they will discourage the taxed activities, such as work and investment, enough to actually reduce total tax revenue. In this case, cutting tax rates will both stimulate economic incentives and increase tax revenue” (Boyle, 2020). Specifically, the curve suggests that if tax rates are set at zero, then of course, revenues will also be zero. However, if tax rates are set at 100%, then revenues will also be zero because people will do everything in their power to avoid working, circumvent the law, and only participate in black market economies.

Somewhere in between these two extremes of the Laffer curve is a bell shape that shows an inclining and, past a certain point, declining distribution of revenues taken in by the government. It suggests that there is a sort of ideal, optimal rate of taxation that is both fair to the public and leads to maximum revenues. The appropriate tax rate may still be debated (as it always is in percentage terms), and it undoubtedly fluctuates throughout history along with changing economic circumstances, but the Laffer curve is ultimately consistent with the argument for lower taxes and, at the same time, ensuring plenty of tax dollars available for Congress to spend each year. Economists such as Laffer would maintain that tax cuts do not blow up the deficit even when, as had occurred in the 1980s, Reagan’s cuts “lowered the top rate to 28 percent from 70 percent … an impressive 60 percent drop” (Darlin, 2017). Ultimately, deficits did rise in this period, but perhaps not to the extent that detractors of the Reagan administration might have expected. In any event, it is always difficult to pin down the merits of tax policy, one way or the other, because it is always elusive to compare what did happen with what might have happened under a different policy approach.

Despite any arguments about the merits of cutting taxes, which were so prevalent during the Reagan years, another (arguably) more sophisticated type of research on the matter scores tax implications on a dynamic basis, as a systematic accounting of the revenues that might be gained or lost over a period of time and given a particular set of economic conditions. Harvard economist Greg Mankiw, who is quite well respected on both sides of the aisle, concluded in some of his research that “a broad-based income tax cut (applying to both capital and labor income) would recoup only about a quarter of the lost revenue through supply-side growth effects. For a cut in capital income taxes, the feedback is larger—about 50 percent—but still well under 100 percent” (Mankiw, 2007). In other words, tax cuts do not pay for themselves, and they can effectively have a direct impact on growing deficits.

However, Mankiw also noted “there are many reasons a person might favor tax cuts besides the belief that tax cuts are self-financing” (Mankiw, 2007). In 1981 and 1986, President Reagan signed rather sweeping tax cuts into law, which might have had beneficial corollary impacts to the financial health of the country, but if the question is narrowed merely to the impact of tax cuts on deficits, it is fair to conclude that the tax cuts did not help to reduce the deficit. If anything, they made the budgeting shortfalls larger and contributed to the substantial growth in the national debt seen under President Reagan, one that grew nearly three times larger from 1981 to 1989—to a then record $2.6 trillion (Cannon, 2021).

President George W. Bush made many of the same arguments as Reagan and was able to succeed in signing sweeping tax cuts into law. They were a central hallmark of the administration, providing wealthier Americans with substantial tax cuts, including a cut in the capital gains tax (money earned by the growth in value of financial assets such as stocks). Emily Horton, who was a nonpartisan analyst for the Center on Budget and Policy Priorities, posited that “the largest benefits from the Bush tax cuts flowed to high-income taxpayers” (Horton, 2017). Once again, the “rising tide lifts all boats” metaphor was put into motion. However, analysis into the impact of these cuts suggest that “when the associated interest costs are taken into account, the Bush tax cuts (including those that policymakers made permanent) would add $5.6 trillion to deficits from 2001 to 2018. This means that the Bush tax cuts [were] … responsible for roughly one-third of the federal debt owed by 2018” (Horton, 2017).

This is a striking and quite damning conclusion from the standpoint of deficits and debt; tax cuts are often seen as expenditures in the budget, and similar assertions have been articulated by leading economists at universities around the world. Despite the rather clear evidence on this aspect of the taxation debate, it should be pointed out that lower revenues for government theoretically do not have to chart a straight line to greater deficits. It does remain possible to have less money and still balance a budget at the same time; politicians would just have to reduce funding for government programs and services, prioritizing only the most important spending and being more efficient across the board. However, because many of those individual programs and services are both popular and expensive to maintain, it becomes harder and harder to do more through government action with fewer and fewer resources. In the end, these factors usually work together in ways that lead to more borrowing and a larger public debt, as was the case throughout the 2000s under the Bush administration.

Whereas popular conceptions of Democrats hold that they always oppose tax cuts, many do offer vocal support for some moderate tax relief for middle- and low-income workers (while calling on the wealthiest Americans to pay more in taxes). Supporters of a tax structure that aims to more equitably redistribute wealth often argue that tax cuts for the rich simply leads to extra money sitting in some massive bank account somewhere, doing nothing for the economy or for government revenues. They contend that tax cuts should be aimed at the people who need them most in order to keep the economy expanding in ways that help everyone.

President Obama’s economic philosophy as it concerns taxes was essentially predicated on these ideas. As he often remarked during campaign events and while governing as president, the rich should be asked to pay their “fair share.” As a rough plan for fiscal year 2016 and beyond, “Obama’s proposed budget [called] for a total of $1.5 trillion in new taxes over the next decade, mostly on corporations and high-income households. He would use much of that money to pay for targeted tax breaks for low- and middle-income families” (Ohlemacher, 2015).

Notwithstanding the almost unprecedented nature of the economic fallout stemming from the economic turndown in 2008, which came to a head mere months before Obama came into office, tax policy in the following years did not necessarily make an observable improvement to the country’s financial standing. This is because politicians—including prominent Democrats such as Obama—almost never argue that tax increases should be used directly to reduce deficits or to pay down the debt. Although arguments are made about an improved deficit picture (very generally defined), the additional tax revenues are quickly spoken for, designated for investments in new programs or increases in funding for existing programs. Such is the logic of the worldview behind “tax and spend” liberalism: more government involvement is a good thing, whether it means higher taxes, more borrowing, or, as is often the case, both. Thus, in the end, tax increases under Obama did not lead to shrinking deficits. Under his administration, “expensive new policies slowed the deficit reduction, leading to $8.93 trillion in red ink rather than [a projected] $4.32 trillion—which is $4.6 trillion in additional deficits. Readers can determine which new costs were justified, and which were not” (Riedl, 2017).

The Trump administration’s historic tax cuts, signed into law in 2017, paint a picture of rising debt and deficits similar to what was seen under Reagan and Bush. The data from this recent period suggests that “economic growth increased briefly in early 2018 but quickly fell back to or even below the modest levels that persisted before” (Weller, 2020). This means that revenues for the government did not increase alongside the supposed economic growth that was supposed to result from the tax cuts—at least there was no specific, observable correlation (despite the notably strong economy in this time period). Maya MacGuineas, president of the Committee for a Responsible Federal Budget, put it bluntly: “Not surprising, if you cut taxes, you get less in revenues.… What we’ve been doing at the same time is we’ve been increasing spending. And no surprise, our deficit has exploded” (Horsley, 2019).

Tax cuts that reflect the policy priorities of conservative leadership have not spurred the kind of growth in treasury revenues that they predicted. Put differently, most tax cuts (whatever their other benefits) often lead to an increase in the degree of borrowing and the overall scale of the national debt, especially given the contemporary political and economic climate. By the same token, tax increases by liberal leaders have not tracked along with a smaller deficit or a reduction in debt. It seems as though both sides of the aisle are committed, each in their own way, to the notion that significant levels of borrowing by the government can be tolerated and may even be necessary to pursue their economic and social policy goals.
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Q19: HOW MUCH OF THE GOVERNMENT’S SPENDING IS SECRET AND KEPT HIDDEN FROM THE PUBLIC?

Answer: The U.S. Congress maintains a sprawling national security state that includes (1) the largest military budget in the world by far and (2) the planet’s most comprehensive intelligence community involving some 17 separate agencies. It encompasses the Pentagon and its massive $700+ billion annual budget and the various “three-letter acronym agencies” that most people are familiar with, such as the Federal Bureau of Investigation (FBI), the Central Intelligence Agency (CIA), and the National Security Agency (NSA). Much of this work to keep the country safe is, by its very nature, covert and subject to classification requirements. Knowledge about what the government might be doing in these areas is often kept hidden from the public on the grounds that such secrecy is needed for America when dealing with adversaries around the world. To divulge too much information about where the CIA is placing its assets and conducting operations, for example, would weaken its abilities to function and carry out its mandates. Very little is known publicly when it comes to this national defense component of the budget. Often referred to as the “black budget,” it amounts to more than $85 billion annually, less than 1.5% of the total amount spent by Congress each year.

The Facts: Throughout most of the history of the U.S. intelligence community, its total funding levels have been kept hidden from the public (Gellman & Miller, 2013). Usually, expenditures to conduct espionage and other covert operations were tucked neatly into overall funding provisions for the military or were shuffled around from other government agencies in a kind of bureaucratic shell game. A 1970 law—50 U.S.C. 403f(a)—allowed the CIA to “transfer to and receive from other Government Agencies such sums as may be approved by the Office of Management and Budget for the performance of any of the functions or activities authorized under Sections 403 and 405 of this title” (CIA’s Secret Funding, 1975). However, since 2007, there has been a slightly greater bit of transparency regarding this aspect of the budget. After the September 11 terrorist attacks in 2001, the 9/11 Commission (officially known as The National Commission on Terrorist Attacks upon the United States) recommended that the U.S. intelligence community declassify its budget. This recommendation was enacted in 2007 with the passage of section 601 of the Implementing Recommendations of the 9/11 Commission Act (Public Law 110-53). The passage of that 2007 law means a statutory disclosure of how much total funding the intelligence services of the American government receive each year is a matter of public record.

But whereas other spending in the federal budget is itemized and spells out details about how money must be spent, the funding figures for the intelligence community that are released to the media and to the public merely convey an overall funding number. In other words, it largely still remains a mystery where those dollars are going, which agencies receive them, and specifically what they are being used to accomplish.

In 2020, the total amount of funding was $85.8 billion, which comes in two different forms: (1) the National Intelligence Program budget, encompassing intelligence and any other expedient needs related to national security and (2) the Military Intelligence Program, which is under the purview of the military (i.e., the Department of Defense) (Swab, 2019). In 2020, appropriations were set aside in the amount of $62.7 billion for the National Intelligence Program and $23.1 billion for the Military Intelligence Program (U.S. Intelligence Community Budget). National intelligence refers to all the conventional intelligence operations of the U.S. government (many of which are managed by civilian agencies), while military intelligence essentially just denotes activities that are carried out by the Pentagon. Such sums of money are used to do everything from collect signals intelligence, pay informants and assets around the world, analyze vast sums of information, and carry out special missions in foreign countries (including so-called black ops), among other things.

Despite the near-total level of secrecy when it comes to spending for certain organs of government, many reports and disclosures are available as “open source” materials that can be found online or obtained through Freedom of Information Act requests. These bits of information do, at times, shed some light on what the CIA and other agencies have done with the money they receive. For instance, media outlets recently reported the $600 million contract between the CIA and Amazon’s Jeff Bezos to provide cloud computing infrastructure for the spy agency (Konkel, 2014). Other times, information trickles out in less conventional ways. So-called leaks by former officials who disclose classified information for various reasons can also make it into the mainstream press. Such was the case when Edward Snowden revealed many details about the black budget. In 2013, a former NSA contractor spoke with journalists at The Washington Post, revealing more than $14 billion in funding for the CIA, which constituted an increase of over 50% from the 2004 appropriations (Williams, 2018). Snowden emphasized, though, that he was careful to not reveal especially sensitive information about covert programs in his leaks and relayed some of the information to journalists on an off-the-record basis.

There are powerful arguments to be made for financial secrecy in these areas of national defense and security. In the words of former director of National Intelligence James Clapper, “our budgets are classified as they could provide insight for foreign intelligence services to discern our top national priorities, capabilities and sources and methods that allow us to obtain information to counter threats” (Gellman & Miller, 2013). It is critically important to ensure that covert operations that may decide the fate of millions of people’s lives remain intact; to do so, they must remain secret—especially sources (where and from whom agencies get their information) and methods (how agencies obtain information). Many Americans believe that spending less than 2% of Congress’s total budget on secret intelligence and national security projects (slightly more than 10% of the defense budget) is reasonable—as long as they are geared toward legitimate aims of national security and there is meaningful congressional oversight of such activities. However, calls for greater transparency about the intelligence community and its use of taxpayer dollars persist. Former congressman Lee H. Hamilton, who co-chaired the 9/11 Commission, suggested that releasing certain details about the black budget would be beneficial to cultivating a more well-informed public. He noted that “the burden of persuasion as to keeping something secret should be on the intelligence community, the burden should not be on the American public” (Gellman & Miller, 2013).
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Q20: IS SOCIAL SECURITY GOING BANKRUPT AND WILL IT BE VIABLE FOR FUTURE GENERATIONS?

Answer: Some Americans—especially those who tend not to favor the federal government administering large welfare and entitlement programs—contend the Social Security Administration (SSA) is going bankrupt and that beneficiaries of Social Security will soon see their checks dry up completely. Although these claims are unlikely to ever come to pass given the enormous popularity of the Social Security program—lawmakers don’t typically ignore programs that are vital to their constituents—there are some deep, structural shortcomings in terms of the long-term financial viability of the program that will need to be addressed in the years to come. If Congress does nothing to change or fix the program, there will be grave problems over the long term. However, if lawmakers are able to agree on how to place Social Security on a firmer footing, the program can chug along in perpetuity. Given how reliant millions of Americans are upon Social Security payments during retirement, substantial political will exists in both political parties to keep the SSA afloat.

The Facts: Social Security was set up in 1935 as part of the New Deal economic revitalization policies rolled out by President Franklin D. Roosevelt’s administration during the Great Depression. The program was the result of Roosevelt’s efforts to establish and administer a robust pension system that the American people could bank on and plan their financial lives around. This seemed especially important in this time period, given that people were still grappling with the financial devastation of the Great Depression. There were horror stories of elderly Americans literally starving or becoming homeless and destitute—especially as advances in medical care had begun to substantially increase life expectancy. A program specifically crafted to provide economic security to the nation’s elderly population (expanded in the 1950s to include financial support for Americans with disabilities) was thus widely seen as a godsend for millions of struggling families. In helping the neediest and most vulnerable members of society, it remains the crown jewel in America’s otherwise limited social safety net to this day.

To understand the health and stability of the system, one must grasp how Social Security works, how it is financed, and how it administers payments. The program gets most of its funding through payroll taxes, which are automatically applied to the paychecks of nearly every American worker. “Most Americans contribute 6.2% of their earnings to the Social Security system, and employers pay a matching amount. Those who are self-employed pay 12.4% of their income into Social Security” (Brandon, 2020). This money gets funneled into a trust fund, which is essentially a massive government-managed bank account. When someone qualifies for benefits—either by reaching retirement age beginning at 62 or as a result of disability—they begin to receive funds from the program. Younger workers pay in as they enter the workforce, and older retirees (who paid Social Security taxes for much or all of their adult life) are able to draw benefits for the rest of their lives. In 2019, a staggering 67.9 million Americans were able to draw a benefit from the program, according to the SSA’s own data (Social Security Administration, 2019). In the first decades of the Social Security system’s operation, it worked as intended, with some beneficiaries even receiving more than they paid into the system. However, over time, as eligibility requirements were relaxed and as the population aged, there were more and more people drawing a benefit at a time when dropping birth rates meant that fewer and fewer people were paying into the system.

The issue at hand can be expressed as a ratio: In 1950, there were approximately 16.5 contributors to the Social Security system for every recipient of Social Security benefits. By 2013, that number had dwindled to 2.8 contributors for every recipient (Social Security Administration, 2013). This simply means that more money is going out and less is coming in—a structural problem, which, if it continues into the decades ahead, could leave the trust fund tapped out or dried up (what some refer to as the “missing” trust fund):

As a result of changes to Social Security enacted in 1983, benefits are now expected to be payable in full on a timely basis until 2037, when the trust fund reserves are projected to become exhausted. At the point where the reserves are used up, continuing taxes are expected to be enough to pay 76 percent of scheduled benefits. Thus, the Congress will need to make changes to the scheduled benefits and revenue sources for the program in the future. (Goss, 2010)

Despite the structural inadequacies of the program as currently constituted, proposals of all different types have been unveiled to address those issues. But since lawmakers have faith in the solvency of Social Security in the near term (the next couple decades) and are reluctant to reduce benefits, tighten eligibility, or make other unpopular changes, little has been done to shore up Social Security’s long-term viability.

The most recent serious policy proposal was floated by President George W. Bush, who felt that part of Social Security could be privatized and placed under the greater control of individual Americans. He argued that “younger workers should have the opportunity to build a nest egg by saving part of their Social Security taxes in a personal retirement account. We should make the Social Security system a source of ownership for the American people” (Galston, 2007). Notwithstanding this major push by the president at the time, Congress was not able to act on the issue, and the idea essentially fell flat on its face. Critics argued it would be tantamount to gambling with people’s pensions in a volatile stock market, where individuals could lose a substantial part of their money. Others pointed out that such a proposal still would not fix the longer-term structural deficits projected to impact the trust fund.

