
Module 7: Understanding the US Debt & Deficit: 
Myths, Facts and Impact 
 
 

Lesson 1: The U.S. National Debt – What It Is and Who Owns 
It 

Lesson Overview: 

This lesson explains the U.S. national debt, how it accumulates, and who owns it. By the end, 
learners will understand the distinction between domestic and foreign holders of U.S. debt, as 
well as common misconceptions. 

 

Lesson Plan 

1. What is the U.S. National Debt? 

The U.S. national debt is the total amount of money that the federal government owes to 
creditors. This debt accumulates over time when government spending exceeds revenue 
collected through taxes. 

There are two main components of national debt: 

● Public Debt: Debt held by individuals, businesses, and foreign governments. 
● Intragovernmental Holdings: Debt owed by the government to itself, such as the 

Social Security Trust Fund. 

 

2. How Does the U.S. Accumulate Debt? 

Debt increases due to budget deficits, which occur when government spending is greater than 
revenue. The government borrows money by issuing Treasury securities, including: 

● Treasury Bonds (T-Bonds) 
● Treasury Notes (T-Notes) 
● Treasury Bills (T-Bills) 

 



 

Key reasons for accumulating debt: 
✅ Military and defense spending 
✅ Social programs like Medicare and Social Security 
✅ Infrastructure projects 
✅ Economic stimulus during recessions 

 

3. Who Owns the U.S. Debt? (Breakdown of Ownership) 

Ownership of U.S. debt is split into two main categories: domestic and foreign holders. 

🔹 Domestic Holders (Approx. 70%) 

● Federal Reserve & U.S. Government Trust Funds 
● Banks, pension funds, mutual funds, and insurance companies 
● State and local governments 

🔹 Foreign Holders (Approx. 30%) 

● Countries such as Japan, China, the U.K., and Luxembourg hold U.S. Treasury 
securities as part of their reserves. 

📊 Pie Chart Illustration: (Generating now) 

U.S. National Debt Ownership Breakdown 
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Here's a visual representation of U.S. national debt ownership. The Federal Reserve and 
government accounts hold the largest share, followed by domestic financial institutions and 
foreign holders. 

 

🎬 Video Script: "Who Owns the U.S. Debt?" 
🎤 [Opening Scene: Presenter standing in front of a digital U.S. Treasury chart.] 
📢 "What if I told you that the biggest holder of U.S. debt isn’t China, but actually…the U.S. 
government itself?" 

📢 "Let’s break down the U.S. national debt, how it works, and who really owns it!" 

 

🎬 Scene 1: What is National Debt? 

🎥 [Visual: U.S. Capitol building with animated numbers increasing on a national debt 
clock.] 
🎤 "The U.S. national debt is the total money owed by the federal government. It grows when 
the government spends more than it collects through taxes." 

🎥 [Visual: Graphics showing Treasury Bonds, T-Notes, and T-Bills being issued.] 
🎤 "To cover this gap, the government borrows money by issuing Treasury securities. These are 
like IOUs that investors, banks, and even foreign countries buy." 

 

🎬 Scene 2: How Debt Accumulates 

🎥 [Visual: Pie chart showing federal budget categories: Defense, Social Security, 
Infrastructure, etc.] 
🎤 "The government spends money on things like the military, social programs, and economic 
recovery efforts. If tax revenue isn’t enough, borrowing increases." 

🎥 [Visual: Debt growing over time with key events like the 2008 financial crisis and 
COVID-19 stimulus.] 
🎤 "Events like wars, recessions, and pandemics have all contributed to national debt 
increases." 

 

🎬 Scene 3: Who Owns the U.S. Debt? 
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🎥 [Visual: Pie chart displaying domestic vs. foreign ownership.] 
🎤 "Now, let’s talk about who actually owns U.S. debt. Many believe foreign countries like China 
own most of it, but the reality is different." 

🎥 [Visual: Animated breakdown of ownership percentages.] 
🎤 "Around 70% of U.S. debt is owned domestically! The biggest holder? The U.S. government 
itself, through the Federal Reserve and various trust funds." 

🎥 [Visual: Foreign ownership breakdown—Japan, China, U.K., Luxembourg.] 
🎤 "Foreign holders make up about 30% of the debt, with Japan and China leading the pack. 
But they own U.S. debt because it's one of the safest investments in the world." 

 

🎬 Scene 4: Debunking Myths 

🎥 [Visual: Myth: “China owns the U.S.” – crossed out.] 
🎤 "China does NOT own America. The majority of U.S. debt is held domestically." 

