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Second Annual Willem C. Vis 
International Commercial 

Arbitration Moot Pre-Competition
By J. Brock McClane

 The Willem C. Vis International Com-
mercial Arbitration Moot Competition is 
held annually in Vienna, Austria. Teams 
from 150 law schools around the globe from 
both common law and civil law systems 
meet in Vienna each Spring to compete. All 
teams argue their positions based on the 
same problem, given to them in the preced-
ing Fall. The problem is always based on 

an international trade issue in which the 
United Nations Convention on Contracts 
for the International Sale of Goods governs 
or may govern the transaction.
 Last year, in an effort to liaise with law 
students interested in international law and 
dispute resolution, to provide a forum for 
students from different law schools to meet, 

Post 9/11 Increased Export 
Controls by U.S. Government

By Peter A. Quinter

 Most articles discussing the topic of �Ex-
port Controls� focus upon the two tradi-
tional agencies: the U.S. Department of 
State�s Directorate of Defense Trade Con-
trols (�DDTC�) and the U.S. Department 
of Commerce�s Bureau of Industry and Se-
curity (�BIS�). Yet, a lesser known federal 
agency, the U.S. Immigration and Customs 
Enforcement (�ICE�), is now arguably the 
lead investigation agency for export con-
trols. 
 Created on March 1, 2003, ICE is the 
largest investigative bureau within the U.S. 
Department of Homeland Security.1 ICE 
employs 15,000 people, including 6,000 Spe-
cial Agents located throughout the United 
States as well as internationally, serving as 

ICE Attaches at U.S. Embassies.2 The stated 
mission of ICE is to �protect America and up-
hold public safety� by identifying criminal 
activities and eliminating vulnerabilities 
that pose a threat to our nation�s borders, as 
well as enforcing economic, transportation 
and infrastructure security. By protecting�
national and border security, ICE seeks to 
eliminate the potential threat of terrorist 
acts against the United States.�3 ICE Special 
Agents are Criminal Investigators from the 
legacy U.S. Customs Service and U.S. Immi-
gration and Naturalization Service, both of 
which were eliminated with the creation of 
the U.S. Department of Homeland Security 
in 2003.4 ICE Special Agents often work 
closely with BIS, DDTC, Federal Bureau 

See �Export Controls,� page 33
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2005 - 2006 Annual Section Report
  The International 
Law Section (ILS) 
is made up of 1,059 
members, which 
represents an in-
crease in member-
ship of 62 members 
since this time last 
year. The of�cers of 
the ILS for 2005 - 
2006 were John H. 

Rooney, Jr., Chair; Francesca Russo-
DiStaulo, Chair-Elect, Edward H. Da-
vis, Jr., Secretary; J. Brock McClane, 
Treasurer; and Lucius Smejda, Im-
mediate Past-Chair. The of�cers, who 
comprise the Executive Committee, 
met on a monthly basis to consider 
proposals for section activities, moni-
tor on-going projects, and plan for 
the future. This year, after a series 
of interruptions caused by natural 
events, the Section sponsored and 
conducted a number of activities to 
further its over-all goal of promot-
ing the understanding, application 
and development of international law. 
Some events and developments war-
rant particular mention. The section 
conducted a successful international 
tax seminar, under the supervision of 
William Newton, cosponsorship with 
the American Immigration Lawyers 
Association of a successful national 
immigration seminar held in Miami in 
February, a moot court competition in 
March, and a highly successful litiga-
tion and arbitration update sponsored 
by many international law �rms.
 At the mid-year meeting, the sec-
tion held its annual retreat, which 
had been twice cancelled due to hur-
ricanes. During the well-attended re-
treat, members exchanged ideas on 
how to further the section�s speci�c 
goals of (1) recognition of the positive 
economic impact that the practice of 
international law brings to our state 
and outreach to Chambers of Com-
merce and similar organizations; (2) 
reaching out to the educational insti-
tutions of the state in order to create 
a forum for international law scholars 
that will become a resource for the 
section and for the bar as a whole; 
(3) consideration of the suitability of 
model legislation sponsored by inter-

national organizations for adoption 
by Florida, and (4) rationalization 
of the section�s bylaws to establish a 
more ef�cient administrative struc-
ture and to recognize the important 
non-economic mission of the section 
in �elds of human rights and general 
promotion of the rule of law. At the 
mid-year luncheon, section Board of 
Governors liaison and President-Elect 
of the Florida Bar, Francisco Angones, 
introduced our luncheon speaker, Jan 
Paulsson. Mr. Paulsson is a partner 
in the Paris of�ce of the Fresh�elds 
law firm and known as one of the 
world�s premier practitioners in the 
�eld of international arbitration. Mr. 
Paulsson spoke on current trends in 
international and national law, draw-
ing frequently on his vast professional 
experience and referencing his re-
cently published book, Denial of Jus-
tice under International Law. During 
the mid-year meeting of the Execu-
tive Council, the requirement of our 
bylaws that members attend council 
meetings as a requirement of service 
on the council was noted, as well as the 
intention of the Executive Committee 
to enforce that requirement.
 In February, the section sponsored 
with the American Immigration Law-
yers Association, a very successful an-
nual immigration law program that 
attracts a national faculty and audi-
ence of practitioners. Larry Rifkin 
(Miami) headed up the section�s 
participation. For the second year, 
the section sponsored an arbitration 
moot pre-competition in preparation 
for the participation of Florida law 
schools in the Vis International Moot 
Competition held in Vienna, Austria. 
The section moot pre-competition, 
held in Orlando, drew a number of 
distinguished Florida practitioners 
as arbitrators, who heard three 
rounds of competition among teams 
from Nova Southeastern University, 
Stetson University, the University of 
Florida and the University of Miami. 
Penelope Perez-Kelly (Orlando) was 
the chair of the event. This year, the 
team from the Stetson University 
College of Law won the competition.
 On May 11 and 12, 2006, the 
section�s International Litigation 

