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Institutional Insights: Debt & Consequences 

If some lose their whole fortunes, they will drag many more down with them… believe me that the 
whole system of credit and finance which is carried on here at Rome in the Forum, is inextricably 
bound up with the revenues of the Asiatic province.  If those revenues are destroyed, our whole 
system of credit will come down with a crash.  
- Cicero, 66 B.C.1 

Two thousand seventy six years ago, Cicero (106 BCE-43 BCE) recognized the economic link and the credit and 
financial risks which existed between the Asiatic provincial war and the Roman Republic (300 BCE -27 BCE).  If 
Rome lost the tax revenues from the Asiatic province, Rome was at risk of a revenue shortfall.  The economic 
system of credit would collapse.  The ultimate massive cost to fund the Roman Legions, foreign wars, and the 
social welfare obligations of Rome, before its demise, was a tremendous burden to the treasury of Rome. 

Cicero’s insights of credit and finance risks were eventually proven to be correct throughout subsequent nation 
states’ economic experiences for over 2 millennia.  Tax revenues and expenditures each pose financial risks.  
Paying “interest” to foreign countries can be viewed as a form of taxation to our citizens.  The foreign war 
against terrorism depletes the Treasury.  So too does our nation’s current and future contingent social, medical, 
defense, retirement, and other liabilities, which become tax liabilities to future generations.  Inadequate tax 
revenues and increasing expenses create fiscal deficits.  If future revenues are not sufficient, our whole system 
of credit is at risk. 

History shows that the current system of credit and finance now being conducted between Washington DC and 
Asia, primarily China and Japan, can produce many risks.   As of year-end 2009, China held approximately 
$755.4 billion US. At the same time, Japan reported holding $768.8 billion, which now makes Japan the biggest 
foreign investor in US government debt.  The U.S. is “inextricably bound up” to foreign lenders.  As of 2010, 
over 55% of U.S. debt is now owned by foreigners.   

The U.S. Congress is currently addressing the possibility of tariff sanctions against China as a result of the 
massive trade imbalance and unfavorable currency exchange rates.  China is no longer a “paper tiger” but the 
world’s largest creditor nation with $2.4 trillion in reserves.  Let the borrower beware: tariff sanctions produce 
unintended consequences.  When imposed during the 1930’s, tariffs are believed to have contributed to the 
severity of the “Great Depression.” 

Some of the world’s most influential investors have provided insightful comments on the financial implications 
of the U.S. massive debt load, and the likely economic consequences of the U.S’s. status as the largest creditor 
nation in the world. 

Warren Buffett 
In the 2004 Berkshire Hathaway annual report2, Warren Buffett warned:   

Should we continue to run current account deficits comparable to those now prevailing, the net ownership of 
the U.S. by other countries and their citizens a decade from now will amount to roughly $11 trillion.  
Therefore, our U.S. “family” would then be delivering 3% of its annual output to the rest of the world simply 

                                                      
1 W. Warde Fowler, M.A. Social Life at Rome in the Age of Cicero. London: Macmillan, 1916. 
2 http://www.berkshirehathaway.com/2004ar/impnote04.html,  page 20 
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as tribute for the overindulgences of the past… A country that is now aspiring to an “Ownership Society” will 
not find happiness in a ‘Sharecropper’s Society’. 

The policies that government will follow in its efforts to alleviate the current crisis will probably prove 
inflationary and therefore accelerate declines in the real value of cash accounts. 

Buffett further warned, at the May 2010 Berkshire Hathaway annual meeting, of the risk of domestic 
long-term inflation and a declining dollar in our nation’s future.   

Dr. Mark Faber  
Institutional investor, and Swiss economist, Dr. Mark Faber, who foresaw the last economic and market 
downturns, provides some insights into the future.  Regarding U. S. interest rates, Faber stated on September 1, 
2010:   

I believe that we are in the midst of a bond bubble driven by excessive liquidity and leveraged 
speculation. 