In order to substantively (and mathematically) fix the shortfall, many politicians and media pundits have discussed other plans. The main ones include (1) raising payroll taxes, which would obviously boost revenues but would also anger some taxpayers; (2) raising or even lifting the cap on the amount of income that is subject to payroll taxes, which would also raise revenue; (3) decreasing payments, which would stem the flow of money out of the trust fund; (4) raising the retirement age for receiving benefits, which could be done gradually and would save billions of dollars; and (5) means testing, which would be a mechanism to restrict or eliminate payments to individuals who do not have a real need for a pension (i.e., upper-income Americans). Any one of these ideas would at least buy Social Security several years of continued viability. A combination of a few or even all of these ideas could very well put the program on a path to long-term solvency. When the urgency for reform arrives at the doorstep of Washington, D.C., it is extremely likely that a fix will be attained and that American workers of today can expect to receive payments during their retirement, even far down the road.
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Government Shutdowns

The concept of a government shutdown can be alarming and unsettling. These events occur when Congress and/or the president are unable to reach an agreement about funding the federal government for a specified period of time. In essence, the government runs out of money and temporarily grinds to a halt. Although the U.S. Treasury remains operational and the IRS continues to process tax receipts during such events, none of the revenue can be spent legally without formal authorization—a process in which Congress authorizes a specified amount of spending and the president signs the measure(s) into law. Therefore, when the legislative process breaks down—due to disagreements about spending priorities or even tangential issues that get tethered to spending bills—things have to be put on hold. Shutdowns result in interruptions of government services, the closing of facilities, and scores of government workers getting furloughed (told to stay at home without pay until a funding deal is reached).

The good news is that government shutdowns are usually rather short-lived (i.e., a matter of days or weeks), and they are really only partial shutdowns. The most vital organs of the federal government are still able to function during this period. It is not as if four-star generals or counterterrorism agents simply close up shop, leaving the country wide open to threats. Just as was the case during the COVID-19 pandemic, government workers deemed “essential” continue to work, although during a shutdown they may have to wait for back salary/pay (some even continue to work with no guarantee of being reimbursed). Hundreds of Transportation Security Administration (TSA) employees, for example, found themselves in this situation during the Trump shutdown of 2019 where they had to work with no guarantee of being repaid for their labor. “Essential” federal employees usually end up having to work while those deemed “non-essential” usually end up sitting and waiting on the sidelines (without pay) until whatever political disagreement exists on Capitol Hill and/or at the White House can be resolved.

Shutdowns are extremely undesirable and have many negative impacts on hardworking individuals. They also are a sign of deep political dysfunction in Washington, D.C., and serve to amplify the sense that the nation’s political leadership—Democrats and Republicans alike—are incapable of something as basic as keeping the government’s doors open.

It is often the case that shutdowns, or the threat of a looming shutdown, are used as weapons in hardball political negotiations—most often initiated by Republicans in moments when they see political advantage in arguing that federal spending is excessive. It is reminiscent of brinksmanship on the international stage, which involves two countries playing a game of chicken with their militaries and continually perpetuating hostile threats; neither side wants to be the first to blink or give into the other side’s demands. In a similar way, when one side in a budget negotiation sees that they stand to lose something vital to their causes or interests, and they stake things on what is considered to be a deal-breaker, they can essentially threaten bringing the negotiations right up to the precipice of a shutdown. Both sides dance right up to the line, hoping the other side will break down and decide to capitulate. Sometimes, actually tumbling over the cliff is averted as the urgency mounts on both sides of the stalemate. In other instances, both sides go down in flames, hoping that pressure to reopen the government will lead to one side giving in to the other’s demands. This is quite a dangerous political high-wire act, given the huge impact it can have on people’s livelihoods, as well as the well-being of the country and the economy as a whole.

Q21: WHAT IS THE PROCESS FOR REACHING A BUDGET DEAL BETWEEN CONGRESS AND THE PRESIDENT?

Answer: The essential starting point in federal budgeting is the previous year’s budget. It is very seldom a radical departure from the set of appropriations passed in the prior fiscal year. Past budgets that have passed into law generally serve as a baseline for allocations of funds for future budgets. Individual agencies of government are tasked with submitting budget requests for the upcoming year(s), which are handed over to the Office of Management and Budget (OMB), which is an executive branch agency that compiles comprehensive data on such matters. In turn, the office of the president is able to submit an overarching budget proposal to Congress, conveying the ambitions and priorities of the chief executive. From there, the individual congressional committees with budgetary authority dive into the details in order to hammer out a budget resolution, which embodies the federal government’s expectations regarding how much money it plans to spend and where it plans to spend it. Subsequently, Congress passes actual legislation in the form of appropriations bills, either sliced up to cover individual sectors of government or as a collective omnibus funding bill. Once passed by both houses of Congress, the president must sign the legislation for it to become law. Only at that point can the Treasury Department release funds for the purposes specified in the spending bill.

The Facts: The news media typically devotes considerable attention to the release of the president’s budget each year. It really has become the initial (and most significant) indication of how much money the federal government is likely to spend in the upcoming year. Despite the complexity of the document itself (74 pages for the Biden administration’s FY 2022 proposal), the bottom-line spending numbers in administration budget proposals are relatively easy for the media and the public to digest. However, the process is rather more complex than most people realize, and the procedures that exist today have not always been the norm.

For much of American history, these financial matters were confined to the inner workings of Congress, which controls the nation’s purse strings per the language of the Constitution. Due to various complications in the process, however, and especially as the federal government bureaucracy grew larger during the early 20th century, Congress decided to formalize budgeting vis-à-vis the Budget and Accounting Act of 1921. Signed into law by President Warren G. Harding, the legislation created the precedent of the White House submitting a budget proposal to Congress spelling out all the federal government’s spending needs over the next fiscal year. This act also created the OMB, which is an agency of the executive branch that assists the president in calculating and forecasting aspects of the evolving budget (General Accounting Office, 1966). Today, OMB is the single largest of the organs nested within the Executive Office of the President, with well over 500 employees.

Another major milestone in the evolution of the federal budget process came when Congress passed the Congressional Budget and Impoundment Control Act of 1974 at the height of President Richard Nixon’s Watergate scandal. This law established Congress’s own in-house budgeting arm known as the Congressional Budget Office (CBO) to give the legislative branch more formalized control over the budgeting process. In many respects, the CBO serves as the congressional counterpart to the executive branch’s OMB.

The 1974 law also set up a specific timeline for presentation of the president’s annual budget to Congress, setting a deadline of the first Monday in February (except for the first year of a new president’s administration). This often leaves less than two months for Congress to work through the content of the budget via its committees and convene for the consideration of a concurrent budget resolution by the deadline of April 1st (Longley, 2021).

Despite common perceptions to the contrary, this stage of budgeting (i.e., the passage of a concurrent budget resolution) still only constitutes a sort of road map for how much money will be spent in earnest. Concurrent resolutions are acts of Congress that technically do not carry the force of law, so the president is not required to sign them. Rather, such concurrent resolutions are a way for Congress as an institution to affirm to itself what its intentions are or to set the parameters within which it hopes to operate. This stems from the fact that the Constitution is incredibly vague when it comes to the actual processes that occur within the chambers of Congress; the House and Senate have free domain to set rules and procedures for themselves, such as how to organize, how to debate, how to vote, and so on. In this case, a concurrent budget resolution is a way for Congress to create its own guidelines for spending targets.

Given the partisan makeup of Congress, budget resolutions often come along with instructions that are part of what is known as the reconciliation process. This refers to a specific set of constraints in the way that a concurrent resolution of this kind can be debated and voted through the House and Senate. Perhaps most significantly, the process that is used allows for passage in the Senate with a simple majority (i.e., 51 votes or 50 votes and the tie-breaking vote of the vice-president). Otherwise, budgets would be nearly impossible to pass on their own in the Senate, which has a cloture rule requiring 60 votes. Effectively, this means that debate cannot end without the support of 60 senators—including, in most cases, lawmakers from both parties. In a closely divided Congress in which the two main parties have starkly different governing philosophies, finding 60 votes to end a filibuster has become virtually impossible.

For these reasons, budget resolutions are subject to the reconciliation process, which the majority party can pass without any support whatsoever from the minority party Congress (Kapur & Thorp, 2021). However, again, a concurrent budget resolution remains a mere in-house agreement or understanding among members when it comes to deciding on spending. It sets up the basic distribution for funding levels, including minimums and caps for various program areas.

In the end, the dollars and cents of Congress’s actions come in the form of appropriations. Budgeting is really only the planning stage of spending money, but an appropriation is when the decision actually gets made about what money will go where and for what purposes. Thus, the nuts and bolts of appropriations fall to 12 subcommittees that deal with various aspects of the discretionary component of the budget through appropriations bills: (1) Agriculture; (2) Commerce, Justice, and Science; (3) Defense; (4) Energy and Water; (5) Financial Services and General Government; (6) Homeland Security; (7) Interior and Environment; (8) Labor, Health and Human Services, and Education; (9) the Legislative Branch; (10) Military Construction and Veterans’ Affairs; (11) State Department and Foreign Operations; and (12) Transportation and Housing and Urban Development. Each subcommittee usually formulates its own appropriations bill to cover their purview, which can then be passed as standalone bills or can be consolidated into omnibus bills that cover many or all of the aforementioned areas. These bills are the legislative acts that go to the president for a signature.

The evolution of this overall budgeting process is actually rooted in a desire to promote a decent and constructive working relationship among branches of government; Congress would be wasting its time and the government would be colossally inefficient if it debated a budget that altogether contradicted the president’s vision and priorities. Accordingly, the legislative and executive branches can operate more smoothly if they are already on the same page in terms of what is expected to emerge from future legislative actions—including, quite crucially, budgets and appropriations legislation. This dynamic between the legislative and executive branches also stems from the inescapable fact that appropriations bills from Congress do not become law until the president signs them (barring a veto override with two-thirds majority votes in both the House and Senate). Therefore, Congress has had to consider this procedure as a sort of co-branch function, seeing the practicalities of working with the aims of the president and seeking out the opinion of the OMB and White House before proceeding with the finalization of the annual budget. This dynamic reflects the executive branch’s significant control over the many agencies of government (Pasachoff, 2016). The legislative and executive branches must work in tandem to manage the country’s finances.

The budgeting process is complex—and extremely tedious and boring to many Americans. It is nonetheless a crucial aspect of understanding the federal government’s finances. The Citizen’s Guide to the Federal Budget report once characterized the process as follows:

In some ways, the Federal Government plans its budget much like families do. The President and Congress determine how much money they expect the Government to receive in each of the next several years, where it will come from, and how much to spend to reach their goals—goals for national defense, foreign affairs, social insurance for the elderly, health insurance for the elderly and poor, law enforcement, education, transportation, science and technology, and others. Unlike the government though, a family can’t just decide to take money from its neighbors when it wants to spend more than it takes in. (Chessman, 2011, 70)

The government has tremendous control over how borrowing and repayment works out in the end, unlike individual families or consumers who can only hope to make ends meet in a strictly arithmetic sense. Some of the consequences of public decisions are indeed desirable (i.e., maintaining strong creditworthiness and allowing flexibility to make critical investments in times of need), while other consequences are rather more undesirable (i.e., inflation, volatile interest rates, and even the prospect of default). It is up to leaders in Congress to make important determinations about how budgeting can be managed in order to maintain the health of the economy and ensure opportunity and prosperity for as many people as possible.
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Q22: HOW FREQUENTLY HAVE GOVERNMENT SHUTDOWNS OCCURRED?

Answer: Shutdowns have been a relatively rare occurrence over the course of American history with all of them occurring since 1980, following passage of the Budget and Impoundment Control Act of 1974 and specific, updated interpretations of the Antideficiency Act of 1884. Among other things, accepted legal opinions on these and other relevant pieces of legislation indicate that it is unlawful for any federal employees to make or authorize any expenditures without explicit authorization from the Congress. In effect, this means that if there is no agreement on appropriations between the legislative and executive branches covering a specific time period, money dries up, and most federal employees are forced to cease operations. Such a dynamic involving a gap in funding has happened about 20 times, with varying consequences—some minor and some with significant fallout. Many of them were extremely short-lived (some only lasting hours) and did not result in any major organs or agencies of government stopping their work. In other cases, however (10 to be exact as of spring of 2022), prolonged shutdowns actually resulted in major agencies of government closing facilities and telling their workers to stay home without pay.

The Facts: Though relatively infrequent, given the sheer number of appropriations bills that are enacted, the last couple of decades have seen periodic shutdowns where sharp disagreements between Congress and the president came to a head. The very first government shutdown in American history occurred in September of 1976 during President Gerald Ford’s administration and lasted for a total of 10 days. The most recent one occurred from December 2018 to January 2019 under President Donald Trump. It actually broke the record for the longest shutdown in American history, lasting for a total of 35 days (Murse, 2020). Every shutdown is unique in its own way, although in every case, “when federal agencies and programs lack funding after the expiration of full-year or interim appropriations, the agencies and programs experience a funding gap … [and] if funding does not resume in time to continue government operations, then, under the Antideficiency Act, an agency must cease operation” (Shutdown of the Federal Government, 2018).

Oftentimes, short-term patches or fixes are passed that allow more time for negotiation on the major issue(s) that led to the shutdown in the first place. In such cases, the impacts of a shutdown are usually negligible and may not even lead to any disruption in government services. However, they may result in subsequent shutdowns stemming from the same point of disagreement after the short-term funding runs out. “In some instances, funding gaps after 1980 had limited effects on government operations because the gaps were either too short or occurred over a weekend, meaning affected agencies did not begin shutdown procedures before Congress restored funding” (Funding Gaps, 2021). These are the shutdowns that the news media pays little attention to and history largely forgets. More significant shutdowns with bigger sticking points and protracted results, on the other hand, are much more memorable and are important to understanding larger debates about governmental budgeting, deficits, and the national debt.

The 1995 shutdown (which was actually two consecutive shutdowns) was quite significant in this regard. It emerged over a dispute between Democratic President Bill Clinton and the Republican-controlled Congress led by House Speaker Newt Gingrich and Senate Majority Leader Robert Dole. Divided government, in this case, led to a fundamental deadlock. They disagreed over basic spending priorities and levels, especially concerning areas such as education and health care, with Speaker Gingrich threatening to refuse an increase in the debt ceiling as well. The first shutdown lasted for 5 days and the second one lasted for 21 days. In both instances, hundreds of thousands of federal workers were placed on leave, and major disruptions to essential functions of the government were felt. “The losers in the debt limit crisis were the taxpayers, who were out the millions of dollars of administrative expenses, the untold costs from disruption of the government securities market, and the costs of inaction on other vital legislation while congressional leaders were preoccupied … [which] may well be the most lasting popular impression of the 103rd Congress” (Cavanaugh, 1996, 148).

Under President Obama, another momentous shutdown took place in 2013 when a similarly divided government (i.e., a Democratic president and a Republican-controlled House of Representatives) could not agree on a continuing appropriations resolution, which would have provided temporary funding for the government. Conservatives in the House had been especially insistent upon limiting and delaying funding for the Affordable Care Act (known as Obamacare), which was the president’s signature legislative achievement. The stance of the GOP-led House resulted in a 16-day shutdown and cost taxpayers approximately $2.5 billion (Curry, 2013).

The government shutdown during Trump’s term in office is an especially instructive case study, if for no other reason that it is in such recent memory and broke records for total length. Determined to fulfill a major promise of his presidential campaign, Trump wanted to secure substantial funding for the construction of a wall along stretches of the southern border with Mexico. As part of the budget negotiations in 2018 and 2019, the White House and the Congress went back and forth on proposals, and various numbers were floated in terms of this funding. When the president refused to move from his demand for $5 billion for border wall construction, appropriations lapsed. Essentially, Congress refused to submit to President Trump’s demand to fund a border wall, and, therefore, the funding for the government got held up in the deadlock (Restuccia et al., 2019). Trump declared that he was proud to shut down the government in the name of border security, both sides dug in their heels, and the situation dragged on for over a month, making it the longest shutdown in American history. In the end, Trump agreed to sign a temporary spending bill to open the government back up, but was unsuccessful in getting the border wall funding he had insisted upon (Trump eventually pursued another route—declaration of a national emergency—to get funding).

Historians have noted that modern government shutdowns are often of modestly greater duration than their historical counterparts. This is because government has become more and more contested amid increases in polarization (see Q24). Furthermore, this most recent shutdown indicates that most shutdowns are not merely about the money. They are tied to specific disagreements over policy priorities that do not have a major impact on deficit spending and/or a growth in the size of the national debt. However, because they are widely believed to cost the federal government dearly (in the form of lost revenue and other harm to the broader economy), they remain an important aspect of understanding the fiscal environment in which the federal government operates.
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Q23: WHAT HAPPENS TO GOVERNMENT SERVICES WHEN THERE IS A SHUTDOWN?

Answer: Many federal government services and functions depend on specific appropriations approved by Congress and the president in order to operate. The minute that the funding dries up—by virtue of not having been specifically authorized through the legislative process—these organs of government begin running on fumes, so to speak. Sometimes, agencies are able to hobble along for a matter of days or even weeks with funding that has already been appropriated previously, but, in most cases, they become unable to continue their operations. They have no more money to issue paychecks to their workers, keep their offices open, or provide their usual services, and they typically remained closed until the shutdown blows over. Some government functions are simply so vital, however, that they continue to operate even during shutdowns in the interests of public safety or national defense, either with emergency funds they still hold in their coffers, with an expectation that back pay will be reimbursed, or even—in some cases—funding that may never arrive (i.e., unpaid leave), whereby “essential” workers carry out their duties without pay, out of sheer patriotism and uncompromising dedication to their jobs. Therefore, it is not so much that every agency witnesses a complete shutdown when one occurs. Realistically, that is often not the case, but most agencies are designated to work in a limited capacity and can fulfill only a subset of their normal duties.