and Arbitration Committee (ILAC) 
sponsored its annual International 
Litigation and Arbitration Update. 
The event was held in Miami, and 
assembled a distinguished faculty of 
practitioners from Florida, the rest 
of the United States and abroad. The 
two-day event enjoyed the sponsor-
ship of many law �rms with inter-
national practices and lived up to 
the quality of past updates. Nicolas 
Swerdloff (Miami) was Chair of the 
update. A long-standing priority of 
the section is to replicate the success 
of ILAC in the transactional area. To 
this end, an ad-hoc exploratory com-
mittee comprised of Miguel Zaldivar 
(Miami) and Erika Litvak (Miami) 
has been established to assess inter-
est and to lay the groundwork for 
what we hope will become a stalwart 
of our section. Our Legislative Com-
mittee has promoted the passage 
of bills to address gaps in Florida�s 
statutory regime for service of pro-
cess on corporations, and jurisdiction, 
and will commence study of model 
legislation drafted and approved by 
organizations such as the United Na-
tions Commission on International 
Trade Law and UNIDROIT. ILAC 
also publishes a digest of recent case 
law which is fast becoming an essen-
tial resource for international litiga-
tors and practitioners in the �eld of 
international arbitration.
 Under the editorial and adminis-
trative guidance of Ed Mullins (Mi-
ami) and Manjit Gill (Miami) , the 
section publishes the International 
Law Quarterly, which features arti-
cles from section members and other 
practitioners in the �eld of interna-
tional law.
 In summary, 2005-2006 has been 
a year of building on the accomplish-
ments years past and re�nement of 
our mission and our goals for the fu-
ture. The ILS is fortunate to have at 
its disposal many hard-working and 
dedicated members, many of whom 
work tirelessly without the recogni-
tion that they deserve.

John H. Rooney, Jr.
2005-2006 Chair

International Law Section
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competition
from page 1

exchange views and gain a sense of ca-
maraderie among the other members 
of the Florida delegation to Vienna, 
and to establish a worthwhile sec-
tion service project, the International 
Law Section for the �rst time held a 
pre-competition in Orlando for the 4 
participating Florida teams. We were 
all very proud last year when Stetson 
University College of Law went on to 
win �rst place in Vienna after being 
edged out by University of Florida in 
the Orlando pre-competition.
 On March 18, 2006, the Interna-
tional Litigation and Arbitration 
Committee of the International Law 
Section hosted its Second Annual 
Vis Pre-competition. The four Flor-
ida teams competing were Univer-
sity of Florida, Levin School of Law, 
Stetson University College of Law, 

Nova Southeastern, Shepherd Broad 
School of Law and University of Mi-
ami School of Law. The winner this 

year was Stetson! The best oralist 
winner was Kathryn Harrigan Chris-
tian of Stetson.

A happy Stetson team poses after the competition.

OECS Bar 3rd Regional Law 2006
Signing of the Cooperative Agreement between The Florida Bar and the 

Bar of the Organization of Eastern Caribbean States
By Elizabeth Ortega 

 Edward H. Davis, Jr., a founding share-
holder of Astigarraga Davis, and Chair-
elect of The Florida Bar International Law 
Section, signed a Cooperative Agreement 
with the Bar Association of the Organiza-
tion of Eastern Caribbean States relating 
to mutual CLE exchanges and a close af�li-
ation in pursuit of various legal cooperative 
endeavors.
 �This cooperative agreement is a won-
derful step forward in the development 
of a meaningful and long lasting relation-
ship between international practitioners 
in Florida and their colleagues in the 
Caribbean,�said Davis. Ed Davis, center

SECTION MEETINGS AT THE FLORIDA BAR GENERAL MEETING
Wednesday, September 13, Tampa Airport Marriott

9:30 a.m. - 11:30 a.m. ILAC Committee Meeting
11:30 a.m. - 12:00 noon International Law Section Executive Council Meeting
12:00 noon - 1:30 p.m. ILAC Luncheon (RSVP to Angela Froelich at afroelic@�abar.org.)
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Is the United States� Liquidity 
Compromised?

