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Purpose  
 
To present a lawful, one-time framework for addressing the long-term fiscal treatment of federal debt incurred 
during the COVID-19 national emergency, with the objective of preserving institutional credibility, maintaining 
monetary stability, and strengthening long-term fiscal sustainability. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Executive Summary 
 
The COVID-19 pandemic constituted an extraordinary national emergency requiring unprecedented fiscal and 
monetary intervention to preserve economic stability, employment, and public confidence. In response, Congress 
authorized emergency expenditures of historic scale, while the Federal Reserve conducted large-scale asset 
purchases to stabilize financial markets and ensure the effective transmission of fiscal support. These actions 
succeeded in preventing systemic collapse and supporting economic recovery.  
 
A substantial portion of the resulting federal debt consists of U.S. Treasury securities acquired and held by the 
Federal Reserve as a consequence of these emergency market-stabilization operations. These securities are legally 
valid obligations of the United States and are treated identically to privately held debt for statutory, accounting, and 
debt-limit purposes. 

From a consolidated public-sector perspective, however, Treasury securities held by the Federal Reserve exhibit 
distinctive economic characteristics. Interest payments on these holdings are largely remitted back to the Treasury 
over time, and the securities do not require refinancing in private capital markets while held by the Federal Reserve. 
Despite these features, current statutory treatment does not distinguish between Federal Reserve–held pandemic-era 
securities and market-held public debt for long-term fiscal metrics. 

This memorandum presents a constitutionally grounded, one-time framework for evaluating the long-term fiscal 
treatment of pandemic-era Treasury securities held by the Federal Reserve. The framework preserves the full faith 
and credit of the United States, avoids default or repudiation, protects private and foreign creditors, maintains 
Federal Reserve independence, and does not rely on inflationary financing.  
 
Its purpose is not to rewrite history or reclassify debt retroactively, but to normalize the federal balance sheet 
following an exceptional national emergency through narrowly tailored statutory mechanisms, should Congress 
determine such action to be appropriate.  
 
This framework is summarized in the accompanying Policy Note for high-level consideration. 
 
Institutional Consideration Identified  
 
This memorandum identifies a limited fiscal and legal issue concerning the long-term statutory treatment of 
pandemic-era Treasury securities held by the Federal Reserve that may warrant internal technical evaluation through 
established governmental processes.  
Any such evaluation would fall within existing constitutional authorities and would not imply or presume any 
particular policy outcome. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Section I. Legal Authority and Constitutional Basis  
 
A. Congressional Authority Over Public Finance  
 
Article I, Section 8 of the United States Constitution grants Congress the power to levy taxes, borrow money on the 
credit of the United States, and enact laws necessary and proper to execute those powers. This authority 
encompasses discretion over federal debt management, reporting, and fiscal treatment, subject to constitutional 
constraints. 

Historically, Congress has exercised this authority to differentiate among categories of federal obligations for 
budgetary, accounting, and statutory purposes, including distinctions based on maturity, purpose, and holder, while 
preserving the legal validity of the underlying obligations.  
 
B. Treasury Securities Held by the Federal Reserve  
 
U.S. Treasury securities held by the Federal Reserve are legally binding obligations of the United States. They are 
acquired on secondary markets under statutory authority and remain part of “debt held by the public” under existing 
Treasury and OMB classifications.  
At the same time, when viewed from a consolidated federal balance-sheet perspective, these holdings differ 
economically from market-held debt. Interest payments associated with them are generally returned to the Treasury 
through Federal Reserve remittances over time, and they do not represent ongoing market-financing requirements 
while held by the central bank.  
 
These economic characteristics may support differentiated statutory or fiscal treatment, should Congress choose to 
authorize such treatment, without altering debt validity or creditor rights.   
 
C. Federal Reserve Act and Monetary Independence  
 
The Federal Reserve operates under statutory authority conferred by Congress. While operationally independent in 
the conduct of monetary policy, its balance-sheet structure, remittance framework, and permissible asset holdings 
are defined by law.  
 
