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What’s the Difference between a Government Shutdown and the Debt Limit?
Debates over the debt ceiling and government shutdowns can be confusing, particularly in years when
lawmakers must fund the government and raise the debt limit around the same time. So what is the difference
between a government shutdown and a debt-limit impasse?

What is a Government Shutdown?
“The government shutdown is something that has happened periodically over the years,” Shai Akabas, director
of economic policy at the Bipartisan Policy Center explained in an interview with the Washington Post’s
Jonathan Capehart. “It’s really a partial government shutdown, it means that the portion of the budget that
Congress appropriates each and every year — so that’s for federal agencies, sometimes including the defense
department is packaged in there — if those appropriations don’t get passed by the beginning of the fiscal year,
which is on October 1, then there’s no funding for that portion of the government and what they call
nonessential employees have to be sent home.”
The result is a slowdown or shutdown in many government services. As Akabas notes, a shutdown can be costly
for the government “because they have to spend time shutting things down and reopening things.” Furthermore,
there is evidence that government shutdowns negatively affect GDP.

What is the Debt Ceiling?
The debt limit, also known as the debt ceiling, is the maximum amount of money the U.S. Treasury can borrow.
Increasing the debt limit allows the Treasury to borrow funds to pay for the government’s obligations that have
already been incurred as the result of laws and budgets approved by the President and Congress.
“Congress put this into effect exactly a hundred years ago,” Akabas explained. “Before that they’d been telling
the government each and every time they borrowed, you can borrow this exact amount for this exact purpose.
Since then, they’ve just put a cap on the amount the government can borrow.”
That cap has been raised frequently in the past — more than 80 times since 1959 — by Presidents and
Congresses of both parties. The current cap on borrowing is just under $20 trillion dollars.
“We’ve already committed to certain spending obligations that the federal government has — whether it’s
Social Security benefits, payments for Medicare and Medicaid services that doctors are providing, welfare
payments, payments to defense contractors that supply our military with their equipment, payments to our
troops, to our civil servants,” Akabas said. “All of those are pieces of funding that have already passed, and we
don’t have enough revenues coming in, taxes coming in, to pay for them. So, what we have to do when there’s a
difference, is we have to borrow additional funds. But since we are bumping up that borrowing limit, the debt
limit, the Treasury Department can’t actually borrow the additional funds that are needed to pay all those bills.”

Although a government shutdown is costly, Akabas explained, “it’s not a massive economic shock to the
system.” Failing to raise the debt limit, however, risks defaulting on America’s financial obligations, which
could have more severe and lasting consequences.
To learn more, listen to the entire interview between Akabas and Capehart above, or check out these additional
resources:
Infographic: What is the Debt Limit?
Debt Ceiling Update: What’s at Stake This Fall
Understanding the Budget
Want to keep abreast of fiscal developments? Sign up for our email newsletters.
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