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hile some financial experts are
alarmed by the
dollar’s downward
spiral, says Jeff
Moseley, Texas
companies involved in exports
stand to gain
handsomely from a weakened greenback. In the
nation’s energy capital, Moseley says the shrinking dollar is helping to increase the price of oil
and natural gas.
“Texas is the No. 1 exporting state in America,”
says Moseley, the chief executive officer and
president of the Greater Houston Partnership, a
2,100-member business organization that represents the 10-county region surrounding Houston.
“And because we export a lot, a weaker dollar
means it’s easier for consumers to buy U.S. goods.
So there is a pretty direct connection between
a weak dollar and driving up exports from the
Houston region and throughout Texas.”
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Those that are screaming,
“The dollar is falling, the dollar
is falling” are a little bit
like Chicken Little.
expanded by 1.4 percent in
the United States in the last
quarter of 2009, and the economy
looks set to register three percent
growth this year. Exports have picked up
significantly too.

Texas Leads the Recovery

Moseley’s optimistic assessment
of the impact of the declining dollar
comes as economists say Texas is in
the early stages of recovery from the
Great Recession – the nation’s worst
financial crisis since the 1930s.
The global economic recovery that
began in mid-2009 now appears to be
gathering momentum, according to the
recent “Global Economic Outlook” report
by Fitch Ratings. Gross domestic product
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Texas, the second-most-populous
state, is among the first to emerge
from the recession that began in
reDecember 2007 as job growth has re
turned sooner, according to a report
by the Dallas-based bank Comerica
Inc. Seven Texas metro areas are
expected to be among the first to
accordemerge from the recession, accord
ing to Moody’s Economy. Forbes
listed Texas as having one of the
lowest debt burdens in the nation,
and Dallas and Houston made the
nation’s Top Ten list of cities best
surviving the recession.
“This Forbes ranking highlights
the relative economic strength of
citour state’s major metropolitan cit
ies, which is good news not only for
the people who live in Texas, but for
those looking to move to a state with
a strong economic future,” Govenor
Rick Perry says. “Texas continues to
be the best state in the nation to live,
work and raise a family, thanks to our
low tax burden, predictable regulatory

climate, skilled workforce and principled, disciplined spending.”
Despite the economic rebound in
Texas, some experts are worried about
the nation’s high levels of debt and the
drop in the value of the dollar. During
the recession, many investors shifted
away from safe haven investments in
U.S. securities, according to the Federal
Reserve’s “Monetary Policy Report to
the Congress.” As a result, the dollar,
which had appreciated sharply in late
2008, depreciated against most other
currencies in the second and third quarters of 2009. The dollar depreciated particularly sharply against the currencies
of major commodity-producing nations,
such as Australia and Brazil, as rising
commodity prices supported economic
recovery in those countries.
During the fourth quarter of last
year, the dollar stabilized and has
since appreciated somewhat, as investors began to focus more on economic
news and prospects for the relative
strength of the economic recoveries in the U.S. and elsewhere. Since
hitting a record low of 71 in March
2008, the U.S. Dollar Index (USDX)
has increased to nearly 81. However,
the USDX, which started in 1973 soon
after the dismantling of the Bretton
Woods monetary system, has traded as
high as the mid-160s.

The “Chicken Little” Syndrome
Barton Smith, a professor of
economics at the University of Houston and the director of the Institute
for Regional Forecasting, isn’t too
worried about the shrinking dollar, though, noting that the USDX
dropped into the mid-90s in 1995.
The USDX remained above 100 from
late 1995 until the end of 2007.
“Those that are screaming, ‘The
dollar is falling, the dollar is falling’
are a little bit like Chicken Little,”
Smith says. “The dollar was way too
high in the very first part of the new
century, it needed to correct and it
has. I consider it a plus. I don’t think
the dollar needs to fall any further. But
at this point, I’m very satisfied with
where the dollar is sitting right now.”
Some economists, however,
don’t share Smith’s comfort level.
For more than six decades, the
greenback has been the world’s key
currency, contributing significantly
to the nation’s prosperity. But over
the next decade, some economists
predict the dollar will continue to
depreciate – chiefly because of the
nation’s soaring debts.
The federal government is expected to have a $1.3 trillion deficit
in 2010-11, the second-largest since
the end of World War II, according to
a recent report by the Congressional
Budget Office. Meanwhile, at the end
of 2009, debt held by the public stood
at $7.5 trillion, or 53 percent of GDP.
By the end of 2020, that debt is projected to climb to $15 trillion, or 67
percent of GDP.
With such a large increase in
debt, along with increases in interest rates as the economic recovery
builds, interest payments on the debt
are poised to skyrocket, according to
the CBO. The CBO projects that the
government’s annual spending on interest will more than triple between
2010 and 2020, from $207 billion to
$723 billion.
Eddie Cohen, the chief investment officer and founder of Stavis
& Cohen Financial in Houston, says
the falling dollar is positive news
for Texas, especially for companies
involved in the exporting business
and shipping.
“The challenge is that if the
dollar falls too much, then others
could lose confidence in the dollar,”

