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As Washington prepares a $1 trillion bailout 
for shaky financial institutions on Wall Street, 
many Americans are worried about repercus-
sions on Main Street. High unemployment and 
home foreclosures already have Americans up 
at night. The financial meltdown is not help-
ing the insomnia. However, what too many 
American policymakers fail to realize is that 
our financial health is not merely a question of 
economic prosperity. It is a question of na-
tional security. The United States remains an 
economic powerhouse with plenty of financial 
cards to play, but in order to stay ahead of the 
competition we must first understand what 
international finance looks like in the 21st cen-
tury. Here are five fundamental facts about the 
intersection of finance and foreign affairs that 
will help us achieve that understanding. 
 
1.) Setting the Stage: Skyrocketing Debt 
Under the Bush Administration. When 
George W. Bush took office in 2001, U.S. 
debt stood at $5.6 trillion dollars, and was 
shrinking. He has since raised the official debt 
limit at least a half dozen times. If he succeeds 
at raising the ceiling once again to make room 
for his bailout plan, U.S. debt will have ap-
proximately doubled since he took office, 
from $5.6 trillion to $11.3 trillion. Federal 
debt as a percentage of GPD has jumped from 
58% in 2000 to 65.5% in 2007. To put that 
number in everyday terms, U.S. government 
debt has reached the staggering total of nearly 
$455,000 per American household. Nor will 
our new debt produce a clear return on invest-
ment. While going into debt to bolster infra-
structure, education, or research and develop-
ment can produce tangible benefits in the near  

 
future, neither the $1 trillion debt created by 
the Wall Street bailout nor the $800 billion 
debt created by the wars in Iraq and Afghani-
stan will have a similar financial reward down 
the road. 
 
As debt has grown, the United States has be-
come increasingly reliant on foreign countries 
– including China, Russia, and Middle East oil 
producers – to finance the U.S. government. 
In other words, thanks to the reckless borrow-
and-spend policies of recent years, we are no 
longer master of our own house. The keys to 
America’s financial future are now held by 
foreign central banks of China, Japan, Russia 
and other countries. This is the source of the 
financial challenges we now face.  
 
2.) The Rise of Government Investors: Sov-
ereign Wealth Funds. A sovereign wealth 
fund (SWF) is a state-owned investment fund. 
Although SWFs have existed for decades, they 
have grown substantially in recent years, and 
are estimated to control about $3 trillion worth 
of assets worldwide. On the positive side, 
SWFs are excellent sources of cash that have 
contributed to global growth and stability. By 
purchasing assets that had recently lost value, 

“As debt has grown, the United 
States has become increasingly reliant 

on foreign countries—including 
China, Russia, and Middle East oil 

producers—to finance the U.S.  
government.”  
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SWFs helped shore up the U.S. economy during the 
mortgage crisis and the collapse of Bear Stearns in 
early 2008. SWFs in authoritarian countries – such as 
China, Singapore, and Kuwait – may even increase 
accountability, transparency, and democratization, as 
citizens demand their governments spend their money 
wisely. 
 
However, unlike private-owned investment funds, 
SWFs are controlled by governments that may have 
political motivations. Critics fear that SWFs controlled 
by countries such as China and Russia will use their 
investment funds to gain economic and political lever-
age over the United States. Although the potential for 
financial mischief certainly exists, the threat should not 
be overestimated. A given SWF would have to invest 
tremendous resources into crucial U.S. industries si-
multaneously to give itself serious leverage over the 
United States – an unlikely scenario indeed. The task 
for U.S. policymakers is to remain vigilant in prevent-
ing SWFs from investing too heavily in critical sectors 
of the U.S. economy, while avoiding alarmist policies 
that discourage legitimate activities and prevent SWFs 
from investing to create a stronger U.S. economy. The 
U.S. Committee on Foreign Investments in the United 
States (CFIUS) and the Foreign Investment and Na-
tional Security Act of 2007 (FINSA) already provide a 
rigorous review process for evaluating investments by 
foreign governments. Unless antagonistic SWFs begin 
causing financial mischief, which has not occurred yet, 
CFIUS/FINSA should be more than enough to keep 
America safe.  
 
3.) Controlling Currency: Central Bank Reserves. 
For all the well-publicized fears of SWFs, which con-
trol about $3 trillion worth of assets, government-
owned central bank reserves exceed $7 trillion. 
Through central bank reserves, savvy governments 
have the power to affect currency markets in significant 
ways. China is a prime example. China’s central bank 
has financed American debt by purchasing nearly $500 
billion worth of U.S. Treasury securities. This artifi-
cially depreciates Chinese currency relative to the dol-
lar, making Chinese exports more competitive and 
leaving U.S. exports less competitive. It also ham-
strings U.S. foreign policy. If we challenge Chinese 
interests or criticize Chinese behavior, China can 
threaten to sell off or quit purchasing U.S. assets, 
which could wreak financial havoc in the U.S. econ-
omy. The current bailout plan, which will clock in at 
about $1 trillion, deepens the deep hole we are already 
in. The $1 trillion will be raised by selling U.S. securi-
ties, many of which will be purchased by foreign coun-
tries such as China. Our diplomatic clout is thus $1 
trillion weaker. 

