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THE 21ST CENTURY 3-DIMENSIONAL GAME OF MONOPOLY

Joan Veon  

INTRODUCTION

I have been in this business long enough to have seen a number of cycles and heard a number of stories about why we have this or that cycle, and why this industry has this kind of performance, etc. I remember well the 1997-1998 Asian Crisis, the 1998 liquidity crisis, the 1999 Y2K scare and lastly the crash of the Nasdaq in 2000. Some say prices were artificially bid up through Wall Street insider manipulation while others acknowledge that the Federal Reserve Chairman Alan Greenspan put too much money in the monetary system, creating the bubble that came crashing down. I believe that it was not possible to have one without the other.
In 2003, we saw the dollar drop up to 25% against a broad range of currencies. Because it has already been devalued two times since 1971, this drop could be seen as the “crash of the dollar” or perhaps the “death of the dollar”. As an investment professional, my concern has always been to preserve the purchasing power of money. In order to preserve, we have to know how money is being devalued or defaced and where the alternative opportunities are.
To some, I am a realist in my analysis, while some think I am too negative. True, I lean more towards negativity because I did not grow up in a positive environment. However, in 2003, I had a spiritual renewal and saw God move in my life and in my heart. Furthermore, in my new re-connection, I can say with joy in my heart and a smile on my face that the Lord God who created heaven and earth is Sovereign in the affairs of men. The Bible clearly tells us that God puts kings up and He takes kings down.
That being said, I can also affirm the fact that there are evil men with evil hearts who want what is not theirs. Our jails are full of these people and, unfortunately, some feel our government and court systems are as well. Some might mistake my negativity for the understanding that I have that there are very, very powerful people who control the world’s markets. Because the borders between the countries are gone, this provides a global playing field that does not hinder them in their ability to literally “skim off the top”. In 20 years of study, combined with freelance reporting on the international level, I can attest to the fact that very powerful men do indeed control the markets which directly affects how you and I will live. The fact that they have the ability to debase a country’s currency is power enough.
2003

As you know, the world is complex—more complex since all of the barriers and borders between the countries of the world have been torn down, moving us into an “integrated and interdependent” world. I have written about a lower dollar and the effects of a strong or weak currency for over ten years. It appears that we are in a “Code Red” situation.  However, Code Red is in the eyes of the beholder. I read about a man who fell off the Chicago Trade Towers. While passing the 12th floor, he was heard to say, “So far so good.”
This past year, the dollar dropped 20% against the euro and 11% against the yen. It reached an eleven-year low against the pound, a ten-year low against the Canadian dollar, a seven-year low against the Swiss franc and a six-year low against the Australian and New Zealand dollar. Economists are now calling the currency problems a “global trade imbalance”. This phrase first denotes that we are in a global world of ONE, not individual nation-states. Second, it addresses trade. While America has been the most powerful country on the face of the earth for the past 230 plus years, we are experiencing a loss of manufacturing—everything from textiles to steel. Our dominance is being questioned at every turn. The still-new European Union is a bit bigger than us in terms of land and population and their currency, the euro, has a gold content of 14%. We should ask if the fact that the dollar fell 40% over the past two years against a new currency is due to manipulation or a sign of danger. 

The big news of 2003 was the emergence of China as a MAJOR ECONOMIC POWER TO BE RECKONED WITH. It was President Nixon and Henry Kissinger who opened up relations with China, 30-some years ago – which is now our greatest competitor. How can a developed country like ours compete with slave labor wages and keep our economic edge? We can’t.

When Henry Ford started to produce the Model-A Ford, he stated that he wanted to increase the wages of his employees to the point where they could afford to buy his product. He did that and look at the auto industry. We now have two or three in every driveway! However, it appears that the industrialists of the 21st century have decided to opt out of improving or continuing to improve the standard of living of those in developed countries as they have decided to cut wages and increase profits by transferring manufacturing to third world, slave labor centers. In doing so, they are DE-INDUSTRALIZING AMERICA AND INDUSTRALIZING CHINA AND INDIA, two of the world’s most populous countries. Furthermore, our growing federal and trade deficits now comprise 10% of Gross Domestic Product. This shift is a transfer of economic power and sovereignty.

