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TRADING THE SHANGHAI ACCORD

A Potential Game Changer NATIONAL BESTSELLER
I had the pleasure of talking to James Rickards, the author of books such as “Currency CUR REN CY
Wars” and “The Death of Money”. As a recognized global currency expert when he WARS
feels strongly about something, it is worth listening to. He felt very strongly that we e e
have a new Plaza Accord that some will remember last occurred in 1985. CLOBAL Crisis "

I have annotated and highlighted below what he has to say. After that I show what it
means for traders from a Trigger$ charts perspective if he is right.

The Dollar Has Been Shanghaied

Written by James Rickards, Annotated by GordonTLong.com

The U.S. dollar has just been knocked down and forced to serve the interests of the world
against the will of the American people. The dollar has been Shanghaied!

The term “Shanghaied” refers to the 19th-century practice of sailors forced to serve against their
will on vessels bound for Shanghai and other ports in China. Victims were often from West Coast
port cities such as San Francisco, Portland and Seattle. Tactics used included kidnapping,
beatings and forms of trickery.

In the 19th century, trade between the U.S. and China was booming. But there were persistent
shortages of able-bodied seamen to sail the cargo vessels. Each vessel had a boarding officer
whose job it was to find the crews.

Boarding officers were paid by the number of bodies they could round up before the vessel set
sail. This pay was called “blood money” for good reason.

The law at the time said the once a seamen “signed on” with a vessel, it was illegal to leave the
ship until the journey was complete. Jumping ship at any point in the journey would result in
imprisonment.

A common tactic was to confront a seaman in a dark alley, knock him unconscious, forge his
signature on the manifest and drag him aboard. The seamen would regain consciousness after
the vessel left port. At that point, there was no choice but to finish the journey or jump ship
when he could. Most finished the journey. Next stop — Shanghai!

Based on the best information we’ve been able to obtain:

It looks like the dollar has just been Shanghaied by the G-20 (the unelected, unaccountable
group of 20 nations that collectively control the world monetary system) on Feb 26th, 2016 at
the G-20 Meeting In Shanghai, China. This could be the most important financial development of
2016, with enormous implications for you and your portfolio.

Once again, the city of Shanghai is the center of attention. This new effort to knock out the
dollar was contrived in a secret meeting in Shanghai on Feb. 26.

Who attended the meeting?

The list of names reads like a rogues’ gallery of central planners and currency manipulators.
Janet Yellen from the Fed, Christine Lagarde from the IMF, Mario Draghi from the ECB and U.S.
Secretary of the Treasury Jack Lew were all there, along with their central bank and finance
ministry counterparts from Japan, China and the other BRICS.

Here’s the “class picture” of those who attended the G-20 conclave, with some of the main
players identified. ..


http://www.amazon.com/Currency-Wars-Making-Global-Crisis/dp/1591845564
http://www.amazon.com/Currency-Wars-Making-Global-Crisis/dp/1591845564
http://www.amazon.com/The-Death-Money-Collapse-International/dp/0670923702/ref=pd_sim_14_4?ie=UTF8&refRID=1HKN4QY7GXAMNP9K39QN
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The main meeting of the G-20 finance ministers and central bank governors was no secret. It
was conducted with much fanfare and publicity. Thousands of reporters descended on Shanghai
to cover the proceedings.

A side meeting of a core group consisting of the U.S., Europe, Japan, China and the IMF was a
secret. This group really calls the shots.

The U.S., Europe, Japan and China together represent over 70% of global GDP. The IMF acts as
a kind of facilitator for these secret meetings, and an “enforcer” for whatever agreements are
reached behind closed doors.

The outcome of this secret side meeting was the biggest dollar take-down operation since
the famous Plaza Accord of 1985.

The Plaza Accord was orchestrated by James Baker, who was Ronald Reagan’s secretary of the
Treasury at the time. The dollar had increased almost 50% between 1980-1985, and reached an
all-time high that year. The strong dollar was hurting U.S. exports and jobs.

The Plaza Accord was a coordinated effort by the U.S., France, West Germany, Japan and the
U.K. to weaken the dollar. It worked. The dollar fell 30% over the next three years. The U.S.
economy got a second wind, and the long Reagan-Bush expansion continued.