Cohen says. “Also, if the dollar falls
too much, it becomes inflationary.
While it’s positive for exports that
the dollar falls, a falling dollar means
imports into the U.S. cost more.”
Over the long term – probably
beginning next year – Cohen expects
the dollar to continue to decline, due
to several factors.
First, in its attempt to stave off
another depression, the U.S. has created a large structural deficit with
the bank bailout and federal stimulus packages, programs that will
inevitably lead to higher inflation.
Second, this deficit has been
largely funded through borrowing,
primarily from China, and at some
point these entities will demand
higher interest rates.
Third, the government is enacting more regulations, which typically
cost companies more money and contribute to inflation or are absorbed,
hurting profits and stock prices.
Finally, at some point, the nation

Some economists
predict the dollar
will continue to
depreciate – chiefly
because of the
nation’s soaring debts. -
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One Worldwide Currency?

will have to focus on reducing its debts
through reduced spending or tax increases, or a combination of the two.
President Obama has already
announced his intent to let the Bush
tax cuts sunset for those in the
higher tax brackets, beginning next
year. The federal health care reform
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plan also includes a variety of tax
increases, including an increase in the
capital gains tax. In an effort to bring
deficits under control, White House
adviser Paul Volcker says the U.S.
should consider European-style valueadded taxes, plus carbon- and energyrelated taxes.

Larry Edelson, editor of the Real
Wealth Report, believes President
Obama and newly re-elected Federal
Reserve Chairman Ben S. Bernanke
are “secretly engineering the greatest dollar disaster in U.S. history.” A
former gold trader with 32 years of
experience in the financial industry,
Edelson says the central banks are
ramping up the “digital printing
presses” and “systematically devaluing the currency in an attempt to
inflate away our debt problems.”
“We have seen this numerous
times throughout history,” Edelson
says. “We’ve seen it in the Weimar
Republic in the 1920s and more
recently in just about every thirdworld economy, be it Brazil, Argentina, Zimbabwe, Thailand, or even
Hong Kong. The only difference this
time is that instead of happening in a
third-world economy it’s happening
in the first world.”
Adding up the unfunded liabilities of Social Security, Medicare,
Veterans Administration benefits,
government pensions and retiree
health benefits, the national debt
and consumer debt, Edelson claims
the U.S. has about $135 trillion in
unfunded debts. The only way out
of the problem, Edelson says, is for
Bernanke to “basically systematically
devalue the dollar” through two main
methods. First, by keeping interest
rates artificially low for an extended
period, and secondly by “printing
money,” Edelson says.
For years, Edelson says, the

While it’s positive for exports
that the dollar falls,
a falling dollar means imports
into the U.S. cost more.
public has been told that the Chinese
yuan is undervalued. Recently, U.S.
Treasury Secretary Tim Geithner
went to Beijing, asking China –
whose economy grew nine percent
last year – to push the value of its currency higher. Geithner says China’s
continued maintenance of a currency
peg has required increasingly large
volumes of currency intervention.
“Additionally, China’s inflexible
exchange rate has made it difficult
for other emerging market economies to let their currencies appreciate,” Geithner says. “A move by China
to a more market-oriented exchange
rate will make an essential contribution to global rebalancing.”
But Edelson says urging China
to push the value of its currency
higher is the equivalent of saying the
dollar needs to go lower.
“So what Bernanke, Geithner,
and Obama are fully aware of, but not
being up-and-up on, is that they are
really saying the dollar needs to go
down against China’s yuan, which will
set off a whole series of consequences,
pushing the dollar dramatically lower,” Edelson says. “What happens in a
hot money environment where capital
is so jittery is everybody jumps on the
bandwagon and sells the dollar. That
could quite easily cause a collapse of
the dollar, which is not what Washington wants. They want a controlled
decline in the value of the dollar, but I
don’t think they are going to be able to
control it.”
Despite the “shallow rally” in
the dollar in recent months, Edelson says he believes the dollar over
the next two years will lose about
50 percent of its value, dropping to
about 45 on the USDX. Within five
years, Edelson predicts the nations
of the world will switch to a global
currency. What the nation is now witnessing, Edelson says, is the collapse
of the existing monetary system.
“As the dollar collapses, you

will hear lots of talk about changing the world’s monetary system to
a single world currency, and ultimately that’s where we are headed
because neither the dollar nor the
Euro will be able to withstand the
pressures on them,” Edelson says.
“So what will happen is the monetary system will fall apart and
there will be a new series of Bretton
Wood-type of meetings to introduce
a new world currency.”

