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 “PROPPING UP THE U.S. ECONOMY BY BUILDING A NEW WORLD?” 

Joan M. Veon, CFP

Editor’s Comments

In the last several years, the information and energy needed to write a newsletter has become overwhelming.  The speed at which life and the events of life is moving is meteoric.  The ability to keep up with the changes taking place—minute by minute instead of day-by-day or week-by-week presents one with the feeling that they are loosing ground.  Recently I made a list of the events taking place with the idea that I would write a newsletter providing an overview of these philosophical, military, politics, economics, war, peace, education, law, global events, etc. I found that it was not only overwhelming but I had to stop in order to keep pace with newer events that had surfaced since I made the list!

Furthermore, every time a set of events takes place, it affects interest rates, stock prices, bond prices, the dollar and corporate profits.  Therefore, the changes that need to take place within a portfolio are changes faster and quicker.  If information is now at Internet speed, then our response has to increase to keep pace.  Furthermore, there are more levels of action that require us to integrate in our thinking about the choices we make.

The purpose of this newsletter is not to scare or to use “fear” tactics to move you into a certain behavior, as the newspapers and television use, but to provide you with an understanding of some of the major changes that are affecting what used to be known as “sovereign America.”  As I have written over the last eight years, the borders between the nation-states have fallen:  political, economic, trade and legal.  In addition, we are now inter-connected electronically.  The dynamics of a change in tax-laws or the passage of new laws such as HR 10 in 1999 and the Sarbanes-Oxley Act in 2001 have major repercussions for how we live and where we invest.    

Currently, in trying to analyze the economy and how to position to protect value and for future potential, based on world events, I find that it becomes difficult to make explaining easy.  The myriad of events which we are going to try and review will be broken down into two newsletters.  The first will address the war and the economy while the second one will address the Bush Tax Stimulus Program which is a complete change in how we are taxed, moving America over a 10 year period from a tax on income to a tax on consumption. I feel this will contribute to the decline in the economic power of the middle class which most of us are a part of.

Interestingly enough, in the Economic Report of the President for 2003 and 2004, they state that the chief reason for changing our tax code is to change the behavior that American’s use to make choices.  In other words, we have bought the big house for the big mortgage deduction that reduces taxes owed.  But I submit to you that everything the government is doing is exactly what they don’t want us doing.     

Everything that is being done currently with regard to tax laws, the war in Iraq and interest rates is to get share prices back up.  As we found in the Nasdaq crash, insiders who locked up some of the $6-8T that was lost in 2000 can’t sell high if share prices are down.  Currently there is $6.5T - $7T sitting on the sidelines or under the mattress.  This money, if invested in the stock market, could allow the insiders to again sell high.  Furthermore, according to economist Dr. Quincy Crosby, the only way for corporate America to get stronger is to reduce the cost of energy.  For every $10 p/bbl. drop in the price,  $70B can go into the economy versus the cost to buy oil at a higher price.  Lower oil also helps corporate profits and gives the consumer more money to spend.  Furthermore, since the US is in a slump, what is needed to spur exports—which will help bring down the trade deficit is to weaken the dollar to make our exports more attractive to foreign markets.   For every 10% drop in the dollar, corporate profits rise by 2%.   As you will read, the Government is doing exactly what they don’t’ want us doing by changing the law to manipulate markets in order to get the investors back into the market!   Based on the stimulus being put in place, I do expect the market to rise by 15-20% within the next few months.

PART 1 - THE WAR

We have been anticipating war in Iraq for over a year.  As a result of research that I did several years ago, I became convinced that war in the Middle East was inevitable.  I started positioning you in defense stocks in March 2000, at the height of the Nasdaq market.  I have continued to place monies in defense.  In September 2002 defense stocks reached a 52-week high—at the time I did not know it was a high—I thought because of the pending war—the stock would continue but somehow the market determined that they were too high and they fell back by 20-35%, all of this in the shadow of war, and then in the midst of war. 