The Facts: There is always some degree of fallout stemming from a government shutdown that lasts more than a day or two. In these instances, the heads of bureaucratic agencies turn to shutdown contingency plans and guidance from the OMB to respond. The specific consequences may vary, but in most full-fledged shutdowns in recent years, the great impact of a shutdown concerns furloughing workers. This means workers are told not to report to work and do not receive pay. The 2013 government shutdown, for example, resulted in the temporary furlough of 850,000 government workers (Nova, 2020). Furloughs apply mostly to civilian, nonessential workers—meaning federal employees that are not directly involved in managing urgent matters such as law enforcement, national defense, or maintaining public safety. Most furloughs are rather comprehensive, however. When the 2013 shutdown unfolded, many employees were forbidden from even checking their government email addresses from home or had to temporarily hand in their government-issued electronic devices, including laptops and mobile phones (Liberto, 2013).

During most shutdowns, government workers can expect that any paychecks they missed will be reimbursed once normal operations resume. This includes back pay for government workers who were compelled to stay on the job. In 2019, the Congress approved back pay so that people could at least receive compensation for their work when shutdowns occur. Until Congress took this step, there was “no guarantee that furloughed workers would receive back pay when funding to their agencies is restored, although that has been the practice following previous shutdowns” (Collins, 2019).

In addition to workers being put on hold and paychecks being stopped temporarily, facilities and properties managed by the federal government are also forced to close their doors when a shutdown occurs. For instance, national parks are usually among the first victims of shutdowns. Many close down entirely; others remain accessible to the public, but without park rangers on duty or maintenance staff for bathrooms, campgrounds, or roads.

It must be cautioned that in terms of the effects of a shutdown, they are certainly not total in their scope or impact; they are best considered partial in nature because essential workers must continue to carry out their vital functions during a shutdown. This includes anyone working in the interest of public safety or who is tasked with protecting life or property at facilities ranging from veterans hospitals to military bases. This applies to most active-duty military personnel, law enforcement such as FBI agents, and TSA employees and air traffic controllers. Obviously, these jobs simply cannot go unattended or unfulfilled. In addition, the U.S. mail continues to be delivered because it is vital to the economy and serves as the main vehicle for delivery of Social Security checks and other aid that millions of Americans rely on to survive every month. Nonetheless, even among vital organs of government that remain active and open, they are usually scaled back at the discretion of managers and agency administrators.

Additional fallout from shutdowns results in the form of wider damage to the government’s own finances and the broader economy. A September 2019 report by the Senate Permanent Subcommittee on Investigations, for example, estimated that the previous government shutdowns cost taxpayers nearly $4 billion (Peter G. Peterson Foundation, 2019). This loss comes from the fact that when certain agencies are closed, they cease to collect fees (e.g., national park entrance fees) or other payments for the goods, services, and resources they provide to the American people. More broadly, the economic damage that results can even be measured in terms of a downturn in consumer confidence and even a slight drop in GDP numbers. During the 2013 shutdown, for example, economists estimated that “each week the government remains shuttered will knock an estimated 0.1–0.2% off the annualised fourth-quarter growth rate—nasty, but not a calamity” (Closed until Further Notice, 2013).
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Q24: HOW DOES PARTISAN POLARIZATION OVER THE DEBT ISSUE AFFECT THE CHANCES OF A GOVERNMENT SHUTDOWN?

Answer: Economists do not get to decide how the public’s finances are managed; politicians do. Due to the sheer size of the current debt and the ongoing partisan political dynamics involved, the national debt looms as an ever-present concern for lawmakers on both sides of the aisle. And when polarization increases, impacting a wide range of public policy issues that both sides are extremely passionate about, impasses concerning appropriations are much more likely to occur. Given the political tribalism dominating affairs in Washington, D.C., these days, most observers expect more shutdowns in America’s future.

The Facts: One of the issues that drives a huge wedge between Democrats and Republicans is the national debt because the two camps have such different beliefs about how best to handle it. Liberals and Democrats tend to argue that borrowing is a vital instrument badly needed to make critical investments, even if substantial amounts end up getting added to the national debt. Conservatives and Republicans tend to argue that excessive deficit spending is out of control, that it hinders national security, and even that it is immoral to future taxpayers who will be on the hook for repayment. “Conservatives are anxious about an imagined debt problem that will never be resolved. Liberals bemoan the interruption of social progress in the name of debt reduction that is never achieved” (Cavanaugh, 1996, 150).

Undoubtedly, the debt is only one element of the larger debate over the nature of fiscal responsibility in the country’s capital, and ultimately, what is considered essential for the country. When something is truly vital, anyone would borrow money to fill that particular need. If someone was starving and could not afford food, but someone was there to offer a loan, any rational person would accept it. The same is true of funding public policy priorities as a politician or an entire party might see them. The problem enters the picture because a determination about what constitutes an essential expenditure is subjective, and when the discourse ventures into specifics, politicians clash with one another: How big must the military be to provide adequate defenses? How easy should it be for someone to qualify for Medicaid? Which roads and bridges have to be built (or repaired)? Who deserves help with childcare, housing, or food assistance?

In 2020, Democratic House Speaker Nancy Pelosi accurately observed that “the budget is a statement of values” (Pelosi, 2020). Spending priorities reflect what members of Congress care about most—as well as what they promised they would do for the people who voted them into office. Seen in this light, it is fair to assert that arguments over the national debt are more or less an extension of the disagreement over spending priorities in general. If something is considered truly worthwhile, it can be paid for through regular (existing) revenues, or it can be justified that money needs to be borrowed to cover it. If something is considered unnecessary, then it should not warrant the expenditure of existing dollars and it should likewise not require the borrowing of additional dollars.

Moreover, the budgeting process does not specifically point out or itemize which programs are responsible for deficits. All the money in the federal government’s coffers (including that which it borrows) is essentially sitting in the same pot, so to speak. Thus, it is impossible to say that a certain component of the budget is paid for/covered through taxes and that some other specific component of the budget is directly responsible for borrowing. It is all part of an overall calculation of revenues minus expenditures.

Political parties love to blame each other for what they perceive to be unwise spending priorities coming from the other side of the aisle, but neither side is blameless when it comes to the current national debt. There is a sort of unspoken, informal alliance between Democrats and Republicans whereby they find ways to compromise on their fundamental priorities. Both Democrats and Republicans share in the responsibility for the $30+ trillion national debt as of the spring of 2022, and both parties have shown a willingness to engage in record-breaking deficit spending in time of national emergencies, such as major recessionary downturns or economy-wrecking pandemics.

Democrats are inclined to accept deficit spending because they see it as an indispensable mechanism to make key investments in the country and to sustain social programs vital to the neediest people at the bottom rungs of American society. They see government services, programs, and regulations that address perceived societal ills as legitimate functions of the public sector. On the other hand, Republicans tend to argue, at least in theory, that the federal government should be lean, efficient, and live within its means by taxing and spending in a very limited way. On the whole, they express a desire for “small government” that respects individual and corporate freedom and provides comparatively limited social goods and services for the American people.

These aspects of polarization speak to a deeper-seated philosophical disposition that people are inclined to have regarding their faith in the public institutions that govern society. Whether left or right, such perspectives can be debated fairly to perhaps find some sort of appropriate balance. However, opinions and rhetoric on this topic have been taken to the extreme by both sides of the political aisle. It has become an intractable dynamic in Washington, D.C., as it concerns the unrelenting debate over the use of public funds. Democrats beat up on Republicans for being too stingy, and Republicans castigate Democrats for being way too freehanded. News headlines have demonstrated this time and time again in the modern era.

Most people will agree that citizens’ investments in the public sector demand that the system is managed in a frugal and prudential way, without excessive waste, fraud, or abuse. However, in taking this notion to the extreme, some conservatives tend to view the public sector itself as an inescapably unnecessary, wasteful, and often corrupt enterprise—hampering appropriations for an array of federal programs. On the other side of the aisle, some self-described socialists in Congress argue for what seems to be major federal government involvement in nearly every facet of American life—to the tune of tens of trillions of dollars in new spending. The result is that voices in the middle are drowned out and bipartisan compromise becomes harder to attain when it comes to how Congress spends its money. Particularly acute in recent election cycles, “polarization and partisan conflict lead to inaction, as ‘my way or the highway,’ ideologically rigid mentalities lower the probability of achieving the compromise” (Newport, 2019).

Arguments over perceived fiscal irresponsibility came to a head with the financial crisis and Great Recession around 2008. Even as the economy improved, “Republicans spent the early years of the recovery obsessed with the national debt, castigating Democrats for their supposed irresponsibility, warning about the dangers of the almighty bond market, and helping to construct complicated mechanisms to slash federal outlays” (Lowrey, 2018). The arguments alleging a falling sky, so to speak, when it came to the national debt and the economy more generally were all the rage, especially among Tea Party figures who rose to prominence during the Obama administration. Representative Scott Rigell, for example, said “I just don’t think we can quite grasp the painful reality that America is indeed subject to the laws of finance.… If we do not change course sharply, there will be a day of reckoning. And that day, in my view, is much closer than most think” (Reeve, 2011).

However, when Republicans have controlled both the White House and Congress over the past three decades, they have often set concerns over the debt to the side to pursue dramatic tax cuts for high-income Americans and corporations and increased spending on GOP policy priorities. For example, when Trump campaigned for president in 2016 he promised to eliminate the nation’s debt in eight years (Amadeo, 2021). Instead, the national debt grew by some $7.8 trillion—or nearly 40%—during his four years in office, stemming from historic tax cuts, which, not surprisingly, dropped government revenues, as well as a pandemic that came out of left field to wreak tremendous economic havoc (Lemon, 2021).
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The Financial Crisis and Austerity Measures

The U.S. economy began experiencing tremendous structural problems in 2007, initially with subprime mortgages and quickly spreading into many other areas. This culminated the following year with a precipitous drop in the stock markets, the insolvency of major financial institutions such as Bear Stearns and Lehman Brothers, and huge levels of unemployment. Collectively, these related events came to be known as the Great Recession, arguably the largest shock to the economy since the Great Depression of the 1930s. It was a meltdown that consumed nearly every corner of the economy, with countless ripple effects that were felt both in the United States and around the globe. This is because in a globally interconnected economy, financial transactions are all linked in some way, and a downturn in one sector can easily be transmitted to others vis-à-vis what has been labeled financial “contagion.” For example, if an insurance company guarantees or securitizes a portfolio of loans that goes belly up, they stand to lose vast sums of money, which can subsequently depress stock process, lead to mass layoffs, and in turn, damage consumer confidence, and so on.

There exists a giant web of interdependency in capitalism, and because the U.S. federal government derives its revenues from taxing the private economy, a recession of this size and scope—where there is a period of sustained, negative growth or contraction—can amount to a serious blow to Congress’s budget. During the crisis, deficits grew larger, the national debt piled higher as revenues dropped, and the government spent hundreds of billions of dollars on emergency bailouts and stimulus packages. Born out of an aversion to this series of events came a new strain of fiscal conservatism: the Tea Party movement, which declared its intention to impose meaningful fiscal discipline on Congress and the Obama White House. As this chapter sets out to chronicle, these events spawned a range of conservative economic policies designed to rein in what was perceived as “big government” run amok (i.e., one that is seen as too burdensome for taxpayers and unjustifiably intrusive in the private economy).

Q25: HOW DID THE 2007–08 FINANCIAL CRISIS IMPACT THE FEDERAL GOVERNMENT’S APPROACH TO BUDGETING AND MANAGING THE DEBT?

Answer: The events surrounding the financial crisis of 2007–08 caused a significant realignment in the way that many voters thought about America’s financial position. Socially and fiscally conservative Americans in particular expressed deep concern that large-scale spending approved in Washington to combat the crisis was blowing up the national debt and was inconsistent with “bedrock” values upon which the country was built (including low taxes and minimal regulations, a vibrant private sector, balanced budgets, and a lean federal government). So-called Tea Party conservatives, many of whom were closely allied with the Republican Party and hostile to the Obama administration, gained huge attention and support as they championed these ideas, leading to sweeping electoral victories for the GOP in the 2010 and 2014 midterm elections, when Republicans gained majorities in the House of Representatives and Senate, respectively. With this new tide of fiscal conservatism ascendant on Capitol Hill, the political atmosphere essentially flipped from widespread (often bipartisan) support for worthwhile government programs to a fierce ideological push to gut numerous government assistance programs and scale federal spending dramatically back. Above all, Republicans hoped to slash budgets and pay down the national debt as part of what they called an effort to put America’s fiscal house in order. However, since 2011, Congress has struggled to even limit the rate of growth in the federal budget and has not reduced the size of the national debt by a single dollar.

The Facts: A bit of background information is required here to fully flesh out how the Great Recession spurred a rebirth of fiscal conservatism in the country’s political discourse. The roots of the financial crisis can be traced back to a series of deregulatory policies that reached back for decades prior to 2008, whereby banks and other lending institutions grew to new heights on the back of continually relaxed lending practices. This led to ever greater consumer access to loans and other forms of credit—especially expensive home mortgages. The lending institutions approved mortgages to millions of individuals whose applications probably should have been declined (based on poor credit scores, low incomes, lax employment verification, etc.). Some people were even buying second and third homes as vacation or rental properties, reasoning that interest rates were extremely low and that rising home prices would continue to build equity.

Eventually, however, large numbers of mortgage holders became so financially stretched that they were unable to make their monthly payments, sparking a rising wave of foreclosures. As large numbers of home loans fell apart with stunning speed, banks and other lending institutions such as Bear Stearns, Fannie Mae, and Freddie Mac found themselves in an increasingly untenable position. They had expected to earn a certain amount of money through their lending operations (many of which were further repackaged and resold as other financial instruments known as mortgage-backed securities), but could no longer sustain their operations with the greatly reduced number of mortgage payments being received. The true value of their portfolios was catastrophically lower than they had previously assumed, and several of the biggest corporate names on Wall Street started to fall.

When this “complex, opaque, overleveraged and under-regulated house of cards” fell apart, it dragged down almost everything else connected to it (Blinder & Zandi, 2015). Insurance companies, hedge funds, and many other firms that in some way had exposure to the money markets started tumbling downwards, triggering widening circles of economic damage in the form of waves of job losses, dramatic cuts in consumer spending, and plunging stock values. This cascade of events prompted the Bush administration and Congress to provide financial help to major companies considered so enormous that if they failed, it would precipitate the collapse of the entire financial system.

One of the most notable developments in this jarring storyline occurred when Congress debated—but failed to pass—a major bailout for the major industries (e.g., banking and insurance) that were facing bankruptcy. After Congress initially failed to pass such a package on September 29, 2008, the Dow Jones Industrial Average Index plummeted by a staggering 777 points—93 points further than the Dow Jones fell on the first trading day after the September 11, 2001, terrorism attacks on the United States.

The stock market panic got the attention of everyone around the country, including elected leaders (mostly Republicans) who were initially reluctant to involve themselves too much in the affairs of private corporations. Many experts urged Congress to reconsider, arguing that it had no other choice to save the economy but to pass a comprehensive plan of government intervention capable of propping up crucial industries. Just a few days later, Congress tried again and successfully passed the bailout. It was commonly referred to as “TARP,” or the Troubled Assets Relief Program, which was signed into law by then President George W. Bush. In passing TARP, the government intervened to stabilize the economy by injecting large amounts of capital (more than $700 billion) into entire industries. Taxpayers essentially ended up purchasing large stakes in “too big to fail” firms to mitigate any further fallout from the crisis (Corner, 2013).

Although the economic stabilization programs only amounted to a tiny fraction of the total amount of national debt from this period of history, their wider social and political impacts cannot be understated, especially as it concerns discourse on the underlying financial health of the country. The onset of the Great Recession was a huge psychological shift and ushered in a significant revival of more conservative policy approaches. The government’s perceived culpability in allowing the crisis to happen, coupled with its controversial decision to bail out vulnerable companies and industries with financial assistance, provided an opening for conservatives to press for more drastic money-saving approaches to budgeting and reducing the national debt (despite the fact that the oft-criticized bailouts were hatched under a Republican administration led by President George W. Bush and Treasury Secretary Hank Paulson, both of whom were emphatic that the huge government intervention was unavoidable).

Anti-regulatory conservatives, on the other hand, were strongly united in opposing proposed Democratic reforms to rein in some of Wall Street’s operational excesses. Democrats were able to pass some such measures during the first two years of Obama’s presidency, when the party controlled Congress, but other proposals to reduce the economy’s vulnerability to Wall Street maneuvers and financial instruments ran aground on GOP opposition.

After Republicans retook the majority in the House of Representatives in the 2010 elections, they were unified in resisting calls from President Obama and his Treasury Secretary, Timothy Geithner, for additional financial help for struggling industries and American household, demanding instead that the Obama administration be significantly more frugal with taxpayer dollars. Sticking to various austerity measures such as sequestration—hard caps on each area of government appropriations—subsequently became a central issue in budgeting (see Q28).
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Q26: DID THE TARP BAILOUT SUCCEED IN PREVENTING AN ECONOMIC COLLAPSE?

