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America ranks the first among all the countries in the world in terms of
comprehensive national strength. The comprehensive national strength is measured
by economy, military power, science and technology achievement, and natural
resources, etc. Therefore we can see American national power in follow factors:

Economic power: The United States has a capitalist mixed economy, which
is fueled by abundant natural resources, a well-developed infrastructure, and high
productivity. According to the International Monetary Fund, the U.S. GDP of $14.4
trillion constitutes 24% of the gross world product at market exchange rates and
almost 21% of the gross world product at purchasing power parity (PPP). It has
the largest national GDP in the world, though it is about 5% less than the GDP of the
European Union at PPP in 2008.

Natural resources: The United States is a land rich in natural resources. Some
of these resources, such as water, iron ore, coal, oil, silver, and gold, are especially
plentiful in the country. It has a large deposit of iron ore. The nation produces more
than 80 million tons of iron a year. Coal is another major natural resource found
in large quantities in the U. S. which can last for hundreds of years. America, very
rich in oil, was once the largest oil producing country in the world. Oil wells in the
United States produce more than 3,200 million barrels of petroleum a year. America
has also plenty of fertile soil. Farmlands in the United States make up about 12% of
the arable lands in the world, and they are among the richest and most productive.
These rich resources are one of the most important conditions for America to be the

super power.
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Military power: The U.S. military is one of the largest militaries in terms
of number of personnel. It draws its manpower from a large pool of volunteers;
although conscription has been used in the past in various times of both war and
peace, it has not been used since 1972. As of 2010, the United States spends about
$692 billion annually to fund its military forces, constituting approximately 43% of
world military expenditures (As of 2009). The U.S. armed forces as a whole possess
large quantities of advanced and powerful equipment, which gives them significant
cépabilities in both defense and power projection.

Science and technology: the United States government has encouraged science
and invention since the Enlightenment. It has done this by promoting a free flow of
ideas, by encouraging the growth of “useful knowledge”, and by welcoming creative
people from all over the world. And indeed, America has turned out to be one of
the superpowers in terms of science and technology. One of the most spectacular—
and controversial—accomplishments of U.S. technology has been the harnessing of
nuclear energy. And the space explorations, genetic programs have also call the eyes

of the world.
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Many economists are worrying about American economy, due to its huge
international debt and budget deficit.

The U.S. current account deficit—the gap between what the United States
earns abroad and what it spends abroad in a year — is on track to reach seven percent
of GDP in 2005. That figure is unprecedented for a major economy. Yet modern-
day Panglosses tell us not to worry: the world’s greatest power, they say, can also
be the world’s greatest debtor. According to David Levey aﬁd Stuart Brown (The
Overstretch Myth, March/April 2005), “the risk to U.S. financial stability posed
by large foreign liabilities has been exaggerated.” Indeed, they write, “the world’s
appetite for U.S. assets bolsters U.S. predominance rather than undermines it.”

But in fact, the economic and financial risks that arise from the U.S. current
account deficit (and the resulting dependence on foreign financing) have not been
exaggerated. If anything, they have received too little attention—and are set to grow
in the coming years.

U.S. external debt is now equal to more than 25 percent of GDP, a high level given
that exports are a small fraction of U.S. GDP. More important, the United States is adding
to its debt at an extraordinary pace. The U.S. current account deficit is now comparable
to those of Thailand and Mexico in the years leading up to their financial crises.

In the late 1990s, the United States borrowed abroad to finance private investment.
Today, however, the country does most of its foreign borrowing to finance the federal
budget deficit, which is projected to be close to 3.5 percent of GDP in 2005. (In 2000,
the United States had a surplus equal to 2.5 percent of GDP.) Recent economic growth
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has not reduced the budget deficit, but it has increased private demand for scarce
savings; the net result has been even more borrowing from abroad. In 2004, foreigners
bought an amazing $900 billion in U.S. long-term bonds; the United States exported
a dollar of debt for every dollar of goods it sold abroad. Looking ahead, the U.S. debt
position will only get- worse. As external debt grows, interest payments on the debt will
rise. The current account deficit will continue to grow on the back of higher and higher
payments on U.S. foreign debt even if the trade deficit stabilizes. That is why sustained
trade deficits will set off the kind of explosive debt dynamics that lead to financial crises.

In recent years, the ﬁsing value of existing U.S. assets abroad has in fact offset
much of the new borrowing the United States has taken out to finance its trade
deficit, and Levey and Brown bank on similar gains in the coming years. But this
bet is unwise. Most U.S. assets abroad are in Europe. Since the dollar already has
fallen by around 40 percent against the euro, further falls in the dollar are likely to

be against Asian currencies and the United States holds relatively few Asian assets.
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The USD is the currency most used in international transactions and is one of
the world’s reserve currencies. Several countries use it as their official currency,
in many others it is the de facto currency, and it is also used as the sole currency in
some British Overseas Territories.

The dollar is also used as the standard unit of currency in international
markets for commodities such as gold and petroleum (the latter sometimes called
petrocurrency is the source of the term petrodollar). Some non-U.S. companies
dealing in globalized markets, such as Airbus, list their prices in dollars.

The USD is the world’s foremost reserve currency. In addition to holdings
by central banks and other institutions, there are many private holdings, which are
believed to be mostly in one-hundred-dollar banknotes (indeed, most American
banknotes actually are held outside the United States). All holdings of USD bank
deposits held by non-residents of the United States are known as “eurodollars” (not
to be confused with the euro), regardless of the location of the bank holding the
deposit (which may be inside or outside the U.S.).

Economist Paul Samuelson and others (including, at his death, Milton
Friedman) have maintained that the overseas demand for dollars allows the United
States to maintain persistent trade deficits without causing the value of the currency
to depreciate or the flow of trade to readjust. But Samuelson recently has said he
now believes that at some uncertain future period these pressures will precipitate a
run against the USD with serious global financial consequences.

The USD is an important international reserve currency along with the euro.



VRIS e H 14 U B A

The euro inherited this status from the German mark, and since its introduction,
has increased its standing considerably, mostly at the expense of the dollar. Despite
the dollar’s recent losses to the euro, it is still by far the major international reserve
currency, with an accumulation more than double that of the euro.

Some countries that have adopted the USD issue their own coins: See
Ecuadorian centavo coins, Panamanian Balboa and East Timor centavo coins.
Some other countries link their currency to USD ata fixed exchange rate. The local
currencies of Bermuda and the Bahamas can be freely exchanged ata 1 : 1 ratio for
USD. Argentina used a fixed 1 : | exchange rate between the Argentine peso and
the USD from 1991 until 2002. The currencies of Barbados and Belize are similarly
convertible at an approximate 2 : 1 ratio. In Lebanon, one dollar is equal to 1, 500
Lebanese pound, and is used interchangeably with local currency as de facto legal
tender. The exchange rate between the HKD and the USD has also been linked since
1983 at HKD7.8/USD, and pataca of Macau, pegged to HKD at MOP1.03/HKD,
indirectly linked to the USD at roughly MOP8/USD.

At a time of economic weakness and stubbornly-high U. S. unemployment, the
USD’s international status is not changed.

The dollar might be a weak currency, but we have relatively weaker currencies.
The United States might be having big economic woes, but we have Europe
struggling even more. The debt ceiling might have been raised in the United
States, but we have a series of bailouts in Europe. The U.S. rating might have been
downgraded, but money is still flowing into Treasuries.

In other words, on a relative basis, the United States and its currency might still
be better. There is no doubt that the dollar still has a long way to go before anyone

can think of dethroning the king.
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