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The Steep Costs of a Republican Default Crisis 
Republicans have created a default crisis that will undermine confidence in America’s 

commitment to pay its bills and drive up costs for American families—from mortgages, car 

loans, student loans, and small business loans to the costs of many consumer goods. The debt 

ceiling is not a bargaining chip, and Republican plans to prioritize some payments over others 

amount to, in the words of Treasury Secretary Janet Yellen: “default by another name.” What’s 

more, this brinkmanship jeopardizes the stability of U.S. and global financial markets at a time of 

increased global uncertainty. Congress must act to cover existing obligations before the steep 

costs to the American people worsen.  

Democrats passed the Inflation Reduction Act last year to bring down costs for families and 

reduce the deficit by almost $240 billion. Not a single Republican voted in support of the bill. 

Now Republicans want to use the debt ceiling to force irresponsible cuts to crucial funding and 

put vital programs at risk, while pushing to let the rich cheat on their taxes. The costs to the 

American people could not be higher.   

Raising the debt limit is essential for the U.S. to keep its 
promises to veterans, military personnel, and seniors 

Lifting the debt limit is necessary for the U.S. government to keep its word to America’s 

18 million veterans and over 65 million people on Social Security. The debt limit is the total 

amount of money the federal government is allowed to borrow to pay its bills. Congress makes 

commitments to pay for programs like Social Security, Medicare, Medicaid, veterans’ benefits, 

and the military, which together make up the vast majority of federal spending. The government 

collects tax revenue to pay for these programs and must borrow money if there is a shortfall. If 

Congress does not lift the debt limit, the government may not have enough money to pay its 

bills, putting Medicare payments to health care providers, benefits for America’s 18 million 

veterans, and payments to the 65 million people on Social Security at risk of disruption. 

Congress will have to lift the debt limit this year to avoid defaulting on the national debt. 

The U.S. reached the debt limit on January 19, 2023, and the Treasury Department can avoid 

breaching the debt ceiling until early June. However, if the U.S. breaches the debt ceiling, it may 

not be able to meet its commitments, including paying interest on Treasury bonds—sending the 

U.S. into default. Because Treasury bonds are considered a safe asset that retirees, 

corporations, banks, and foreign governments rely on, sending the national debt into default 

would cause economic catastrophe and cause interest rates to spike. 
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https://www.cbsnews.com/news/janet-yellen-debt-ceiling-fight-republican-plan-prioritize-payments-default/
https://crsreports.congress.gov/product/pdf/IN/IN12045#:~:text=The%20current%20debt%20limit%20of,was%20raised%20by%20%242.5%20trillion.
https://home.treasury.gov/news/press-releases/jy1188
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Raising the debt limit in a timely manner is about meeting existing obligations and is the 

only option to avoid economic chaos. The effects of failing to raise the debt limit would likely 

be felt economy wide: From drastically increased costs for mortgages, credit card payments, 

and other borrowing, to disrupted payments for Social Security recipients, veterans, service 

members, and hospitals, to far-reaching effects in the financial system. As the 2011 debt ceiling 

crisis showed, even narrowly avoiding a default cost the country billions of dollars.

Republicans’ default crisis will push up costs for families 
and small businesses 

Debt-limit threats increase costs for families and small businesses. While breaching the 

debt limit would be catastrophic, the threat of breaching the debt ceiling alone can have serious 

economic consequences. As 2011 and 2013 Republican debt-limit brinkmanship showed, 

reckless talk about letting the U.S. breach the debt limit has a real impact on the economy, 

working families, and small businesses. These threats create uncertainty that the U.S. 

government will pay its bills, pushing up interest rates and undermining confidence worldwide in 

the U.S. economy. 

 The average worker close to retirement could take a $20,000 hit to their 

retirement savings. According to the non-partisan think tank Third Way, the debt limit 

crisis of 2011 led to a significant decline in the stock market and the impact would be 

even more dire if the U.S. defaulted on the national debt. They find that a typical worker 

nearing retirement could lose about $20,000 from their 401(k) if debt-limit brinkmanship 

causes the S&P 500 to drop by 22%. 

 

 Small business loans could go up $44 a month, costing about $2,500 more over 

the course of the loan. If, as happened in 2011 with mortgage loans, small business 

loans see an interest rate increase of 70 basis points due to debt-limit brinkmanship, an 

entrepreneur taking out a new startup loan with fixed interest would see a significant 

increase to their loan. About 20,000 businesses took out new loans each quarter in 

2022. Similarly, an established small business owner with a variable rate loan will see 

their monthly payments rise by $53 per month. About 46,000 businesses had 

outstanding variable interest loans in the third quarter of 2022. 