Interestingly enough, Ted Koppel said on March 5 2003 on Nightline, “A secret blueprint for U.S. global domination reveals that President Bush and his cabinet were planning a premeditated attack on Iraq to secure regime change even before he took power in January 2001.  It has been called a secret blueprint for U.S. global domination…A small group of people with a plan to remove Saddam Hussein long before George W. Bush was elected president...and 9/11 provided the opportunity to set it in motion, Not since Mien Kampf has a geopolitical punch been so blatantly telegraphed years ahead of the blow.” 

To be very honest, I was against the invasion of Iraq.  They have not done anything to warrant an invasion or an attack.  They had not attacked us.  Is George Bush doing what the British did so long ago when they seized land around the world and created the Commonwealth?  Is he becoming a 21st century Caesar, Napoleon or Hitler? What is he doing?     Let me provide you with some possible answers.  This is necessary because if America is now going to wage war globally to find a faceless enemy, then we had better understand the new Bush II philosophy of war.

BUSH II PHILOSOPHY OF WAR

As a result of America, along with our new bosom brother—Britain, waging war on Iraq, against the wishes of the United Nations and the other permanent members and rotating members of the Security Council, a new era in American and world politics is in the process of being forged.  Unlike his father, Bush l who was given UN Security Council blessings and who went to the Security Council BEFORE he waged war (something that he did not have to do since America is a sovereign nation), Bush II basically told the Security Council that something profound had changed in American politics.  He put American interests above that of the other countries of the world—he broached the foundation of international law:  multi-polarism (all countries acting together) and he took unipolar action (one country doing its own thing).  The US maintains that they are multi-polar but they have the right to be unipolar when they feel it is in our best interest.  This is now key to the current Security Council crisis. Now many are saying the Security Council is broke and what needs to be done is to change the Security Council and underlying premises that the United Nations was built on in order to prepare for the future.  I expect this will involve a major restructuring or rewriting of parts of the United Nations Charter.  However, let us take a closer look at what the actions of the Bush Administration really mean.   

The Project for the New American Century

In 1997 a group of people got together to promote American global leadership when they formed The Project for the New American Century.  They included: Elliott Abrams, Gary Bauer, William J. Bennett, Jeb Bush, Dick Cheney, Francis Fukuyama, Frank Gaffney, Donald Kagan, Norman Podhoretz, Dan Quayle, Stephen Rosen, Donald Rumsfeld and Paul Wolfowitz.  Obviously a number of these men are currently serving in the Bush Administration. Former chief of staff to Dan Quayle, William Kristol, is Chairman of the Project.  

From their website:  www.newamericancentury.org, you can print out the key document underlining their goals and aspirations:  “Rebuilding America’s Defenses – Strategy, Forces and Resources for a New Century.”  In it they say, 

From its inception the Project has been concerned with the decline in the strength of America’s defenses, and in the problems this would create for the exercise of American leadership around the globe.  Our concerns were reinforced by two congressionally mandated defense studies.   America’s armed forces, it seemed, could either prepare for the future by retreating from its role as the essential defender of today’s global security order, or it could take care of current business but be unprepared for tomorrow’s threats and tomorrow’s battlefields.

The United States is the world’s only superpower, combining preeminent military power, global technological leadership and the world’s largest economy.  Preserving the desirable strategic situation in which the US now finds itself requires a globally preeminent military capability both today and in the future.  In broad terms, we saw the project as building upon the defense strategy outlined by the Cheney Defense Department in the waning days of the Bush Administration.  The Defense Policy Guidance drafted in 1992 provided a blueprint for maintaining US preeminence, precluding the rise of a great power rival, and shaping the international security order in line with American principles and interests.   

