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These days everyone is concerned about the ever-increasing federal debt. No wonder, just the magnitude of the numbers is mind boggling: the national debt is currently over $4.9 trillion, which would be a stack of one dollar bills high enough to rise 15,000 miles beyond the moon. That works out to nearly $19,000 per person for every man, woman, and child in the country. That sounds like a very serious problem and it certainly is, but the national debt is also the source of a lot of confusion and misunderstanding. Here are some of the most often asked, often misunderstood questions about the federal government's debt.

· What is the national debt?
It's the total of all securities issued by the government. The vast majority of the debt-some 98 percent-simply represents the accumulation of the U.S. treasury notes, bills, and bonds that have been issued to finance the annual federal government budget deficits. The remaining 2 percent represents bonds issued by other agencies of the federal government, such as the Tennessee Valley Authority and the Federal Housing Administration, to differently, the national debt is the cumulative sum of money the government has borrowed over the years but has not repaid.

· To whom is the national debt owed?
We owe it to the people who own the Treasury securities. For example, if you own a government savings bond, you own part of the national debt. So, at least as far as the debt held within the country is concerned, we owe it to ourselves. So, we both owe it and own it, which is a source of a lot of confusion.

· Who are the lenders?
Anybody who buys a Treasury security. That, interestingly, doesn't include very many private citizens. Individuals only own about 10 percent of the debt. Most of it is purchased for investment purposes by banks, corporations, pension funds, insurance companies, and other financial institutions. And about $1 trillion of it is owned by the federal government itself though various government accounts like the Social Security trust funds or by the Federal Reserve System, whose surpluses are invested in U.S. Treasury securities. To the extent that you have an interest in any of those, you also own part of the national debt.

· What about foreign ownership of the debt?
This is a different story. Foreign individuals and financial institutions own about 20 percent of the U.S. national debt. That can be considered an investment in our future or a future claim on our resources, depending on how you look at it. Either way, unless it is re-invested in this country, the interest on the portion of the debt that flows abroad is a drain on our resources. If all the debt were external, as it is in many countries, we would have something to worry about for sure.

· So, is the Balanced Budget Amendment going to help, if it ever gets through Congress?
Balancing the budget wouldn't make a dent in the debt. All a balanced budget would do is keep the debt from increasing every year as it does now; but balancing the budget would take either draconian spending cuts or large tax increases, or some combination of the two. Also, any serious attempt to balance the budget will make a lot of voters unhappy. To actually begin to pay down the debt, the government would have to run budget surpluses, which it hasn't done since 1965. 

· Why don't we declare a debt moratorium and just not pay it?
We could, but that would be like declaring bankruptcy. Those who own the Treasury securities would be the biggest losers and, directly or indirectly, that includes a large number of people. Beyond that, if the U.S. government defaulted on its debts the entire world economy, which is based on the dollar as a key currency, would be thrown into chaos, if not a total collapse. So don't plan on that happening.

If you would like more information on this topic there is an interesting publication available from the Public Information Department, Federal Reserve Bank of New York, 33 Library Street, New York, New York 10045. Ask for the free pamphlet "Understanding the Federal Debt and Deficit."
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