🎥 [Visual: Myth: “The U.S. is bankrupt” – replaced with factual data.] 
🎤 "The U.S. can always pay its debts because it controls its own currency and can issue more 
bonds." 

🎥 [Visual: Closing text: 'Understanding the U.S. Debt Matters!'] 
🎤 "So, next time you hear about the national debt, remember: It’s complex, but not the end of 
the world. Stay informed!" 

📢 "Want to learn more? Check out the next lesson on the U.S. deficit!" 

 
 

Lesson 2: The U.S. Deficit – What Every Citizen Should Know 

Lesson Overview: 

This lesson clarifies the difference between the U.S. deficit and national debt, examines the 
causes of deficits, and explores their impact on the economy. It also reviews historical trends in 
U.S. deficits and how they shape government policy. 

 

Lesson Plan 

1. Deficit vs. Debt – What’s the Difference? 
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📌 Deficit: The annual shortfall when government spending exceeds revenue. 
📌 Debt: The total amount the government owes due to past deficits. 

Key Difference: A deficit is like overspending on a credit card in one month, while debt is the 
total balance accumulated over time. 

🔹 Surplus – When revenue exceeds spending (rare in modern U.S. history). 
🔹 Deficit – When spending exceeds revenue (occurs almost every year). 

✅ The U.S. has run deficits in most years since the 1930s, except for a few periods (e.g., late 
1990s). 

 

2. What Causes the U.S. Deficit? (Spending vs. Revenue) 

The deficit happens when the government spends more than it collects in taxes. 

Revenue Sources: 

● Individual Income Taxes – Largest source of government revenue. 
● Payroll Taxes – Funds Social Security and Medicare, but Social Security itself does not 

contribute to the deficit. 
● Corporate Taxes – A smaller portion due to tax cuts and loopholes. 
● Other Sources – Tariffs, excise taxes, and federal fees. 

Major Spending Categories: 

● Mandatory Spending (Medicare, Medicaid, and Other Programs) – Programs that do 
contribute to the deficit because they require government funding beyond payroll taxes. 

● Discretionary Spending (Military, Education, Infrastructure, etc.) – Adjusted 
annually by Congress. 

● Interest on National Debt – Growing concern as debt rises. 

🚨 Important Note: 
🔹 Social Security does NOT contribute to the deficit because it is self-funded by payroll 
taxes and held in trust funds. However, if its trust funds were ever depleted, benefits might have 
to be reduced unless new funding mechanisms were introduced. 

 

3. The Impact of Deficits on the Economy 

🔺 Short-Term Effects: 

● Stimulates economic growth (government injects money into the economy). 
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● Can increase employment and consumer spending. 

🔻 Long-Term Effects: 

● Leads to higher national debt if unchecked. 
● Interest payments on debt take up more of the budget. 
● Potentially higher taxes in the future to cover past borrowing. 
● Inflation concerns if too much money is printed. 

 

4. Historical Trends in U.S. Deficits 

📊 Key Moments in U.S. Deficit History: 

● 1998–2001: Budget surpluses (rare moment in modern history). 
● 2008 Financial Crisis: Large deficits due to bank bailouts and stimulus spending. 
● 2020 COVID-19 Pandemic: Deficit hit a record $3.1 trillion due to stimulus efforts. 

Would you like a graph illustrating U.S. deficit trends over time? I can generate one now. 🚀 

U.S. Federal Deficit Trends (1990-2023) 

 

Here's a graph showing historical U.S. deficit trends from 1990 to 2023. You can see how 
deficits increased sharply during financial crises and major events like the 2008 recession and 
the COVID-19 pandemic. 
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🎬 Video Script: "Understanding the U.S. Deficit" 

🎤 [Opening Scene: Presenter in front of a large digital screen displaying 
“Deficit vs. Debt”] 

📢 "Ever heard politicians argue about the deficit, but wonder what it actually means? And how 
is it different from the national debt?" 

📢 "Today, we’re breaking it all down—what causes deficits, how they impact the economy, and 
why they matter to you!" 

 

🎬 Scene 1: Deficit vs. Debt 

🎥 [Visual: Split-screen animation showing a household budget vs. government budget.] 
🎤 "A deficit happens when the government spends more in a year than it collects in taxes—just 
like if you spent more on your credit card than you earned." 

🎥 [Visual: National debt clock running in real-time.] 
🎤 "Debt, on the other hand, is the total amount borrowed over time to cover those deficits." 