The Project established four core missions for U.S. military forces:  (1) defend the American homeland, (2) fight and decisively win multiple, simultaneous major theater wars, (3) perform the “constabulary” duties associated with shaping the security environment in critical regions, and (4) transform U.S. forces to exploit the “revolution in military affairs.”    Furthermore, they say the US must:

Maintain nuclear strategic superiority, basing the U.S. nuclear deterrent upon a global, nuclear net-assessment that weights the full range of current and emerging threats, Restore the personnel strength of today’s force to roughly the levels anticipated in the “Base Force” outline from 1.4 million to 1.6 million, and Reposition U.S. forces to respond to 21st century strategic realities by shifting permanently-based forces to Southeast Europe and Southeast Asia, and by changing naval deployment patterns to reflect growing U.S. strategic concerns in East Asia.

Furthermore, this non-profit organization, lays out the        following goals:  

Security System:     Unipolar 

Strategic Goal:         Preserve Pax Americana

Main Military Missions:  

Secure and expand zones of democratic peace, deter rise of new great-power competitor, defend key regions; exploit transformation of war 

Main Military Threats:


Potential theater wars spread across the globe

Focus of Strategic Competition:


                       East Asia

On September 13 2001, Ted Koppel said, “At the Pentagon…Wolfowitz [member of PNAC] for the first time, alluded to that broader goal, ‘It will be a campaign, not a single action.  And we’re gonna keep after these people and the people who support them until this stops.  It has to be treated that way” (emphasis added).  

In several speeches by William Kristol before the Senate Foreign Relations Committee in 2002, he basically said that the “president has chosen to build a new world, not to rebuild the old one that existed before September 11, 2001” (emphasis added).  He went on to explain that after uprooting “al Qaeda from Afghanistan, removing Saddam Hussein from power is the key step to building a freer, safer, more peaceful future.”  He said that China was the new remaining question for our future.   He outlined the fact that Bush has been articulate with regard to a “fundamental shift in U.S. policy and strategy.”  Bush outlined that we were at war with “every terrorist group of global reach and with the nations that provide safe haven to terrorism.”

As a result of chemical, biological, radiological or even nuclear weapons, Kristol said, “We will not wait for the authors of mass murder to gain the weapons of mass destruction.”  He went on to explain that the Bush Doctrine was maturing when in his 2002 State of the Union the President singled out North Korean, Iran and Iraq as “enemies” that pose “a grave and growing danger.”  

Kristol said that Bush was committed to the principles of “Liberal Democracy” (a new term for Fabian Socialism or “neocon”?) and that we would be involved in a “large and long war.”  We currently have some troops fighting in the Philippines. He outlined at that time the fact that American policy must include the change of the North Korean regime and that the Middle East was central to all that was going on.    This is a summary of Bushes objectives with regard to Iraq and the Middle East:

“The political, strategic and moral rewards would also be even greater.  A friendly, free, and oil-producing Iraq would leave Iran isolated and Syria cowed; the Palestinians more willing to negotiate seriously with Israel; and Saudi Arabia with less leverage over policymakers here and in Europe.  Removing Saddam Hussein presents a genuine opportunity—one President Bush clearly sees – to transform the political landscape of the Middle East.”      

In January 2003, the Project for the New American Century wrote a letter to Bush (on their website) in which they said, “Removing Saddam is but the first step toward reconstructing a decent government in Iraq and in carrying out your strategic vision for the Middle East.  Other rogue states remain a major problem.” 
 

When Kristol testified on April 8, 2003 he called American policy, “distinctly American internationalism.”  He discussed the fact that we could not contain ourselves to Cold War structures and that “Institutional creativity is needed for a new world” (emphasis added).  At the center, is a “reforming and re-energizing of NATO” by moving it to a “super-majority vote to authorize action.”   I predict that in September the UN will vote to give NATO this power.

I believe it is extremely apparent by what the Bush Administration has done in Iraq and by what they are saying with regard to Syria and North Korea that they are forcing changes globally and that they are re-tooling in order to be stronger and more prepared in the future to counteract a growing China.

