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DEALING WITH THE DEBT CEILING 

 
CURRENT STATE OF PLAY 

The US government hit its debt ceiling last week, leading policy makers and investors to worry about the possible 

macro and market implications. Congress last raised the debt ceiling in 2021 to its current level of $31.4 trillion.  

We outline a fiscal policy roadmap that may provide insight into the potential risks ahead, should the legislative  

path forward remain unclear. 

GIR’S 2023 FORECASTED TIMELINE  

• January: The US federal debt level formally hit the current debt ceiling on January 19, forcing the Department  

of the Treasury (Treasury) to look beyond deficit financing for government spending. Specifically, the US cannot 

issue new debt not previously authorized, despite an existing pipeline of spending commitments.  

• January – March: The Treasury starts using extraordinary measures to fund the government. 

o One available measure includes selling existing non-marketable Treasuries in federal employee retirement 

funds and suspending additional contributions. All securities are expected to be replaced once a resolution  

is reached, meaning there will be no lasting impact for any retirement funds. 

• March – Late Summer: The Treasury will begin exhausting its cash balances, which were recently estimated to 

be nearly $500 billion. This number will change in part based on the course of economic growth and tax receipts 

in the spring, affecting the predictability and timing of when cash is fully exhausted.  

o We estimate these cash balances will run out by August, while the Treasury preliminarily suggested they 

would be exhausted in June. 

Exhibit 1: Uncertain Path Ahead  

 

Source: Department of the Treasury, Goldman Sachs Global Investment Research, and Goldman Sachs Asset Management.  
As of January 20, 2023. The economic and market forecasts presented herein are for informational purposes as of the date of  
this document. There can be no assurance that the forecasts will be achieved.  
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PROCESS TO A RESOLUTION 

• Before all cash is exhausted, Congress will need to raise or suspend the debt ceiling to avoid defaulting on its 

debt obligations.  

o House Republicans have been vocal so far given their new majority. During the nomination process, Speaker 

McCarthy suggested only raising the debt limit if accompanied by spending cuts, an opinion shared by many 

additional Republicans. 

o Senator Manchin, a member of the Democratic Senate Majority, also suggested putting together a bipartisan 

group of Senators to consider possible cuts in comments earlier last week.  

o The policies and programs subject to cuts are unknown, though some Republicans have suggested a range of 

options including Social Security and entitlements more broadly, IRS funding, and recent tax policy changes. 

Additionally, extraneous policies and procedural budget processes may be part of the negotiations. As in past 

experiences regarding the debt, the White House has thus far not indicated a willingness to negotiate. 

• If no Congressional resolution were to be reached, the Treasury would be forced to effectively eliminate the 

current budget deficit by reducing payments to a level equivalent to current receipts, keeping the federal debt at 

its limit. Such forced spending changes would materially change the economy, consumer confidence, and 

financial markets. We do not expect this to happen, though political brinkmanship makes the path uncertain.  

POTENTIAL MACRO AND MARKET IMPACTS 

• We do not expect the US to default on its debt, though a lengthy resolution may ultimately invite market volatility 

and risk an abrupt re-rating in US Treasuries, with unintended spillover effects to spread markets. 

• Historical analogs suggest a likely period of elevated market risks. 

o In 1979, a breach of the US debt limit left the government temporarily unable to cover its obligations, leading 

to a technical default and a surge in short-term rates. This case was quickly resolved following an increase in 

the debt ceiling, and confidence in the full faith and credit of the US government was restored as lenders were 

paid back.  

o One of the more consequential episodes in hitting the debt limit was in 2011, in which the aftermath resulted in 

a sovereign downgrade by S&P and a spike in the VIX to its third highest level in the last 15 years (only the 

Global Financial Crisis and the start of the COVID-19 pushed it higher). Specifically, investors endured a -16% 

drawdown in the S&P 500 between July 22 and August 10.1  

• If things proceed in similar fashion this time around, we expect the greatest impact on 1) US Treasuries maturing 

around the time the debt limit is breached, 2) stocks most sensitive to government spending, and 3) asset prices 

exposed to rising borrowing costs. Still, market volatility is likely to remain elevated as this issue and other 

sources of macro uncertainty persist. 

• We believe the composition of the current debt schedule and relatively low levels of real interest expense still 

make elevated debt levels sustainable. Still, long-term debt sustainability is likely to require global demand for 

US dollars and prolonged economic growth.  

