
International Strategy Center Research Paper 2. 

 

 

 

 

 

US Government Shutdown 

2013.12.07 

 

 

Song, Daehan 
 
 
 
 
 
 
 
 

 

Homepage: http://iscenter.or.kr   E-mail iscenter@iscenter.or.kr 

Address: (153-300) 192-14 Yeongdeungpobon-dong, Yeongdeungpo-gu, Seoul, Korea 

Phone number: 070-7631-0615 

http://iscenter.or.kr/
mailto:iscenter@iscenter.or.kr


Recently, the US federal government shutdown has made a great splash in international news. 

And while the shutdown was ended by a last minute deal between the Republicans and 

Democrats on October 16th, this issue is not resolved and hasn t just been postponed to 

January 15th 2014. At that time, the same issues are likely to arise again as the Republicans 

attempt to re-open debate on Obama s Affordable Care Act and larger fiscal issues.  

In order to understand the federal government shutdown, some basic background knowledge 

on the federal budget is necessary. The federal budget includes two types of spending: 

mandatory and discretionary spending. Mandatory spending is passed by law; it automatically 

funds a program as stipulated by the law. The two largest mandatory spending programs are 

Social Security and Medicare. Discretionary spending, however, has to be approved on an 

annual basis before the beginning of the fiscal year. Discretionary spending includes 

administrative costs of running the federal (national) government, federal subcontractors, and 

other specific programs.  

The federal shutdown involves discretionary spending, not mandatory spending. If a spending 

bill cannot be passed by Congress and approved by the President before the beginning of a 

new fiscal year (October 1st), then there is a period in which a discretionary budget has not 

been approved, funds cannot be dispersed, which means that all the programs and 

departments that rely on the discretionary budget for their operations would not be able to 

operate. Since they cannot operate, a shutdown occurs.1  

The recent shutdown between October 1st and ended on October 17th began because the 

House of Representatives and Senate could not agree on a budget bill. The Republican 

majority House of Representatives passed a budget that excluded funding for the Affordable 

Care Act (Obamacare)  this was despite the fact that the law had been passed; the 

Democratic majority Senate refused to pass the funding bill unless the Affordable Care Act 

was included. Since both the House, the Senate, and the President need to approve a law, the 

funding bill could not pass. No funding bill meant no funding for federal government 

operations and for the programs and subcontractors it funded. As a result, the federal 

shutdown took place.  

The government shutdown furloughed (temporarily laid off) 800,000 federal workers. 

350,000 Defense Department employees returned back to work a week later with the promise 

of back pay. It is important to note, that a safeguard which prevents a federal government 



shutdown from being catastrophic is that federal employees deemed essential  those that 

relate to the protection of life and property or the continuation of benefit payments under 
2 - are allowed to keep on working. What falls under this classification 

is left to interpretation.  

The shutdown ended when President Obama and the Republicans reached an agreement that 

funds the government until January 15th. Many predict that another confrontation between 

Republicans and Democrats will take place at that time. 

Debt Ceiling 

An issue often bundled with the federal shutdown is the debt ceiling. The federal shutdown is 

a result of the inability to pass the federal budget. The debt ceiling is what is necessary to 

pass the federal budget. Passing the federal budget will involve taking on more debt which 

necessitates increasing the debt ceiling amount. Both of these issues are being used as a tactic 

against the President and the Democrats in order to stop ObamaCare and to reduce social 

welfare spending. Understanding the debt ceiling by itself is helpful in better understanding 

its international impact. 

To understand the debt ceiling crisis, a little background knowledge on the debt ceiling is 

necessary. The role of the US Treasury Department is to provide money for Congress. It does 

this by spending tax money or by taking out loans. A law established in 1917 stipulated a 

debt-ceiling amount: the Treasury cannot borrow over this debt-ceiling amount. This does not 

mean that the debt ceiling has not been reached. In fact, the debt ceiling has been reached 

multiple times. In each of those instances the debt ceiling requirement was either temporarily 

suspended or the amount was raised.  