Let me just say with regard to China that it was a Republican president (Nixon) who went to China and opened up marketing doors there.  For years we have seen multinational corporation after multinational corporation take jobs from America and transfer them to China to use their pool “Slave Labor” to increase their profits. China is now the manufacturing base for the world. If you will recall, the industrialization that took place in America before and after World War II is what led to our superiority. Now that most of the industrialization has been shifted to China—we alone are solely responsible for its vast empowerment and how they might use it in the future.

Furthermore, you now see that the major policy making arm of the Bush Administration appears to be a non-profit organization with highly placed individuals—former vice president Quayle and current Vice President Cheney and NOT CONGRESS!  

Again, the fact that the current war will be a campaign, not a single action, shows that the goals of America have changed.  We are going to become a major military force and what was just demonstrated in Iraq in terms of power, might, speed and precision is JUST THE BEGINNING.  

On Monday, April 21, CNBC Squawk Box interviewed someone from the Council on Foreign Relations who said that we could be and have troops stationed in Iraq for the next ten years.   This will create a drain on our budget, our budget deficits and require more taxes—or should we call this “economic stimulus”?

The War in Iraq

We bombed Iraq for 21 days, displaying new 21st century techniques of war.  One called “Shock and Awe” is where we literally rained cruise missiles on intended targets for two to three days in a row.  It was said that in this kind of attack the number of missiles use in 2-3 days would equate ALL of the cruise missiles fired during the entire 90 days of the Gulf War.  Is this cruel and nasty or what?  This makes the FIRE BOMBING ON DRESDEN look like a Sunday school party.   

For the first time in history, the world could view a war 24 hours a day, seven days a week.  Is this the new 21st Century Roman Arena where gladiators are now tanks and bombers?  Using the characters from the movie “Gladiator” who was Maximus (the U.S.) and who was Commodus (Saddam Hussein)?

In short, all of the new lighter, quicker, laser and satellite guidance systems, enabling troops to be able to hit the target from anywhere with precision using Global Positioning Satellites which are not hindered by clouds, dust storms or any other interference as well as the new lighter tanks seen in the recent war are all a product of the Project.

Top defense contracts, Northrop Grumman, Boeing, Lockheed Martin and General Dynamics refocused their priorities from bending metal to writing software code and pulling together complex electronic systems (BusWeek-BW, 4/14/03, 34).  

General Dynamics, the maker of the M1 became the world’s largest supplier of armored combat vehicles in February when it bought General Motor’s defense business.  Northrop Grumman acquired 16 companies since the Gulf War, most of them involved in high-tech specialties such as radar, computer systems, consulting and satellite communications (WP, 4/17/03, 3).   

PART II:  THE ECONOMY

Review of Previous Economic Newsletters

In order to look at the future, we need to review conclusions in previous newsletters.  We will begin with June 2001 and September and December 2002.  

June 2002

In this newsletter, I basically looked at eighteen variables and concluded, “Using debt, it has been the American consumer who has kept world economies moving.  At some point, our economic foundation is going to crumble.  When it unravels, the US will take a very hard and serious hit as never before in our financial history.  What could save our economy?  A war.  War is above all, an economic stimulus.  Instead of a regional war, it might be something larger because now the world economy would come to a standstill.”  [JV Note:  Currently economists say the lower dollar is an adjustment to the true price.]

My conclusion was based on the following facts: For the past 12 months the Federal Reserve had been pumping money into the economy for the last 12 months (up until June 2001) at a rate of 25% in addition to unprecedented monthly interest rate drops of ½ of 1% in the first five months of 2001; the fact that the whole world economy is dependent on the buying habits of the American consumer and that we are the main economic pillar holding up the manufacturing capacity of all the other countries of the world; American consumers have built their house on “debt” which, like sand, sinks.  