Answer: The historic economic downturn in 2007–08 exhibited many alarming indicators reminiscent of the stock market crash of 1929 and the Great Depression that dragged on for years afterward. In response, the Bush administration rolled out the Troubled Assets Relief Program (TARP), which appropriated $700 billion to bail out a laundry list of major corporations that were facing near-total financial obliteration in 2008. These actions amounted to a partial and temporary nationalization of the economy; the government bought and controlled large stakes in several titans of American industry such as Bank of America (BoA), General Motors (GM), and American International Group (AIG). The Obama administration continued tackling the issue more than over $800 billion worth of additional economic stimulus in the American Recovery and Reinvestment Act in 2009.

After much of the dust settled and the nation had emerged from recession, the general consensus among leading economists was that all the relief money was well spent and that people would have suffered far worse without the government taking action. The Treasury Department even made headlines in 2014 when it announced taxpayers had turned a $15 billion profit, after the corporations paid back their loans with interest under the terms of TARP. Considering for inflation and some other factors, however, other analysts have suggested that the country’s taxpayers still lost money on the deal. Those losses, however, were negligible compared to the broader financial ruin that would have taken place if the government had not stepped in.

The Facts: Many of the bailouts of major financial institutions and industries in the wake of the financial crisis were heavily criticized, especially by conservatives who disagreed with major public involvement in the private economy. They alleged that the Bush and Obama financial rescue packages wasted taxpayer dollars. Some even warned that the bailouts created a moral hazard that would incentivize more risky behavior in the future (i.e., financial institutions realizing that if things go down the tubes again, they could simply expect to be bailed out by the government).

Despite several legitimate objections to aspects of the actions taken by the Bush administration in its final months in office as well as the newly inaugurated Obama administration beginning in 2009, however, many prominent experts of various political stripes have described the bailouts as a necessary evil, so to speak. Government seldom wants to intrude unnecessarily into the affairs of the private market, and certainly not if it costs billions of dollars that could be spent elsewhere. However, given the unique and extremely alarming circumstances that existed during the crisis, the consensus was that Congress had to step in and stop the free-falling economy.

They first did so with the Emergency Economic Stabilization Act, which set up TARP in 2008 to rescue the larger structural components of the economy (i.e., top corporations). Initially, $700 billion was allocated for this program (it was subsequently reduced to $475 billion after passage of the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010). Nonetheless, large sums of money were placed in this program, leaving much of the discretion about which companies would actually receive funds to the Treasury Department. In other words, the president, working alongside the Secretary of the Treasury, was able to direct funds into various industries based on assessments of the most urgent needs in the economy.

Even after TARP was set up, there remained great concern over what to do with aspects of the manufacturing sector, namely the auto giants in and around Detroit, Michigan. After some initial resistance to the idea, the Auto Industry Financing Program was set up as part of the overall TARP. “The Bush and Obama administrations loaned the auto industry, including GM and Chrysler, which is now controlled by Italy’s Fiat, $80 billion to avoid the collapse of the industry that they felt would result in the loss of millions of U.S. jobs” (Corner, 2013). Ford Motor Company, interestingly, weathered the financial storm to a certain degree by scaling back its costs in the run up to the crisis, but it still participated in the bailout program to avoid unnecessary or unfair competition with the other auto makers that had already taken money to stabilize their operations. Effectively, the U.S. Treasury Department bought large numbers of shares in the various companies, which could subsequently be sold off when things had improved.

Despite heavy criticism at the time, most mainstream experts and analysts have since concluded that the efforts were successful in stemming the potential collapse of one of America’s last great manufacturing sectors. According to formal estimates, “the federal bailout of General Motors Co, Chrysler and parts suppliers in 2009 saved 1.5 million U.S. jobs and preserved $105.3 billion in personal and social insurance tax collections” (Auto Bailout, 2013). This specific program area of TARP, which was formally ended with the Treasury’s final sale of its stakes in Ally Financial in 2014, did result in a total net loss of approximately $9.3 billion. However, it is fair to conclude that absent a bailout, “the cost of a disorderly liquidation to the families and businesses across the country that rely on the auto industry would have been far higher” (Auto Industry, 2021).

The next major thrust of the wave of government actions came in the form of the American Recovery and Reinvestment Act of 2009, which was aimed at injecting badly needed fiscal stimulus into the shell-shocked economy. This Obama administration program put more than $800 billion into the economy to stem rising unemployment and create more demand in the economy. In other words, TARP can be considered as a way of tackling the problem from the top down (i.e., saving the biggest financial firms), and the Recovery Act was more a way to tackle the problem from the bottom up (i.e., investing in thousands of small programs and initiatives that helped individuals).

Given that more than a decade has now passed since most of the government’s responses to the financial crisis, there is significant hindsight to fully analyze the results of the interventions. Although many conservative politicians still object to the government’s bailout actions on ideological grounds, something approaching a consensus has emerged among mainstream economists that TARP and the Recovery Act were successful, with benefits that greatly outweighed any drawbacks. Moreover, many believe that the size and scale of the intervention should have been even larger to have more effectively limited the damage that flowed from the downturn (Blinder & Zandi, 2015).

In strictly numerical terms, the bailouts and other recession-fighting actions taken by the government can be analyzed and interpreted from a variety of vantage points. The government posited that TARP netted a $15 billion profit, but some suggest that a fuller and fairer assessment would have to consider the role of inflation over the life of the program:

$441.7 billion in 2015 dollars is the equivalent of $402.71 billion in 2008 dollars, which would imply that TARP actually netted a loss of nearly $24 billion. This isn’t a perfect estimate, because TARP funds were paid back at different rates in different years, so the present value of those funds repaid differs, but the rate of inflation averaged close to 2 percent since 2008, so we know that some loss was incurred. (Palumbo, 2015)

A gain of $15 billion on one hand versus a loss of $24 billion may sound like a drastic range of possibility, and although every dollar kept in the Treasury is precious, even a modest loss from TARP is arguably beside the point. The amount of money it saved elsewhere in the economy and Congress’s budget is what proponents of the government’s actions highlight—however incalculable such sums might be. Though imperfect, TARP saved billions of dollars in tax revenue that otherwise would have been lost from a record number of bankruptcies, massive increases in unemployment claims, excessive volatility in the markets, supply-chain issues, and so on. Given a terribly unfortunate scenario, with a number of other far less appealing possible outcomes, the government’s actions pulled the country back from the brink of economic collapse. “All told, the policy responses—the 2009 Recovery Act, financial interventions, Federal Reserve initiatives, auto rescue, and more—were a resounding success.… Without it, we might have experienced something approaching Great Depression 2.0” (Blinder & Zandi, 2015).
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Q27: HOW DID THE TEA PARTY MOVEMENT CAPITALIZE ON THE PERCEPTION THAT THE GOVERNMENT SPENDS TOO MUCH MONEY?

Answer: The rise of the Tea Party movement was a sort of renaissance for conservativism in the modern political landscape. It changed the face of the GOP and brought a new agenda to Washington, D.C., while the nation was still recovering from the Great Recession. After the “red wave” election in 2010, the Republican majority in the House of Representatives played the role of foil to the progressive ideas and policy preferences of the Obama administration. Today, the emergence of the Tea Party is seen as an important historical landmark in the extreme political polarization that is still a fixture of the country’s politics today. Whereas President Obama was elected to carry the mantle of effective and large-scale federal government involvement in American life—by expanding health care, supporting green energy, and promoting several other notable initiatives—Tea Party figures were elected to do much the opposite. They rose to power in a bid to place serious limitations on the power of the federal government, broadly speaking, and to rein in the use of Uncle Sam’s pocketbook in particular. The Tea Party movement also became known for its socially conservative positions on a wide range of political issues.

Through the delivery of sometimes provocative, rhetorically charged campaign events, TV commercials, and cable news interviews, many new politicians burst out onto the political scene on the strength of messaging that resonated with Tea Party members. Texas Senator Ted Cruz, for example, was a central figure in this wave, arguing that the federal government was entirely bloated, overpriced, inefficient, and unnecessarily intrusive.

The Facts: The roots of the Tea Party movement extend back to “outsider” conservative politicians of the 1980s and 1990s such as Ross Perot and Ron Paul, who both tried on more than one occasion to run for president. Congressman Ron Paul had popularized things like protesting tax day and holding “audit the Fed” rallies to question the role of the Federal Reserve Bank of the United States in setting U.S. financial policies before similar protestations were echoed by Tea Party figures (Heilbrunn, 2010).

However, the election of Barack Obama to the U.S. presidency is widely recognized as the spark that caused the Tea Party and other right-wing movements to truly explode. Besides the rhetoric about the federal government overstepping its bounds or coming to involve itself in areas not envisioned by the founders—some of which can be seen as legitimate criticism—there was a certain personal antipathy, especially on the far-right, toward Obama, who in 2008 became the first Black person to be elected president of the United States.

A leading article of faith within the Tea Party movement was that too many of their tax dollars were being spent on people who did not deserve the assistance. Tea Party members and lawmakers asserted that entire communities had become far too reliant on the government for things such as welfare, food stamps, and many other social programs. They frequently argued that too many citizens were getting the short end of the stick by working hard, paying their taxes, and seeing others Americans—and even some undocumented immigrants—reap the benefits. In many instances, this frustration was explicitly or implicitly associated with minority groups, such as African Americans, Hispanic Americans, and other historically disadvantaged groups.

Tea Party members insisted that the federal government was catering to such individuals and groups (with President Obama as their champion), and many Republican lawmakers were quick to capitalize on this sentiment. They argued that the state of American democracy was weakened when large numbers of people are on the dole, the government involves itself in nearly every facet of people’s existence, and the national debt became so high that it constituted a burden to current and future generations.

Many of the aforementioned resentments of the right boiled to the surface the moment that Barack Obama won the election, but the policy issue of health care took the Tea Party’s rhetoric to new heights. It all came to a head when, in 2009, Democratic majorities in the House and Senate under this newly inaugurated Democratic presidential administration (sometimes referred to as a partisan “trifecta”) enacted the Patient Protection and Affordable Care Act (ACA, or Obamacare). This law, which was President Obama’s signature legislative achievement, sought to create a public option for individuals to obtain health insurance coverage, compelled everyone to get covered vis-à-vis the so-called individual mandate, and subsidized health insurance plans for low-income Americans. The reforms were seen as a historic accomplishment among most liberals, progressives, and Democrats, but it was loudly and vehemently opposed by Republicans and Tea Party members as a disastrous invasion of the government into private industry. Not a single Republican voted for the bill in the House of Representatives, and it fed further into the idea that the government was encroaching into an area historically managed almost exclusively by the private sector (i.e., individuals were responsible for their own health care, either by purchasing it themselves or receiving insurance through their employer).

Especially on the heels of outrage over the ACA, several independent political advocacy groups emerged to carry the mantle of this reenergized conservatism, working to oppose the Obama agenda. This included various groups that associated themselves with the historical reference to the Boston Tea Party, which was one of the seminal moments leading up to the Revolutionary War in which colonists dumped tea into Boston Harbor in protest to oppressive taxes and regulations imposed by British King George III. In a similar way, these newly formed groups saw themselves as quintessential patriots of the modern age, standing up as opposition to a government that was outstripping its legitimate role. Within months, group such as the Tea Party Patriots, Tea Party Express, and FreedomWorks popped onto the scene. They quickly became leading voices within the conservative movement (Benedictis-Kessner, 2011).

Despite the name, the Tea Party—generally conceived—was not a political party, per se. It was more of a decentralized political movement, consisting of many libertarians and other conservatives who for the most part ran in elections as Republican candidates and reliably voted for Republicans at election time. Self-described Tea Party voters carried many of these Republicans to historic victories in the 2010 midterm elections, winning back the majority in the House of Representatives under their Speaker, Rep. John Boehner. It was a major victory. In fact, “Democrats were trounced in the 2010 midterm elections. They lost six seats in the U.S. Senate, six governorships, and about 700 seats in state legislatures. Compared to 2008, Democrats lost 64 seats in the House and Republicans regained their House majority. The Republican majority elected in 2010 was the largest number of Republicans elected since 1946” (Campbell, 2010). These results showed the size of the political realignment and the traction of issues related in many instances to concern over the budget and the national debt. Since that time, however, the Tea Party “movement” has faded in importance as a distinct entity due to its steady absorption into the wider Republican Party.
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Q28: WHAT IS SEQUESTRATION AND HOW DID IT IMPACT THE NATIONAL DEBT ISSUE?

Answer: The debt ceiling crisis of 2011 was a seminal moment toward the end of President Obama’s first term in office, sparking a series of heated negotiations with Congress over how to deal substantively with persistent budget deficits. A key element of the deal that ultimately emerged, along with an agreement to raise the debt ceiling and avoid the Treasury defaulting on its obligations, was a process known as sequestration. Sequestration was a mechanism built into the Budget Control Act of 2011 designed to ensure that Congress followed through upon plans to cut nearly two and a half trillion dollars from the budget over a 10-year period. If the deficit reductions were insufficient and appropriations exceeded hard caps that were imposed, then sequestration would kick into effect and initiate automatic spending reductions in nearly all areas (excluding mandatory Social Security and Medicaid payments, civilian and military pay, and certain obligations made to veterans). By March of 2013, sequestration requirements were triggered, leading to a uniform dollar reduction of all programs in the areas affected, half from defense and half from nondefense programs. Although it did slow the growth of the budget somewhat in most fiscal years since 2013, subsequent legislation provided sequestration relief, watering down the impact and doing very little to limit the national debt. From 2013 to 2022, it has more than doubled, from about $13 trillion to more than $30 trillion.

The Facts: Sequestration was actually an idea that pre-dated 2010, when Tea Party Republicans took control of the House and expressed strong support for the idea. A plan to impose spending caps and automatic reductions into the budget was first hatched during the 1980s. “The idea of imposing automatic spending cuts in the federal budget was first put in place by the Balanced Budget and Emergency Deficit Control Act of 1985” (Murse, 2019). This law was arguably the first substantial effort to eliminate deficits in this specific way and served as the main approach to budgeting and deficit reduction until 1990, when Congress adopted a different model known as Pay-As-You-Go (PAYGO).

As the name suggests, PAYGO was an overall plan to configure the budget in a particular way: any existing and new programs would have to be funded by specific, associated revenue-generating plans. In other words, for every dollar that Congress planned to spend, it would have to offset this with cuts elsewhere in the budget or provide for revenues that would cover the increases. “Congress and the President first established a PAYGO law in 1990 as part of a bipartisan budget summit agreement to reduce the large deficits the nation faced. It aimed to prevent future Congresses from reversing the tax increases” (The ‘Pay-As-You-Go Budget Rule’, 2019). However, it was replaced by a sequestration model after 2011, when the sense was that PAYGO—despite its best intentions—had allowed deficits to grow too substantially.

In its crusade to limit the growth of the budget after winning big in the 2010 midterm election cycle, the conservative-led House of Representatives sought to implement various forms of austerity. This means that they tried to restrict the growth of the budget, minimize the amount of debt that was accumulating, and get the country’s fiscal house back in order. In this period, several other countries around the globe were forced to undertake this kind of an approach in the wake of the financial reckoning of 2008. The government of Greece, for example, faced a severe debt crisis, had to scale back many of its government programs, and ultimately put its hands up by formally defaulting on some of its loans from the International Monetary Fund (IMF) in 2015.

The United States was never really close to facing such a dire consequence, but the widespread concerns over the need for serious austerity measures resulted in the Budget Control Act of 2011, which contained sequestration provisions to impose automatic spending cuts on many government programs Republican sponsors of this bill said they wanted to force the government to stop growth in spending by instituting automatic spending cuts and other forms of austerity (while also staving off tax increases).

Sequestration was largely a Republican initiative, although the legislation that enacted it was also supported by President Obama, who signed the Budget Control Act into law in 2011. This was due to ongoing negotiations over what had been a protracted dispute over raising the debt ceiling. As discussed in Q12 earlier in this text, the debt ceiling refers to a maximum amount of debt that Congress can legally have on its books. Republicans were able to hold this over President Obama’s head, essentially suggesting that it would only be raised if austerity was generally imposed upon the budget. Those who aimed to limit the national debt in this time period could use it as the ultimate negotiation tactic: in order for Obama to get any legislative victories and fund his initiatives, the det ceiling would need to be raised. Thus, Republicans could essentially hold the issue hostage by insisting that they would only support increasing the debt limit if other austerity measures were put into place.

The heart of the compromise that emerged involved the creation of a special bipartisan committee to settle on targeted spending cuts, which if unsuccessful, would trigger automatic (sequestration) cuts. This seemed a very commonsense approach to budgeting and “was intended to serve as incentive for the Joint Select Committee on Deficit Reduction (aka the ‘Supercommittee’) to come to a deal to cut $1.5 trillion over 10 years. If the committee had done so, and Congress had passed it by Dec. 23, 2011, then the sequestration would have been averted” (Matthews, 2013). In this sense, the supercommittee was formed to “encourage compromise and action, rather than [sequestration] actually being implemented” (Davis, 2021).

Put another way, the fundamental idea behind sequestration was that both sides would agree to enact severe consequences that were almost universally disliked (i.e., across the board spending cuts), unless some kind of other agreement—more favorable to both sides of the aisle—could be reached. The Budget Control Act, for example, “would implement a brutish trillion dollars in cuts unless they came to a smarter grand bargain. Those cuts were divided equally between defense and nondefense spending, and applied indiscriminately across all eligible programs. Both sides hated the cuts from the get-go—indeed, that was the point. But no grand bargain materialized. And sequestration, odious as it is, has stuck around” (Lowrey, 2018).