By Ivan A. Rodriguez Seda1

I. Historical Analysis of 
the United States National 
Debt
 On January 1, 1790, the Unit-
ed States public debt stood at 
$52,788,722.03. It consisted of the 
debt of the Continental Congress and 
$191,608.81 borrowed by Secretary 
of the Treasury Alexander Hamilton 
in the spring of 1789 from New York 
banks to meet the new government�s 
�rst payroll. Since then, the public 
debt has passed by a number of his-
torical milestones: the assumption 
of Revolutionary War debt in August 
1790, the redemption of the debt in 
1835, the �nancing innovations rising 
from the Civil War in 1861, the intro-
duction of war loans drives in 1917, 
the rise of de�cit spending after 1932, 
the lasting expansion of the debt from 
World War II, and the passage of the 
Budget Control Act in 1975. All this, 
along with the huge sums of budget 
de�cits mounted during the 1980�s 
and the present day expenditures 
of President George W. Bush on tax 
cuts and the �war on terror,� bring 
the grand total of national debt to a 
staggering $7.9 trillion.2

A. How did we get this far in 
debt?
 Ever since Sir Robert Walpole�s 
(1676�1745)3 introduction of the 
funding system in England during 
the 1720�s, the secret was out that 
government debt need never be re-
paid. Just create a regular and de-
pendable source of revenue and use it 
to pay the annual interest on and the 
principal of maturing bonds. Then, 
for every retired bond, sell a new one. 
In this way, a national debt could be 
made perpetual. Sir Walpole�s system 
proved its worth in �nancing British 
overseas expansion and imperial wars 
in the eighteenth and nineteenth 
centuries. We might say the British 
Empire was built on more than the 
blood of its soldiers and sailors; it was 
built on debt. The ever-growing debt 
had the ancillary bene�t of attaching 
the interests of wealthy creditors to 
the government. This was not lost in 

the mind of one of the leaders of the 
infant American Republic, Alexander 
Hamilton (1755-1804).
 In the 1790�s Alexander Hamilton4 
and other Federalists sought to graft 
this statistic model upon the infant 
republic. To their dismay, they were 
overthrown by the Jeffersonian Re-
publicans5 in 1800. Alexander Ham-
ilton�s rationale for a perpetual public 
debt included his belief that it would 
help keep up taxes and preserve the 
collection apparatus. Hamilton al-
ways believed that Americans were 
inclined toward laziness and needed 
to be taxed to prod them to work 
harder. It was therefore no surprise 
that voters opted for Thomas Jeffer-
son (1743-1826)6 and his beliefs.
 For Jefferson, every generation has 
the same right to enjoy the bounty 
of nature and the fruits of their la-
bor as the preceding one, without 
being bound or encumbered by the 
pro�igacy or ambition of those who 
went before. Jefferson believed that 
no generation could contract debt 
greater than what it could pay during 
the course of its own existence, and, 
if they did, the following generation 
was under no obligation to pay it. 
All portion of the debt that should 
remain unpaid or unsatis�ed within 
that period of time should therefore 
be cancelled. Such a provision would 
check the natural pro�igacy of gov-
ernments and reduce wars by rais-
ing the risk of premiums on bonds, 
thereby raising the expense of bor-
rowing. It would put lenders and bor-
rowers on their guard. Also, reducing 
the faculty of borrowing within its 
natural limits would bridle the spirit 
of war, to which too free a course has 
been procured by the inattention of 
money-lenders to this law of nature 
that succeeding generations are not 
responsible for the preceding ones.
 In response to Jefferson, his friend, 
James Madison, replied that the pres-
ent generation benefited from the 
productive labor, discoveries, capital 
improvements, and defensive wars 
of previous generations. Madison be-
lieved that because of the bene�ts 

received future generations should 
help pay for those improvements and 
endeavors when the expenses in-
curred were too much for previous 
generations to discharge. Debt could 
be incurred for purposes that inter-
est the unborn, as well as the living. 
Madison always had the American 
War for Independence in mind as a 
clear example.
 When he came into of�ce in 1801, 
President Thomas Jefferson inherited 
a national debt of $83 million, most 
of which had been contracted to fund 
the Revolutionary War. In his �rst 
year, he had his treasury secretary, 
Albert Gallatin,7 set up a sinking 
fund to begin retiring the principal. 
Despite the unexpected expenditure 
of $15 million for the purchase of 
Louisiana, he and Gallatin reduced 
the principal by $37 million, leaving 
only $57 million when he left of�ce in 
1809. His successor, James Madison, 
reduced it to $45 million by early 
1812. However, renewed borrowing to 
fund the war of 1812, coupled with a 
precipitous decline in tariff revenues 
incident to the war, increased the 
debt to $127 million by early 1816.
 Under the next president, Andrew 
Jackson of Tennessee (1767-1845),8 
the last outstanding bond was re-
tired, and in 1835 the country stood 
unencumbered of a single dollar of 
national debt. The country remained 
debt free for one more year (1836), 
but it would never again enjoy this 
desideratum.
 From 1837 through 1843 the fed-
eral government ran de�cits total-
ing $46 million �nanced by treasury 
notes. Such were the fruits of the 
panic in 1837, the depression of 1839 
to 1843, and annual tariff reductions. 
However, the debt had risen to only 
$16 million when James K. Polk 
(1795-1849)9 took of�ce in 1845. Polk 
was a hard money and a low tariff 
man, but he was also a continental 
expansionist. He was determined to 
obtain California and the northern 
provinces of Mexico, so he started 
a war. Whatever the reason for the 
Mexican War (1846-1847), it had at 
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least two consequences. The coun-
try acquired an immense amount of 
valuable and scenic territory that 
would eventually be made into six 
new states, and the national debt 
increased from $16 million to $63 
million by the end of 1848. From 
1853-1857 President Franklin Pierce 
(1804-1869)10 retired more than half 
the national debt; it fell from $64 mil-
lion to $28 million. The national debt 
would never again be that low.
 The Civil War caused an explosion 
of debt. The debt rose from $75 mil-
lion in March 1861 to $2.8 billion in 
August 1865. The debt was $75 per 
capita. It had been $2 per capita in 
1860. Such was one of the costs, but 
by no means the dearest, of coercing 
the southern states into a consoli-
dated and centralized union, which 
was formerly a confederation, and 
now became a unitary republic. In 
1877 the federal government ended 
the military rule of the last two oc-
cupied states (Louisiana and South 
Carolina), and the tyranny of radical 
Reconstructionism was at last over. 
The gold standard was restored in 
1879, with all national bank notes 
redeemable in gold or demand. By 
1880 the national debt stood at $2.1 
billion, by 1890 it stood at $1.1 billion, 
and by 1900 it was $1.2 billion. 
 In the 1900�s war would negate the 
fruits of years of patient but modest 
debt reduction. After President Wood-
row Wilson (1856-1924)11 declared 
war on Germany in 1917, the debt 
skyrocketed from $3 billion to $26 
billion in just two years. 
 In ten years, President Frank-
lin Delano Roosevelt (1882-1945)12 
and his New Deal managed to more 
than triple the national debt from 
$22 to $72 billion, which was by any 
measure the largest peacetime in-
crease in American history.13 During 
President Roosevelt�s �rst term we 
saw an acceptance of what was then 
called �new economics,� which would 
later become known as �Keynesian-
ism.�14 Basically, new economists be-
lieved that the business cycle could 
be counteracted through government 
intervention. During economic down-
turns, the government could dampen 
the down cycle by stimulating the 
economy through lower taxes, in-
creased government spending, and 
an expanded money supply. As the 
economy recovered, these stimulants 
would be reversed to dampen the up 