Currency Manipulation
Crackdown
In recent comments, U.S. Representative Jeb Hensarling (R-Dallas),
told the U.S. House of Representatives Financial Services Committee
that economist Robert Samuelson
believes the nation’s spending patterns could “trigger an economic
and political death spiral.” Unless
the Congress and the President have
a sudden epiphany of fiscal sanity,
this story does not have a happy ending, Hensarling testified.
“It ends in either job-crushing,
family budget-crushing tax increases, skyrocketing interest rates as we
beg the Chinese to buy more of our
debt, or a level of inflation that will
make us look longingly and nostalgically upon the Carter era,” Hensarling testified. “Clearly, the actions
of the President, the Congress, and
the blurring of the lines with the
Federal Reserve between fiscal and
monetary policy will have much to
do with the future.”
Hensarling’s comments came
shortly after a bipartisan group of 14
U.S. senators introduced legislation
to crack down on unfair currency manipulation by countries like China.
In recent months, the Chinese
Premier rejected calls for China
to float its currency, even though
experts estimate it is undervalued
by 25 to 40 percent compared to the
dollar. Lawmakers say China’s
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currency manipulation is undermining the U.S. manufacturing base
by making U.S.-made goods more
expensive relative to foreign goods.
If passed, the legislation would
provide less flexibility to the U.S.
Treasury Department when it
comes to citing countries for currency manipulation. It would also
impose stiff new penalties on designated countries, including tariffs
on the countries’ exports, and a
ban on any companies from those
countries receiving U.S. government contracts.
Douglas Holtz-Eakin, president
of the American Action Forum, a
Washington, D.C.-based centerright policy institute, says there
is a “very real chance” the nation
will experience additional pressure
from international markets due to
the nation’s deficit.
“My hope would be that we
would radically change course, cut
back on spending and take the real
down-side risk off the table,” HoltzEakin says. “I’d say there is no
strong evidence this is going to occur so far, but any sort of threat of
pressure in international markets,
either after the uneasiness about
Greece or anything else that sends
a similar signal, would strengthen
the hand of those that want to see
this occur. A strong electoral message would do this as well. It’s been
clear in the polling that voters are
going to punish those who are
profligate government spenders.”

Can the Dollar Survive?
Without action to address the
crisis, Steve Ellis, spokesman for
Taxpayers for Common Sense, a
Washington, D.C.-based national
nonpartisan budget watchdog
group, says the dollar could experience a “spiraling effect.”
“The dollar will continue to
lose value and then that will make
the currency less desirable to buy
because it’s not as much of a safe
haven,” Ellis says. “And that will
cause us to have to pay more to
people to buy our debt. What we are
most concerned about is creating
some kind of vicious cycle that is
very hard to break out of. So we are
now hearing from Bernanke and
from various lawmakers that we
need to get our debt and deficit
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situation in order and bring it down
as a percentage of GDP.”
Although some experts fear
China could exercise the “nuclear option” – liquidating its vast holding of
U.S. treasuries – Ellis says it’s not in
China’s interest to create an “international meltdown.”
“They have these huge reserves
they need to invest somewhere, and
there are not that many places to
stash their cash,” Ellis says. “They
need us as much as we need them.”
As for the dollar’s future, Smith
says it largely depends on the “exit
plan” developed by Bernanke and
the Obama Administration. By
2012, Smith says the federal government needs to bring the deficit
under control or it will likely “bring
down” the Obama administration.
The other challenge is in the Federal Reserve’s court.
“The federal reserve banks have
provided more reserves to the banking system than they have ever done
in its 100-year history,” Smith says.
“We have bank reserves running 20
times the requirement. That could be
dangerously inflationary. I don’t believe the Federal Reserve will allow it
to become inflationary, but they will
have to bring excess reserves out of
the system when the time is right.
It won’t be easy, either, because so
much of the excess reserves are associated with mortgage-backed securities. They purchased $1.1 trillion in
mortgage-backed securities to bring
the monetary base under control,
and the Federal Reserve will have to
unload these.”
In Dallas, Downtown Dallas,
Inc. President and Chief Executive Officer John Crawford says the
city is at the “forefront in terms of
coming back from the recession,”
and he’s cautiously optimistic that
federal government and banking
officials will take the right steps to
help the nation and Texas recover
from the recession.
“At the end of the day, it’s all
about jobs and controlling our debt,”
Crawford says. N

Troy Anderson, an award-winning newspaper reporter based out of Southern
California, freelances for a variety of
national and regional magazines.