 

 Debt-limit threats could weaken the dollar and push up prices for consumers. 

The U.S. benefits from having the dollar as the world’s reserve currency, but debt-limit 

threats could severely undermine confidence in the dollar and its position it the world 

https://www.thirdway.org/report/the-dominoes-of-debt-limit-default
https://www.thirdway.org/report/the-dominoes-of-debt-limit-default
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economy. A global sell-off of U.S. Treasuries would weaken the dollar and increase the 

cost of imported consumer goods like smart phones and TVs. 
 

 A typical new homeowner could see their monthly mortgage payment go up 

more than $150 thanks to Republicans’ debt-limit threats, costing them an extra 

$54,300 over the life of their loan. In 2011, debt-limit brinkmanship pushed up 

interest rates on mortgages by up to 70 basis points. For a family buying the median 

home listed in the U.S. with a typical down payment and mortgage rate, a similar 

increase in their interest rate would have a huge impact over the 30-year term of the 

mortgage. In addition, a typical family among the 1.2 million households with variable 

rate mortgages could see their monthly payment go up $100 thanks to Republicans 

taking the U.S. to the edge of the debt limit. 

 

 A family buying a new car could pay over $800 more if interest rates spike as a 

result of Republican debt-limit brinkmanship. If interest rates for car loans also 

increased 70 basis points thanks to debt-limit brinkmanship, as they did with mortgage 

rates during the 2011 debt limit crisis, the average monthly payment for a new car loan 

would go up $13—about $800 to $875 over the life of the loan. A family buying a typical 

used car would see their monthly payments increase by $9 per month, or $625 over the 

life of the loan.

 

 Americans with private student loans could see their monthly payments rise by 

$23, costing them nearly $4,200 in total. About 3.4 million Americans have private 

student loans, borrowing an average of almost $55,000 with an average interest rate of 

9.01%. If debt-limit brinkmanship causes this interest rate to rise by 70 basis points, as 

happened to mortgage interest rates in 2011, a typical borrower with a 15-year loan will 

see the cost of their education increase by 4%. 

 

 Families with credit card debt could see their monthly payments rise, making it 

harder for them to become debt-free. Over half of active credit card users, or about 

150 million Americans, have credit card debt—with an average credit card balance of 

about $6,600. If, as happened in 2011 with mortgage loans, credit card interest rates 

increase by 70 basis points due to debt-limit brinkmanship, a typical family with credit 

card debt will see their monthly payments rise by $4, or $46 per year, if they’re able to 

pay off their interest in full every month. However, many families are unable to make 

the full interest payment, which would cause the increased cost to compound. For 

example, a family making the average monthly payment of $173 would pay $290 more 

over the course of the loan, while the 12% of families making the minimum payment 

would see their debt continue to grow at a higher rate. 
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Defaulting on the national debt would cause economic 
catastrophe and imperil millions of jobs 

Defaulting on federal debt would cause an economic catastrophe. Moody’s Analytics 

economist Mark Zandi predicts that a default on U.S. debt obligations would trigger a global 

market panic on the scale of the 2008 financial crisis, which could result in a loss of more than 7 

million jobs, an unemployment rate of over 8%, the elimination of $10 trillion in household 

wealth, and a decline in real GDP of more than 4%. In addition, defaulting on the national debt 

could severely undermine confidence in Treasury bonds and permanently weaken the position 

of the U.S. dollar in the global financial system, pushing up interest rates. 

A debt-limit breach could disrupt expected payments to the military, veterans, and 

seniors. Once the United States reaches the debt limit, the Treasury could only be able to pay 

debts using existing funds and revenue as it comes in. The majority of federal spending pays for 

the military, Social Security, and health programs such as Medicare and Medicaid. Incoming tax 

revenue may not be sufficient to fund ongoing payments to support the military, veterans, and 

seniors, maintain other government programs, and service existing debt. Over 65 million 

Americans could have their Social Security and Medicare benefits disrupted, while 18 million 

veterans could lose access to benefits they have earned. The Social Security Administration 

disburses about $100 billion each month to beneficiaries across the U.S., and payments could 

be in jeopardy if Congress does not lift the debt limit.

https://www.moodysanalytics.com/-/media/article/2023/going-down-the-debt-limit-rabbit-hole.pdf
https://bipartisanpolicy.org/download/?file=/wp-content/uploads/2019/03/DebtLimitAnalysis.pdf
https://bipartisanpolicy.org/download/?file=/wp-content/uploads/2019/03/DebtLimitAnalysis.pdf
https://www.cbpp.org/research/federal-budget/where-do-our-federal-tax-dollars-go
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