Defenders of sequestration say such an approach to budgeting has served to restrict some of the excesses of the federal budget and force politicians to be more considerate of how programs will actually be funded. The House Committee on the Budget has itself reported that “excluding 2013, eligible non-defense non-Medicare mandatory programs have been cut through sequester by about 7 percent; defense mandatory programs by between 9 and 10 percent. This represents the full cuts called for under the Budget Control Act” (Understanding Sequester, 2017).

However, understanding—let alone quantifying—the true impact of these figures and of sequestration has been somewhat difficult. A Government Accountability Office report found that

many of the effects of sequestration could not be quantified or will not be known until future years, if at all, for a number of reasons including the timing of when funds are disbursed (such as grant cycles that start late in the fiscal year), challenges in isolating the effects from other factors, and the lack of currently available performance data for some programs. Moreover, congressional and agency actions mitigated some potential effects by shifting funds to higher priorities while deferring or reducing funding for lower priorities. (2013 Sequestration, 2014)

Any fair analysis of sequestration and the savings reaped by taxpayers must also take into account the losses that arguably resulted as well. This is because sequestration is a set of blanket indiscriminate cuts that may severely hamper the ability of government agencies to do their jobs and carry out their functions effectively. For example, analysts at the Brookings Institution found that the net effect of sequestration since 2014 has been burdensome, actually costing taxpayers money instead of saving a single penny. They point to four main factors that lead one to such a conclusion: limited internal oversight of programs that led to reduced waste prevention, a hampered ability to seek out fraud and less recovery of revenue, limited government investment that reduced certain longer-term returns, and reduced efficiency resulting from fewer high-skilled employees in the federal workforce (Wallack & Hudak, 2014). Seen in this light, claims that sequestration was good for the budget or for the national debt may require further and more detailed analysis.
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The Implications of Debt

Debt is a quintessential double-edged sword given that it holds the potential to be both a terrible burden and an incredible opportunity. It can literally crush someone’s finances, or it can allow someone to climb from rags to riches. Context is everything, and the details of every transaction matter, which is why it is disingenuous for anyone to simply assert that debt as a standalone concept is a good or a bad thing.

To illustrate, indentured servitude—once a common practice throughout much of the world—is understandably seen today as tantamount to slavery and completely contrary to fundamental human rights. It represented perhaps the most unfair form of debt experienced by individuals; people literally died while laboring for years to pay off their loans. On the other hand, consider the opportunity debt affords a person wishing to buy a home in the United States today. Without having all the money up front, it can be purchased with a mortgage—essentially just a loan, hopefully with a low interest rate. This allows a person of modest means to own a considerable asset. Even though they may lose money by paying interest to the bank or the mortgage company, they might profit in the long run after home prices in the area have risen. In the meantime, while owning and occupying the home, one is able to enjoy personal security and create a safe space to perhaps raise a family. Seen in this light, borrowing a huge sum of money (often an amount that the average person would not be able to pay off in anything less than 20 or 30 years), is actually a wise, even necessary, decision. In this respect, any form of indebtedness must be understood amid the broader context of the situation to assess whether it might lead to mostly negative or positive outcomes. The same is true for the debt picture of entire countries and their governments.

In modern American politics, there is a certain, rather fascinating psychology behind with the concept of debt. Those who oppose debt believe it is inherently problematic; they may always see it as something to avoid or fight against. Such observers see the sheer amount of government debt and it sounds alarm bells, even seeming to offend common sense, akin to a person taking out a second mortgage that they could never realistically pay off. On the opposite side of the spectrum, those who accept debt (generally speaking) often see borrowing as a remarkable and liberating financial tool, vital to filling the needs of people and programs across the country. They explain away colossal debt figures by saying that the money borrowed is entirely reasonable, leading to longer-term growth and able to be managed by a dynamic, enterprising country with excellent credit ratings. Still others seem to ignore the issue altogether. The national debt and finance in general can sometimes seem overly complex, many of the sums are simply too bewildering to comprehend, and it may even be somewhat blissful not to worry about it for now (like leaving a stack of unopened credit card bills on the kitchen counter). Furthermore, addressing sovereign debt as part of an evolving budget is an inherently long-term consideration (on the order of decades) while American politics tend to proceed in narrow two- or four-year increments, given the timing of elections. This produces wide ranging views on the national debt—often detached from the facts—if it even emerges as a salient issue to begin with.

Regardless of the different ways that average citizens may rationalize debt in their own lives or as a public policy issue, many implications flow from America’s national debt, all of which need to be addressed carefully and seriously. Congress, acting in concert with the president, must always grapple with fundamental questions such as these: How much is too much debt? How much is being paid to cover interest payments? How might the debt affect future budgets? How does it impact the economy as a whole? Are there any valid security implications that may result? In this chapter, these and other considerations regarding the public debt held by the U.S. federal government are examined amid the broader context of the country’s current fiscal position.

Q29: HOW MUCH INTEREST DOES THE UNITED STATES HAVE TO PAY ON THE NATIONAL DEBT?

Answer: Understanding the role of interest is crucial to understanding the overall national debt picture. Interest payments (i.e., servicing the debt), which result from an array of different types of financial instruments offered by the U.S. Treasury, are quite significant in terms of how Congress manages its pocketbook. They represent the costs of borrowing money. Naturally then, the country’s budget would stand to benefit from interest rates that are low (it also makes lawmakers more accepting of larger deficits).

The various percentage rates attached to government-backed investments have recently been at all-time record lows. This means that the government can have an easier time borrowing larger sums of money, which was certainly a factor in Congress settling upon such vast appropriations to combat COVID-19. It also helps to explain why net interest outlays have actually gone down over the past couple of years, while at the same time, overall debt levels have increased substantially: it is simply cheaper to fund the debt when interest rates are practically at negative rates (i.e., “real” interest rates that account for inflation). Nonetheless, the most recent data suggests that while running approximately $3.1 trillion in budget deficits during 2020, the government paid out a net total of interest payments in the amount of $345 billion, approximately 5.3% of total spending (Federal Net Interest Costs, 2020).

The Facts: In the beginnings of American history, financing the country’s debt was a chaotic affair. Debts incurred while fighting the Revolutionary War were largely paid back through a variety of means, including simply printing huge amounts of paper currency while shuffling around debts and payments through deferments and restructuring. This produced a degree of rather extreme inflation—hyperinflation—as Congress struggled to address all of its hefty financial obligations at the same time.

America’s debt burden was so substantial in this period, and the revenues from taxes so miniscule, that Congressman Robert Morris suggested in 1782 that Congress only pay the interest on the debt and “leave posterity to pay the principle” (Smith, 2015). This would mean that future generations would be on the hook for repaying the loans taken out by the government. Effectively, the country was completely maxed out on its credit at this point and was only able to make the minimum payments. After ratification of the Constitution in 1787, however, the country’s finances were rather efficiently sorted out through federal consolidation of the debt, stronger taxing authority, the establishment of common currency and a national bank, better regulation of commerce, and so on. Although the total national debt has always been at the back of leaders’ minds, the issue of financing the debt and making interest payments tended to subside as a concern after the Constitution came into force. The United States had largely gotten its fiscal house in order under Alexander Hamilton’s adept financial leadership and was gradually able to borrow money at lower and lower interest rates. In fact, from 1798 to 1945, average interest rates fluctuated but followed a relatively consistent downward trend—from over 8% to under 2% (Neufeld, 2020).

As the overall level of national debt grows with each annual deficit, the total amount of interest that is required has a tendency to grow as well (i.e., a growing principal). However, the actual numbers are very much dependent on the interest rates at the point when new bonds, for example, are issued and sold off to investors in relation to the maturity date. When interest rates go up, borrowing becomes more expensive, and the tendency is that servicing the debt (i.e., making interest payments) becomes a heavier burden.

When interest rates go down, borrowing seems more attractive as money becomes “cheaper,” and outlays to cover interest are less of an issue. The World War II period saw unprecedented levels of borrowing by Congress, but financing the large wartime debts was made much easier due to the low interest rates at the time. Decades later, there was a huge spike in rates lasting through the 1980s and 1990s, but more recently, they had declined quite steadily again, inching downward after 9/11, throughout the financial crisis, and during the initial phases of the COVID-19 pandemic. Rates reached all-time lows in 2020, with yields on 10-year Treasuries (a common benchmark in assessing rates) reaching below 0.5%. Considering the likely rate of inflation, this essentially amounts to a negative interest rate, what some analysts might call “free money.” In such an environment, financing the national debt seems to not illicit quite as much concern, but understanding rates is just one of the important components involved here.

Calculating the actual amount of interest payments made can be accomplished by “multiplying the face value of outstanding Treasuries times their interest rates” (Amadeo, 2021). However, because interest rates are consistently fluctuating based on reactions to market forces, several of the Treasury Department’s financial instruments are paying different amounts. Of course, they also depend largely on the length of the loan; shorter-term investment products pay tiny percentages, whereas the highest Treasury yields are associated with a 30-year maturity. This makes calculating total interest payments somewhat of a moving target, but one which the government is quite adept at tracking. Just as the debt is best understood in relation to gross domestic product (i.e., debt to GDP ratios, covered in Q3), agencies such as Office of Management and Budget (OMB) and Congress’s own budget arm, the Congressional Budget Office (CBO), view the government’s interest payments not as a bottom-line number, but rather in relation to the size of overall spending or the economy as a whole. Therefore, to understand how the trend lines have moved over recent decades, one must consider interest payments as a percentage of the federal budget and also as a percentage of GDP.

Current interest outlays in the budget are far from record levels, which is why today, it seldom garners much attention on Capitol Hill. History shows that “federal net interest costs as a percent of GDP were highest in the late 1980s and early 1990s, due to high interest rates on outstanding Treasury debt” (Van de Water, 2021). This period saw significant volatility in the financial markets; interest rates had even spiked to record-breaking heights of 15.8% in 1981 to ease serious inflationary concerns carried over from the negative experiences seen during the 1970s. According to White House data, by 1985, the government’s spending on interest payments reached a whopping 16.2% of the total budget and 3.6% of the country’s GDP (Federal Borrowing, 2021). In simple terms, the money the government had to borrow was expensive, meaning it took up a much larger percentage of the budget than it has recently. In fact, the turnaround has been rather striking in terms of the lower stresses of interest payments on the budget. “Net interest as a percentage of GDP fell from 1.7 percent in 2007 to 1.2 percent in 2015 before rising to 1.8 percent in 2019.… Although the debt increased significantly in 2020, net interest outlays declined both in dollars and as a percentage of GDP last year” (Federal Net Interest Costs, 2020).

Leaving the most recent observed data aside, this issue is also worth forecasting into the future, which government agencies and private think-tanks tracking the debt are keen to do. This is especially pertinent because forecasted data suggest that the downward trend in debt service from just the past couple of years is likely to reverse course somewhat substantially in the coming decades due to an expectation of rising interest rates. To put it in perspective, between 2025 and 2030, debt service will occupy about 10% of Congress’s total budget and will be closer to about 2.5% of GDP. At such levels, interest payments on the national debt may begin to rival the amount that the United States spends on defense. That makes this perhaps one of the most powerful arguments in terms of being concerned about the national debt. Although previous chapters have demonstrated that there is little concern associated with the debt becoming insurmountable or overly burdensome, the simple fact that interest payments are on track to become so large makes this a valid concern for citizens and political leaders alike.

Although it is possible to sustain 10% or even a higher percentage of the budget going toward interest alone (as the United States had done throughout the 1980s and 1990s), this represents a large sum of money that would otherwise have been spent on other budget priorities. Some demand-side economists argue that the total value extracted from the budget can be overcome with an increase in overall borrowing and the economic growth associated with it, but this may propel the United States down the same path of debt at an even faster rate where some kind of significant and perhaps painful readjustment might become inevitable. “Although the current low interest rates indicate that the debt is manageable for now and that the United States is not facing an immediate fiscal crisis, in which interest rates abruptly escalated or other disruptions occurred, the risk and potential budgetary consequences of such a crisis become greater over time” (Federal Net Interest, 2020). Voters and their leaders need to think seriously about what percentage of the total federal budget is acceptable to sacrifice on debt service, given the inherent risk that it brings. Would 10% or 15% be tolerable? Would 20% simply be too crushing? To put this in the perspective of the average American consumer in 2021, “U.S. households that carry credit card debt will pay interest charges of $1,155 on average this year” (El Issa, 2021). It amounts to only about 2% of the average person’s annual income.

Despite all the numbers and statistics, a strong perception exists that the amount paid in interest has become sizable and much more consequential as recent deficits have grown to colossal proportions. In 2021, the federal government will spend more than $319 billion on interest payments on the national debt. Averaged out across the American population, “this is the equivalent of … over $2,400 per household” (Interest on the National Debt, 2021). In personal terms such as this, servicing of the national debt is certainly worthy of the public’s attention and should be an important factor in how Congress formulates its budget, especially as unpredictable factors such as runaway inflation and/or interest rates could greatly compound the problem of a heavier debt service burden.
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Q30: HOW DOES THE NATIONAL DEBT AFFECT THE ECONOMY, INCLUDING THINGS SUCH AS INTEREST RATES, INFLATION, AND THE STOCK MARKET?

Answer: It is always important to understand the interface between the public sector’s finances and the way that the private sector economy operates. The national debt certainly does have an impact on the broader economy, including most of the textbook economic forces that are part and parcel of a free market. Interest rates, inflation rates, stock market prices, and practically all other economic metrics are in various ways affected by public-sector actions, especially the scale of its borrowing habits. Generally, the repercussions of growing public-sector debt are believed to create substantial benefits, at least in the short term, because aggregate demand is being created, spurring economic activity. However, critics of excessive federal government borrowing suggest that there are significant longer-term burdens associated with public debt increases such as upward pressure on interest rates and inflation rates, and likely suppressed returns in investment markets as well.

The Facts: Many viewpoints converge on the notion that excessive government debt is harmful to the economy, broadly speaking. At a point, too much public-sector borrowing can certainly crowd out private investment, cause a spike in interest rates, inflate the money supply, and even precipitate a sizable financial crisis (one of confidence as well as actual valuation). The real question is where “appropriate” levels of borrowing end and “excessive” levels of borrowing begin. Demand-side economists of the 20th century, such as John Maynard Keynes, argued that public-sector deficit spending ought to be pursued aggressively as a default policy approach, particularly if and when economic distress or a substantial downturn was at hand. When the government spends more than it takes in, it issues bonds or other financial instruments to cover the difference. That amount of money can essentially be thought of as cash being injected into the economy, and as the thinking goes, it generates growth in production, employment, wages, and so on. Thus, it is quite well accepted in modern times that some degree of deficit spending is actually a net benefit, acting with significant stimulative effects.

However, skepticism of such an approach emerges in direct proportion to the scale of a government’s borrowing increases (past a point). Seen in this way, demand-side deficit spending cannot simply continue toward infinity, and, eventually, anyone would have to recognize counterproductive results from a debt that grows unreasonably high, but again, there is no agreement regarding where such a point is reached.

In the long term, we can’t be sure at what point the national debt imposes a significant drag on the economy. A recent paper by economists Carmen Reinhart and Kenneth Rogoff has been widely cited as evidence that bad things will happen if the national debt exceeds 90 percent of GDP. They show that growth rates tend to be somewhat lower (about 1 percentage point) for countries with debt over that threshold than for countries with debt below it. (Johnson & Kwak, 2012, 151)

In terms of interest rates, “extensive studies of the assumed link between government deficits and ‘real’ interest rates have generally found no significant relationship” (Cavanaugh, 1996, 42). However, many other observers have noted that, if anything, there is a push-factor of increased public-sector borrowing that often leads to higher rates. This is because as debt grows and more bonds or other Treasury-backed products are offered up to cover shortfalls, investor demand tends to decrease, making a more lucrative return on investment necessary for them to be sold. “CBO’s research found that over the long-term, an increase in the debt-to-GDP ratio of 1 percentage point is associated with an increase in inflation-adjusted 10-year interest rates of .02 to .03 percentage points” (Higher National Debt, 2019).

In reality, this can be offset by other factors, and the demand for Treasury securities remains huge; they never really go unsold. Some of the Treasury’s financial products are even in sufficient demand to allow for bidding. The Treasury will proceed down a list of bidders, from the most agreeable returns (and the associated volumes) to the point where the total necessary issuance has been reached. Other financial products are simply sold with a fixed rate to the point where the government has raised whatever money it needs at the time.

Nonetheless, if, in theory, the government began selling products at volumes that the markets would not easily sustain, investors would demand more return for the risk of buying “paper” that is overabundant, confidence in such products would wane, and investment would likely flow elsewhere as a result. “The amount of nominal government ‘paper’ the market is willing to absorb for a given structure of prices and interest rates is presumably limited. A one-time increase in the supply of debt not met by a corresponding increase in demand is likely to manifest itself as a change in the price level or the interest rate, or both” (Andolfatto, 2020).

The implications of this point must come under careful consideration when it comes to the levels of debt that Congress is willing to incur, especially because interest rates are so important to everyone in the economy. Indeed, higher debt “makes the United States a riskier buy for bond markets, and interest rates might eventually soar if investors become more wary of the federal government’s promise to service the debt. Left on the current trajectory, high debt could very well threaten the ability of the American people to sit in the driver’s seat” (Boccia, 2019).

When it comes to inflation, there is a similar impact of excessive government borrowing serving as a push-factor in the acceleration of this problem, where the value (i.e., the buying power) of the dollar sinks lower and lower. Effectively, with inflation or hyperinflation (an extreme form of inflation with a month-over-month rate greater than 50%), there are too many dollars chasing too few goods. Considering that value is tied to scarcity, people selling their items demand higher prices because there is too much money in circulation.