Nothing in the Federal Reserve Act precludes Congress from addressing the fiscal or statutory treatment of Treasury 
securities held by the Federal Reserve, provided that such legislation does not compel monetary policy actions, 
interfere with operational independence, or mandate inflationary financing.  
 
The framework contemplated herein respects these boundaries.  
 
D. Debt Validity and the Fourteenth Amendment  
 
Section 4 of the Fourteenth Amendment affirms the validity of the public debt of the United States authorized by 
law. The framework presented in this memorandum fully complies with this requirement. 

It does not repudiate, impair, or invalidate any Treasury obligation, nor does it discriminate among holders. Instead, 
it addresses prospective fiscal treatment through lawful statutory mechanisms that preserve creditor rights.  
 
E. Emergency Context  
 
The COVID-19 pandemic was formally recognized by Congress and the Executive as a national emergency 
requiring extraordinary measures. While some federal borrowing would have occurred absent the pandemic, a 
substantial portion of pandemic-era issuance was directly attributable to emergency conditions.  
 
U.S. constitutional practice recognizes that extraordinary emergencies may justify narrowly tailored, time-limited 
statutory responses, subject to democratic oversight. This memorandum is expressly confined to that context. 
 



F. Conclusion on Legal Authority  
 
Taken together, constitutional text, statutory law, and historical practice provide a sufficient legal foundation for 
Congress to consider a narrowly tailored, one-time framework addressing the long-term fiscal treatment of 
pandemic-era Treasury securities held by the Federal Reserve.  
 
 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 



Section II. Fiscal Mechanics and Balance-Sheet Treatment  
 
A. Existing Structure  
 
As a result of emergency asset purchases, the Federal Reserve holds a substantial volume of U.S. Treasury securities 
acquired to stabilize markets rather than to finance ordinary government operations.  
 
While legally indistinguishable from other Treasuries, these holdings differ economically from market-held debt 
when viewed on a consolidated federal basis.  
 
B. Budgetary and Debt-Limit Treatment  
 
Under current law, Federal Reserve–held Treasury securities:  
 
• are included in gross federal debt;  
• count toward the statutory debt ceiling;  
• contribute to projected interest-cost metrics.  
 
This treatment does not reflect the net fiscal cash-flow effects associated with Federal Reserve remittances and may 
overstate long-term fiscal burdens arising from emergency-era holdings.  
 
C. Illustrative Statutory Approaches  
 
Subject to congressional authorization, potential mechanisms applicable exclusively to pandemic-era Federal 
Reserve holdings could include:   
1. Targeted fiscal accounting adjustments for specified aggregates;  
2. Structural modifications of designated emergency-era holdings held solely by the Federal Reserve;  
3. Statutory interest-offset mechanisms reflecting net public-sector cash flows.  
 
Each approach preserves legal validity while addressing long-term fiscal presentation.  
 
D. Monetary Neutrality  
 
The framework does not mandate Federal Reserve asset purchases, sales, or interest-rate actions. It is designed to be 
fiscally corrective, not monetarily accommodative.  
 
E. Fiscal Effects  
 
Properly designed, normalization could reduce projected net interest costs and rollover exposure without affecting 
private-sector income or capital markets.  
 
F. Safeguards  
 
Any statutory framework should:  
 
• apply only to pandemic-era debt;  
• apply only to Federal Reserve held securities;  
• include transparency and reporting requirements;  
• prohibit extension absent explicit congressional action. 
 
 
 
 
 
 
 



Section III. Economic Impact and Risk Assessment  
 
A. Macroeconomic Impact  
 
The framework contemplated in this memorandum is designed to be macro-economically neutral. It does not 
increase aggregate demand, does not introduce new fiscal spending, and does not alter private-sector balance sheets. 
Its effects arise from balance-sheet normalization within the federal system rather than from external economic 
stimulus.  
 
Accordingly, the proposal is not expected to:  
 
• increase inflationary pressures;  
• affect employment or output in the short term;  
• alter household or business expectations regarding taxation or spending.  
 
Any macroeconomic effects would be indirect and medium- to long-term, operating through improved fiscal 
sustainability, reduced uncertainty regarding federal debt dynamics, and enhanced policy flexibility following an 
extraordinary national emergency.  
 