The lower interest rates were spurring the housing market and home re-financings that are keeping monies moving throughout the economy and the fact that the dollar is in trouble. At that time, Giles Keating, Chief Economist at Credit Suisse First Boston said, “All other countries are using the weakness of their currencies against the dollar to insulate them from the worst effects in the US downturn.  The downfall of the dollar has been predicted many times in the last few years and it has not happened.”

June 2002

From June 2001 to September 2002, Enron popped, causing great distress and problems throughout the financial markets, creating turbulence and mistrust throughout the investment system.  We again revisited three reasons why the economy was not doing well:  (1) consumer debt, (2) corporate debt, and (3) Federal debt. As I analyzed various moves in the market, gold was beginning to rise.  I concluded that what we were seeing in the market and the economy was “rotation.”  I wrote, “There is a complete ROTATION taking place throughout the economy.  What this means is that what used to be is no longer.”  [JV Note:  Economist Quincy Crosby calls today’s economy a “structural bear market.”]

September 2002

The newsletters title said it all, “Understanding the Market’s Unraveling in a Time of Deceit and War”. Enron was an excuse to rewrite and repeal the Security Exchange Act of 1934 and replace it with the Sarbanes-Oxley Act which switches accounting rules for American multinational corporations to global accounting rules.  The fact that the consumer is up to his eyeballs in debt did not change, nor the fact that the economy is still slow.  If it wasn’t for forty-year low interest rates and mortgage refinancing, the economy would fade away.    Therefore, I concluded, “I believe that there is a major shift from investments to tangibles:  gold/silver, diamonds, art and antiques.  All of these kinds of investments did well in the 70s.  Are we going back to the 70s, I think we are” (emphasis added).  [JV note:  I recently talked with a woman who has purchased art and antiques instead of stocks as an investment.  Their value has risen five times versus the Nasdaq market.]

December 2002

The December newsletter, concentrated on all of the weakness in the marketplace that is causing gold to shine:  deficits:  investor, corporations and government; forty year low interest rates—still continuing to spur the economy; the serious outflow of investor monies at major mutual fund companies:  Fidelity, Vanguard, Putnam, Alliance and Janus and the overall losses in every sector with the exception of gold.  At that time war was still pending.  I basically raised some questions as to the unexpected and lingering weakness in defense stocks that were down 20-35% (and still are) as well as energy stocks.  I concluded, “This is the longest bear market our country has seen since the Great Depression.  It is not a blip.  Nothing has changed since 2000.  Most of the analysts who predicted a recovery in 2002 are wrong.  The reasons why gold has risen is more structural than ‘Gold is up and stocks are down.’  Gold is a safe haven because it is a tangible and because it is in limited supply versus the paper money which can be printed any time.”   

Furthermore, I discussed the fact that the Muslim states are looking to introduce the gold dinar that will eliminate all of the instability caused by paper money and printing presses.  Gold expert James Sinclair said in a speech, “Gold is on its way back into the monetary system as a Gold Cover Clause [which] will function as a control over the creation of fiat currency as a ratio to money supply.”     

The Economy as of April 2003

Let’s take a look first at why the market rallied after the end of the Gulf War in 1990.  During that time, the barriers between the nation-states had been torn down and the power of a world united economically was just beginning to be felt.  The term used for the coming together of the nation-states was “globalization.”  As a result of covering UN and UN related meetings as well as economic conferences around the world, what I saw was a large amount of money flowing into the United States as a safe haven for all of the various problems other countries were experiencing.  At the time, I was also concerned with debt on all levels, America’s trade and fiscal deficits, the value of the dollar and a slow economy.  I remember writing about “how the sky was going to fall in” but that never happened.  Why?  It took a number of years for me to realize that it was as a result of globalization (eliminate of barriers separating countries) or the integrating of the nation-states.

Well, we are there.  While I have not written about it extensively in this newsletter, in my other bi-monthly newsletter, “UN Watch!”, I have reported on the elimination of barriers:  politically, economically, through trade, as a result of the internet and more recently, legally.  What has become very apparent is that the American consumer and their buying power have STIMULATED THE WORLD ECONOMY AS IT HAS CREATED JOBS WORLDWIDE.  