For me, to buy now Ten-year Treasuries is like buying the NASDAQ in early 2000.  In the first three months 
of 2000 the NASDAQ shot up by another 30% but we also know what followed after the March 2000 peak. 
So, my view would be that lower yields are possible in the short-term, but that investors who are now rushing 
into long-dated Treasuries with the view to hold them for the long-term, will be badly burnt. Yields are 
bound to increase over the next ten years or so. In fact, yields will in time rise massively because the 
interest payments on the government debt will explode. Rising interest payment will, therefore, ensure 
that deficits will remain high. 

In fact, the deficits will also increase, because of the unfunded liabilities -not just because of higher interest 
payments on the debt. Eventually, the only way to deal with this problem will be through massive 
monetization, which will lead to far higher rates of inflation. Now, I am not sure when the market 
participants will wake up to this fact, but it could be sooner than forecasted by the stock super-bears and bond 
super-bulls. This especially since the long-term US government bond market has become extremely 
overbought. 

TEN–YEAR US TREASURY NOTE YIELD, 1800 - 2010 
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Bill Gross  
PIMCO’s founder and institutional bond investor – often addresses the consequence of our massive debt 
creation and the risks associated with our simulative Fed policies and foreign debt.  Gross, portfolio manager of 
the nation’s largest bond management firm, stated last week3:  

If stocks are required to do the heavy lifting because of rather anemic bond yields, it should be acknowledged 
that bond yields are rather anemic because of extremely low new normal expectations for growth and 
inflation in developed economies. Even the wildest bulls on Wall Street and worldwide bourses would be 
hard-pressed to manufacture 12% equity returns from nominal GDP growth of 2 to 3%. The hard cold 
reality from (hedge fund manager) Stan Druckenmiller’s “old normal” is that prosperity and 
overconsumption was driven by asset inflation that in turn was leverage and interest rate correlated. 
With deleveraging the fashion du jour, and yields about as low as they are going to go, prosperity 
requires another foundation. 

… [Investors] are faced with 2.5% yielding bonds and stocks staring straight into new normal real 
growth rates of 2% or less. There is no 8% there for pension funds. There are no stocks for the long 
run at 12% returns. And the most likely consequence of stimulative government policies that strain to 
get us there will be a declining dollar and a lower standard of living. Stan Druckenmiller is leaving, and 
with good reason. A future of low investment returns, and a heap of trouble for those expecting more, is what 
lies ahead. 

The future isn’t all dark.  When questioned about where to invest in a recession, Buffet observed, that owning 
your own business was the first choice, if not that then owning strong businesses with good cash flow is the 
investor’s next best option.  He remarked that he is looking overseas for additional investment opportunities. 
Other prominent investors are increasingly emphasizing the importance of allocating capital overseas, especially 
to emerging markets, which have higher growth rates, lower national debts and budget deficits. 

America remains a great country with great businesses, exceptional research facilities, talented individuals, and 
an excellent university system which continues to produce outstanding graduates.  We are now however being 
seriously challenged by other nations both in research and production.  Due to onerous U.S. regulations and 
political stonewalling, a number of our best research ideas are taken overseas and brought to market producing 
wealth, not for U.S. companies, but for foreign vested interests. 

As a nation, we have enjoyed a better standard of living for each generation since our founding fathers framed 
the Constitution.  We continue to be the world’s largest economy with 25% of world GDP. We are however at a 
critical juncture with massive foreign and domesstic debt, a crisis in secondary education, a crisis in leadership, 
and we face a rising Chinese economic and military power.  Politicians choose not to address our self imposed 
debt, leverage, and weakening currency.  They choose instead to blame the Asian lenders for our economic 
problems. 

Let us hope that our nation’s resolve, character, and leadership will once again allow the U.S. to regain its 
historical economic stature, that our revenues continue to grow, and our nation prospers, or Cicero’s sage 
warning will come to haunt the U.S. sometime in the 21st century! 

Roger L. Johnson 

                                                      
3 http://www.pimco.com/Pages/StanDruckenmillerisLeaving.aspx 