In order to try and make sense out of the multitude of changes that are occurring globally, we will take a look at the following:  the economic effects of no borders, the rise of China, the year of the metals and the loss of superiority.   

THE ECONOMIC EFFECTS OF NO BORDERS

The world has been moving towards an “open, global society” since the early 1940s. This is the goal of all socialists—transfer of wealth. And it appears that we the capitalists are transferring our economic sovereignty to the Chinese! In 1944 the international economic level came into being when the U.S. agreed to establish the World Bank and International Monetary Fund. Their purpose was to begin the global integration through managing the Marshall Funds and then through low cost loans to war-torn countries to help them rebuild. 

A year later, in 1945, the United Nations was established. Throughout its existence it has established international law, which is the cement for political integration when all the countries agree to mutually pass the same kind of laws and act unilaterally. In 1946 the International Labor Organization was formed to harmonize labor rights among countries. In 1948, the World Health Organization was formed to determine a global level of health, and in 1994 the World Trade Organization was established to harmonize trade among countries by dropping tariffs, barriers and subsidies.  

In 1998, the International Criminal Court was established which would allow an international legal system to transcend national sovereignty to arrest an alleged criminal who had violated various international crimes. Lastly, we have the war on terror which has had the affect of integrating the militaries of the world into a global coalition and the CIA’s/MI6’s and KGB’s into one as they work together globally to rout out terrorists.
In light of the above, what does the lower dollar mean? As a result of the political, economic and trade barriers being torn down and nation-states being integrated into one, it has exacerbated volatile currency swings such as those seen in the 1997-1998 Asian Crisis, the drop in the euro from its birth rate of 1.17 to .80 and now the drop in the dollar.  I have called this playing field of open borders a “21st Century Three Dimensional Game of Monopoly.”  

What are the effects of no borders:  (1) Currencies are volatile because of the flow of money and capital moving around a borderless world looking for the highest return and  quickest play, (2) the ability to use cheaper labor than the workforce in your own country and (3) the ability to harmonize every facet of life, production, trade, investment and even politics. Basically, this reflects an integrated world.
The Dollar – A World Reserve Currency 

The terrible drop in the value of the dollar could be a signal that the dollar is about to be replaced by the euro as the world’s reserve currency, something I have written about in past newsletters. In the aftermath of World War II, the United States dollar was deemed the “world’s reserve currency” at the Bretton Woods Monetary Conference which met in 1944 (where the World Bank and IMF were formed).

When the dollar became the reserve currency for the world, it meant that we never had to balance our books as to how much money we created versus how much we were spending because all the countries of the world had to hold dollars in order to effect trading in commodities.
When we were deemed a reserve currency in 1944, we were on the gold standard and were not a debtor nation. Richard Nixon took us off the gold standard in 1971 which created the problems of the 70’s: high deficits, high interest rates and high inflation. Then in 1985, we became the world’s largest debtor nation with a deficit of $130B, which was in part due to the Reagan tax cuts. Today that is a drop in the bucket. That year the Group of Five decided to reduce the value of the dollar at their meeting at the Plaza Hotel in New York. This is called the “Plaza Accord”. The dollar dropped by 30% against the yen and deutsche mark. By 1990, our federal deficit grew to $3T. Now it is running around $7T to $13T, depending on what you want to include in those figures.
From 1975, our currency has fallen around 60-66% against the euro and the yen. As a result of our twin deficits, the dollar is now falling again. There are those who predict the dollar will fall another 30%.
Currency Plays

We have entered a period in time when you need to watch the value of the world’s leading three currencies in order to make money. With a less dominant dollar, we become equal to all the other’s, thus paving the way for what some have called a “global currency”.  

