Is the US Dollar Headed for a Major Fall?

Tuesday March 27, 2012 10:52


One of the facts of life over the last 40 years has been that the U.S. dollar is the world’s sole global reserve currency. TRUE
This is despite the fundamental factors underlying the U.S. balance of payments, which has been awful over that entire time. POSSIBLY TRUE
 Nevertheless, the dollar ruled the global monetary system through these four decades and appears to be doing so still. TRUE
But is that coming to an end? QUESTION
 Next week there is a meeting of the BRIC nation over the use by the U.S. of the SWIFT system to block Iran from selling its oil. TRUE
 The BRIC nations are buyers of that oil. PARTLY TRUE. BRAZIL, INDIA, & CHINA ARE BUYERS. RUSSIA IS NOT, BUT IRAN IS A CUSTOMER OF RUSSIA AND RUSSIA IS A PROTECTOR OF IRAN AND IS A PROVACOTOR OF THE U.S. WHILE CHINA IS A COMPETITOR OF THE US AND HAS A MERCHANT’S MORALS.
Their views on Iran’s nuclear policies do not go as far as refusing to buy their oil. TRUE
The SWIFT system is the system used to make international payments and covers most acceptable currencies. TRUE
This use of the international monetary system as a war machine has surprised and angered these nations who are meeting next week to discuss this CONJECTURE, BUT PROBABLY TRUE. MORE LIKELY, IT IS VIEWED AS A POTENTIALTHREAT TO FINANCIAL SOVERIEGNTY  
and, no doubt, to work out ways to prevent the U.S. from exercising such power. PROBABLY TRUE, BUT IT WILL ONLY BE A LIMITED EFFORT AND WILL PROBABLY HAVE ONLY A LIMITED SUCCESS
 If they succeed, they will/MAY have formulated a way to bypass the U.S. dollar as the dominant currency with which to pay for oil. PROBABLY UNLIKELY
 IF this hold CAN been broken, we may see a steady move away from the U.S. dollar as the sole global reserve currency. ONLY IF OTHER COUNTRIES FIND THIS METHOD MORE ADVANTAGEIOUS TO THEMSELVES THAN THE CURRENT METHOD AND IF OTHER COUNTRIES DON’T FEAR THE U.S. AND IF THE NEW METHOD DOES NOT SHIFT THE BALANCE OF (FINANCIAL) POWER TO RUSSIA AND CHINA. However the BRIC countries do have a lot of monetary power
It is critical for investors to understand the importance of this and how the situation came about in the first place to understand the full ramifications to the gold and silver price. These will be dramatic! OPINION
How the U.S. Dollar became Optimus Prime
Most investors were not around when the ailing dollar moved from a suspect currency to number 1. 
When the Gold Window was closed by President Nixon, the dollar weakened and the gold price took off to heights never been seen before. 
The author had just moved up to the main desks of the Stockbroking firm he was with as 

Exchange Controls were implemented in the U.K., and a huge flight of capital was exiting the U.K. as its role as the center of the British Empire disappeared. 

At the time it seems insane to cut the link of the dollar to gold.
 From 1968 to 1971 Europe had been receiving dollars from the U.S. forces stationed in Europe and called them Eurodollars.
 European nations were not happy to receive this currency and were busy converting as much as they could to gold. Partially TRUE PARTIALLY FALSE
Led by the cantankerous and difficult President de Gaulle, Switzerland, Germany, Italy and France were the main sellers of dollars for gold. Partially TRUE 
After the war the U.S. had around 26,000 tonnes of gold. 
Steadily, the Europeans and others bought gold. Over time, France ended up with more than 3,000 tonnes; Germany over 3,000 tonnes; Italy more than 3,000 tonnes and Switzerland more than 3,000 tonnes TRUE, 
U.S. gold holding dropped to over 8,000 tonnes and felt they had to halt the gold hemorrhaging because they knew full well that gold was money when push came to shove. Even the U.S. had to guard against ‘shove’. SO THE US DECOUPLED THE DOLLAR FROM GOLD UNDER NIXON?
So when Europe was faced with receiving more dollars, you would have thought that there would have been outrage, but Europeans quietly accepted the fait accompli.