cycle of the economy. 
 During World War II, the U.S. na-
tional debt reached the height of $260 
billion. We have never looked back 
on that number. If today we would 
return to $260 billion, it would be 
considered a great milestone of prog-
ress. 
 Peace would inaugurate a new 
era in American history. After a brief 
demobilization, the country would 
return to a permanent war footing, 
and forge the Cold War. Apart from 
very slight declines in 1947-1948 and 
1956-1957 (the last year there was 
any reduction at all was 1960), the 
debt began an upward trajectory. By 
1970 the national debt had reached 
$390 billion. In 1980 it was a modest 
$930 billion.
 Under President Ronald Reagan 
(1911-2004)15 and his Republican 
Senate, the debt rose to $2.7 trillion. 
Under President Bill Clinton (1946),16 
it reached $5.7 trillion And, under the 
current president, George W. Bush,17 
it has reached the astronomical num-
ber of $7.9 trillion, with major eco-
nomic analysts projecting that at the 
end of his current term the national 
debt could reach $10 trillion.
 Some have suggested that the �war 
on terror� will last many decades. 
Less than a month after 9-11, De-
fense Secretary Donald Rumsfeld 
compared it to the 50 years, plus or 
minus, of Cold War with the Soviet 
Union. Former Secretary of State, 
Colin Powell, has expressed that the 
war in Iraq will not be over, at least 
not in our lifetime.

B. What is the national debt com-
posed of?
 The U.S. national debt, also known 
as the public debt or the gross federal 
debt, is the amount of money owed by 
the U.S. government. This does not 
include the money owed by states, 
corporations, or individuals. The 
debt can be measured as a fraction 
of the nation�s gross domestic product 
(GDP). At present, the U.S. national 
debt is about sixty-�ve percent of the 
GDP � a rather average level when 
compared to other nations.
 The Bureau of the Public Debt18 
divides the national debt into two 
main categories: debt held by the pub-
lic and intragovernmental holdings 
debt. Intragovernmental holdings 
debt includes money for governmen-
tal trust funds, such as pension plans 

and social security, which was about 
$1.7 trillion as of May 2005. Overall, 
intragovernmental holdings account 
for over $3.1 trillion of the total debt 
at this time.
 The remaining $4.6 trillion or so 
has been purchased by the public, in-
cluding foreign entities. This largely 
comes from the issuance of U.S. Trea-
sury securities. Nearly half ($2.2 tril-
lion) is composed of Treasury notes 
(a.k.a. T-notes), while Treasury Bills 
(a.k.a. T-bills) and Treasury bonds 
(a.k.a. T-bonds) (including savings 
bonds) cover most of the remaining 
public portion of the debt. Bonds sold 
for infrastructure projects are also 
part of the national debt.
 T-bills mature in one year or less. 
They are like zero coupon bonds19 in 
that they do not pay interest prior to 
maturity. Instead, they are sold at a 
discount of the par value to create a 
positive yield to maturity. Treasury 
bills are considered by many to be the 
most risk free investment. They are 
commonly issued with maturity dates 
of 28 days (four weeks), 91 days (thir-
teen weeks), and 182 days (twenty-six 
weeks).
 T-Notes mature between one year 
and ten years and have a coupon 
payment every six months. Treasury 
notes are commonly issued with ma-
turity dates of two, three, �ve, and 
seven years and in denominations 
from $1,000 to $1,000,000. 
 T-Bonds mature in more than ten 
years, but have coupon payments ev-
ery six months like T-Notes. Treasury 
bonds are commonly issued with ma-
turity dates of ten and thirty years.
 The U.S. government stopped issu-
ing the well-known thirty-year Trea-
sury bonds (often called long-bonds) 
on October 31, 2001. As the U.S. gov-
ernment used its budget surpluses to 
pay down the federal debt in the late 
1990�s, the ten-year Treasury note 
began to replace the thirty-year Trea-
sury bond as the most followed metric 
of the U.S. bond market. However, the 
U.S. Treasury announced in August 
2005 that due to a �attening of the 
yield curve (the difference between 
short-term bond yields and long-term 
bond yields is narrowing) and due to 
demand from pension funds and large, 
long-term institutional investors, the 
thirty-year Treasury bond will be 
reintroduced in February 2006. This 
will bring the U.S. in line with Japan 
and several European governments, 