B. Inflation Risk Assessment  
 
Inflation risk is a central consideration in evaluating any proposal related to federal debt or central bank balance 
sheets. The framework presented herein does not rely on monetary expansion, deficit monetization, or changes to 
money supply growth.  
 
Specifically:  
 
• no new Treasury issuance is authorized;  
• no Federal Reserve asset purchases are mandated;  
• no increase in reserve balances is required.  
 
The proposal addresses only the statutory and fiscal treatment of existing pandemic-era Treasury securities held by 
the Federal Reserve. As such, it is not expected to generate inflationary effects beyond those already embedded in 
the post-pandemic economy.  
 
C. Financial Market and Treasury Issuance Effects  
 
Because the framework applies exclusively to Treasury securities already held by the Federal Reserve, it does not 
affect:  
 
• the supply of marketable Treasuries; 
• Treasury auction schedules;  
• yield formation in primary or secondary markets. 
 
Private and foreign investors experience no impairment, repricing, or alteration of contractual terms. The full faith 
and credit of the United States remains unchanged. 

Market confidence is further supported by the fact that the framework: 
 
• is limited to a clearly defined emergency period;  
• preserves legal continuity of all obligations;  
• avoids discretionary or open-ended authority.  
 
D. Credit Rating and Sovereign Risk Considerations  
 
Credit rating agencies assess sovereign risk based on legal predictability, institutional stability, and long-term fiscal 



capacity. By reducing projected interest burdens and clarifying the treatment of extraordinary emergency-era 
holdings, the framework may improve long-term debt sustainability metrics.  
 
Importantly, the proposal does not constitute:  
 
• debt repudiation;  
• selective default;  
• impairment of creditor rights.   
 
It is therefore distinguishable from actions historically associated with adverse credit outcomes.  
 
E. Federal Reserve Balance Sheet and Remittance Effects  
 
The proposal does not interfere with Federal Reserve monetary operations or policy discretion. However, by 
addressing the fiscal treatment of pandemic-era holdings, it may reduce volatility in Treasury remittances arising 
from interest-rate mismatches between Federal Reserve assets and liabilities.  
 
This may improve transparency and stability in federal budget projections without constraining the Federal 
Reserve’s operational independence.  
 
F. Legal and Institutional Risk  
 
From an institutional perspective, risks are mitigated through:  
 
• explicit statutory authorization;  
• narrow scope and one-time application;  
• clear separation between fiscal authority and monetary policy.  
 
Judicial risk is limited, as the framework preserves debt validity and relies on well-established congressional 
authority over public finance.  
 
G. Precedent and Moral Hazard Considerations  
 
To avoid moral hazard or misuse, the framework should be explicitly confined to:  
 
• debt incurred under formally declared national emergencies;  
• circumstances involving systemic economic risk;  
• situations where a substantial portion of the debt is held by the Federal Reserve.  
 
These limitations ensure that the framework does not become a tool for routine deficit management or political 
expediency.  
 
H. Net Economic Assessment  
 
Taken as a whole, the proposed framework:  
 
• reduces long-term fiscal pressure;  
• preserves monetary and institutional credibility;  
• imposes minimal macroeconomic risk;  
• strengthens the federal government’s capacity to respond to future crises.  
 
It represents a measured, technically sound response to an extraordinary historical event, rather than a departure 
from established fiscal discipline. 

 



Section IV. Implementation Pathway and Legislative Sequencing  
 
A. Guiding Principles for Implementation  
 
Any implementation of the framework described in this memorandum should adhere to the following principles:  
 
• Legislative primacy: All actions must be grounded in explicit congressional authorization.  
• Institutional coordination: Treasury, the Federal Reserve, OMB, and Congress must act within their respective 
statutory roles.  
• Narrow scope: Measures should apply only to pandemic-era emergency debt held by the Federal Reserve.  
• One-time application: The framework should not create standing authority for routine fiscal management.  
• Transparency: Implementation should be clearly communicated to markets and the public.  
 
These principles are intended to ensure legal durability, institutional credibility, and market confidence. 
 