A fluctuating currency can either lead to strength or weakness, inflation or deflation and gain or loss. It will allow those who have the ability to “play the global market” to win big. It pits our economy against other countries in an open game of manufacturing warfare. You see, when you build, you create. We obtain power from creating, not from destruction or transferring power and wealth. So, as a country and economy, you are either on the road to economic strength or weakness, depending on what your country is doing.

When the dollar is cheaper, our exports are in demand because foreign countries can buy more of our product. When the dollar is strong, foreign countries don’t want our products because they cost too much. Right now, because of the appreciation of the euro, European importers into America have reduced their profits so that they remain competitive and don’t lose American customers.
If you bought euros last year, they just appreciated 22%.  If you bought euros in 2002, they are up 40%. You could go to Europe and cash in! Several years ago when I went to South Africa, the rand dropped by 50% around the time I was there. I was able to get twice as many rand and had a ball. Everything was on sale! Today, the rand is 20% higher than the dollar.
 When the dollar is cheaper, commodities are cheaper because they are traded in dollars which means “they are on sale” in other countries. For example, China is the world’s second largest consumer of oil. What this means is that a cheaper dollar benefits them because they pay less for their oil since it is denominated in dollars.
As a result, there are all kinds of games that can be played and all kinds of bets that can be hedged.  For example, European firms that have manufacturing plants in the U.S. are benefiting from the lower dollar because they can still export cheaper. American firms that have plants overseas are benefiting as well with higher profits.   

One of the more popular bonds that have been issued in the last ten years is “Yankee Bonds”. This is where European companies raise monies using dollar-denominated bonds and then swap the proceeds back into euros. Companies doing this include Telecom Italia, Cadbury Schweppes, and BP/Amoco. In the U.S., companies like MacDonald’s do the same thing.  It is possible to buy bonds of all kinds in all of the major countries, denominated in other currencies!
Trade

As a result of reducing the trade barriers between countries, there is more exchange between countries. Long ago, multinational corporations started to open up manufacturing plants in other countries in order to be able to produce to meet demand. Then, as trade increased, they declared that they were “trans-national” – above the nation-state. They consider themselves above the law – non-governmental entities looking to make profits globally with no allegiance to any country or philosophical system. I have observed as I have covered 59 global meetings around the world that on the international level the only “ism” is making money—capitalism. As you know, even the communists love making money! They have discovered capitalism as a game that can not only bring them profits but the soul of the world.
In 1994, Congress passed the 27,000 page General Agreement on Trade and Tariffs, which established the World Trade Organization. Corporations can now go to the lowest source of labor and increase profits by reducing labor costs. Japan became a low cost center after World War II. Do you remember when our government allowed the importation of Japanese autos? I remember the great stir it caused. At that time I was working in banking and one of the auto dealers that used our branch to obtain car loans declared that he was going to become a Toyota dealer along with Buick. I was shocked. Within a few years, all of the auto dealers in the area had “diversified” by selling different Japanese cars.
THE RISE OF CHINA

What we witnessed in 2003 was the rise of China. It has become the industrial complex for the world, which has put it in a premier global position. Its exports tripled from $122B to $365.4B as a result of American outsourcing. Its currency, the Yuan or renminbi, is tied to the dollar, which gives it a tremendous advantage when the dollar drops. With 1.4B people, their slave labor benefits all the countries of the world, thus undermining economies with higher paid employees that are forced to downsize, outsource, privatize and reduce wages.   China’s average wage is 20% of what is being paid to workers in Malaysia and Taiwan and 10% of what is being paid to workers in Singapore.