continued, next page
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which issued longer dated maturities 
amid growing global demand from 
pension funds.20

 Bonds can be considered an �IOU� 
from the federal government to the 
holder. In �nance, a bond is a debt 
security where the issuer owes the 
holder a debt and is obligated to pay 
the principal and interest, together 
with other obligations under the term 
of the issue, such as the obligation to 
provide certain information. A bond is 
just a loan in the form of a security, 
although the terminology used is 
different. The issuer is equivalent to 
the borrower, the bond holder to the 
lender, and the coupon to the inter-
est.
 Government bonds are usually re-
ferred to as risk-free bonds,21 because 
the government can raise taxes or 
simply print more money to redeem 
the bond at maturity. Some counter-
examples exist where a government 
has defaulted on its domestic cur-
rency debt, such as Russia in 1998, 
though this is very rare. Government 
bonds are the debt �nancing instru-
ment of the U.S. government.
 Some other types of bonds that are 
sold in the U.S. are convertible bonds, 
corporate bonds,22 high grade bonds, 
high yield bonds, samurai bonds,23 
and shogun bonds.24 Another special 
type of bond was the �war bonds.� 
These were a form of savings bond 
used by many combatant nations to 
raise funds for World War I and World 
War II. They were also a measure to 
manage in�ation by removing money 
from the economy, which had heated 
up due to the war efforts. 

 Bonds are bought and traded most-
ly by institutions like pension funds, 
insurance companies, and banks. 
Most individuals who want to own 
bonds do so through mutual funds. 
Still, in the U.S., nearly ten percent 
of all outstanding bonds are held 
directly by households.

II. Our National Debt Is 
Domestic and Extends to 
Foreign Countries
 The Bureau of the Public Debt 
keeps track of the money owed by 
the U.S. government on a daily basis, 
issuing monthly and yearly reports. 
While the �gures provided by the Bu-
reau are most commonly used, some 
economists prefer to use other meth-
ods and include additional debts. The 
debt is usually viewed as an absolute 
number, but it can also be measured 
as a percentage of the GDP. By this 
measure, the U.S. is merely an aver-
age nation. The economy of Japan 
could be more worrisome, as that 
country�s debt is about 165% of its 
GDP. 
 It is common for individual Ameri-
cans and businesses to buy bonds and 
other securities, though much of the 
debt is now held overseas. Accord-
ing to the U.S. Census Bureau, our 
country is home to slightly less than 
300 million people, so our national 
debt breaks down to cover $26,500 for 
every man, woman, and child living 
in America. At the end of 2004 for-
eign holdings of Treasury debt were 
$1.886 billion, which was forty-four 
percent of the total debt held by the 
public. Foreign central banks owned 
sixty-four percent of the Federal debt; 
private investors owned nearly all the 
rest. 
 Internal debt is the part of the 

country�s debt owed to creditors in-
side the country. These creditors are 
the citizens, that is to say the govern-
ment is owed locally, and it borrows 
either T-Bonds or T-Bills from a cen-
tral bank in truly monetary terms. 
At the time of repayment, it borrows 
once again in order to repay. These 
debts are taken for more or less than 
one year as a placement for govern-
ment.
 External debt25 is that part of the 
government�s debt that is owed to its 
creditors outside the country. This 
debt includes money owed to pri-
vate commercial banks, other gov-
ernments, or international �nancial 
institutions, such as the Interna-
tional Monetary Fund and the World 
Bank.
 Having understood external debt 
as that part of sovereign (or govern-
ment debt) of a country that is owed 
to outsiders (or foreigners), it can 
be de�ned as the total outstanding 
liabilities to the external world on 
behalf of the host nation. This brings 
us to a clear proposition that any 
�ow of funds from outside a country 
inward, in the form of debt, shall 
comprise a part of the external debt 
of the country, provided it is borrowed 
on a government account.