Now the dollar is at a 10-year high on major indexes. It's time to trash the dollar again. But the
U.S. does not have the same skillful leadership we had in James Baker. This time, the big winner
won't be the U.S.; it will be China. The losers will be the same — Japan and Europe.

Understanding these backroom machinations of the power elite requires some history and
analysis. Here’s what you need to know:

BERNANKE'S "ENRICH THY NEIGHBOR" DOCTRINE

Currency manipulations are negative-sum games. One country can get a small temporary boost
from devaluation, but trading partners are worse off, and the world is worse off. Ultimately, even
the country that devalued first is worse off after others retaliate.

However, a new theory of currency manipulation was created by Ben Bernanke. This theory says
that if every country eases at the same time, everyone gets the benefit of easing, but exchange
rates don’t change much because of the coordinated timing. Bernanke called this “enrich thy
neighbor,” in contrast to the original “beggar thy neighbor” name given to currency wars in the
1930s.

The concept of cooperation and coordination among the central banks can be carried several
steps further. Several countries can ease or tighten at the same time in order to give one
country some relative benefit by design. Central banks can give targeted relief to one country if
they all cooperate in a secret plan.
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Central bank policy changes work through expectations as much as actions. In traditional policy,
a central bank eases by cutting rates or tightens by raising rates. But it can also ease by raising
expectations about a rate increase and then doing nothing.

If markets price in a rate increase and the central bank does nothing, markets can rally on the
news. This is like an invisible rate cut, based solely on changed expectations.

Having multiple central banks manipulate expectations and coordinate policy behind the scenes
is complex. These efforts are doomed to fail because of unintended consequences and exogenous
shocks. But that won't stop the big brains from trying.

CHINESE "DESTABILIZING" DEVALUATION

This brings us to China’s shock devaluation of the yuan last August. Because China had not
managed expectations, this shock destabilized the global financial system. The IMF and the Fed
were quite upset that China was not playing by the rules of the game.

On the other hand, China did not care much about the rules, because their economy was sinking
under bad debts and capital outflows. China acted in its best interests regardless of the global
impact.

With this background and the recent yuan shock in mind, the global financial powers descended
on Shanghai in late February.

The G-20 central bankers and finance ministers agreed that China needed help. It’s the world’s
second-largest economy and it was falling fast. There was some danger it could take the world
down with it.

But further yuan devaluation was not possible (in the short run) because it was too destabilizing
to markets.

SHANGHAI ACCORD

The solution is to weaken the yuan on a relative basis by strengthening the currencies
of China’s major trading partners, Japan and Europe.

In other words, if the yen and euro get stronger, that’s the same as making the yuan weaker,
but without the shock of Chinese devaluation.

Since this secret deal was worked out on Feb. 26, the first chance the central bankers had to put
their plan into action was mid-March.

=  The ECB met on March 10.
=  The Bank of Japan met on March 15.
= The Fed met on March 16.

= All three central banks would be able to implement the secret plan in just five business
days. Now it was “game on” for the biggest currency manipulation since 1985.

Yet how could Japan and Europe tighten without explicitly raising rates? They did it by raising
expectations.

Markets thought Draghi’s ECB “bazooka” would be long lasting. Markets expected Kuroda of the
Bank of Japan to do more aggressive QE.

= In fact, Draghi did the minimum necessary, and then said he was done doing more.
= Kuroda did nothing.
Both decisions acted like tightening relative to expectations.

The euro and yen went up against the dollar immediately. Comparatively, the yuan went down
with no explicit devaluation by China. This was the new Shanghai Accord in action.

The dollar declined 30% after the coordinated action at the Plaza Accord in 1985. The dollar’s
recent strength since the all-time low in 2011 is also shown. This is the period leading up to the
new Shanghai Accord, also shown.
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Will the dollar now plunge 30%, as it did after 1985? It might.

If that happens, the shock waves will be felt in every market in the world.
1. U.S. stocks will get a lift,
2. Japanese stocks will get crushed and
3. Gold will soar.