Many economists argue China is unlikely to take any 
such action, because dumping U.S. dollars would nega-
tively impact the Chinese economy. Often described as 
the “nuclear option,” China could cause tremendous 
pain in the United States by ridding itself of dollars, but 
it would also cause such pain in China that Chinese 
leaders would be loath to go through with it. Yet this 
argument ignores the array of options that exist be-
tween the status quo and the nuclear option. If the U.S. 
decides to push China on human rights, China only 
needs to threaten to sell off a small percentage of its 
dollar holdings to force foreign policymakers in the 
United States to change their tune. Moreover, for some 
issues—such as the status of Taiwan—the Chinese 
government might be willing to accept a significant 
degree of pain to achieve its objectives. The degree of 
leverage China has over U.S. foreign policy may be 
unclear, but the leverage exists. To diffuse the threat, 
American policymakers must continue trying to per-
suade China that appreciating its own currency is in its 
own best interest. Americans must also make a funda-
mental choice. If we continue to finance our wars and 
our entitlements programs through borrowing, foreign 
governments will continue to develop leverage against 
the United States. If we are unwilling to accept such 
leverage, we must either pay for our wars and entitle-
ments ourselves, or learn to spend less and expect less 
from our government. 
 

 
4.) The Marriage of Profit and Politics: State-
Owned Enterprises. When governments own corpora-
tions, corporations can work for political influence as 
well as profit. Russia’s Gazprom is a perfect model for 
how a profit seeking company can also exercise politi-
cal power. After securing a majority stake in Gazprom 
in 2005, the Russian government has frequently 
wielded the “energy weapon” in its relations with Euro-
pean countries. For example, Gazprom abruptly halted 
shipments of natural gas to Ukraine in 2006. Although 
Gazprom cited a pricing dispute as the rationale, the 
“Orange Revolution” in 2005 brought a pro-Western 
government to power that sought to move Ukraine out 
of Russia’s sphere of influence. The natural gas cutoff 
is seen by many as Russia’s punishment for Ukrainian 
impunity. 

“China has begun offering loans with “no 
strings attached” to developing countries, al-
lowing them to sidestep the conditionality of 
loans provided by Western institutions and 

ignore human rights issues or the importance 
of development.”  
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The repercussions of the cutoff, however, went beyond 
Ukraine. The European continent as a whole rely on 
Russia for 25% of its natural gas, and 80% of the natu-
ral gas Europe acquires from Russia crosses through 
Ukraine. Halting the flow of natural gas to Ukraine 
caused energy shortages throughout Europe, effectively 
punishing the entire continent for Russia’s disagree-
ment with Ukraine. In mid-2008, one day after the 
United States and the Czech Republic signed a pact for 
the development of a missile defense shield in Eastern 
Europe, Russia halted oil deliveries to the Czech Re-
public. Although Russia’s action did not deter the 
Czech government from following through on its com-
mitment, there’s no guarantee that other countries will 
be cowed by Russian threats in the future. 
 
Gazprom is a potent foreign policy weapon for Russia 
because it threatens to throw a wrench in relations be-
tween Europe and the United States. When Russia and 
the United States disagree, Europe’s ability to side with 
the U.S. is limited by its Russian-supplied energy 
needs. U.S. policymakers must pay close attention to 
the development of state-owned enterprises, and ensure 
that crucial sectors in the U.S. economy do not become 
as dependent on state-run companies as Europe is on 
Gazprom. Working to help our allies in Europe and 
elsewhere break their dependence on hostile govern-
ment-owned businesses must also become a foreign 
policy priority. 
 
5.) Competing for Creativity: Threats and Opportu-
nities in Finance. China has begun offering loans with 
“no strings attached” to developing countries, allowing 
them to sidestep the conditionality of loans provided by 
Western institutions and ignore human rights issues or 
the importance of development. Venezuela is using its 
oil wealth to refinance other countries’ debt to the In-
ternational Monetary Fund, buying friends at the ex-
pense of the U.S. and Europe. These are both demon-
strations of public actors using financial tools in crea-
tive ways to win hearts, convince minds, and influence 
countries. China and Venezuela illustrate how the fi-
nancialization of foreign policy can undercut U.S. pol-
icy goals. Bogged down in Iraq and Afghanistan, the 
United States has failed to counter new finance threats, 
just as it has failed to capitalize on new finance oppor-
tunities. U.S. leaders should work to reverse that trend 
in the years to come. 
 
Panic Not 
America’s financial challenges will not disappear over-
night; neither will America’s economic power. Central 
reserve banks and state-owned corporations may give 
other governments new policy tools, but their influence 

remains at the margins of U.S. foreign policy. To date, 
they have been powerless to thwart America’s major 
foreign policy initiatives. With proper vigilance, there 
is no reason why that should change. 
 
Yet vigilance comes only after awareness. U.S. leaders 
have not been quick to recognize the new connections 
between finance and national security, and conse-
quently have failed to act. Although the United States 
remains strong economically, our recent fiscal policies 
have given foreign countries unprecedented influence 
over the U.S. government. To keep America prosper-
ous and safe from foreign meddling, we must learn 
from the mistakes of the past. No nation can remain 
powerful without deep pockets and a robust economy, 
as military power starts with economic strength. As 
General David Petraeus put it, “money is ammunition.” 
Borrowing money from foreign governments puts am-
munition in the wrong hands. The time to reverse that 
trend is now. 
 
 
 

 
 
 
 
 
 
 
 
 

This Paper Can be Found at 

www.trumanproject.org 
Two Weeks After its Original Release Data. 

By signing up as member you can receive this paper on a  
regular basis upon its release. 

 
Published by: 

Truman National Security Project 
1420 K Street NW, Suite 250 

Washington, DC 20005 
Telephone: 202-216-9723 
info@trumanproject.org 

 
Nothing written here is to be construed as necessarily re-

flecting the views of the Truman National Security Project  
or an attempt to aid or hinder the passage of any bill before 

Congress. 



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJDFFile false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /Description <<

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /DAN <>

    /DEU <>

    /ESP <>

    /FRA <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /PTB <>

    /SUO <>

    /SVE <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