B. Preliminary Executive and Interagency Review  
 
As an initial step, the President may direct the Department of the Treasury, in consultation with the Office of 
Management and Budget and the Federal Reserve, to conduct a technical assessment of statutory options consistent 
with this framework.  
 
Such an assessment would:  
 
• identify eligible categories of pandemic-era Treasury securities;  
• evaluate fiscal, accounting, and debt-limit implications;  
• confirm consistency with existing monetary and budgetary law;  
• assess reporting and transparency requirements.  
 
This review would be advisory in nature and would not bind any institution.  
 
C. Congressional Engagement and Committee Sequencing  
 
Following preliminary review, Congress would retain full discretion to determine whether and how to proceed 
legislatively. If pursued, consideration would most naturally fall within the jurisdiction of:  
 
• House Committee on Ways and Means  
• Senate Committee on Finance  
• House Committee on the Budget  
• Senate Committee on the Budget  
 
Additional consultation with financial services committees may be appropriate with respect to Federal Reserve 
interactions.  
 
D. Statutory Design Considerations  
 
Any implementing legislation should:  
 
• precisely define the covered emergency period and eligible securities;  
• specify the fiscal or accounting treatment applicable to such securities;  
• affirm the continued legal validity of all Treasury obligations;  
• preserve Federal Reserve operational independence;  
• include reporting and oversight provisions.  
 
Clear statutory drafting is essential to avoid ambiguity or unintended precedent. 



E. Budgetary and Debt-Limit Treatment 
  
Consistent with congressional authority, legislation may specify the treatment of covered obligations for purposes 
of:  
 
• gross federal debt calculations;  
• statutory debt limits;  
• budget baselines and projections.  
 
Any such treatment should be narrowly tailored and explicitly limited to covered emergency debt.  
 
F. Phased and Conditional Implementation  
 
To further reduce risk, Congress may elect to implement the framework in a phased or conditional manner, for 
example by:  
 
• requiring certification by Treasury regarding eligible securities;  
• conditioning effectiveness on reporting or review milestones;  
ª providing for congressional oversight or sunset provisions.  
 
G. Communications and Market Transparency  
 
Clear and coordinated communication would be essential. Public messaging should emphasize that:  
 
• no privately or foreign-held debt is affected;  
• no default, repudiation, or impairment occurs;  
• Federal Reserve independence is preserved;  
• the action reflects post-emergency normalization, not fiscal expansion.  
 
H. Conclusion on Implementation Pathway  
 
The framework may be implemented through orderly, transparent, and constitutionally grounded legislative 
processes. By sequencing review, authorization, and execution across appropriate institutions, policymakers can 
address the long-term fiscal treatment of pandemic-era emergency debt while preserving the stability, credibility, 
and integrity of the United States financial system. 

 

 

 
 
 
 

 
 
 
 
 
 
 

 
 



Annexes 

Annex A  
Fiscal and Monetary Mechanics of Pandemic-Era Federal Reserve Held Treasury Securities 
 
A.1 Overview of QE Operations During the COVID-19 Emergency  
 
During the COVID-19 national emergency, the Federal Reserve implemented large-scale asset purchase programs to 
stabilize Treasury markets, ensure liquidity, and support the transmission of congressionally authorized fiscal 
measures. These programs resulted in the acquisition of substantial volumes of U.S. Treasury securities across the 
maturity spectrum.  
 
The primary objectives of these purchases were:  
 
• restoration of market functioning;  
• prevention of disorderly conditions in Treasury markets;  
• support of accommodative financial conditions during the emergency period.  
 
These operations were conducted under existing statutory authority and were explicitly framed as extraordinary and 
temporary responses to systemic risk.  
 
 
A.2 Balance Sheet Effects  
 
As a result of these operations, the Federal Reserve’s balance sheet expanded significantly. On the asset side, 
Treasury securities increased sharply; on the liability side, reserve balances and other short-term liabilities rose 
correspondingly.  
 
From a consolidated federal perspective, these changes represent an internal balance-sheet expansion, rather than a 
transfer of obligations to external creditors.  
 