A. Who holds or owns the U.S. 
debt? To whom are we indebt-
ed?
 To answer the question bluntly, it 
seems the U.S. owes everybody. Ev-
erybody holds part of our debt. Thus, 
the question to ask is: how does it 
affect us? 
 Sovereign debt problems have 
been a major public policy issue since 
World War II, including the treat-
ment of debt related to that war, the 
developing country �debt crisis� in the 
1980�s, and the shock of Russia�s de-
fault in 1998 and Argentina�s default 
in 2001.
 Let us see the exact amount the 
U.S. owes. The debt held by the public, 
which includes ordinary citizens (like 
you and me), corporations, foreign 
banks, foreign governments, and local 
or state governments, as of October 
13, 2005 was $4,616,371,850,871,07. 
And debt held by Intragovernmental 
holdings, which are securities held 
by government trust funds, revolving 
funds, and special funds, and Federal 
Financing Bank securities, was an as-
tonishing $3,379,090,536,140.42.26
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 In 2001 the U.S.�s net debt to the 
rest of the world jumped to $2.3 tril-
lion � a level double that recorded in 
1999. Much of the increase re�ects 
the new borrowing by the country to 
�nance its mounting current account 
de�cit. A third of the change, however, 
can be traced to a simple accounting 
effect � the impact of a rising dol-
lar on the value of U.S. assets held 
abroad.
 The sizable current account de�-
cits run by the U.S. in the 1990�s have 
been accompanied by a substantial 
accumulation of debt to foreign in-
vestors. At the end of 2001, foreign 
investors owned $9.2 trillion worth of 
U.S. assets, including stock and bond 
holdings and ownership shares of 
business enterprises. U.S. investors, 
by contrast, owned a more modest 
$6.9 trillion worth of foreign assets. 
The difference in value between U.S. 
holdings of foreign assets and foreign 
holdings of U.S. assets27 is a measure 
of the net debt of the U.S. to the rest 
of the world, or the U.S.�s net interna-
tional investment position.
 As of this year, the foreign country 
holding by far the most U.S. national 
debt is Japan, which held $679 billion 
(and growing) at the end of March 
2005. In recent years, the People�s 
Republic of China has also become 
a major holder of our national debt, 
holding $223.5 billion as of March 
2005. �We are mortgaging America to 
the Japanese,� says economist Leon-
ard Burman.28

 How do foreign countries that own 
part of our national debt affect our 
economy and our economic relations? 
Left unchecked, mounting de�cits are 
never good news. What is worse, the 
U.S. is shipping a rising portion of in-
terest payments on that debt abroad. 
This means less of that money stays 
at home to be spent or invested. This 
is clearly a reason why the econo-
mies of China and Japan have been 
growing bigger and stronger, while 
the U.S.�s economy has weakened. Of 
course, it is no surprise to see this 
administration ask questions about 
Japan�s and China�s economic and 
military build-up or growth, while 
overlooking the fact that they are 
indirectly, but probably knowingly, 
igniting the fuse of that growth. 
 Already foreigners receive more 
that a third of the interest paid on 
the $4.6 trillion in federal debt now 
held by the public.29 

 The true problem is not, however, 
foreigners. By lending their money to 
the U.S., they have kept interest rates 
low and indirectly helped �nance eco-
nomic growth in this country. The real 
culprit is America�s mounting debt.
 As of June 2005, foreign private 
investors and foreign banks (not in-
cluding foreign governments) owned 
$1.35 trillion of U.S. Treasury Secu-
rities, or some 37.6%. They also held 
$744.5 billion of agency debts (Fannie 
Mae, Freddie Mac, etc.), or 12.9%. 
These numbers keep climbing by the 
millions each day. 
 The Committee for Economic De-
velopment, The Concord Coalition, 
and the Center on Budget and Policy 
Priorities (CBPP) has estimated that 
with the present de�cits, and larger 
deficits ahead, facing a $9 trillion 
deficit by 2013 would mean $473 
billion in interest payments. Of that 
$473 billion, a little more than $200 
billion U.S. dollars will be shipped to 
other countries that year alone. The 
sad part is that even if the U.S. paid 
the $200 billion, it would not retire 
a penny of the national debt owed to 
foreigners. Interest payments would 
consume �fteen percent of all federal 
revenues, as opposed to 8.8% today. 
Interest costs would be equal to sev-
enty-two percent of the projected de-
fense budget of $660 billion in 2013. 
 Since 2001, in the start of the Bush 
administration, total federal expen-
ditures have grown sixteen percent. 
In �scal year 2004, federal spending 
passed $25,000 per household for the 
�rst time since World War II.30 More 
than half of all the new spending is 
unrelated to defense and the 9-11 at-
tacks. 
 The foreign entities holding T-Bills, 
T-Bonds, or other kinds of securities 
that turn into �IOUs� will just hope 
that the U.S. keeps in�ation under 
control and continues building and 
growing the economy, so tax receipts 
will be just enough to cover the in-
terest payments on all the �IOU�s� 
they possess. Of course, the interest 
payments will grow, but so will the 
tax receipts, and that means that 
interest payments should safely stay 
right around ten percent of the tax 
receipts. What does this all mean? 
Well, the foreign entities will get a 
large amount of U.S. dollars each year 
until their bonds mature. And what 
has been the practice until today 
when the bonds mature? The foreign 

entities use the principal of their 
bonds that have been repaid and rein-
vest them in yet another government 
bond. They will continue rolling the 
principal value of the bond over and 
over again and continue drawing the 
interest payments each year from the 
U.S. government. This is as long as 
the government keeps in�ation low 
and the economy growing.
 It is no big surprise then to see 
that ten-year T-Notes rose the most 
since August 2005 after overseas in-
vestors bought a record amount. Bid-
ders, including foreign central banks, 
purchased 55.6% of the $13 billion of 
ten-year T-Notes sold � the most since 
the Treasury Department began re-
leasing such data in May 2003. The 
55.6% purchase record by so-called 
indirect bidders, including foreign 
central banks, compares with 21.1% 
of the $13 billion �ve-year T-Notes 
sales and 29.9% of the $18 billion sale 
of three-year T-Notes.31

 Overseas investors owned $2.06 
trillion, or �fty percent, of the 44.1 
trillion of tradeable Treasuries out-
standing as of August, up from less 
than forty percent three years ago. 
And, why not? With treasury securi-
ties and government bonds earning 
high rates of interest, they are viewed 
as a risk-free investment.
 Under these facts, it appears that 
the U.S. has become the best re-
tirement plan for foreign investors, 
foreign banks, and foreign govern-
ments.