🎥 [Visual: Chart showing years with budget surpluses vs. deficits.] 
🎤 "The U.S. has run deficits for most of modern history, with only a few brief surpluses in the 
late 1990s." 

 

🎬 Scene 2: What Causes the Deficit? 

🎥 [Visual: Pie chart showing revenue sources (taxes, tariffs, etc.).] 
🎤 "The government gets money from taxes—mostly from income tax and payroll taxes." 

🎥 [Visual: Federal spending animation (Social Security, defense, healthcare, 
infrastructure).] 
🎤 "But it spends money on Social Security, Medicare, military defense, and more. If spending 
exceeds revenue, we have a deficit!" 

🎥 [Visual: Flashback to 2008 financial crisis and 2020 pandemic with large deficit 
spikes.] 
🎤 "Big events like recessions and wars cause spikes in the deficit due to emergency 
spending." 
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🎬 Scene 3: How Does the Deficit Affect the Economy? 

🎥 [Visual: Government printing money vs. borrowing with Treasury bonds.] 
🎤 "In the short term, deficits can stimulate the economy—helping people and businesses 
during tough times." 

🎥 [Visual: Growing debt clock and rising interest payments.] 
🎤 "But over time, if deficits keep growing, debt piles up. That means higher interest payments 
and potential tax increases in the future." 

🎥 [Visual: Inflation warning sign.] 
🎤 "Too much deficit spending can also lead to inflation if the government prints too much 
money." 

 

🎬 Scene 4: U.S. Deficit Trends Over Time 

🎥 [Visual: Graph showing deficit trends over the past 30 years.] 
🎤 "Let’s look at history—deficits surged during financial crises, with record highs in 2020 during 
COVID-19." 

🎥 [Visual: Closing text: 'Understanding Deficits is Key!'] 
🎤 "The bottom line? Deficits are neither always good nor always bad. What matters is how 
they’re managed!" 

📢 "Want to learn more? Stay tuned for our next lesson on the debt ceiling!" 

 
 

Lesson 3: The Debt Ceiling – What It Is and Why It Matters 

Lesson Overview: 

In this lesson, we’ll break down the debt ceiling, its purpose, historical crises surrounding it, 
and the political and economic consequences of reaching the limit. Finally, we’ll explore what 
could happen if the U.S. ever defaulted on its debt. 

 

Lesson Plan 

1. What is the Debt Ceiling? 

8 



 

📌 Definition: The debt ceiling is a legally imposed limit on how much the U.S. government can 
borrow to pay its existing obligations. 

📌 Key Purpose: It does not control future spending but restricts the Treasury’s ability to issue 
new debt to cover previously approved spending. 

✅ Analogy: Think of the debt ceiling like a credit card limit. It doesn’t determine how much you 
spend—it just caps how much debt you can accumulate to pay for past purchases. 

 

2. Historical Instances of Debt Ceiling Crises 

The U.S. has hit or neared its debt ceiling multiple times, often leading to political standoffs. 
Here are some key events: 

🔹 2011 Debt Ceiling Crisis 

● Congress delayed raising the limit, leading to a credit rating downgrade for the first 
time in U.S. history. 

● Market volatility increased, and borrowing costs rose. 

🔹 2013 Government Shutdown 

● A political impasse over the debt ceiling led to a partial government shutdown for 16 
days. 

🔹 2023 Debt Ceiling Standoff 

● Lawmakers debated raising the limit, nearly triggering default fears before a last-minute 
deal. 

📊 Historical Trend: The U.S. has raised the debt ceiling over 100 times since its creation in 
1917. 

 

3. Political and Economic Consequences of Hitting the Limit 

What happens if the U.S. reaches the debt ceiling without a resolution? 

🚨 Short-Term Consequences: 

● Delayed payments to federal employees, Social Security recipients, and military 
personnel. 

● Rising uncertainty in financial markets. 
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💥 Long-Term Consequences: 

● Default on U.S. debt: The government might fail to make payments on Treasury bonds. 
● Recession risk: Consumer and investor confidence could plummet. 
● Higher borrowing costs: A default would lead to increased interest rates, making 

future debt more expensive. 

 

4. Interactive Exercise: “What Happens If the U.S. Defaults?” 

Scenario: Imagine Congress fails to raise the debt ceiling, and the U.S. Treasury runs out of 
emergency funding. What would happen? 