Currently there are 200 million Chinese who need to be absorbed into the global workforce. This equates finding jobs for the entire U.S. or European workforce! Think of the kind of consumer spending that will have to be generated by the new emerging market countries like India in order to provide jobs for 200 million people! Think of the imbalances that will create in the U.S.! At every turn, more U.S. plants are moving overseas. As this year opened, it was announced that Levi Strauss, after 150 years of doing business in America, was moving its last U.S. plant to China. It used to be that the troubled high schooler or less than college material found a job in the factory and was able to make some kind of life for himself. That is no longer an option. Working at McDonald’s is about it.
I can’t stress it enough. America is in the process of being de-industrialized. With the $100B trade deficit that exists between the U.S. and China, they are purchasing our treasury bills and mortgage-backed FNMA and GNMA bonds. Currently Japan and China are the top two holders and purchasers of our Treasuries. If it weren’t for China and Japan buying $290B in U.S. dollars and Treasuries that acts as a line of credit between our income and expenses, we would be bankrupt!

On the following two pages, you will see the interplay between currencies and countries. I have summarized a great deal of research on the dollar, euro and yen and put it into chart form. You may want to read down each column and then read across.
THE YEAR OF THE METALS

All the metals rose in 2003. Because of industrial demand in China, there was an explosive demand for steel at a rate of more than 20% a month, which caused the biggest rise in iron ore prices in more than 23 years. China consumed everything from aluminum to zinc to make goods ranging from consumer electronics to steel. Nickel rose 131% in 2003, its highest level since 1989, tin was up 52%, it’s highest since November 1995, and copper ended up about 47% for the year, its highest level since August 1997.
With regard to gold and silver, gold rose from a low of $255 oz. in 2001 to a high of $347 oz. in 2002 for a gain of 33%. Various gold mutual funds had a gain anywhere from 35% to 98% in 2002. In 2003, gold reached a 15 year high of $421.20 with gold funds rising 40%. Overall, gold has risen 57% since touching a 20-year low of $250 per oz. in August 1999.
With regard to silver, Warren Buffet announced in January 1998 that he was buying 129,700,000 oz. of silver. That should have been an indicator to all of us about the importance of metals. Silver follows gold and recently reached a six-year high of $6.72 before settling yesterday at $6.41. Another strategic metal was platinum, which reached a 24-year high in January 2004.
Let us remember that before paper became a form of currency, gold, silver, platinum, diamonds, cattle and clothing were the medium of exchange used to trade during the time of the prophets and the pharaohs.
LOSS OF SUPERIORITY 

Are we seeing the bankruptcy of America? Of course, the papers don’t put it in those terms, but you have to wonder. Why is the dollar dropping? Is it because the twin deficits equal 10% of gross domestic product? Is it the fact that foreigners are no longer investing the $150B needed per day to cover our deficits? Is it because our deficits continue to expand? President Bush just announced his new space programs, which will cost a huge amount of money on top of the war in Iraq, and his two tax cuts. Are we in such dire straights that the only way out is to spend and print money?

For several years the Federal Reserve has kept interest rates at 45-year lows in order to stimulate the economy. As a result of lower interest rates, the housing market cannot keep up with the 

FLOATING CURRENCIES PROVIDE TRADERS WITH “3D MONOPOLY”

We are in the new global economy—no borders of any kind.  In order for the

trading system to “balance out,” trade and manufacturing has been shifted to build up the 3rd world.
	THE DOLLAR
	THE EURO
	THE YEN

	Lower Dollar

--Dollar has lost 40% of value from its peak against the euro two years ago and 25% against broader range of trading partners. Low dollar is because:  larger current account deficit, trade in goods/services, earnings on foreign investments and flows of money in and out of the U.S.

--U.S. exports cheaper because dollar lower.  Gives us the advantage.

--Dollar does not appear to be close to a bottom. 

--Because of the low dollar/high foreign currencies, exporters to U.S. have to shave profits to stay competitive.

--Because low dollar, profits up at oil companies:  ChevronTexaco/Conoco Phillips.  Earnings jumped 41% from one year ago for third straight quarter at 900 BusinessWeek companies.