HOW WILL WE DUPLICATE THE 90’S ECONOMIC POWER CREATED BY FALLING BARRIERS BETWEEN COUNTRIES AS COUNTRIES GOT INTEGRATED?     What do we have to create jobs and economic stimulus?  Unfortunately – or perhaps – fortunately, WAR.  War is here to stay.  At every turn you are reading about how America is the watchman for the world. We are also hearing and learning that the process that we are engaged in will be a long drawn-out one.  Furthermore, as a result of 9/11, the enemy became “faceless.”  War can now be with any country or group of people for any reason.

In looking to help rebuild and re-style Iraq and its government, the U.S. already has officials from ten federal agencies there.  The Pentagon has created a group dubbed the Office of Reconstruction and Humanitarian Assistance that is headed by retired Army General Jay M. Garner.  According to Paul Wolfowitz, “That office will be the key…to meeting basic needs like medical care, water, electrical services and making sure that the Iraqi civil servants who administer those programs get paid.”  USAID has stockpiled 610,000 tones of food and will distribute $246M to international humanitarian organizations (Washington Post-WP, 4/14/03, A15).  Need a job—apply to one of the international humanitarian organizations.  

Furthermore, our Treasury Department will be advising their Iraqi counterparts on creating a tax code, budget, banking system, trade laws and a system of savings and payments.  HHS Secretary Tommy Thompson said, “We will be rebuilding the health infrastructure in Iraq like we are doing in Afghanistan” (WP, 4/14/03, A15). 

Furthermore, Iraq was not specifically chosen because it has little in natural resources, Iraq has the largest oil reserves in the world.  There is “$3T in profits and royalties which are up for grabs as the world’s largest oil companies vie for the rights to rebuild, expand and exploit the massive reserves in the country” (Globe and Mail, 4/12/03).

In anticipation of getting Iraq’s vast oil fields on line, daily production of 2.9M barrels a day will fall to 100,000 barrels so that the oil fields can be repaired which is estimated to cost $5B.  Companies such as Chevron, ExxonMobil, Royal Dutch/Shell and British Petroleum are now vying for the opportunity.     

As mentioned earlier, for every $10 per barrel drop in the price of oil, $70B goes into the U.S. economy instead of going into the pockets of Iraq.  This also helps increase corporate profits.  What great corporate financial planning!  Don’t you wish we had the power to do the same?

Debts/Deficits Growing Larger 

Globalization has had a very serious effect on America.  As a result of our corporations looking for cheap labor in order to boost profits by going to cheaper countries such as Thailand and China, it has been disastrous for our trade deficits.   As a result of the war in Iraq, our trade deficit is destined to grow larger.  Imports of goods and services are now 12.5% larger than exports.  That means that in the coming year, exports will have to grow 1.5 times faster in order to keep pace.  Since 1997 imports have grown almost five times faster than exports – as a result of Wal-Mart and Sam’s.   We cannot go on indefinitely with importing more than we export.  Therefore, this is a key reason for the dollar to drop in value.

This widening trade gap has been financed in part by foreigners lending the US money by buying American assets.  To date, our net foreign debt is $3T, almost the size of the German and French economies combined.  This puts America in a position that it must export more.  

If the dollar weakens, it would negatively affect U.S. asset prices, lift inflation and present problems for the Federal Reserve in managing the situation.  To date the dollar has lost over 25% against the euro but has only fallen about 4.5% against a basket of currencies.   Recently, Pertamina, Indonesia’s state oil company said it was considering dropping the U.S. dollar for the euro in its oil and gas trades (BW, 4/7/03).  

In addition, because so many foreigners have invested in the United States, we are now paying them more INCOME than what our assets abroad are paying.  In 2002, the US paid out $5.4B more than they earned, the previous year we had a $20.5B surplus.  This is not good (BW, 4/7/03). 