📝 Question 1: What are some immediate consequences of a U.S. default? 
📢 Question 2: If the government cannot borrow more money, what areas of spending might be 
affected first? 
💰 Question 3: How would this impact everyday citizens, including mortgages, investments, 
and social programs? 

✅ Debrief: The goal is to help students think critically about how government decisions 
impact the economy. 

 

Would you like a timeline or graph illustrating past debt ceiling crises? I can generate one now. 
🚀 

Historical Debt Ceiling Crises in the U.S. 

10 



 

 

Here's a timeline of key U.S. debt ceiling crises, showing major events from 2011, 2013, and 
2023. These moments highlight the recurring challenges of the debt ceiling debate. 

 

🎬 Video Script: "Understanding the Debt Ceiling" 

🎤 [Opening Scene: Presenter standing in front of a digital U.S. Treasury 
chart.] 

📢 "You hear it on the news: ‘The U.S. is about to hit the debt ceiling!’ But what does that 
actually mean? And should we be worried?" 

📢 "Today, we’re breaking down the debt ceiling, why it exists, and what happens if we reach it!" 

 

🎬 Scene 1: What is the Debt Ceiling? 

🎥 [Visual: Animation of a credit card hitting a spending limit.] 
🎤 "Think of the debt ceiling like a credit card limit—it doesn’t determine how much you spend, 
just how much you can borrow to cover past expenses." 

🎥 [Visual: Government budget breakdown with Treasury payments on debt.] 
🎤 "The debt ceiling controls the amount the government can borrow to pay for spending 
already approved by Congress." 
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🎬 Scene 2: Historical Debt Ceiling Crises 

🎥 [Visual: Timeline graphic with key crisis years (2011, 2013, 2023).] 
🎤 "Let’s look at history—2011 saw a credit downgrade, 2013 led to a government shutdown, 
and in 2023, we nearly defaulted." 

🎥 [Visual: Flashback of political debates and stock market reactions.] 
🎤 "Every crisis has led to political standoffs, market instability, and higher borrowing costs." 

 

🎬 Scene 3: What Happens if We Hit the Limit? 

🎥 [Visual: Government agencies shutting down, delayed Social Security checks.] 
🎤 "If Congress doesn’t act, the government can’t pay bills. Social Security, military pay, and 
federal workers could be impacted." 

🎥 [Visual: Wall Street stocks crashing.] 
🎤 "A default could send financial markets into chaos, pushing interest rates higher for 
everyone!" 

🎥 [Visual: Federal Reserve and Treasury officials discussing emergency measures.] 
🎤 "The U.S. Treasury often finds last-minute solutions, but constant uncertainty hurts investor 
confidence." 

 

🎬 Scene 4: What Can Be Done? 

🎥 [Visual: Policy proposals for automatic debt ceiling adjustments.] 
🎤 "Some experts propose eliminating the debt ceiling or making it automatic to avoid political 
gridlock." 

🎥 [Visual: Final takeaway message: 'Understanding the Debt Ceiling Matters!'] 
🎤 "At the end of the day, the debt ceiling debate isn’t just about politics—it affects every 
American’s financial future!" 

📢 "Want to test your knowledge? Try the interactive exercise and quiz in your lesson 
materials!" 
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Lesson 4: Common Misconceptions About Debt & Deficits 

Lesson Overview: 

Many myths surround the U.S. national debt and deficit. This lesson breaks down common 
misconceptions and explains why government finances work differently from household 
budgeting. 

 

Lesson Plan 

1. “The U.S. is Bankrupt” – Why This Isn’t True 

📌 Misconception: Many people claim that the U.S. is bankrupt because of its high national 
debt. 

📌 Reality: 

● Unlike a household or business, the U.S. government cannot run out of money as long 
as it controls its own currency (the U.S. dollar). 

● The government can issue more Treasury bonds to meet its obligations. 
● The U.S. economy remains strong because investors trust U.S. debt as a safe 

investment. 

✅ Example: The U.S. has never defaulted on its debt in modern history, despite running 
deficits almost every year. 

 

2. “Foreign Countries Own All Our Debt” – Breaking Down Ownership 

📌 Misconception: Some believe that countries like China “own” the U.S. because they hold a 
large portion of U.S. debt. 

📌 Reality: 

● Foreign countries hold only about 30% of U.S. debt. The largest holders are Japan 
and China, but they don’t control U.S. policies. 

