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Executive Highlights: Is Your Business Prepared if the U.S. Government Defaults on Its Debt? 
 

What is the U.S. debt limit, and what do we mean by “default”? 
When the U.S. government spends more money than 
it brings in through taxes, it funds the difference by 
issuing debt. Originally, Congress would approve 
every debt issuance. To streamline the process during 
World War I, Congress authorized the executive 
branch to borrow up to a certain pre-set limit. 
Periodically, the total U.S. government debt will hit 
this limit. Then, the limit must be reset to a higher 
number, or the government will be unable to issue 
more debt and pay for the spending that Congress 
has authorized. The last time the debt limit was reset 
was in 2019, when it was suspended until July 31, 
2021.1  
 
Since then, the government has not been able to issue 
additional debt. Instead, the Treasury has been 
funding government operations through so-called 
“extraordinary measures,” which include suspension 
of some investments, sale of Treasury securities, and 
delaying payments to retirement funds for 
government workers. There is a significant deficit, 
which makes it very difficult for the U.S. Treasury to 
fund government operations without issuing 
additional debt. U.S. tax revenue in 2020 was 
estimated at $3.13T, while spending was $6.55T and 
interest on our debt was $345MM.2 The Treasury has 
already delayed payments to the Civil Service 
Retirement and Disability Fund, Postal Service Retiree 
Health Benefits Fund, and certain funds of the Federal 
Employees Retirement System Thrift Savings Plan.3 
These steps are only expected to allow the 
government to continue meeting its commitments 
until sometime in late October.4 After that, the 
government will default. 
 
There is some debate around what exactly a “default” 
means, but once the extraordinary measures run out, 
the U.S. will be unable to pay its various 
commitments. These include Social Security and 

 
1 Ron Elving, “Congress Is Seeking (Its Own) Permission To Borrow Another Trillion Or Two”, NPR, September 24, 2021, 

https://www.npr.org/2021/09/24/1031701538/congress-debt-ceiling-explainer 
2 “Data Lab”, Office of the Chief Data Officer at the Bureau of the Fiscal Service, Department of the Treasury, 2020, 

https://datalab.usaspending.gov/about/ 
3 Description of the Extraordinary Measures, Department of the Treasury, August 2, 2021, 

https://home.treasury.gov/system/files/136/Description-of-Extraordinary-Measures-Aug2021.pdf 
4 2021 Debt Limit Analysis, Bipartisan Policy Center, August 2, 2021, https://bipartisanpolicy.org/explainer/debt-limit-analysis-sept2021/ 
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Supplemental Social Security payments for 69 million people, wages for the military and other federal employees (the 
government directly employs approximately 4.3MM people), pensions for former federal workers and veterans, student loan 
payments, Medicare and Medicaid benefits, food assistance, payments to federal contractors, and service on its outstanding 
debt of $28.8T.5 6 
 

What happens if the debt limit is not raised, and why are U.S. Treasuries important? 
The U.S. would default on its obligations, and a U.S. default would be very bad. The best-case scenario would be “technical 
default”, where debt service continues uninterrupted. "Technical default" would halt payments to federal contractors and 
reduce or delay benefit payments and government salaries to the maximum extent possible. Many economists make no 
distinction between a default on U.S. debt versus a “technical” default on obligations to contractors, employees, or retirees. 
Either way, the U.S. is not paying its obligations and the "full faith and credit" of the U.S. is called into question. How badly 
this would damage confidence in U.S. Treasuries as a safe investment is hard to gauge. Additionally, it is not as easy as it 
sounds for the Treasury to prioritize some payments over others and steer towards a mere “technical” default. Since the U.S. 
has never defaulted, no easy mechanism exists for doing this.  
 