This was a huge problem in the U.S. economy during the early years of the republic and seems to be an inescapable pitfall of any poorly managed money supply or currency being placed into circulation. “In order to pay for its significant expenditures during the Revolution, Congress had two options: print more money or obtain loans to meet the budget deficit. In practice, it did both, but relied more on the printing of money, which led to hyperinflation” (U.S. Department of State, 2009). In such a circumstance, the value of banknotes plummets at stunning rates and people resort to things such as price gouging, bartering, and hoarding to keep their economic heads above water, damaging the entire economy in the process. An almost 8% annual rate of inflation hit the U.S. economy in 2022, the highest in more than four decades, sparking widespread concerns that Americans are continuing to plunge into another volatile period in the country’s economic history. Increasingly, critics of the Biden administration’s policies tie this economic circumstance to excessive federal spending coming out of the pandemic and what seems like a crushing amount of national debt, looming ominously over future budget negotiations.

Excessive borrowing can tank the value of paper money and it can also compel interest rates to be raised beyond healthy levels, disrupting credit markets. “An ongoing issuance of debt not met by a corresponding growth in the demand for debt is likely to manifest itself as a higher rate of inflation.… As long as inflation remains below a tolerable level, there is little reason to be concerned about a growing national debt” (Andolfatto, 2020). The Federal Reserve has been aiming, since 2012, to see inflation rise by about 2%, which is generally seen as a consistent and appropriate rate of increase. The present financial position of the United States has led some to conclude, however, that “higher rates of inflation and a loss of confidence in the dollar have greater chances of occurring over time. And the rising interest costs associated with higher debt would increase interest payments to foreign holders of U.S. debt and thus reduce U.S. national income” (Federal Net Interest Costs, 2020).

Critics of the U.S. government’s deficit history of record-breaking debt-to-GDP ratios and hundreds of billions of dollars in annual interest payments have coalesced behind the idea that the growing debt is ultimately damaging, not beneficial, to the economy in a broader sense. This includes the fact that

Federal borrowing competes for funds in the nation’s capital markets … crowding out new investment in business equipment and structures. Entrepreneurs face a higher cost of capital, potentially stifling innovation and slowing the advancement of new breakthroughs.… Over time, lower confidence and reduced investment would slow the growth of productivity and wages of American workers. (Fiscal & Economic Impact, 2021)

The idea is that if the government occupies a larger share of the economy by issuing too much debt, it displaces economic activity in the private market. This may even depress gains seen in certain markets, to include stocks and all manner of other types of investments.

Finally, there is also the contention that too much government debt can bring about an outright financial crisis of some kind that would be catastrophic to economies around the globe. It is worth considering the notion that “high national debt can seriously hamper a country’s economic growth, with creeping effects that result in a sudden and unpredictable crisis. An increase in public debt beyond a certain sustainable threshold is associated with depressed economic growth, with effects worsening when researchers factor in high private debt” (Boccia, 2019). There might be a greater risk of precipitating a financial crisis, especially if at some point perceptions in markets turn to the view that American debt obligations have overstepped their bounds. Ultimately,

if investors lose confidence in the nation’s fiscal position, interest rates on federal borrowing could rise as higher yields would be demanded to purchase such securities. A rapid increase in Treasury rates could also lead to higher rates of inflation, which would reduce the value of outstanding government securities and result in losses by holders of those securities—including mutual funds, pension funds, insurance companies, and banks—which could further destabilize the U.S. economy and erode confidence. (Fiscal & Economic Impact, 2021)

Such an erosion could conceivably accumulate and “snowball” over time, “creating losses for mutual funds, pension funds, insurance companies, banks, and other holders of government debt—losses that might be large enough to cause some financial institutions to fail” (CBO: Consequences, 2014).

These kinds of consequences would potentially be catastrophic and lead to the kind of financial contagion the world has seen on other occasions, including the Great Depression of the 1930s and the Great Recession of 2007–08. However, many economists place stock in the notion that the United States is the de facto global reserve currency issuer, which carries with it certain privileges of what seems like a nearly unshakable degree of investor confidence. This makes the prospect of a sudden, major financial shock or meltdown from the U.S. national debt seem highly unlikely, even considering the scale of America’s approximately $30 trillion debt tally.

As long as the dollar is the dominant global safe haven …, it’s hard to envision the United States experiencing a severe, sudden fiscal crisis.… There may be some debt threshold where investor sentiment is likely to turn against Treasury bonds rapidly—but it is probably higher than for other countries. Things would have to go badly before investors would pull the plug on the United States, and they would have to go worse than anywhere else. (Johnson & Kwak, 2012, 154)
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Q31: DOES A BALLOONING NATIONAL DEBT COMPROMISE U.S. NATIONAL SECURITY INTERESTS, ESPECIALLY IF LARGE SUMS ARE OWED TO CHINA?

Answer: The nexus between record-setting national debt and the ability of the United States to preserve its national security looms as a particularly interesting (and consequential) element of this discussion. Observers have noted how there is a potential for the burdensome aspects of debt—especially financing the debt (i.e., making interest payments)—to weigh down and degrade American power. This is because a country’s military capability is directly linked to its financial might. Without sufficient funding for staffing, training, and equipping the armed forces and intelligence services, the country’s defenses can begin to erode and more easily become eclipsed by other powers on the world stage. This dynamic leads many experts to conclude that as interest payments grow to occupy a larger and larger share of the budget, funding for the military (and all other programs for that matter) will inevitably suffer and will have to shrink.

This is absolutely an important consideration for America’s leaders to keep in mind as they plot grand strategy headed further into the 21st century. Though not an immediate harm to national security per se, the continuation of the debt trends projected over the next few decades may serve to gradually, but quite consequently, displace significant room in the budget for U.S. national security priorities. The particular issue of allowing specific foreign powers such as China to hold large sums of Treasury products does not, in and of itself, constitute a pressing national security concern. Given the huge lead that the United States still holds over every other military force on the face of the globe, and still-manageable extent of the current debt held by the public, American national security remains on a stable foundation, according to leading experts, in the near to medium term.

The Facts: There is a widespread belief among many national security analysts that the scale of the rising debt may soon present a real security problem. There are two main thrusts to this general argument: (1) interest payments will simply begin to hog too large a share of Congress’s budget, thereby shrinking vital appropriations for the Pentagon and the Intelligence Community, and/or (2) American debt in the hands of foreign adversaries such as the Chinese or Russian governments can escalate tensions, if not bring about armed conflict in the future. In 2018, for example, Director of National Intelligence Dan Coats charged that “the failure to address our long-term fiscal situation has increased the national debt to over $20 trillion and growing.… This situation is unsustainable as I think we all know, and represents a dire threat to our economic and national security” (Cox, 2018).

Such concerns have been further heightened by the amount of debt that piled up during the COVID-19 pandemic and the rate at which China is modernizing its armed forces. At some point in the very near future, the United States may no longer be the top military spender and thereby might have to think about seriously scaling back its strategic posture:

Some observers have focused on the question of whether large federal expenditures made in response to the domestic U.S. economic effects of the pandemic, and the impact of these expenditures on the federal budget deficit and federal debt, could lead to greater constraints in coming years on U.S. defense spending levels. As a follow-on matter, these observers are additionally focusing on the question of whether responding to such increased constraints will (or should) lead to revisions in U.S. defense strategy, changes in U.S. defense programs, and a reduction or termination of certain overseas U.S. military operations. (Congressional Research Service, 2021)

More broadly, from a geopolitical standpoint, some scholars fear the issuance of excessive federal debt instruments could lead to a different kind of insidious problem. They warn it could signal to the international community that the United States is precariously overextended, perhaps even making foreign countries and investors question whether the United States is truly on firm economic ground. If international “skepticism about America’s future” (Lieberthal & O’Hanlon, 2012) grows too strong, allies may feel less allegiance to their relationship with the United States and geopolitical adversaries could become more comfortable playing the role of “bully” in their own regions of the world.

For their part, the politicians in Congress have shown considerable drive, especially among Republicans, to ensure that the defense budget is not swallowed up by debt service costs and America’s military commitments around the world are maintained. This means keeping up colossal defense appropriations, no matter the other pressures on the budget.

Aside from the overall budget keeping up with the perceived needs of the military, it is also debated widely whether having significant debt held in the hands of foreign adversaries serves to expose the United States to a certain type of financial national security risk. At first glance, many people may look at debts that are owed across international borders—especially involving rival powers—and assume that such a state of affairs could be problematic. However, debt between countries—alongside many other forms of economic, political, and cultural connections—can actually serve as a stabilizing force. When economies are interconnected, and when people owe each other money, they are arguably less likely to wage war against each other. After all, a dead rival is unable to repay its loans.

In fact, this is arguably one of the most significant aspects of the calculus involving the likelihood of possible conflict between the United States and China at some point in the future. Experts largely agree that extensive financial intermingling is a strong limiting factor, and the relationship is symbiotic or mutualistic. Not only does China own a substantial portion of America’s debt (which it wants back upon maturity), it is highly dependent upon the American market. Without millions of consumers in the United States purchasing manufactured products of all kinds, the Chinese economy would quickly begin to falter. In the opposite direction, the United States has grown accustomed to borrowing money from China. Meanwhile, the U.S. economy is utterly dependent upon the Chinese manufacturing sector; American factories have been closing down for decades because it is much cheaper to have things made and assembled in China or other developing countries due to cheaper labor and other factors.

There is mounting debate, however, over the particular question of whether Congress should allow the Chinese Communist Party (CCP) to hold such a large share of American debt. To be sure, individuals who are most concerned about the debt tend to account for the fact that much of it is owned by foreign investors or foreign governments. Foremost on the list of countries that may conceivably add a national security component to the problem of excessive national debt is People’s Republic of China (i.e., “mainland” China). Although large-stakes foreign ownership of American debt instruments can theoretically be problematic due to run-of-the-mill market forces and financial volatility (present in all forms of investment), knowing which countries own the debt is little more than a fun fact. Nearly all mechanisms of finance in the modern age are widely internationalized, sliced up into myriad pieces and distributed to people and organizations in nearly all corners of the globe. Therefore, the national identities of the owners of American debt matter little.

The statistics on who owns America’s national debt is nonetheless interesting to probe how other powers think about the stability of American democracy and, thereby, the prevailing liberal international order. “Currently, about one third of foreign-held U.S. treasury securities are held by Japan and China, with Japan holding about 17 percent and China 16 percent as of August 2019. These two leading foreign holders are followed by the U.K. and Brazil (5% each), Ireland and Luxembourg (4% each), and then the Cayman Islands, Switzerland, Hong Kong, and Belgium (3% each)” (Peltier, 2020). America’s debts are spread rather widely across the developed world, although the false perception persists that somehow China owns nearly all of America’s debt. Given the publicly available data, this common assertion is, of course, not accurate.

An oft-expressed concern in the media is that if China, or Russia, or perhaps some other adversary of the United States owns significant amounts of its debt, such countries will be able to exert a major form of leverage over Americans. However, the nature of the leverage is often misinterpreted: it favors the debtor more than the creditor. In other words, the United States would likely have the upper hand in terms of who owes whom. The ultimate extreme of this idea would conceivably entail one country simply deciding to “cancel” its debt repayments to another country—the scenario of a legislatively backed hard default against an enemy. For example, the question has been floated that “with all the economic damage China wrought by covering up Covid-19’s spread, why should Uncle Sam pay back the $1.1 trillion it owes the People’s Republic?” (Foley, 2020). Moreover, Law Professor John Yoo, of the University of California, Berkeley, said that “the U.S. could ‘make China pay for COVID-19’ by reneging on its commitment to bondholders. Conceivably, Washington could even cancel Chinese-held treasury debt and us[e] the proceeds to create a trust fund that would compensate Americans harmed by the pandemic” (White, 2020).

However, these scenarios are unlikely as they would (however justified on moral grounds) cause untold economic disruption spreading out throughout the rest of the international economy and would undoubtedly also maximize tensions between Washington and Beijing—a relationship that is already strained. The fallout would make it almost entirely unfeasible and undesirable for all interested parties, including the country that would have initiated this sort of a default-inspired financial crisis. To not pay back America’s debts, even to what are widely perceived as clear adversaries, would almost certainly “cause market chaos, potentially trash the dollar’s status as a reserve currency and fail to slow the pandemic’s course” (Foley, 2020). The wider geopolitical disruptions would no doubt cause ripple effects in numerous other ways that are far beyond the scope of this explanation.

The supposed problem of who owns the debt—and whether it might take away from the United States’ ability to properly defend its interests—is further mitigated by the fact that roughly half of the debt is owned by private American investors, along with the Federal Reserve. The rest is spread around the international community (i.e., foreign holders), but not all of it is tied to any foreign government. Rather, a considerable portion of the debt is held by private investors who are based all around the world. In fact, in 2020, 40.8% ($2.8 trillion) of foreign holdings in U.S. federal debt was held in the hands of private investors (Labonte & Nagel, 2021). Thus, the United States has a relatively small share of its debt held by foreign adversaries. Much more of the debt is secured by, and firmly rooted in, American financial interests, further reinforcing the full faith and credit of the U.S. government.

In this context, the debt can be seen in somewhat better light; it is not as if foreign entities who dislike the United States are the ones holding debt over Uncle Sam’s head, ready to pounce financially the moment that wider conflict breaks out in the future. Economically, it strengthens bonds within and beyond America’s borders, and does so in the estimation of many leaders, in the furtherance of reduced conflict or hostility between and among countries. The nature of economic connectedness between and among players in the international economy suggests that large debts owed across oceans tend not to automatically heighten tensions or lead to conflict. If anything, economic interaction (including the existence of debt instruments) strengthens bonds between countries and forces them to the negotiation table (generally) in a more peaceful way. Fortunately for Americans, U.S. national security rests on a much broader platform than simply whether or not the debt is large or small and whether it is owed to friends or foes.
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Q32: CAN LENDERS SIMPLY CALL IN THE DEBTS OWED TO THEM BY THE U.S. GOVERNMENT AT A MOMENT’S NOTICE?

Answer: There is a popular misconception that the riskiest part of continuing to have a large national debt is the prospect of foreign countries simply calling in their debts all at once, which would somehow bankrupt the United States overnight. However, this is an impossible scenario that does not reflect the way lending and finance actually work. Just as an individual has a monthly due date on their credit card bill, governments know (and can plan for) when and under what terms their debt obligations are due. In the world of bonds, this is referred to as maturity—the point at which the debt is owed to the lender (plus whatever interest payment that gets tacked on). Thus, foreign countries (or any holders of American-issued bonds) can never just call in their debts at the drop of a hat. There is a formal and transparent process for all of this, which allows the United States to meticulously plan out its debt repayment schedule and calculate projections regarding what the budget is probably going to look like many years or even decades into the future.

The Facts: Some Americans harbor fear that China or other holders of American debt might suddenly demand all its owed or walk away from the U.S. economy. However, individuals and organizations who have loaned their money to the U.S. federal government in the form of bond purchases are never really able to just “call in the debt” whenever they feel like it. Modern finance is altogether more complex. It involves detailed, prearranged terms, conditions, and procedures for how various forms of “money” (i.e., currency, precious metals, or even just numbers in a banking app) can move around the globe.

In the case of the federal government, most of its borrowing comes in the form of several different financial “products,” meaning various forms of collateral given to an investor in exchange for lending money to the government. There are Treasury Bills, Treasury Notes, Treasury Bonds, and many other specific types of Treasury-issued securities. They each have their own way of calculating and processing interest payments or returns to investors, but they all are designed to accomplish the same goal: allowing the Treasury to borrow money to cover the deficit spending mandated by Congress.

The timing of a return on investment is crucial in this analysis; the Treasury’s financial products work according to a fixed schedule of some kind. They are sometimes structured to pay out interest amounts on a fixed basis that comes every 6 months, or 1 year, or 30 years, or whatever the case may be. For example, “Treasury notes are interest-bearing securities, offered in multiples of $100 … offered in 2-, 3-, 5-, 7-, and 10-year fixed maturities” (Driessen, 2016). They pay an interest to the holder every 6 months. “Treasury bonds are interest-bearing securities, offered in multiples of $100, with maturities of 30 years” (Driessen, 2016). These are not the only way that a loan of this kind can be set up, however. One can purchase T-bills (short for Treasury Bills), for example, which pay off in a very different way. They are bought up front at slightly less than the ultimate face value. Once the bill is owned for long enough to attain the maturity price, the investor can recoup the full, face value amount. The profit is realized insofar as it is purchased for less money than it eventually is worth (Treasury Bills, 2014).

No matter the specific terms of loans such as these, investors of all stripes are happy to leave their money with the U.S. Treasury, confident in the knowledge that they will get their money back and earn a reliable rate of return. All in all, it is a safe place for someone to park their money; there is confidence that the money will definitely be there when it is due, and, of course, the value (i.e., returns on investment) will almost certainly have gone up—as expected—by that point. That means that such financial products are far less volatile than many other forms of investment: stocks, commodities, startup companies, or bonds from other countries, for example, that have much lower credit ratings. Riskier investments may indeed have the potential to earn someone significantly more money (e.g., a much higher interest rate), but they are by the same token much more likely to depreciate or lose value. Therefore, government-backed assets such as bills or bonds are in quite high demand. As has been the case for decade after decade, this system of finance allows for a constant flow of credit to suit all of Congress’s borrowing needs.

