
percent increase in the ratio of debt
to income that a borrower takes on
at the start of a loan increases the
risk of a 90-day delinquency by only
seven to 11 percent. In contrast, just
a one-percentage-point increase in
the unemployment rate raises the
probability by 10 to 20 percent.
Worst of all, a 10-percentage-point
fall in house prices raises it by more
than half.

Some economists have contend-
ed that banks have been slow to
modify loans because it’s very com-
plicated to do so with mortgages
that have been sold and repackaged
in securitized bundles. But Foote
and his colleagues found that secu-
ritized and non-securitized loans
have been modified at about the
same rate.

The authors argue that it’s a mis-
take for Washington to focus on mak-
ing it easier to modify loans. Rather, it
should create a bridge for people who
have recently lost their jobs to help
them get through the rough patch
without losing their homes.

E C O N O M I C S , L A B O R  &  B U S I N E S S

Ditch the Dollar

When Chinese officials

began talking openly last year
about the possibility of unseating
the dollar as the world’s reserve
currency, they got the brushoff
from Washington. But C. Fred
Bergsten, director of the Peter G.
Peterson Institute for Inter-
national Economics, argues that
that was a mistake. After nearly a
century, the dollar’s role as the
world’s dominant currency is no
longer in America’s national
interest.

It may make Americans feel
good that everybody needs green-
backs to do business in the global
economy, but the costs to the
United States have grown very
high. China and other nations
game the system by keeping the
value of their currencies artifi-
cially low relative to the dollar,
allowing them to sell their goods
more cheaply in the United States
while hamstringing U.S. exports.
Then they pour the vast dollar
holdings they’ve amassed into the
United States, providing easy
money that fosters government
deficits, high-risk mortgages, and
debt-fueled consumer spending—
key elements in the recent boom
and bust.

In 2006, the U.S. current
account deficit (which includes
interest and other money flows in
addition to trade in goods and
services) topped $800 billion, a

would go into foreclosure anyway.
Foote and his colleagues found

that foreclosures are not being
driven chiefly by exorbitant interest
rates or other qualities of the mort-
gages themselves. They point in-
stead to what they call the “double-
trigger”: the interaction of an
“income shock”—a job loss—and
falling home prices. “Consider a
borrower who has lost his job. No
permanent modification can make
the house affordable if the borrower
has no income.” Moreover, “when
the value of the house that collater-
alizes the loan is falling,” the servicer
who delays foreclosure risks an even
larger loss in the future.

To test their theory, the authors
tweaked data covering more than
half of the U.S. mortgage market.
What happens if mortgage debt
rises as a percentage of people’s
incomes? What if more borrowers
are unemployed? For each variable
they altered, they could see the
effect on payment delinquency.
What they found is that even a 10
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Boarded up and vacant homes are an all too common sight in Gary, Indiana, where foreclo-
sures outpaced sales through the end of 2009.

T H E  S O U R C E :  “The Dollar and the
Deficits” by C. Fred Bergsten, in Foreign
Affairs, Nov.–Dec. 2009.



It may be Congress’s job to

write the laws in America, but
when it comes to international
affairs, the legislators have all but
relinquished their role. Today,

the president to make certain
kinds of international agreements
without further congressional
input. Although many of the ini-
tial provisions were carefully con-
strained, today’s are vague and
open-ended, giving the president
unilateral and expansive author-
ity over almost every area of
international law, from fisheries
to atomic energy. In the past
decade, the State Department has
reported an annual average of
200 to 300 agreements made by
the president under the authority
of these statutes. One such agree-
ment, made in 2007, dealt with

roughly 80 percent of the United
States’ international commit-
ments are made by the president
acting alone, writes Oona A.
Hathaway, a professor of interna-
tional law at Yale Law School.

In the years after World War
II, Congress began passing
statutes that delegated power to
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record six percent of gross
domestic product (GDP). But
that’s small potatoes compared
with what’s in store if nothing
changes. While the recession has
brought the current account
deficit down, Bergsten’s institute
predicts it will reach 15 percent of
GDP by 2030. America’s net for-
eign debt will rise from $3.5 tril-
lion today to $50 trillion. The
interest alone will come to $2.5
trillion annually. That means that
the United States will be shipping
seven percent of its GDP overseas
every year—if economic disaster
doesn’t strike first.

Bergsten does not advocate a
total abdication of the dollar.
Rather, he thinks it should share
its role with the euro, the Chinese
yuan, and other currencies, as
well as the new Special Drawing
Rights system of the Inter-
national Monetary Fund, which is
based on a basket of currencies.

At bottom, though, Bergsten

would allow the Federal Reserve
to keep interest rates (and the
value of the dollar) relatively low.
But Washington must also work
to “prevent and counter deliber-
ate currency undervaluations by
other major countries” that harm
U.S. competitiveness. China is
the chief offender—despite a
recent climb, the yuan remains
undervalued by 20 to 40 per-
cent—but there is a long list of
others, including Germany,
Japan, and Switzerland. Multilat-
eral “name and shame” efforts
directed at currency manip-
ulators and the enforcement of
certain provisions of the World
Trade Organization are two pos-
sible antidotes. But the stakes are
high enough that Bergsten thinks
the United States should be pre-
pared to take unilateral action,
perhaps by imposing import sur-
charges on products from coun-
tries that continue to game the
system.

believes that the fundamental
problem is U.S. government
deficits. The dollar glut is an
enabling condition. As Washing-
ton borrows more money to
finance the deficits, interest rates
rise, attracting foreign investors
and pushing up the value of the
dollar. The trade deficit grows.
And the writing on the wall sug-
gests a dark future: This year’s
$1.5 trillion federal budget short-
fall was more than triple the pre-
vious record, but trillion-dollar
deficits stretch into the foresee-
able future.

Job one for the United States
must be to reduce those budget
deficits, Bergsten writes. That
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Job one for the United
States must be to
reduce the staggering
federal budget deficit.
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Clipping the
President’s  Wings

T H E  S O U R C E : “Presidential Power Over
International Law: Restoring the Balance”
by Oona A. Hathaway, in The Yale Law
Journal, Nov. 2009.