 

  

 

1 Source: Goldman Sachs Global Investment Research. As of January 20, 2023. Global Financial Crisis VIX peak refers to November 2008. COVID-19 
VIX peak refers to March 2020. Past performance does not guarantee future results, which may vary. 
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Glossary 

“GIR” refers to Goldman Sachs Global Investment Research. 

“Volatility” refers to a measure of variation of a financial instrument's price. 

“Re-rating” refers to price declines in an asset on the back of changes in valuation. 

“Spread markets” refer to markets measured on the basis of the difference between two prices or interest rates, such as corporate 
credit. 

The S&P 500 Index is the Standard & Poor's 500 Composite Stock Prices Index of 500 stocks, an unmanaged index of common 
stock prices. The index figures do not reflect any deduction for fees, expenses or taxes. It is not possible to invest directly in an 
unmanaged index. 

The US Treasury Bond is a debt obligation backed by the United States government and its interest payments are exempt from 
state and local taxes. However, interest payments are not exempt from federal taxes. 

The Chicago Board Options Exchange VIX Volatility Index (VVIX) reflects implied volatility of implied S&P 500 Index volatility and 
the average during the referenced period. 

Risk Considerations and General Disclosures  

All investments contain risk and may lose value. Equity investments are subject to market risk, which means that the value of the 
securities in which it invests may go up or down in response to the prospects of individual companies, particular sectors and/or 
general economic conditions. 

Investments in fixed-income securities are subject to credit and interest rate risks. Bond prices fluctuate inversely to changes in 
interest rates. Therefore, a general rise in interest rates can result in the decline in the bond’s price. Credit risk is the risk that an 
issuer will default on payments of interest and principal. This risk is higher when investing in high yield bonds, also known as junk 
bonds, which have lower ratings and are subject to greater volatility. All fixed income investments may be worth less than their 
original cost upon redemption or maturity. Although Treasuries are considered free from credit risk, they are subject to interest rate 
risk, which may cause the underlying value of the security to fluctuate. Income from municipal securities is generally free from 
federal taxes and state taxes for residents of the issuing state. While the interest income is tax-free, capital gains, if any, will be 
subject to taxes. Income for some investors may be subject to the federal Alternative Minimum Tax (AMT). 

The above are not an exhaustive list of potential risks. There may be additional risks that are not currently foreseen or considered. 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by Goldman Sachs 
Asset Management to buy, sell, or hold any security. Views and opinions are current as of January 20, 2023 and may be subject to 
change, they should not be construed as investment advice. 

Past performance does not guarantee future results, which may vary. The value of investments and the income derived 
from investments will fluctuate and can go down as well as up. A loss of principal may occur. 

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY 
PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO. 

Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control 
regulations in the countries of their citizenship, residence or domicile which might be relevant. 

This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation 
to buy or sell securities. 

Capital is at risk. 

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation 
and are subject to change without notice. These forecasts do not take into account the specific investment objectives, restrictions, 
tax and financial situation or other needs of any specific client. Actual data will vary and may not be reflected here. These forecasts 
are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as 
merely representative of a broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are 
subject to significant revision and may change materially as economic and market conditions change. Goldman Sachs has no 
obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only. 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political 
conditions and should not be construed as research or investment advice. This material has been prepared by Goldman Sachs 
Asset Management and is not financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not 
prepared in compliance with applicable provisions of law designed to promote the independence of financial analysis and is not 
subject to a prohibition on trading following the distribution of financial research. The views and opinions expressed may differ from 
those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. 
Investors are urged to consult with their financial advisors before buying or selling any securities. This information may not be 
current and Goldman Sachs Asset Management has no obligation to provide any updates or changes. 

Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, 
completeness or fairness. We have relied upon and assumed without independent verification, the accuracy and completeness of all 
information available from public sources. 

United Kingdom: In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset 
Management International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority. 
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European Economic Area (EEA): This financial promotion is provided by Goldman Sachs Bank Europe SE. 

This material is a financial promotion disseminated by Goldman Sachs Bank Europe SE, including through its authorised branches 
("GSBE"). GSBE is a credit institution incorporated in Germany and, within the Single Supervisory Mechanism established between 
those Member States of the European Union whose official currency is the Euro, subject to direct prudential supervision by the 
European Central Bank and in other respects supervised by German Federal Financial Supervisory Authority (Bundesanstalt für 
Finanzdienstleistungsaufischt, BaFin) and Deutsche Bundesbank. 