Early 2013 was the latest time the debt ceiling had been reached. (The debt ceiling was 

16.669 trillion dollars as of May 19th). At that time, President Obama signed the No Budget, 

No Pay Act of 2013  which suspended3 the debt ceiling until May 19, 2013. Suspending the 

debt ceiling didn t increase the debt ceiling amount, instead it temporarily suspended the debt 

ceiling requirement, so that the Treasury could spend without being limited by any debt 

ceiling. When May 19th was reached the debt ceiling amount was increased to $16.699 trillion. 

On May 20th, the government reached this debt ceiling.4 Since May 20th, the US Treasury 

took what it calls extraordinary measures 5 to not exceed the debt ceiling.6 The US 

Treasury stated that on October 17th it would have fully exploited these extraordinary 



measures, and that without an increase in the debt ceiling, the US Treasury would have to 

default on its interest payments. This is why October 17th became a critical date for the debt 

ceiling. If the debt ceiling were not increased, then the US Treasury would have no choice but 

to default on its interest payments.  

There are those that argued that a debt ceiling is redundant. This is because Congress and the 

President pass a funding bill knowing very well what the impact on the US debt amount will 

be. In other words when US elected officials pass a funding bill, they already know whether 

or not the debt ceiling amount will be reached. Their approval of a funding bill implicitly also 

approves the debt necessary to implement such bill.7 Creating a debt ceiling provides a sort 

of veto power to Congress for a spending bill that has already been approved into law.  

The current agreement that was reached allows the Treasury Department to suspend the debt 

ceiling until February 7th.8 This means that until February 7th, the Treasury can borrow as 

necessary without a debt ceiling. Once February 7th arrives, Congress must once again vote 

on what to do about the debt ceiling including whether it should raise it or not. Many believe 

that this date will involve a confrontation between the Republicans and the Democrats. 

Impact 

Domestically in the US 

According to the financial company Standard & Poor the impact to the US GDP due to the 

federal shutdown was $24 billion. In addition, the projected GDP growth of 3% was reduced 

to 2.4%. While all members of the House and Senate continued to get paid (about $174,000 

annually) during the shutdown, 800,000 (out of 2.9 million civilian) federal employees were 

furloughed (temporarily laid off without any pay). 350,000 Defense Department employees 

were called back a week later with the promise of back pay. In addition, additional thousands 

of employees working for federal contractors were furloughed. 9  In addition, to the 

furloughed workers, the shutdown has also impacted all the programs that receive funding 

from discretionary spending as well as the program recipients.  

The Small Business Administration stopped functioning during the shutdown. This meant that 

no new loans were made to small businesses during that time. It also meant that programs 

that help small firms win government contracts, help veteran-owned businesses, and boost 

 stopped functioning.10  

Education, health, nutrition and other services provided to 1 million low-income children and 



their families started to close during the shutdown. The shutdown date for these programs is 

based on when their federal grants expired. For example, in York County, South Carolina pre-

kindergarten classes for 864 kids were cancelled from Friday October 4th until the end of the 

shutdown.11 

During the shutdown, the Department of Agriculture stopped supporting the Women Infant 

and Children (WIC) program. This program helps pregnant women and new moms buy 

healthy food and provide nutritional information and health care referrals to those who need it. 

The program helped some 9 million Americans.12 State governments can keep funding the 

program for about a week, after that these programs will not be funded. 

More than 400 national parks, museums, and sites in the United States were closed during the 

shutdown.13 

Since the Social Security administration did not have enough staff to schedule new hearing 

for people applying for disability benefits, many people that required disability benefits were 

not able to get them. This meant that new people needing disability benefits had to wait until 

the end of the shutdown. Also since the Veterans Appeal Board was closed, veterans that are 

trying to appeal a decision on their disability benefits had to wait until after the shutdown.14 

Internationally 

Internationally, the debt ceiling crisis has much greater weight than the federal shutdown. 

This is because while the federal government shutdown affects those that the federal 

government serves (i.e. those living in the US), the debt ceiling crisis and the possibility of a 

default impacts foreign investors and the stability of the US dollar, the current world currency. 