Why? 
ALTHOUGH THE DOLLAR was the globe’s leading power and driver of the world economy, its currency was deeply flawed.  ……After all, the U.S. Trade Balance was in a permanent deficit, with little likelihood of a change. THE EUROPEANS ACCEPTED THE SITUATION OF HAVING TO ACCEPT THE “UNBACKED BY GOLD” DOLLAR BECAUSE
The Oil Price
Prior to the closing of the gold window by President Nixon, the oil price stood at $8 a barrel. Afterwards, it moved steadily up to $35 a barrel and the gold price rose eventually to $850 an ounce from $42 an ounce. 
But the dollar won out and had to be accepted by everyone!  WHY??? BECAUSE KISSINGER MADE THE ARMS SALES, OIL PURCHASE AND PROTECTION DEALS WITH THE SAUDIS AND OTHER OIL COUNTRIES IN RETURN FOR ONLY ACCEPTING DOLLARS FOR OIL PURCHASES. THE U.S., AT THAT TIME, WAS THE STRONGEST COUNTRY ,MILITARILY,  IN THE WORLD 
By then the shortfall in total global oil supplies came from the countries surrounding the Persian Gulf. Each of them had a fragile basis and needed to rely on a greater power to guarantee the existence of the ruling party or family.
 The U.S. provided this on condition that oil suppliers priced their oil in the U.S. dollar.
 This was a sine qua non (without which, no!).
 So oil suppliers outside of the U.S. (except for Russia, who could not oppose alone) depended for their security on the U.S. as they do today (except for Iran). NOW, HOWEVER, THE OIL PRODUCING COUNTRIES OF KUWAITE AND SAUDI ARABIA ARE THE ONLY COUNTRIES LEFT THAT ARE IN THE SAME SITUATION AS IN 1972. THE OTHER OIL PRODUCING COUNTRIES HAVE EITHER A FRAGMENTED GOVERNMENT STRUCTURE OR ARE HOSTILE TO THE U.S., OR ARE IN THE PRE-EVELOPMENT OIL PRODUCING STAGE (BRAZIL).  THE RUSSIANS AND THE CHINESE ARE BUILDING THEIR MILITARY STRENGTH WHILE THE U.S. IS HAVING DIFFICULTY SUPPORTING ITS MILITARY CAPACITY. THE US PUBLIC IS BECOMING UNWILLING TO SUPPORT THE LARGE MILITARY THAT IS NEEDED TO COUNTER THE GROWING RUSSIAN AND CHINESE MILITARY, UNLIKE THE RUSSIANS AND THE CHINESE WHOSE PUBLIC HAS NO SAY IN THE MILITARY EXPENDITURES. FURTHER, THE CHINESE ARE ACTIVELY ATTACKING THE U.S. ASYMETRICALLY WHILE, IN ADDITON, HOLDING A LARGE PORTION OF THE U.S. DEBT. IRAN IS THE ONLY COUNTRY WILLING TO ACCEPT OTHER CURRENCY OR GOLD FOR OIL,  AT THIS TIME. RUSSIA AND CHINA ARE CALLING FOR A DIFFERENT RESERVE CURRENCY OR BASKET OF CURRENCIES TO BE THE NEW STANDARD FOR GLOBAL SALES (OIL, GOLD, ETC.)
The U.S. made it clear to Russia, et al that this area and their oil comprised a U.S. vital interest over which, if they felt the need to, meant they were prepared to go to a nuclear war. UNDER THE CURRENT ADMINISTRATION, THIS IS PROBALBLY N-LONGER TRUE.
The world was vulnerable to this situation, extremely vulnerable. BUT, NOT ANY LONGER, FOR THE RESONS STATED ABOVE.
 All nations EXCEPT the oil producers capable of supplying their own needs, needed to import oil. Most nations’ oil imports comprise 25% or more of their imports. Without it, the world’s economies just would not function. 
Hence the U.S. held the key to world dominance, oil. BUT, NOT ANY LONGER, FOR THE RESONS STATED ABOVE.

 You can imagine the U.S. government facing President de Gaulle and telling them calmly that they had better accept the U.S. dollar in payment for all things imported and must purchase the U.S. dollar to pay for all things American, as well as oil. IT WASN’T THE U.S. WHO WAS TELLING THE EUROPEANS THAT THEY HAD TO USE DOLLARS, IT WAS THE OIL PRODUCING COUNTRIES
 It was checkmate! Failure to obey would have led to a major oil crisis for the disobedient nation. 

It was also clear to the Persian Gulf nations –if they changed from the U.S. dollar to any other currency in payment of their oil—would then lose power.
 That was Saddam Hussein’s main mistake and where is he now. 
Kuwait in turn, received the support of the U.S. as they were toeing the dollar line.
 Today, Iran is not toeing that line and is being closed down by the U.S. WHICH IS THE POINT THAT THE BRIC ARE TRYING TO CHANGE.
It was a small step for the dollar to become the sole global reserve currency where it stands at the moment. 
At the time Europe bowed their heads and accepted the dollar while Persian Gulf nations received great wealth and power over their people. The rest is history. 

Gold, the Remaining Enemy
The entire process undermined the value of the dollar in terms of value, 
while its role as a means of exchange extended throughout the world.
 Gold, on the contrary, reflected that loss of value and rose 20 times, its pre-1971 price. 
To reinforce dependency and to build trust in the dollar, the gold sales of the seventies and eighties through 1999 were aimed at destroying trust in gold as money. It was written out of the system, gold production was accelerated so that the gold price tumbled from $850 to $300. It was described as a barbarous relic and relegated to the sidelines of the metals market as a commodity. 
But a rose by any other name, smells as sweet. Likewise gold may have been discredited but it remained the money of last resort, evidenced mainly by the retention of gold in the reserves of the developed world until today.

However, the history of money shows that when a government or even many governments institute a paper currency system, dependent on government and banking systems for its value and reputation, it is only a matter of time before it loses its name and value. 
The more powerful the government controlling the currency, the longer the system lasts. It is now just over 40 years since the dollar cut its link to gold. 
Let’s see where we are in the currency experiment.
CAN THE RUSSIANS AND THE CHINESE OVERTHROW THE U.S. DOLLAR AS THE WORLD’S RESERVE CURRENCY? 
CAN THREY INVENT, INSTUTE, CONVINCE THE REST OF THE WORLD TGO ACCEPT A SYSTEM THAT IS BETTER THAN THE U.S. DOLLAR TO USE AS THE WORLD’S RESERVE CURRENCY. 
DOES THE U.S MAINTAIN THE REASONS USED IN THE PAST TO KEEP THE DOLLAR AS THE WORLD’S CURRENCY? 
CAN THE U.S STRENGTHEN THEIR CURRENCY ENOUGH TO DEFEAT THE EFFORTS OF THE RUSSIANS AND THE CHINESE? 
CAN THE RUSSIANS AND THE CHINESE MAINTAIN CONTROL OF THEIR POPULATION SO AS TO STAY IN POWER? 
DOES THE REST OF THE WORLD TRUST RUSSIA AND CHINA ENOUGH TO LET THEM CALL THE SHOTS?  
ARE THE EUROPEANS SO WEAK THAT THEY CANNOT OPPOSE THE RUSSIANS OR THE CHINESE. 
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