Furthermore, the U.S. deficit is at $400B.  In 1991, U.S. allies picked up 87% of the cost of the Gulf War.  Today, it does not appear that we can expect help from the countries that we isolated in the Security Council.  The burden is on us.  Defense spending is already up 17% over last year and President Bush has just signed an $80B appropriations bill which also includes money to bail out some of our airlines which are in trouble and to pay off some of our “coalition partners” such as Jordan, Israel, Turkey, Pakistan, Egypt, Afghanistan, the Philippines and Colombia Bloomberg 3/25/03). 

Interest Rates

Interest rates are still at a 40-year lows.  Again, if the economy were healthy, it would not where it is today.   In 2002, homeowners borrowed nearly $800B against the equity in their homes that was the largest annual increase in home mortgage borrowings on record which worked out to 65 cents borrowed for every $1 that real estate values increased in 2002.  Furthermore, 65% of new mortgages are one year old or less.  Does this indicate financial stability or a financial lifejacket? 

This of course, has helped with keeping money moving.  The number of times money changes hands is called velocity.  It is extremely important to have a healthy level of velocity—otherwise like yeast in bread, the economy could fall.  If money does not change hands, then deflation sets in which can lead to other negative impacts on the economy.  Should the dollar drop precipitously, interest rates would have to rise to counter act any kind of outflow of foreign monies to try and retain them.  Will this happen?  We don’t know.  Could it happen?  Yes.

Inflation

While deflation says that people cannot spend and therefore prices start falling because of no demand, the flip side is inflation.  Inflation is when there are too many dollars chasing too few goods.  The fact that we are already in debt and are taking on more debt to finance the war in Iraq, basically says that the Federal Reserve will have to continue printing paper which is inflationary.  This will also impact the value of the dollar.  As the dollar continues to fall, the price of gold will continue to rise.

CONCLUSION

In conclusion, the Financial Times headlines on April 14 read, “After Iraq, where will Bush go next:  ‘fascist’ Syria, theocratic Iran, or communist North Korea?”  I think that says it all.  The 90’s are gone. We are in an integrated world.  The U.S. economy is too big to let it go down.  The only economic stimulus we have available is WAR, hence the new Bush doctrine of “building a new world.”  

This also leads one to conclude that our deficits are going to go much higher than they are today for several reasons:  (1) the cost of war in Iraq and the cost to occupy for the next ten years and (2) future wars.  This does not take into consideration the cost of Social Security and Medicare.  Furthermore, the proposed tax law will end up increasing the amount of tax we are paying.  Currently a tax on income is reduced by itemized deductions and other tax reducing mechanisms but under a value added tax, the rate at which you are taxed on consumption will rise over time, thus becoming a “purer” tax than the tax on income. 

As we were going to press, USA Today reported, “the deficit for just the first half of this fiscal year was a record $248B, nearly twice as big as a year ago” (4/24/03, 10A).   The printing press is going to continue to run which means inflation is going to take hold in America big time.  Could it get as bad as Brazil’s, Argentina’s or Colombia’s?  I would imagine the Fed would do a major mopping up of excess dollars by taking money out of the system. This would then lead to a rise in interest rates.  

While there are a number of conclusions that I could draw, let me say this, IF the Fed continues to print money, gold is an alternative during inflation.  IF the dollar drops against the euro another 10-15%, gold continues to be a good hedge.  Am I daffy on gold?  No, I am daffy on protecting value and having a hedge during times of great uncertainty!  The fact that higher powers think they can play monopoly with the U.S. economy any time they want and it will respond is foolish.  Debt is debt and it has consequences just like the effect of eating too many fatty foods on the lining of the heart’s valves. 

Gold is not the only investment recommendation.  What I am pointing out is that it becomes one of the core components of your portfolio.  For those who are clients, I will be mailing a separate letter outlining these changes.  For those who are not clients, you may wish to become one. 