--Tax cuts helped fuel consumer spending in 3rd quarter with economy growing at fastest pace since 1984.

--Result of twin deficits = 10%GDP 

--U.S. having trouble funding its current account deficit  which is expected to reach $500B or 5% GDP

--U.S. Gov’t needs to attract $1.5B of foreign capital per day to fill the gap

--U.S.  exports  increased 9.4% of GDP in 3rd quarter due to lower dollar/global demand

--European plants in U.S. – will

   make profit

--U.S. companies like Ford, GM and GECC have gone overseas to take advantage of the rising euro and have issued euro denominated bonds

--Government spending up.  Medicare spending up by 8.4%
--U.S. money supply up by 1300% since 1975.  Fed has flooded the markets with money and the U.S. has

expanded its budget deficit beyond the 3% limit Europe would like to see.

The U.S. has $3,300B in U.S. Treasury securities outstanding.

--The money supply with foreign purchases of dollars could fan the inflation fires in the future.  

--Oil is sold in dollars.  A lower dollar means other countries are buying at reduced rates.

--Lower interest rates needed to fuel housing expansion. Residential home construction is its highest level in 18 years.  Real estate now considered the next bubble.

--By leaving the U.S., U.S. industrialists are destroying the American industrial base which has been the engine for world growth.
--Chinese yuan or remnimibi tied to dollar making their products even cheaper.  Other countries have trouble because their advantage is enhanced.

--Gold is traded in any currency, commodities are traded in dollars.  Therefore, commodities are on sale for those outside the dollar—again it benefits China.

--As the U.S. consumer goes deeper into debt in order to buy things (made in China), they are putting themselves in a vulnerable position at a critical time of economic uncertainty.

--America is in the process of a “jobless recovery” as a result of exporting jobs.  In the last 5 months of 2003, 278,000 jobs were created.  In an up economy, that is what is created in one month.  In December, only 1000 jobs created. 

--China and India are now turning out highly skilled workers.  Five years ago they had 180,000 IT professionals, today it has 650,000. 
	Higher Euro

--American firms in Europe benefiting from cheaper currency—providing greater profits.

--Currency gains are playing a bigger role in recovering profits of MNC/TNC

--Japanese companies in Europe are seeing profits rise due to higher euro

--European companies have been tapping the dollar bond market to issue “Yankee Bonds” which are where European companies issue dollar-denominated bonds and then swap the proceeds back into euros.  Companies doing this are: Telecom Italia, Cadbury Schweppes, SAB-Miller and BP/Amoco.  With record low interest rates and a low dollar, this has provided attractive arbitrage opportunities.  

--Central banks are buying dollars

--Euro is up 40% in value over the past two years and 22% in 2003 against the dollar.  The ECB a week ago did not see a problem, now it is to be discussed at the G7 meeting in February. 

--Platinum is up 35% in dollar terms and only 12% in euros.

--Europe generates 28% of Global Gross Product while the U.S. generates 31% Global Gross Product.

--Unless a major shift in attitude occurs, the dollar faces a future of dwindling importance in the global economy, irrespective of the power of the U.S. economy.  

--Europe’s textiles industry is urging the EU to clamp down on Chinese imports.  


	Higher Yen/Lower Yuan

2003 saw emergence of China as a Global Player—
Heralds transformation of

global economic and political order

--Asian Countries:  More expensive

China:  Cheaper:  tied to dollar

--Asian countries having to shave profits to stay competitive.

--Japan suffering as a result of lower dollar with higher yen.  These expenses will be offset by their profits in Europe.

--Asian high income countries plus Australia/New Zealand total 18% Global Gross Product; Japan 14%.

--Japan is the largest purchaser of foreign currency reserves with China second. 