While a technical default is not desirable, it is preferable to the U.S. defaulting on any of its obligations to repay Treasury 
investors. That is because U.S. Treasuries are considered a safe investment and many other interest rates are benchmarked 
against them. This includes business loans, consumer loans, local government bonds, even the debt of other nations. They 
all take into consideration the rate of return you can get for lending money to the most secure and creditworthy borrower 
on earth - theoretically this is the U.S. government. Financial professionals often refer to this rate of return as the "risk free 
rate of return". The idea is that the U.S. will never default on its loans, ever, and so there is no risk to investing in them. Loans 
made to other borrowers do have some risk of default and are made at higher interest rates by calculating a "spread" - 
additional compensation for the lender because they are taking on more risk. 
 
As an example, here is a chart showing short term 6-month commercial paper with a strong rating of A1/P1 and a U.S. 
Treasury with a 6-month maturity. Excluding unusual activity during the COVID-19 shutdowns in March of 2020, the two are 
strongly correlated. You can see that the commercial paper (dark blue line) has a higher interest rate than the treasury. 

In short, the extraordinarily low risk of U.S. debt is a foundational component in the financial markets - it’s a piece of the 
bedrock underneath all of it: mortgages, car loans, revolving lines of credit, term bank loans, commercial paper, etc. 

 
5 “Monthly Statistical Snapshot, August 2021”, Research Statistics & Policy Analysis, Social Security Administration, August 2021, 

https://www.ssa.gov/policy/docs/quickfacts/stat_snapshot/ 
6 “Office of Management and Budget”, Federal Workforce Statistics Sources: OPM and OMB, Congressional Research Service, June 24, 2021, 

page 5, https://sgp.fas.org/crs/misc/R43590.pdf 

Relationship Between Commercial Paper and U.S. Treasuries (6-month maturities) 

 
Source: S&P’s Capital IQ 
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So, if U.S. Treasuries are no longer safe, what happens in real-world terms? 
 
Moody’s Analytics estimates 6MM jobs would be lost, and unemployment would climb to 9%, close to the unemployment 
rate during the Great Recession. The markets would lose 30% of their value during the worst of the fallout, which would 
destroy $15T of household wealth.7 For the government, the higher risk attached to its Treasuries would result in higher 
debt service, a larger deficit, and force it to borrow more in the long run. 

We have a real-world example to look at. In 1979, due to a technical error, the U.S. defaulted briefly on $122MM in 
commitments. Although this was a minor default and was quickly corrected, a study found that it may have increased the 
cost of borrowing by 0.6% at the time.8 
 
More recently, debt ceiling brinksmanship in 2011 and 2013 cost the U.S. economy up to 1.2MM jobs over two years. The 
last time the U.S. came this close to default was the debate in 2011, when the governments credit rating was downgraded. 
After the downgrade, the S&P ended its next session down 6.66% on “Black Monday 2011”, putting it down 13% for the 
month. 
 
Treasury Secretary Janet Yellen sums up the potential impact of a U.S. default, writing in the Wall Street Journal, “Default 
could trigger a spike in interest rates, a steep drop in stock prices and other financial turmoil. Our current economic recovery 
would reverse into recession, with billions of dollars of growth and millions of jobs lost.” Outside of the U.S., other western 
nations that defaulted on or had to restructure their debts have seen similarly negative impacts. 
 
Iceland: In 2008 after nationalizing several banks, Iceland stopped making payments on debts of more than $85BB. Its 
national currency dropped by 50% in one week, which created inflation and unemployment. 90% of the value of its stock 
market evaporated.9 
  
Greece: Greece experienced a major debt crisis starting in 2009. Greece is not a major economic player in the EU, but so 
many other governments and businesses were exposed to its debt that growth in the Eurozone was hamstrung, and the 
Euro weakened significantly against the dollar. Inside Greece, rounds of tax increases and benefit cuts led to protests and 

 
7 Mark Zandi, and Bernard Yaros, “Playing a Dangerous Game With the Debt Limit”, Moody’s Analytics, September 21, 2021, 

https://www.moodysanalytics.com/-/media/article/2021/playing-a-dangerous-game-with-the-debt-limit.pdf 
8 Terry L Zivney and Richard Marcus, “The Day the United States Defaulted on Treasury Bills”, The Financial Review, 1989, 24, (3), 475-89 
9 “How Iceland Dealt with a Volcanic Financial Meltdown”, Knowledge @ Wharton, The Wharton School of the University of Pennsylvania, 