Switzerland: For Qualified Investor use only – Not for distribution to general public. This is marketing material. This document is 
provided to you by Goldman Sachs Bank AG, Zürich. Any future contractual relationships will be entered into with affiliates of 
Goldman Sachs Bank AG, which are domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal 
and regulatory systems may not provide the same level of protection in relation to client confidentiality and data protection as offered 
to you by Swiss law. 

Asia excluding Japan: Please note that neither Goldman Sachs Asset Management (Hong Kong) Limited (“GSAMHK”) or 
Goldman Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H ) (“GSAMS”) nor any other entities 
involved in the Goldman Sachs Asset Management business that provide this material and information maintain any licenses, 
authorizations or registrations in Asia (other than Japan), except that it conducts businesses (subject to applicable local regulations) 
in and from the following jurisdictions: Hong Kong, Singapore, Malaysia, India and China. This material has been issued for use in or 
from Hong Kong by Goldman Sachs Asset Management (Hong Kong) Limited, in or from Singapore by Goldman Sachs Asset 
Management (Singapore) Pte. Ltd. (Company Number: 201329851H) and in or from Malaysia by Goldman Sachs (Malaysia) Sdn 
Berhad (880767W). 

Australia: This material is distributed by Goldman Sachs Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 
(‘GSAMA’) and is intended for viewing only by wholesale clients for the purposes of section 761G of the Corporations Act 2001 
(Cth). This document may not be distributed to retail clients in Australia (as that term is defined in the Corporations Act 2001 (Cth)) 
or to the general public. This document may not be reproduced or distributed to any person without the prior consent of GSAMA. 

To the extent that this document contains any statement which may be considered to be financial product advice in Australia under 
the Corporations Act 2001 (Cth), that advice is intended to be given to the intended recipient of this document only, being a 
wholesale client for the purposes of the Corporations Act 2001 (Cth). Any advice provided in this document is provided by either 
Goldman Sachs Asset Management International (GSAMI), Goldman Sachs International (GSI), Goldman Sachs Asset 
Management, LP (GSAMLP) or Goldman Sachs & Co. LLC (GSCo). Both GSCo and GSAMLP are regulated by the US Securities 
and Exchange Commission under US laws, which differ from Australian laws. Both GSI and GSAMI are regulated by the Financial 
Conduct Authority and GSI is authorized by the Prudential Regulation Authority under UK laws, which differ from Australian laws. 
GSI, GSAMI, GSCo, and GSAMLP are all exempt from the requirement to hold an Australian financial services licence under the 
Corporations Act of Australia and therefore do not hold any Australian Financial Services Licences. Any financial services given to 
any person by GSI, GSAMI, GSCo or GSAMLP by distributing this document in Australia are provided to such persons pursuant to 
ASIC Class Orders 03/1099 and 03/1100. 

No offer to acquire any interest in a fund or a financial product is being made to you in this document. If the interests or financial 
products do become available in the future, the offer may be arranged by GSAMA in accordance with section 911A(2)(b) of the 
Corporations Act. GSAMA holds Australian Financial Services Licence No. 228948. Any offer will only be made in circumstances 
where disclosure is not required under Part 6D.2 of the Corporations Act or a product disclosure statement is not required to be 
given under Part 7.9 of the Corporations Act (as relevant). 

Canada: This presentation has been communicated in Canada by GSAM LP, which is registered as a portfolio manager under 
securities legislation in all provinces of Canada and as a commodity trading manager under the commodity futures legislation of 
Ontario and as a derivatives adviser under the derivatives legislation of Quebec. GSAM LP is not registered to provide investment 
advisory or portfolio management services in respect of exchange-traded futures or options contracts in Manitoba and is not offering 
to provide such investment advisory or portfolio management services in Manitoba by delivery of this material. 

Japan: This material has been issued or approved in Japan for the use of professional investors defined in Article 2 paragraph (31) 
of the Financial Instruments and Exchange Law by Goldman Sachs Asset Management Co., Ltd. 

Confidentiality 

No part of this material may, without Goldman Sachs Asset Management’s prior written consent, be (i) copied, photocopied or 
duplicated in any form, by any means, or (ii) distributed to any person that is not an employee, officer, director, or authorized agent 
of the recipient. 

© 2023 Goldman Sachs. All rights reserved.  
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