III. How Does the U.S. 
Debt Affect the Stock 
Markets and Our Ability 
to Buy or Sell in the 
International Markets?
 Bond markets32 in the U.S. have 
had a long, illustrious, and sometimes 
questionable history. Early bond mar-
kets �nanced our country�s westward 
expansion, including construction of 
the transcontinental railroad and the 
Erie Canal. They were vital to the 
country�s development in more ways 
than one, but it was not always a 
pretty picture. Many early investors, 
including foreign investors, lost large 
sums of money as companies went 
bankrupt due to fraud or misman-
agement. There was no Securities 
and Exchange Commission33 at the 
time, so an entire private industry 
developed to give investors more in-
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are indeed correlated, a price change 
can alter the value of U.S. gross assets 
and U.S. gross liabilities to a similar 
extent. Since the change in gross li-
abilities largely offsets the change in 
gross assets, the impact on the net 
international investment position is 
likely to be moderate.
 Whether the valuation effects 
from currency movements improve or 
weaken the U.S. net position depends 
upon the exchange rate exposure of 
the gross assets and gross liabilities. 
For example, an appreciation of the 
dollar reduces the value (in dollars) 
of assets and liabilities denominated 
in foreign currency but has no impact 
on the value (in dollars) of assets and 
liabilities denominated in dollars. If 
foreign currency denominated securi-
ties account for a smaller amount of 
U.S. gross assets than of U.S. gross li-
abilities, an appreciation of the dollar 
will reduce the value of these assets 
by less than it reduces the value of the 
liabilities, leading to an improvement 
in the net international investment 
position. By contrast, if foreign cur-
rency denominated securities makes 
up a larger amount of U.S. gross as-
sets than of U.S. gross liabilities, the 
stronger dollar will lower the value of 
U.S. gross assets by more than it low-
ers the value of U.S. gross liabilities, 
and the net international investment 
position will worsen. Since the latter 
condition actually holds, securities 
denominated in a foreign currency 
account for a larger amount of U.S. 
assets than U.S. liabilities, we can 
expect an appreciation35 of the dollar 
to hurt the net international invest-
ment position.
 The �uctuation of the U.S. stock 
market can be analyzed on the con�-
dence investors have in the economy. 
As noted above, a growing economy 
and controlling in�ation leaves inves-
tors with a healthy interest payment 
check every year. In the beginning of 
November 2005, stocks sold in the 
U.S. had risen, after a robust demand 
from overseas investors for U.S. gov-
ernment debt, which is a signal of 
resurging con�dence in the United 
States economy. 
 This late surge in November 2005 
could �mean the appetite for U.S. 
assets is still strong and that was 
enough to give stocks a boost,� as stat-
ed by Michael Metz, chief investment 
strategist at Oppenheimer Holdings 
Inc. in New York.36
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formation about these companies and 
the likelihood that they would repay 
their debts. 
 The U.S. net international invest-
ment position declines when the coun-
try borrows fresh funds from the rest 
of the world. This in�ow of funds is 
driven by the current account de�cit.34 
The country must make up the differ-
ence either by liquidating its assets 
abroad or by obtaining new credit 
from foreigners, hence, �nancial �ows. 
In its recourse to such �nancing and 
the ensuing decline in its position, 
the country might be likened to a 
household that weakens its �nancial 
position by increasing its credit card 
debt to pay for current consumption. 
Financial �ows have been the chief 
mechanism driving the deterioration 
of the country�s investment relation-
ship with the rest of the world.
 Even when no new borrowing oc-
curs, the U.S. net international invest-
ment position may rise or fall with 
changes in the value of the existing 
stocks of assets and liabilities. Valu-
ation changes can take the form of 
�uctuations in asset prices or chang-
es in exchange rates. To understand 
how such changes affect the U.S. net 

investment position, consider the im-
pact of a U.S. stock market boom. The 
rise in the value of U.S. equities held 
by foreign investors would increase 
U.S. gross liabilities and consequently 
reduce the country�s net investment 
position. 
 The degree to which each of these 
mechanisms shapes the U.S. net 
international investment position 
will affect the judgments we make 
about the gravity of the U.S. net debt 
problem. An accumulation of new li-
abilities by the U.S. that stems from 
persistent current account de�cits 
can be a signi�cant cause for concern. 
Reducing, or even stabilizing, the 
stock of U.S. liabilities will require 
cutbacks in investment and spend-
ing that can impose strain on the 
economy by slowing growth. However, 
a worsening of the net international 
investment position that results from 
valuation effects is relatively less 
worrisome. Because asset prices and 
exchange rates exhibit more volatil-
ity than real variables such as GDP, 
the net international investment po-
sition can be quickly stabilized or 
reduced through price movements 
with little adverse impact on growth. 
The impact of asset price changes on 
the U.S. net position depends on the 
extent to which U.S. and foreign asset 
markets move in step. If the markets 
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 Of course, it is not all good news; 
one month cannot turn back decades 
of de�cits that turn to debt. While 
the external debt keeps increasing so 
do the payments of interest. Thus, it 
becomes harder and harder each year 
to try and lower the debt, and the U.S. 
trade de�cit keeps growing. In other 
words, they may be buying our debt, 
but they are not buying our products. 
In contrast, while the United States 
has not bought much of the debt of 
other countries, the number of for-
eign products bought and imported 
into the U.S. keeps growing. Want to 
guess who are a couple of our biggest 
sellers? They are Japan, Taiwan, and 
China, the leading owners of U.S. 
governmental debt.