September 7, 2018, https://knowledge.wharton.upenn.edu/article/icelands-economic-recovery/ 

 
Source: Bureau of Labor Statistics, Moody’s Analytics Analysis, ClearPath Analysis 
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riots. Over the course of six years, Greece lost 25% of its GDP. By Q1 of 2014, unemployment was 28% overall and 61.4% for 
those under 25. Multiple bailouts were needed, and a significant restructuring of debt owed to private banks occurred in 
2012.10  
 

What can small-midsize businesses do now to be prepared? 
First, don’t panic. If you are an owner or executive at a midsize business today, you survived the worst of the COVID-19 
recession. You may have also navigated through the 2008 crisis. A U.S. default would be bad, but with some prior planning 
and quick action, you can put your business into position to weather the storm. 
 
Since there are a variety of possible outcomes, and they are all unknown, the best thing you can do today is engage in cash-
flow scenario planning with your leadership team. ClearPath CEO Chris Crawford explains  “scenario planning” in a Vistage 
interview last year. “This isn’t a quarterly or annual strategic-planning process,” says Crawford. “It’s for real time, right now. 
So, as your business shifts from one scenario to the next, you will have already thought through and modeled out what you 
need to do. For example, if you need to quickly reduce cash outflows you will know what to do and where – e.g., implement 
a hiring freeze, defer operating expenses, freeze spending, cut wages, make layoffs or cut your own pay. This modeling 
process will help you consider all those factors in advance to solve for the scenario outcome you’ve defined.” 
 

Scenario Planning 
What is Scenario Planning? 

• Real-time forecasting 
• 80/20 Rule – with the detail underneath 
• Integrates cash flow & business forecasting 
• Correlates changing revenue assumptions with forced changes 

to costs 
• Projects at least three scenarios 

 
Why Scenario Planning? 

• Creates certainty – even now 
• Removes stress and confusion 
• Makes hard decisions easier and more timely 
• Platform for setting and executing strategic priorities today 
 

We recommend scenario planning for the same reason 
children do fire and earthquake drills in school - so 
they know exactly what they need to do in the case of 
different types of emergency events. If the worst-case 
scenario comes to pass, and the country is thrown 
back into a recession on the scale of 2008, you will 
have a plan ready to execute. You will have a list of 
which cuts to make and in what order, what steps to 
take with your bank, and the vendors or customers you 
should call to reassure. You will know if your business 
debts are based on variable-rates, if they have 
interest-rate ceilings, and the impact of higher interest 
rates on your debt service. Scenario planning helps reduce the guesswork in the event of another crisis and shows proactive 
rather than reactive leadership. 

 
10 “Greece jobless rate hits new record of 28%”, BBC News, February 13, 2014, https://www.bbc.com/news/business-26171213 

https://www.vistage.com/research-center/business-growth-strategy/20200408-scenario-planning/
https://www.vistage.com/research-center/business-growth-strategy/20200408-scenario-planning/
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U.S. Default Scenarios to Plan for: 
Scenario 1 – Best Case: a debt limit increase is passed before “extraordinary measures” are exhausted. 
Expect stock market volatility and a potential modest increase to interest rates over the next few weeks. Recall that the last 
time the U.S. came this close to default was 2011 when it’s credit rating was downgraded, and it lost more than 13% of the 
S&P’s value in just a few weeks. If progress is not made on a debt-limit deal, it would not be surprising if the U.S. was 
downgraded again and the market records significant losses over the next few weeks.  
 
However, stock market performance is not the same as economic performance and stock volatility should not drive your 
decision making. To put 2011’s crash into greater historical context, between the crash of Black Monday in 2011 and July 
31, 2012 (a little under a year later), the market would more than recover its loss, with the S&P rising 23.2% in that time. 
 