● Most U.S. debt (70%) is held domestically, by institutions like: 
○ The Federal Reserve 
○ U.S. mutual funds, pension funds, and banks 
○ Social Security Trust Fund 
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✅ Example: If foreign countries stopped buying U.S. debt, the U.S. could still borrow 
domestically to finance operations. 

 

3. “Balancing the Budget is Like Household Budgeting” – Why 
Governments Are Different 

📌 Misconception: The government should balance its budget the same way a family does. 

📌 Reality: 

● Governments operate on a different scale—they issue currency, control monetary 
policy, and invest in infrastructure and national security. 

● Unlike households, the government can borrow money over decades at low interest 
rates. 

● During economic downturns, deficit spending helps stabilize the economy (e.g., 
stimulus payments). 

✅ Example: The U.S. ran large deficits during World War II but used the spending to boost 
economic growth. 

 

4. “A Deficit is Always Bad” – When Deficit Spending is Necessary 

📌 Misconception: Deficits always mean bad financial management. 

📌 Reality: 

● Deficits can be necessary for economic recovery, especially in crises like wars, 
recessions, and pandemics. 

● Some of the biggest deficit years were followed by strong economic growth (e.g., 
post-WWII and after the 2008 financial crisis). 

● The key issue isn’t whether deficits exist but whether the spending creates long-term 
economic benefits. 

✅ Example: In 2020, the U.S. ran a record-high deficit to fund COVID-19 relief, which helped 
prevent economic collapse. 

 

Would you like a graph or chart showing the breakdown of U.S. debt ownership for this lesson? 
🚀 

U.S. National Debt Ownership Breakdown 
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Here's a visual breakdown of U.S. debt ownership. As shown, most U.S. debt is held 
domestically, debunking the myth that foreign countries "own" America. 

 

🎬 Video Script: "Debunking Myths About U.S. Debt & 
Deficits" 

🎤 [Opening Scene: Presenter in front of a U.S. Treasury debt chart.] 

📢 "You’ve probably heard these myths before: ‘The U.S. is bankrupt!’ or ‘China owns all our 
debt!’ But are they true?" 

📢 "Let’s set the record straight on the biggest misconceptions about U.S. debt and deficits!" 

 

🎬 Scene 1: “The U.S. is Bankrupt” – Why That’s Not True 

🎥 [Visual: National debt clock running in real-time.] 
🎤 "Yes, the U.S. has a lot of debt, but bankruptcy? Not quite." 
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🎥 [Visual: Federal Reserve issuing Treasury Bonds.] 
🎤 "Unlike businesses, the U.S. controls its own currency and can always issue more bonds to 
meet obligations." 

🎥 [Visual: Investors buying U.S. bonds as a safe investment.] 
🎤 "In fact, investors trust U.S. debt so much that they keep lending more!" 

 

🎬 Scene 2: “Foreign Countries Own All Our Debt” – Breaking It Down 

🎥 [Visual: Pie chart of debt ownership showing 70% domestic, 30% foreign.] 
🎤 "Here’s the truth—most U.S. debt is owned by… Americans!" 

🎥 [Visual: Federal Reserve, pension funds, and banks holding U.S. debt.] 
🎤 "Foreign countries like China and Japan only hold about 30%, and they do it because U.S. 
bonds are stable investments." 

 

🎬 Scene 3: “The Government Should Balance Its Budget Like a 
Household” 

🎥 [Visual: Split-screen animation of a family budget vs. federal budget.] 
🎤 "Families have to live within their means, but governments work differently." 

🎥 [Visual: Government spending on roads, defense, and education.] 
🎤 "The government borrows to invest in the economy—think highways, schools, and even 
pandemic relief." 

🎥 [Visual: World War II spending and economic boom.] 
🎤 "Deficit spending has actually helped the U.S. economy recover from crises in the past!" 

 

🎬 Scene 4: “A Deficit is Always Bad” – Why That’s Not True 

🎥 [Visual: Government spending during the Great Recession and COVID-19.] 
🎤 "Deficits aren’t always a bad thing. In fact, they’re sometimes necessary to keep the 
economy stable." 

🎥 [Visual: Job growth following government stimulus programs.] 
🎤 "When used wisely, government spending can create jobs, boost growth, and prevent 
deeper economic problems." 
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🎥 [Visual: Final message: ‘Understanding Debt & Deficits Matters!’] 
🎤 "The bottom line? Not all debt is bad, and understanding the facts helps us make smarter 
decisions about the economy!" 

📢 "Want to test your knowledge? Check out the quiz and worksheet in your lesson materials!" 
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