 
A.3 Distinction Between Asset Purchases and Fiscal Financing  
 
Federal Reserve asset purchases do not constitute direct fiscal financing. Treasury securities acquired under QE are 
purchased on the secondary market and remain legally binding obligations of the United States.  
 
However, when such securities are held by the Federal Reserve:  
 
• interest payments are remitted back to the Treasury under normal operating conditions;  
• principal repayment occurs within the federal system;  
• no external creditor exposure arises.  
 
This distinction underpins the rationale for differentiated fiscal treatment.   
 
 
A.4 Post-Pandemic Normalization Context  
 
As financial conditions normalized, the Federal Reserve began reducing the pace of asset purchases and, 
subsequently, its balance sheet. However, the fiscal accounting treatment of pandemic-era holdings has remained 
unchanged, despite their extraordinary origin and intragovernmental character.  
 
This annex provides the technical foundation for the framework proposed in the main memorandum. 
 
 



Annex B 
Federal Balance-Sheet and Accounting Treatment 
B.1 Scale of Pandemic-Era Treasury Holdings  
 
Between 2020 and 2022, the Federal Reserve acquired approximately $4 trillion in additional U.S. Treasury 
securities, representing a substantial share of the total increase in publicly reported federal debt during the pandemic 
period.  
 
These holdings are distinguishable by:  
 
• timing (pandemic emergency period);  
• purpose (market stabilization);  
• holder (Federal Reserve).  
 
B.2 Interest Payment and Remittance Dynamics  
 
Under standard operating conditions:  
 
• the Treasury pays interest on securities held by the Federal Reserve;  
• the Federal Reserve, after covering operating expenses, remits net income back to the Treasury.  
 
This results in a largely circular flow of funds within the federal system.  
 
During periods of elevated interest rates, the Federal Reserve may temporarily suspend remittances due to operating 
losses. While this affects short-term budget accounting, it does not alter the underlying intragovernmental nature of 
the obligations.   
 
B.3 Budgetary and Debt-Limit Implications 
 
Despite being held by the central bank as a result of emergency monetary operations, Federal Reserve-held Treasury 
securities: 
 
• are included in gross federal debt; 
• count toward the statutory debt ceiling; 
• contribute to reported interest expenditure projections. 
 
This treatment amplifies fiscal and statutory constraints without accurately reflecting the net economic burden of 
such holdings. 
 
B.4 Long-Term Fiscal Effects  
 
Absent adjustment, pandemic-era intragovernmental debt will continue to:  
 
• inflate gross debt metrics;  
• generate accounting volatility;  
• constrain fiscal policy space.  
 
The framework proposed in the memorandum addresses these effects through balance-sheet normalization rather 
than external financing changes. 
 
 
 
 
 
 
 



 
Annex C  
Historical and Legal Precedents for Post-Emergency Normalization 
 
C.1 Government-Held Federal Obligations in Budgeting and Accounting  
 
Federal budgeting and accounting practices already distinguish between: 
• debt held by the public; and 
• debt held within the public sector, including trust funds and other government or central-bank accounts. 

These distinctions are routinely employed for analytical, reporting, and consolidation purposes and do not impair the 
legal validity or enforceability of federal obligations. 

C.2 Statutory Authority for Classification and Treatment  
 
Congress has historically exercised authority to:  
 
• define categories of federal obligations;  
• prescribe their budgetary treatment;  
• establish exceptions or special treatment for specific purposes.  
 
Such actions have been upheld where they preserve creditor rights and serve legitimate public objectives.  
 
C.3 Emergency-Specific Fiscal Measures  
 
U.S. law recognizes that national emergencies may justify exceptional fiscal measures, provided they are:  
 
 • time-limited;  
•  proportionate;  
• subject to congressional authorization.  
 
The pandemic-era response fits squarely within this tradition.  
 
C.4 Non-Precedential Design Safeguards  
 
The framework outlined in the memorandum incorporates safeguards to ensure that:  
 
• differentiated treatment applies only to pandemic-era emergency debt;  
• no authority is created for routine deficit management;  
• institutional roles and independence are preserved.  
 
These safeguards align with established constitutional and statutory principles. 
 
 