In the recent debt ceiling crisis, the possibility of a US default on its debt obligations 

(because the Treasury reached the debt ceiling and could not borrow the money necessary to 

pay its interest payments) lowered investor confidence on the dollar. This in turn led to two 

effects around the world: a weakening dollar and uncertain investment markets.  

The weakening dollar negatively impacted countries that exported to the United States and 

those holding US debt. This is because with a weakening US dollar, countries that export to 

the United States have to compete against a cheaper dollar, thus lowering their trade 

competitiveness, which leads to decreased exports. In particular, this had a strong impact on 

countries such as China or the EU that are large exporters to the United States.15  



For those countries holding US debt, a weakening of the dollar resulted in a decrease in the 

value of their wealth. For example, China and Japan hold nearly $2.5 trillion worth of debt 

combined between them. A decrease in the US credit rating would mean that investors would 

feel less confident about the US government s ability to pay back its debt. This would mean 

that fewer investors would want US Treasury Bonds. The decreased demand of US Treasury 

Bonds would result in their devaluation. Such devaluation would seriously impact China and 

Japan that are holding so many US Treasury Bonds.  

In addition, the possibility of a US debt default destabilizes world markets leading investors 

away from emerging markets, which usually have greater risk along with greater profitability, 

and into more secure and stable investments. This means that investment to Third World 

countries that are usually riskier but more profitable start to decrease. A decrease in this 

investment negatively impacts those countries that rely on such investment for their 

development. 

What s next? 

While the federal government shutdown ended this October 17th, the problem has only been 

resolved temporarily as the budget has only been approved until January 15th. In addition, the 

debt ceiling has only been suspended until February 7th. This means that early next year the 

United States and the world will be once again faced with a potential federal government 

shutdown and debt ceiling crisis. This means that likely next year, with a possible debt ceiling 

crisis, the dollar may again devalue, making it more difficult for countries that export to the 

United States. 

Other long-term questions have been raised by China which has proposed moving away from 

the US dollar as the standard world currency. This can either mean a world currency based on 

the Yuan or based on a basket of major currencies.  

 

                                           
1 There have been 17 shutdowns since 1977, with the last one being 17 years ago. However, most shutdowns last for no 

more than three days, with some lasting only one day. This last shutdown, however, lasted for 16 days. 

2http://www.slate.com/articles/business/moneybox/2013/09/government_shutdown_versus_the_debt_ceiling_why_hitting_the

_debt_limit_is.html 

3 Suspending is different from increasing the debt ceiling. Whereas increasing the debt ceiling results in a new debt ceiling, 
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suspending the debt ceiling merely allows spending to go as needed (without a debt ceiling) during the specified time.  

4 www.cfr.org/budget-debt-and-deficits/us-debt-ceiling-costs-consequences/p24751  

5 For more on these extraordinary measures  http://www.csmonitor.com/Business/Tax-VOX/2013/1011/Debt-limit-Should-

we-eliminate-Treasury-s-extraordinary-measures 

6http://www.forbes.com/sites/brianjacobsen/2013/10/15/debt-ceiling-deadline-to-default/ 

7http://therealnews.com/t2/index.php?option=com_content&task=view&id=31&Itemid=74&jumival=10875  

8 http://www.nytimes.com/2013/10/18/business/economy/lingering-confusion-in-debt-ceiling-deals-temporary-fix.html  

9 http://money.cnn.com/2013/10/16/news/economy/shutdown-economic-impact/  

10 http://www.washingtonpost.com/blogs/wonkblog/wp/2013/10/01/the-nine-most-painful-consequences-of-a-government-

shutdown/  

11 http://www.washingtonpost.com/blogs/wonkblog/wp/2013/10/01/the-nine-most-painful-consequences-of-a-government-

shutdown/  

12 http://www.washingtonpost.com/blogs/wonkblog/wp/2013/10/01/the-nine-most-painful-consequences-of-a-government-
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14 http://www.washingtonpost.com/blogs/wonkblog/wp/2013/10/01/the-nine-most-painful-consequences-of-a-government-
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15 http://www.csmonitor.com/World/Asia-Pacific/2013/1008/US-debt-ceiling-How-risky-for-China-and-Japan  
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