For your scenario planning: lay out the steps you would need to take if revenue declined 5% and did not recover for 3 
months, and the stock market loses 10% of its value in October. Identify all your variable-rate loans and calculate the 
additional cost if your rates increase by 0.5%. Double check your bank covenants. 
 
Scenario 2 – Mid Case: The U.S. goes into “technical default” for a few days or weeks before a debt-limit increase is 
passed. 
Financial markets go into a modest correction, losing 15% of their value. Interest rates rise significantly in the short term. 
Expect rates to remain slightly higher than their baseline in the medium term while markets adjust. Consumer confidence 
falls and demand slows. 
 
For your scenario planning: lay out the steps you would need to take if revenue declined 20% and did not recover for 6 
months while the stock market loses 15% of its value. Create this plan assuming no access to additional debt financing for 
six months, outside of existing facilities. Identify all your variable-rate loans and calculate the additional cost if your rates 
increase by 2%. Double check your bank covenants. 
 
Scenario 3 – Worst Case: The U.S. defaults on its Treasuries, or there is a protracted “technical” default that 
significantly damages the perceived safety and security of U.S. Treasuries. 
Prepare for a hybrid of COVID-19’s recession and the Great Recession of 2008, and worse than the impact described by 
Moody’s Analytics. Unemployment climbs to 12%, the markets lose 30% of their value. Like the Great Recession, the markets 
take four years to recover their value and GDP shrinks 5%. Interest rates rise significantly and for an extended period.  
 
For your scenario planning: lay out the steps you would need to take if revenue declined 40% and did not recover for 12 
months while the stock market loses 30% of its value. Lay out a plan assuming no access to additional debt financing for 12 
months. Identify all your variable-rate loans and calculate the additional cost if your rates increase by 5%. Double check your 
bank covenants and ensure compliance. If you are out of compliance, your lender can freeze your line when you need it 
most.  
 
For more information you can check out our webinar on scenario planning, or reach out to our team.  

https://www.youtube.com/watch?v=23E4h4ZiGkY
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About ClearPath Business Advisors: 
 

ClearPath Business Advisors is a multi-faceted, high-end consulting & advisory firm 
delivering on our perspective that business owners should create a healthy, sellable 
business whether they plan to sell or not. Everything that builds a sellable business, creates 
a stronger business and a more balanced life for its leaders and teams.  
 
We are a team of seasoned, multi-disciplinary business executives with finance, accounting, 
operations, sales, and legal expertise. We strive to become a part of our client's teams, 
working closely and alongside business owners and their management. 
 
We are also a firm with a heart, guided by our core values in creating high value for our 
clients while delivering on our promise of being a different type of consulting and advisory 
firm. We lead with our core values of Integration, Convergence, Service, and Every|One, 
and we donate 25% of our M&A transaction success fees to charity. 
 
Ultimately, we just want to work with good people who could use our help. 
 

 
 

Contact Our Team 
 

Leadership 
Chris Crawford 
Founder & CEO 

 

Patrick Bormann 
Partner & COO 

 
Research Team 

Pat Wilkie 
Director of Research and 

Analytics 
 

Megan Johnson 
Senior Analyst and Consultant 

 

Serena Vasquez 
Senior Analyst and Consultant 

 

Sheila Jamshidi 
Analyst 

 

Jose Sanchez 
Analyst 

 

Email: info@clearpathba.com 
 

LinkedIn: 
  

 

 

 

 
 

https://www.linkedin.com/company/clearpath-business-advisors
http://www.clearpathba.com/
https://www.linkedin.com/in/chris-crawford-4056a/
https://www.linkedin.com/in/patrick-bormann-a0b534/
https://www.linkedin.com/in/patrick-wilkie/
https://www.linkedin.com/in/megan-johnson-582065126/
https://www.linkedin.com/in/megan-johnson-582065126/
https://www.linkedin.com/in/serena-vasquez/
https://www.linkedin.com/in/serena-vasquez/
https://www.linkedin.com/in/sheila-jamshidi-059485183/
https://www.linkedin.com/in/josesanchez97/
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