All the aforementioned financial products that are sold to investors, which could be private individuals within the United States or central banks of foreign countries, can be thought of as little more than pieces of paper (now electronic in form) that represent value. They are more or less IOU slips given to the person buying them, with a rate of return and a maturity. “In the world of business and finance, maturity stands for the last payment date of either a loan or some other form of financial instrument. It is also known as the maturity date” (Herold, 2021). This is why the timing aspect is so crucial to this analysis: bondholders cannot simply call in their debts; they wait for them to mature. This is not only because those are the rules, but because that is how one actually earns the profit, by waiting for the maturity to occur.

The only other way that someone could, in a certain roundabout way, “call in the debt” held by the American taxpayers vis-à-vis the sovereign debt would be to sell off their holdings to a third party. To use an example that some have elicited, the Chinese government could, in theory, decide to offload all of its American Treasury products, selling them to various third parties throughout the free market. However, it would simply be transferring this portion of its wealth into a different form (i.e., another country’s bonds, other foreign currencies, certain stocks and investment funds, etc.). The U.S. Treasury products themselves would still be completely viable from a financial perspective. The U.S. government would still be able to use the money it had originally borrowed; the transaction is still just as worthwhile to the issuer (i.e., the Treasury).

The only difference would be that the payout goes to someone else: the subsequent holder of the asset. In any event, it would be extremely unusual for a country to completely divest itself of all of its bonds issued by another country, at least under normal circumstances. Doing so would create significant economic disruption to market valuation, future interest rates, and levels of consumer confidence in a global marketplace, harming all parties in this financial web, but it would also hit China’s wallet in this hypothetical situation.
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Reforms and the Landscape Ahead

The national debt issue has inspired a wide range of responses and policy options, many of which are aimed at reducing or, however fancifully, eliminating, the debt altogether. However, the issue will only be addressed in direct proportion to the level of political will that exists to do so. Over recent years, leaders in both parties have shied away from any substantive plans to limit the perpetual cycle of deficit after deficit. Many are happy to run up the debt as long as their particular policy priorities are met. Others genuinely do not perceive the national debt as a problem to begin with, with some even seeing it as a powerful tool for creating demand for goods and services and throttling up the economy.

Although fiscal conservatives had some minor success in limiting the rate of growth in the national debt for a few years after 2010, serious calls for austerity have lost significant steam, especially in times of crisis and with such a low-interest borrowing environment. Even to former members of the Tea Party, who have aligned themselves with the Republican Party, the debt issue has fallen behind other political and cultural issues in perceived importance. It has been the case even as the debt has continued to climb higher each and every year since the Tea Party emerged on the political scene. Some members of Congress have tried to put the spotlight back on debt during the Biden administration, especially as part of efforts to derail proposed new programs or policies with which they disapprove, but outright budget hawks in Congress are relatively rare today. If there is no broad-based support for cutting back the projected rates of borrowing and spending at some point in the near future, or otherwise changing America’s financial trajectory, business as usual is surely to continue until some kind of shock forces a form of fiscal restraint on the system. Any attempt to limit or otherwise deal effectively with the debt, without the onset of a potential financial crisis, can only emerge from a truly bipartisan effort.

In terms of how the United States could feasibly approach easing the pressure on mounting debts, only five basic options are actually available: (1) raising taxes to boost revenues; (2) cutting spending to reduce outlays; (3) growing the economy, which increases tax receipts; (4) inflating the money supply; or (5) defaulting on debt obligations, which is the worst possible of all options and essentially means that the government stiffs investors by refusing to pay back what it owes. Certainly, the last option is nearly unthinkable in the United States, although various other countries have had to go down this road, leading to a restructuring of their obligations and a huge downgrade in their credit rating (examined further in Q34 of this chapter). In all likelihood, some combination of the first four options can reasonably be expected to act as an effective hedge against any debt-related problems that might be looming ahead. This chapter turns an eye toward the future, including some of the specific ideas that have been floated to pay down the debt and shore up the country’s overall fiscal position.

Q33: WILL THE NATIONAL DEBT EVER GET PAID OFF BY FUTURE GENERATIONS?

Answer: Given the size of the national debt and the fact that borrowing has become an indispensable component of governmental budgeting, it is extremely unlikely that the debt held by the public will ever again be reduced to zero dollars, as was the case ever so briefly during Andrew Jackson’s time in the White House in the early 19th century. It is a far safer bet to assume that as long as Congress is standing intact and able to spend money, it will also borrow money and, in turn, carry some degree of debt on its balance sheets. However, it is assured that the almost $30 trillion debt owed by today’s taxpayers will indeed be paid off over the next few decades (barring some kind of unprecedented circumstance precipitating a hard default). Treasury securities simply reach their maturities on a predetermined schedule, and the cycle continues perpetually with the issuance of new securities. Therefore, it might not seem like the debt is ever being paid off, but in reality, debt repayment is happening all the time while the government continues to take out a series of additional, often larger debts. It can be thought of like a flowing river; the water that a person sees passing them by is never the same water, even as the river itself appears to stay in place. Water can enter and leave the system at different rates, from upstream and downstream, causing the apparent size of the river to grow or shrink. Many observers believe that America’s “river” of debt is likely to continue to grow in size in years to come.

The Facts: Nobody truly knows where America’s debt is likely to stand much farther down the road. As one analyst noted back in 1996, “we can project GDP, based on reasonable economic assumptions; but the debt is a political phenomenon, not an economic one, and is no more predictable than the political makeup of the U.S. Congress” (Cavanaugh, 1996, 8). In addition, although some people see reducing or even eliminating the national debt as a prudent and responsible course of action, efforts to actually realize this goal face extremely strong obstacles and headwinds.

Predominating monetary theory and practice from the past few decades leads to an understanding that the continued issuance of debt is an inextricable part of how not only the American economy operates but also how the entire global financial system works (assets everywhere are tied to the U.S. dollar or held in U.S.-backed securities). In this way, there has been a sort of reimagining of the national debt in recent decades—especially by economists and other analysis writing on the subject over the past several years. In fact, there is a certain view of America’s debt that transcends the usual constraints of public finance, suggesting that the debt may even just grow forever (and that it will all be fine).

It might seem illogical or even counterintuitive that the national debt can continue to grow indefinitely, but an important factor to remember is that the world of global finance more or less revolves around the United States, which accounts for about 60% of the international money supply. With everyone else around the world pegging their values and their own money supply to that of the U.S. dollar, and trusting inherently that the U.S. government will continue to back up the money by honoring the terms of repayment, then the U.S. money supply is at the whim of the Federal Reserve. Through the printing of dollar bills and the sale of Treasury securities, the government can effectively grow the money supply as large as it wants. Of course, it is responsive to market forces and other practical limitations, but as long as everyone believes in American stability and in American currency, then the debt can indeed continue to grow with no end in sight.

This unlimited growth model of debt is, in effect, the same as the debt never being paid down or paid back to many observers. In reality, yes, an individual investor can present a mature security and get back their money. However, capital flows generate more activity and are almost never a one-time deal. As soon as most treasuries are redeemed at maturity, investors often choose to immediately roll their money and their gains (i.e., their original principal plus the interest they earned) right back into the purchase of new securities, thereby resetting the clock on their investment and continuing the growth process. Furthermore, Congress is effectively deciding how much of this kind of economic investment takes place via the size of the deficit, and the Federal Reserve meanwhile controls the paper money supply. If managed in these ways, the numbers simply continue to grow, everyone continues to play the game, and the economic carousel continues to spin around and around.

Once a government issues new securities, they are technically debts, but if considered another way, they are really just alternative forms of money. The government prints money, which people subsequently believe has value; they go around in the economy and pass that value around in exchange for goods and services. Securities are issued in practically the same way. Treasury products can be bought and sold in secondary markets, expressing value in exchange for other investments, for cash, or for other units of value. Moreover, when paying back securities as they mature, the U.S. Treasury can simply “go to auction and re-auction off a new security to raise the necessary money. So, in this way, the government actually never has to pay back the debt, and in fact, it can actually let the debt grow forever” (Lang, 2021).

This is the ultimate exception to using the metaphor of an individual person’s finances to explain the government’s finances (certainly imperfect, but used throughout this text to demonstrate the basic relationships and factors involved in the lender/borrower relationship):

While a household has a finite lifespan, a government has an indefinite planning horizon. So, while a household must eventually retire its debt, a government can, in principle, refinance (or roll over) its debt indefinitely. Yes, debt has to be repaid when it comes due. But maturing debt can be replaced with newly issued debt. Rolling over the debt in this manner means that it need never be ‘paid back.’ Indeed, it may even grow over time in line with the scale of the economy’s operations as measured by population or GDP. (Andolfatto, 2020)

Nonetheless, the national debt remains a potent vehicle for outrage at the government (and its taxing and spending policies). Although most leading experts reject “doom and gloom” scenarios related to the national debt and its potential for derailing the U.S. economic system, political angst is generated by the idea that such a collapse is possible. Concerned observers complain that the debt is not taken seriously and cannot just be explained away with economic maneuvers by the Federal Reserve and/or the Treasury Department. This sentiment of wanting to bring Congress’s revenues and spending into alignment may appeal to a certain fair-minded interpretation about how economics is supposed to work, but on the right, it also appeals to people’s basic love of country: their patriotism. There is even a website where any average American can give a monetary gift to the government in order to help pay down the national debt, with a “Gifts to Reduce the Public Debt” order form available at Pay.gov. Assuming Congress’s largely bipartisan unwillingness to reduce the debt, it will take an awful lot of generous donations to pull it off: nearly $86,000 per citizen.

In the short term, sharp, ongoing disagreements persist over what types of spending priorities should be pursued, and how they should be paid for. In the long term, there are grand debates over whether the national debt is a nonissue or presents some kind of looming crisis. However, some common ground can likely be found in the optimism expressed by leaders and members of both of the country’s major political parties that America will meet its challenges and plow boldly into the future, as it has done in previous eras of difficulty.

Many scholars believe that through a combination of wise strategies, “it is possible to stabilize the national debt, preserve the fiscal space necessary to deal with future crises, and maintain our social insurance programs while also removing economic distortions and helping tackle some of our most urgent challenges,” despite the following:

People will prefer different combinations of tax increases and spending cuts to bring the national debt under control, with different implications for the role of government and the way risks are spread across society. But most importantly, our long-term debt problem can be solved—without the need for drastic remedies like eliminating Medicare as an insurance program or raising tax rates to 1950s levels. (Johnson & Kwak, 2012, 231)

Such things are possible because the United States still enjoys a privileged economic position relative to much of the rest of the world. In fact, the words of diplomat Warren R. Burgess from 1949 still ring true today:

[America is] endowed with rich gifts—an intelligent citizenry, great wealth in natural resources, boundless opportunities for development, and a tradition of venturing and energetic enterprise which has constantly pressed forward the frontiers of accomplishment. If we have wisdom to cherish these priceless advantages, which have brought us so far already, we should meet and surmount [the debt] challenge as we have met and surmounted greater crises in the past. (Burgess, 1949, 166).
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Q34: WHAT WOULD BE THE RESULT OF THE UNITED STATES DEFAULTING ON ITS DEBT REPAYMENT OBLIGATIONS?

Answer: In the world of finance, there is nothing worse than “default”—being unable to pay back a loan when it is due. It represents a fundamental breach of the lender/borrower relationship, and given that trust is the basis of all finance, a default on America’s debt repayment obligations would present a huge hit to the creditworthiness of the U.S. federal government, as determined by private-sector ratings agencies such as Standard & Poor’s (S&P), Moody’s, or Fitch, which are very well respected by investors around the world to help them assess risk.

Though extremely unlikely to happen in the short to medium term given America’s centuries-long track record of paying back its loans (and any interest accrued) on time, some form of defaulting on parts of the national debt would severely damage the country’s reputation and mean that subsequent investors would be extremely unwilling to own U.S.-issued debt. At a minimum, “a downgrade of the nation’s pristine credit rating could lead to higher borrowing costs for the U.S. Treasury, companies and consumers” (Schneider, 2019). If it got bad enough, interest rates would go through the roof, the U.S. government would find it much harder to borrow money even in times of national financial emergency, and Congress would be forced to live strictly within its means.

The Facts: The relationship between lender and borrower breaks down when there is a default, which means that the lender is unable to repay their loan(s) by a specified date. Given the fact that the U.S. economy is the largest in the world and the U.S. government commands the most power and influence of any country in the world (backed up by its colossal military), it seems unlikely that the United States would ever default on its debts in any significant way, and thus, it seems unlikely that lenders would ever be unwilling to lend the United States money. The United States can sustain its debt situation because it still enjoys perhaps the best overall reputation in the world of finance and can continue to run on the debt treadmill, constantly paying off old loans and taking out new ones. Lenders want to know that their investment is secure and that they are likely (if not guaranteed) to get their money back—with interest, of course. As long as that sense of trust remains intact, and investors are willing to purchase all the securities that the Treasury offers up, then the scale of America’s debt is not necessarily to be viewed as inherently problematic.

The rock-solid reputation of the United States’ financial institutions are an extension of the idea that the U.S. dollar is the world’s reserve currency and that no other financial entity on the planet commands as much power. American banking and its financial policies undergird the entire system and have maintained the best possible credit score—based on their reliability in repaying loans—for as long as such ratings have existed. Theoretically, however, no country is immune to debt problems for all time.

There is indeed a notable history of other countries facing some version of a default in the past. For instance, Russia experienced a hard default in 1998, meaning that it had to completely stop making certain payments to holders of its debt. It happened when “the Russian government and the Central Bank of Russia (CBR) devalued the currency, defaulting on massive debt reserves” (Rousseau, 2014). Mexico, Iceland, and Greece also experienced similar inabilities to meet their obligations.

The aftermath of any kind of default is grim. Crashing and burning in this way induces all kinds of pain and significant disruption that can reverberate throughout the entire global financial system. Even a small downgrade in a country’s credit rating can bring about very real fallout. Interest rates for mortgages and credit cards can spike, stock and bond markets may take a nosedive, state and local governments lose funding, students’ borrowing costs rise, and government pension funds are depressed (5 Consequences, 2015).

Despite these very real concerns, sovereign countries play by financial rules that are somewhat more fungible than other actors in the private sector. “Country defaults tend to be very different than businesses or individuals. Instead of going out of business … countries simply restructure their debt by either extending the debt’s due date or devaluing their currency to make it more affordable” (Kuepper, 2020). When it does, unfortunately, have to happen, the end result is usually quite salvageable, though. Consider that

many countries undergo a rough period of austerity followed by a period of resumed (and sometimes rapid) growth. For instance, if a country devalues its currency to pay its debt, the lower currency valuation makes their products cheaper for export and helps its manufacturing industry, which ultimately helps jumpstart its economy and make debt repayment easier. (Kuepper, 2020)

Some analysts have arrived at the notion that the scale of the United States’ debt has become insurmountable and that some sort of default is inevitable at some point in the future. Under such an interpretation, it has been argued that it might very well be advantageous to avoid a hard default (an immediate, large-scale one) by initiating some sort of “soft” default scenario, which might be less catastrophic and less likely to kick off a massive financial crisis. It would not be pretty or particularly ethical, but it might be the lesser of all available evils, according to some. It could conceivably be a

one-time devaluation of the dollar which enables the government to pay back its debts in full, albeit at a lower intrinsic value.… The Treasury would peg the dollar to gold, oil, natural gas or silver—or perhaps a basket of those commodities. By choosing a weak valuation, for instance, $10,000 per ounce of gold, compared to the current market price of roughly $1,290 per ounce, much of the debt could be paid down thanks to a much weaker dollar.… To prevent hyperinflation, the government would have to assure investors that the soft default was a one-time occurrence and that future politicians won’t repeatedly pull the same trick. That’d require a law or perhaps even a constitutional amendment. (Stein, 2019)

This scenario provides an imaginative pathway for America to shed its current debt predicament, but it seems implausible under current conditions (economic, political, or otherwise). If, however, economic statistics paint a very darker picture years or decades in the future, this discussion about defaults—including a managed or soft default—could very well rear its head again.
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Q35: WHAT IS THE LEADING JUSTIFICATION FOR A PROPOSED BALANCED BUDGET AMENDMENT?

Answer: Given the tendency for modern governments to rely on the issuance of ever-expanding debt instruments, a growing chorus of people have arrived at the belief that the debt structures around the world are on an unsustainable path and are bound to eventually come crashing down. Foremost among the debts in the crosshairs of such criticism is the United States’ multi-trillion-dollar fiscal hole, the largest ever seen in history at more than $30 trillion in debt and still growing. In response, some momentum has been built behind the idea of a constitutional provision (i.e., an amendment) that would force Congress and the president to balance the budget. In other words, under such a change to the country’s founding document—upon which all other laws are built—it would be illegal for the government to engage in deficit spending by exceeding whatever it takes in from taxes and other revenues. Such a measure, however, faces extremely high hurdles to ratification and has been harshly criticized by prominent voices from across the political spectrum.

The Facts: As many American consumers know firsthand, excessive reliance on credit cards and other money borrowing options can be a slippery slope to crushing levels of debt. This is why many politicians over the years have risen to insist on some kind of constitutional basis for ensuring that America’s finances remain on an even keel:

One of the most persistent political issues facing Congress in recent decades is whether to require that the budget of the United States be in balance. Although a balanced federal budget has long been held as a political ideal, the accumulation of large annual budget deficits and the associated growth of public debt in recent years has heightened concern that some action to require a balance between revenues and expenditures may be necessary. (Saturno & Lynch, 2019)

The idea of a constitutional provision to balance budgets was around at the time of the framers of the Constitution. However, it did not receive sufficient levels of support for inclusion because it seemed unnecessary to impose such a mandate on Congress. In addition, such a provision would have been especially impractical at that time, since the U.S. government already had massive debts on the books from the Revolutionary War to cover everything from pay for soldiers to food and armaments.