IV. Opinion and Conclusion
 The national debt now amounts to 
over $7.9 trillion.
 As the debt has accumulated 
throughout the years, there were cer-
tain periods of time when we needed 
the de�cits, we needed to spend, and 
we needed to borrow. Nobody calls 
into question that during the Civil 
War, World War I, and World War 
II, as well as during the Great De-
pression, debt was necessary. Nobody 
even questions when debt is mounted 
to assist those in need and suffering, 
like the victims of natural disasters 
here, such as Hurricane Katrina, 
and abroad, such as the tsunamis in 
South Asia. But what is dif�cult to 
comprehend is when the debt shoots 
up at times when it is not needed, 
or when it rises for reasons that are 
not bene�cial to its citizens. Nobody 
seems to question the debt during 
these moments either. 
 When people do question the debt, 
other people and the government lis-
ten, at least most of the time. Indeed, 
during the Civil War, First Lady Mary 
Todd Lincoln used taxpayers� money 
to refurnish and redecorate the White 
House, as well to fund her endless 
shopping sprees.37 The First Lady�s 
actions were called into question by 
the public, newspapers, and govern-
ment of�cials. When President Lin-
coln discovered her actions, he sharply 
questioned her and wrote a letter of 
apology to the Nation. She never used 
one dime of the taxpayers� money for 
her personal affairs again. 
 The national debt is a serious prob-
lem that affects our economy in every 

way. National debt can be related to 
all kinds of economic problems, such 
as in�ation and recession.
 Despite the problems that arise 

and are associated with debt, politi-
cians are often unconcerned about 
their current spending habits. Not 
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every politician or government of-
�cial feels this way, however; there 
are those who are conscious of the 
problem and try to �x it, or at least 
try to stop or slow down the increase 
in debt. But, of course, they are few, 
especially today. It is no secret that 
running for public of�ce requires a 
lot of money, and corporations are 
often major campaign contributors. 
Even those candidates with the best 
of intentions �nd themselves mak-
ing compromises and concessions in 
order to secure adequate campaign 
financing. Once in office, they are 
forced to keep their promises, so they 
start legislating and spending. 
 We should stop holding the gov-
ernment responsible for our personal 
problems and start making it respon-
sible for the nation�s problems. We 
cannot expect the government to solve 
every single problem by throwing 
money at it. The government has to 
reduce spending and has to start to do 
it now. Indirectly, we are becoming the 
retirement program of many foreign 
entities. That money should be turned 
around; instead of going to foreign 
countries, it should stay here. 
 We need to take serious action, and 
the �rst act should be to approve a 
constitutional amendment banning 
budget de�cits and requiring the gov-
ernment to balance the budget each 
year. This is a necessary action to 
slow down debt and would also help 
slow down in�ation in this country. 
And this amendment should provide 
that in times of war or national emer-
gency, such as natural disasters, the 
government could surpass the bal-
anced budget. This would guarantee 
that the de�cits would occur in times 
of need, not in times of greed.
 The solvency of our government is 
dependent upon the solvency of its 
citizens. Thus, one of the best ways 
to �x the budget de�cit problem is to 
�x the economy. If American work-
ers have better jobs with higher pay, 
or, in fact, are guaranteed a steady 
income, they will pay higher income 
taxes. So another solution is to raise 
the income of this nation�s workers.
 For fiscal year 2004 the federal 
government collected $809 billion in 
individual income taxes and $189.4 
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billion in corporate income taxes. The 
government does collect additional 
taxes for programs such as Social Se-
curity and Medicare, but this money 
has been allotted for a speci�c pur-
pose. Nevertheless, these taxes are 
automatically included in the budget 
and a single accounting entry allowed 
the government to borrow $198.7 
billion from these programs in 2004. 
Soon enough, the government will 
no longer be able to borrow money 
from Social Security. Therefore, gov-
ernment revenue totaled $1,146.8 
billion in 2004. While that number is 
impressive, the interest expense on 
the national debt amounted to $321.6 
billion for that year; this means that 
twenty-eight percent of our available 
tax revenue went toward paying the 
interest on the national debt.
 Is our liquidity as a nation and as 
a people compromised? Not yet, but 
we are heading in that very direction, 
and every day we are going faster and 
faster, and getting closer and closer. 
Until we start making our govern-
ment responsible for its unnecessary 
spending, and until we start making 
the president of the U.S. and Con-
gress, present and future, responsible 
for their actions, we will not be able 
to turn back the tide of debt. 
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