--25% of U.S. trade activity is with China

--Japan has heavily intervened by buying $188B to hold the yen at Y115. Yen is at 106.26 to dollar.  To do so, they have to purchase dollars as do other Asian countries that want to halt rise in their currencies to stay competitive.

--Because Japan actively intervening to protect its exports, it makes the EURO the best currency to capitalize on dollar weakness.

--CHINA ACTIVELY BUYING U.S. TREASURIES. Asian central banks are buying dollars in an effort to keep their currencies competitive with the lower dollar.   They hold $150B of Treasuries and mortgaged backed bonds 

--China is the world’s second largest oil consumer.  Lower dollar/lower oil prices benefit China. 

--The Asians are like post WWII Europe, using cheap labor to power their economies.

--Low exchange rates help unemployment as Asian industries continue to work. 200M Chinese need to be absorbed into the global economy over next 20 years.  Dollar crisis will not occur until 200M have jobs and economy surpasses U.S.  

--Chinese Central bank buying gold—bought 600 tons or $12.4B which is fraction of its $350B in official foreign reserves.

--Snow open to China joining the G8.
--As a result of the recovery in Asia and the lower dollar, China and India that partner with U.S. corporations will be beneficiaries of the recovery. 

--Recently the US decided to relax controls on technology exports to India.  The US now sees India as a counterweight to China in Asia.  India wants permanent Security Council membership. 




demand, prompting commentators to raise questions about a housing bubble. The 30-year old house I sold in 1998 has doubled. My current two-year old home is up 25%. Where will it end? How will it end?
There is a cost for everything. As a result of the tax cuts, Federal tax receipts fell to their lowest levels since Eisenhower was president, while government spending has climbed to its highest point since 1996 when Bill Clinton said the era of big government was over. The Congressional Budget Office projects the deficits will total $1.4T between 2004 and 2013.
There are those who say the era of the dollar standard is coming to an end as a result of our exploding liabilities. The Asians cannot continue to buy our bonds indefinitely.
SUMMARY

In closing, a new friend of mine, Tommy Grant, told me that in order for a country to be free and to be powerful, their currency has to retain value and they need to produce their own food, shelter, fiber (clothing, shoes, etc.) and transportation. I was recently referred to Mel Gibson’s father (as close to the son as I will probably come). He is 85 years old and extremely politically and economically astute. A student of history, he told me that Hitler said he would never attack America because we produced everything needed inside our shores to defend ourselves. Unfortunately, this is no longer true.
As a result of our debt, in order to reduce the current account deficit, our money has to be devalued so that it can be reduced to 2.5% from 5% of GDP, which economists say is more acceptable. Therefore, it will have to fall another 15-20%. What this means is that the U.S. and China win (since China’s currency is tied to the dollar) and Europe and Japan lose.
China has stabilized their currency by investing surplus dollars in U.S. Treasuries instead of selling them for local currency. China has the competitive advantage over Japan as its currency is tied to the dollar. China is buying Treasury bills because it acts as a loan back to America to help U.S. consumers to continue to buy goods.

Japan is buying Treasury bills to defend its currency. Foreigners are selling because of our deficits. Investors are selling to protect their savings from devaluation.
The Asians are in a no-win situation. If Americans stop buying they will take a hit. If they continue to buy our Treasuries, they may end up taking a hit since it does not appear we are solvent. Lastly, all of this bodes very poorly for keeping the dollar as the world’s reserve currency. The government is spending and the Federal Reserve is printing money—both of these are inflationary. To protect, the only way that you and I can win is to follow the dollars out and play 3D Monopoly!

                          ***********************
I have just returned from the World Economic Forum in Davos which is one of the reasons for the delay in getting this to you.  I have to say that everything that I wrote above is “right on the money.”  Furthermore, it was the opinion of a number of imminent economists that once the dollar has dropped, the only other way for our trade deficit and fiscal deficits to come down would be for interest rates to rise.  

On the insert page, is one of the articles I wrote while in Davos.  
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