After America’s credit issues were shored up decades later, few objected to minor deficit spending on an “as-needed” basis. It was not until much more recently, in the 1970s and 1980s, when both deficits and national debt began steadily rising, that the idea of a balanced budget amendment (BBA) of some kind was widely discussed and came to be supported by mainstream politicians (mostly in the GOP). However, the idea keeps getting held up and, to this day, has an extremely low likelihood of being adopted because of longstanding arguments over how it could actually be put into place. There is not even broad agreement about the basic definition of “balanced” budgets:

This definitional problem is far from trivial; any sound definition must say what is to be included and, at least by inference, who is to be responsible for ensuring that its provisions are carried out. When additional provisions are added to balanced budget proposals, such as limits on debt or higher voting thresholds for Congress to enact certain legislation, the problem of developing clear definitions can take on even greater complexity. (Saturno & Lynch, 2019)

Republicans have been most forceful in heaping praise on the idea of a BBA, especially after the economically conservative Tea Party Movement emerged in 2009–10 in the wake of the Great Recession and the election of Democrat Barack Obama to the White House. Democrats, on the other hand, see such an amendment as foolish and short-sighted. The notion clashes with their most fundamental views regarding the benefits of demand-side public-sector investment. Although balancing the budget might create space for borrowing in other areas, it only becomes beneficial if the country, in their view, eventually runs a deficit to leverage the full borrowing power that the country holds.

As of early 2022, a BBA bill has never even made it through the House Judiciary Committee, and most observers believe such a bill has virtually no chance of being passed any time soon. Democrats, who do not support the amendment, control both chambers of Congress, and even Republicans are sometimes uncertain about the wisdom of such an amendment, either because they think it would be a kind of mechanism of avoiding the real problem (i.e., big government that taxes and spends more than it should) or because they grew accustomed to huge debt spending during the Trump administration. Indeed, “there’s no question the United States is in a lot of debt, but Democrats are quick to point out the irony of Republicans pushing a balanced budget amendment now” (Golshan, 2018).

Interestingly, most individual states already have some form of a balanced budget requirement as part of their state constitutions—in the original language or as amendments—or as the result of normal statutes on the books. In fact, 45 states have “a constitutional citation concerning a balanced budget requirement, and four states … have a statutory requirement. Vermont is the only state with neither” (Sen. John, 2010). This has served to rhetorically buttress the position articulated by proponents of a BBA at the federal level. They ask rhetorically: If state and local governments have to live within their means, why do politicians in Washington, D.C., not have to do the same thing?

Critics of BBA respond to this line of argument in several ways. One of the more compelling criticisms of a balanced budget requirement is that it relies entirely on a specified period of time being the marker of the nature of the budget. One can think of it this way: Why do budgets have to be balanced within a 1-year period? That may be quite arbitrary. The government could run surpluses or deficits in various months, as long as the expenditures matched tax receipts by the accounting done at the end of the year. But how is that any different from saying that budgeting can be seen in a 10-year span, a 100-year span, or even a million-year span (effectively forever in economic terms)? The government could run surpluses or deficits during various years, as long as the balancing comes in the end, but effectively and according to prevailing economic theory, the balancing never really has to occur. As long as the wheels of the economy keep turning based on everyone’s belief that things are going well, then balancing the budget seems a moot point and an unnecessary goal. Even President Dwight Eisenhower, a balanced budget advocate, once pondered that “it has sometimes seemed a little bit odd that we have to make our whole … economic cycle coincide with the time it takes the earth to get around the sun” (Saturno & Lynch, 2019).

Critics of BBA proposals also emphasize that if every state (other than Vermont) is legally obligated to balance its budget, then the federal government is the only option to provide spending stimulus for an economy when it is mired in recession or depression. When the stock market is shaky and businesses start shedding workers and curtailing their own expenses, the federal government is the only party with the capacity to borrow and spend to an extent capable of reviving the economy. Because of the powers of Congress (including its capacity to borrow), it can serve as the engine of the entire economy—in good times and especially in bad times.

Other problems arise through further analysis of the BBA concept. Concerning mandated entitlement spending, such an amendment would require that “federal expenditures in any year … be offset by revenues collected in that same year. Social Security could not draw down the balances it has accumulated in previous years to pay benefits in a later year but, instead, could be forced to cut benefits even if it had ample balances in its trust funds” (Kogan, 2018). This would wreak havoc on programs such as Social Security, but potentially also Medicare and Medicaid.

Another set of issues with a proposed BBA is that drafts of the legislation carry exceptions, or loopholes, that might render it all but useless. Certain language might impose a support requirement set at three-fifths (i.e., 60%) of members of both chambers of Congress to essentially overrule it. This is a standard that effectively already exists in the Senate given the 60-vote cloture threshold and would only stop the most highly controversial appropriations bills in the House of Representatives. Draft language of the BBA also creates a major exception to allow deficits when the country is at war, but because modern wars against amorphous enemies drag on almost in perpetuity (authorization for the use of military force remains on the books against terrorists and Iraq since 2001 and 2002, respectively), this circumvention of a possible BBA might be in place for as far as the eye can see.

With these problems, it is unlikely that the BBA will see the light of day in the actual text of the Constitution. Amending the Constitution, moreover, is simply difficult to pull off from a procedural standpoint. There is a reason why only 27 have ratified in all of American history: they come about with supermajorities in both houses of Congress (i.e., two-thirds) to adopt and the agreement of most of the state legislatures (i.e., three-fourths, effectively 38 states) needed in order to achieve ratification. The only other option is the so-called Article V convention option, whereby two-thirds of the state legislatures can call for a convention (thereby bypassing the need for Congress). To date, 27 states have agreed to petition for such a convention, but this falls short of the 34 needed in total. Even if 34 states eventually expressed formal support for such a plan, final approval (i.e., ratification) of specific language to add to the text of the Constitution would have to garner an even higher bar of three-fourths of the state legislatures (again, effectively 38 states out of 50).
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Q36: WHAT OTHER OPTIONS FOR REDUCING THE NATIONAL DEBT HAVE BEEN CONSIDERED?

Answer: Political leaders have long pondered how to produce a budget that satisfies all the public’s needs while at the same time ensuring that the country is left in the strongest possible fiscal position. Many ideas have been floated by prominent leaders about how to solve the debt problem (to the extent it is even seen as one), and numerous Congresses and presidential administrations have set up “blue-ribbon” panels, commissions, or special committees to delve into these issues as well. However, nobody has ever come up with a solution to satisfy all parties; such a scenario may seem altogether elusive. Some of the proposals to try to manage America’s sovereign debt are nonetheless intriguing and their merits worth evaluating. The ideas that have been proposed truly run the gamut, from forms of financial “magic” (e.g., the Treasury minting a $1 trillion platinum coin and depositing it with the Federal Reserve or indefinitely delaying interest payments on intragovernmental debt), to rudimentary tweaks to the budget that might better align federal expenditures and revenues each year. Despite the robust and often fascinating discourse that accompanies these proposed reforms, however, most of these ideas seem to have only modest levels of political support.

The Facts: Regardless of the way that an individual voter or a member of Congress might approach the debt, everyone should at least agree that managing the public’s finances remains an issue of paramount importance. Everyone has a stake in its outcome, and every person is sailing in the same financial boat. Whether people believe that debt is a crushing burden that imperils the future or a remarkable opportunity to continue along a path of growth, the country’s finances must—at least—be aligned with the political desires of the people, and increasingly over the past few decades, proponents of somehow saving or rescuing the budget through a vast array of methods have emerged on the scene.

Fiscal restraint has waxed and waned over the course of American history. It always seems to pop up for a short while before fading away once again for an extended period of time. This cycle tends to correspond with political realignments where there is a changing of the guard; an alteration to predominant norms about spending in Washington, D.C.; and the public’s perceptions about key statistics related to the budget and debt. This is why during the Reagan administration—especially as interest rates were so high—there was a renaissance in fiscal thinking and a blossoming of latent conservatism. A similar resurgence of dealing with debts emerged with the Republican takeover of the House of Representatives under Newt Gingrich in 1995 and under John Boehner in 2011. But those efforts proved short-lived, and the national debt has continued to grow since then, driven upward by steadily increasing government spending and dramatic cuts in government revenue, especially in the form of tax cuts for America’s corporations and wealthy households.

It is a rather well-known truism in the politics of Washington, D.C., that there are a few ways to basically punt an issue or put it off to someone else, while appearing to care or feigning genuine concern. One way to do this has been to set up a blue ribbon or special committee of some sort, which has the appearance of putting a dent in a problem, but which is nonbinding and ultimately changes little if anything. This means that Congress seldom acts upon the recommendations of such panels or committees because they are not obligated to do so. President Obama created the National Commission on Fiscal Responsibility and Reform by Executive Order in 2010, chaired by Alan Simpson (R) and Erskine Bowles (D), both very well-respected players in the national scene. The Commission voted with 11 out of 18 members supporting “an ambitious plan to reduce 10-year deficits by $4 trillion (relative to a “current policy” baseline) by addressing virtually all areas of the budget and tax code” (Committee for a Responsible Budget, 2015).

For a short period of time, it appeared that Simpson-Bowles was on track to make headway in convincing Congress to act on its recommendations, which amounted to some substantial entitlement cuts and tax increases. However, perceptions quickly soured on how to actually implement these kinds of changes, and it came to be seen as unpopular from both sides of the aisle. Ultimately, none of the major recommendations of the Simpson-Bowles Commission were ever followed through on by Congress.

The fate of the Simpson-Bowles … Commission’s report on ‘fiscal responsibility and reform’ illustrates this point. It recommended both tax hikes and program cuts. Apparently for this reason, both conservative Republicans and liberal Democrats turned their backs on it. Although the report should have served as a springboard for negotiation and compromise, it was dead in the water upon publication. (Lane, 2014, XII)

The Budget Control Act of 2011 did, in fact, institute certain reforms that lined up with the spirit of the group’s findings, but it was a far cry from the main thrust of the commission’s recommendations. Furthermore, the heated budget negotiations between President Obama and Congressional Republicans in the run-up to this act of Congress led to the creation of yet another special panel: in this case, a joint select committee of Congress. This “supercommittee,” as it was dubbed, was also a failure due to the fact that it was unable to agree on sufficient, specific budget reductions that were required to avoid triggering across-the-board sequestration cuts (explained in Q28). In disbanding the committee, the cochairs stated that “after months of hard work and intense deliberations, we have come to the conclusion today that it will not be possible to make any bipartisan agreement available to the public before the committee’s deadline” (Statement from Co-Chairs, 2011).

There are many approaches to various kinds of austerity measures or other approaches to managing a growing debt situation. Beyond just using a scalpel to make targeted cuts to the budget (e.g., Citizens Against Government Waste’s paper, the Prime Cuts Summary identified 18 areas that could save hundreds of billions over five years), there are more comprehensive approaches to deal with the systemic nature of constant deficit spending (more of a hatchet approach).

There are three in particular that have displayed some degree of moderation (i.e., being bipartisan) and that might actually represent a reasonable policy response to the debt issue moving forward. They are the TRUST Act, the Sustainable Budget Act, and the RAFT Act (Ritz, 2019). First, the Time to Rescue United States’ Trusts (TRUST) Act would create various, independent committees of Congress to draft legislation that might make federal programs with trust funds headed for insolvency able to stay afloat longer into the future. This is a specific way to target the actual downsides of too much debt: actual programs and funds that appear to be headed for a financial reckoning or may one day require expensive bailouts. Secondly, “the Sustainable Budget Act … would create a National Commission on Fiscal Responsibility and Reform tasked with putting the federal budget on a path to achieve balance (excluding interest payments) within 10 years” (Ritz, 2019). The idea behind the act is that, at the end of the day, it may make the most sense to aim not for a balanced budget, but rather a sustainable one. This would certainly allow for continued deficit spending, but at rates that would run an absolute minimum risk of compromising American national security interests, blowing up future budgets, or shaking confidence in international markets. Lastly, “the Reforming America’s Fiscal Toolkit (RAFT) Act … would require congressional budget resolutions to set a target for federal debt as a % of gross domestic product (GDP) and create two mechanisms for achieving the necessary savings” (Ritz, 2019). Pegging spending to GDP would at least be a reasonable approach, given that it would be grounded in a statistic that one can actually wrap their head around (explored in Q3).

Another interesting reform idea comes in the form of simply imposing a tiny cut—across the board—from every single dollar that is spent by Congress. This approach has been advocated by conservative senators such as Rand Paul and later endorsed by several of his colleagues. Their original proposal entailed a one penny cut for every dollar spent by Congress, but has more recently grown to a three-penny cut, simply given how quickly the debt has grown just in the past decade. Senator Paul’s idea rather simply “requires that for every on-budget dollar the federal government spends in Fiscal Year 2021, it spends three pennies fewer each year for the next five years. [The] proposal … reduces spending by $67.4 billion in Fiscal Year 2022 and by $7.2 trillion over ten years” (Paul, 2021). Many might conclude that this is somewhat sensible, given the fact that it circumvents any disagreement about policy priorities in the budget (or tax rates for that matter). Spending levels would be agreed upon in a general sense and then the three cents would simply come out of every dollar across all appropriations.

Supporters of this “simple” solution claim it would effectively solve the country’s debt problem in a short period of time and leave important government programs on a sound financial footing. However, the idea has been around in some form for quite a while and has never seen much traction because it is largely panned as a radical, Republican idea. Furthermore, it has been suggested that the Congress would inevitably find another roundabout way of eating up that 3% of savings by spending commensurate amounts in some other piece of legislation. In effect, the savings might make certain politicians declare victory over debt in the short term, but would likely be squandered over the next several years.

All of these ideas are part of the robust discourse on debt and other important public finance issues. The plans for how to pay down the national debt certainly might have varying degrees of impact and may be feasible or quite unfeasible to various extents, but one last (almost inescapable eventuality) is the good old—tried and true—method of simply inflating the currency on a gradual basis in order to make up some of the ground that the debt appears to take away.

Governments around the world have resorted to this tactic, and indeed, the fledgling American government soon after winning independence from the British did this as well. It can be done through policies of what is known as “quantitative easing” (the modern label placed on this practice since it was used in multiple rounds to address the 2007–08 financial crisis). This is essentially just a process of the central bank (i.e., the Federal Reserve Bank) printing extra money out of thin air, acquiring larger stakes in commercial financial institutions, circulating the extra cash into the economy, and perhaps accepting the probability that inflation or other impacts may have to be contended with on the back end. To be sure, printing money does have an undeniable impact on inflation. It could even be thought of as a kind of tax on anyone who holds value in government-issued currency.

To demonstrate the concept, the renowned economist John Maynard Keynes used the example of

a country whose money stock is worth $36 million in hard currency value and is composed of nine million notes worth $4 each. The government now decides to print three million more notes, bringing the total to twelve million. Logically, since the real value of the money stock is unchanged, the notes are now worth no more than $3 each, whatever their nominal [i.e., “face”] value. (Macdonald, 2006, 285)

Albeit somewhat far-fetched, another idea has also been floated that purports to solve the problem on a more institutional basis. Robert E. Wright, an author of several books on debt-related issues and a researcher for the National Bureau of Economic Research, proposed an interesting solution:

Given the permanence of parties, and the fiscal problems they cause or exacerbate, perhaps the best way to protect the people’s pockets is to do as the Swiss have done and separated the power to tax from the power to spend. Let one house of Congress decide how much the government will collect in taxes and let the other house decide how to spend it. Constitutionally limit the government’s ability to borrow. That would give government a true budget constraint, thereby forcing politicians to make difficult decisions regarding taxation and expenditure, rather than bequeathing that inevitable trade-off to future generations by borrowing to the hilt today to ensure reelection tomorrow (Wright, 2008, 283).

Such a reform would require unprecedented self-imposed rulemaking by Congress, or more likely, an amendment to the Constitution to make it a permanent feature of the budgeting process—highly unlikely to say the least.

Beyond the aforementioned approaches to understanding America’s debt, which mostly consider it to be fundamentally problematic, there are some closing arguments to be made that make the debt problem seem somewhat less urgent. What the late Senator John McCain used to characterize as “intergenerational theft” (i.e., one generation accumulating debt that a future generation will have to pay back) ought not be seen exclusively in dollars-and-cents terms. A report produced by Bill Clinton’s Council of Economic Advisors in 1995 stated:

It is important not to overstate the problem [of the national debt] or to use it as an excuse to skimp on public investment. We also bequeath to future generations a stock of physical capital—highways, airports, and the like—as well as a stock of human capital and technical knowledge. Because these add importantly to future generations’ productivity and well-being, these assets will somewhat reduce their debt burden. (Cavanaugh, 1996, 131)

This ought to perhaps leave a lasting impression in the minds of those pondering the true implications of the country’s long track record of accumulating debt. It is not just about what the country loses; it is also about what the country gains. Indeed, money borrowed ultimately has to be paid back, but there are various approaches to what form(s) that will actually take and how the bigger picture of global economics—with American fiscal policy at its heart—might eventually unfold in the future.
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