The Shanghai Accord will be a game changer depending on how hard the insiders push
their new playbook.

The Fed took a slightly different tack in this plan. Markets pay most attention to the yuan/dollar
cross-rate; that’s the one the Chinese government manipulates. The yuan/euro and yuan/yen
cross-rates just go where they go based on the euro/dollar and yen/dollar crosses. The dollar
cross-rates are the ones markets pay most attention to.

So the Fed weakened the dollar with their dovish comments at the March 16 meeting. (Again, by
doing nothing and signaling slower tightening, they changed expectations, which is a form of
ease.)

With Europe and Japan tightening and the U.S. easing at the same time, nobody noticed that
China effectively devalued, because the yuan/dollar cross-rate was unchanged. Neat!

Europe is a larger trading partner to China than the U.S., so the yuan/euro cross-rate is actually
more important to the Chinese economy. What happened under the Shanghai Accord was a
coordinated devaluation that went unnoticed because China took no official action and the
yuan/dollar cross-rate was unchanged. It was an invisible devaluation of the yuan.

Japan and Europe were the losers in this round of currency manipulations. Japan was the winner
in 2013 with Abenomics. Europe was the winner in 2014 with negative rates and Euro QE. Now it
was the turn of China and the U.S. to get a lift.

The U.S. and China are the world’s two largest economies. If they go down, the whole world
goes down with them. Both economies were showing signs of weakness. It was time for Europe
and Japan to give it up to China and the U.S. That's the legacy of the Shanghai Accord.

What's next? There’s another secret G-20 meeting on April 16, 2016. This will take place on the
sidelines of the IMF spring meeting in Washington, D.C. Ill be in Washington then reporting from
the front lines.

At the April conclave, I expect the Big Four (Japan, U.S., the eurozone and China) to leave
exchange rates alone for the time being. They'll want time to evaluate their work following the
Shanghai Accord before taking next steps.

The Big Four may later want to run the Shanghai playbook again just to give China more
breathing room.

The Shanghai Accord seems like a success for the central banks. This means the Big Four will
want to try it again to ease financial conditions in the U.S. and China. They won't push it too far,
because Japan and Europe are fragile.

We'll wait to see the indications and warnings before the April meeting. For now, a stronger yen
and stronger euro are both in the cards.

The consequences for Asia of a stronger yen and weaker yuan are not difficult to discern.
Japanese corporate profits will be hurt two ways. Japanese exporters will be hurt because their
products will be more expensive for foreign buyers. Japanese multinationals will be hurt when
their overseas earnings are translated back into yen. It's a double-whammy for the Japanese
stock market.

The Shanghai Accord happened in stealth, but it will go down in history as a major turning
point in the international monetary system.
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TRADING THE SHANGHAI ACCORD

The YEN & EURO Will be Increased in Value Together => Flat

FRIGGERS ca

The USD WILL WEAKEN Against the Euro => EURUSD Will Rise
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The USD WILL WEAKEN Against the Yen => USDJPY Will Fall
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STRUCTURAL MOMENTUM TO WATCH

Two divergent pictures of reality are currently !
appearing according to Mike Oliver at Momentum 115 { 1 11187 last
Structural Analysis (MSA) 14

PRICE is congesting, but doing so well below the
prior major low. Price chart analysis would

suggest that a return to that low (which was just RRRRRRRRRRRRRRRERRGERR E
above 1.20) should find resistance there (old g Hgdc2iIgBgIRRE-CEASE 2 E
support, once violated reverts to resistance, ®5365-888+-888335°25 8<8
right?). Don't be so sure.
10.00%
MOMENTUM as illustrated by the 200-week 5 00% 4
momentum shows a different picture. It is
congesting precisely under the prior major low, 0.0o% i _— _——
and repeatedly bumping that resistance. -5.00%
Persistence is the best description. L o)
+10.00% 5 ¢ 4
The several run-ups in momentum peaked at AB00% B
levels around 9% under the zero line. The long-4erm momentum: in *
strongest of those surges was in August, 2015 ~20no weekly ranges vs. 200.wK. avy. ¥
(inverse to the S&P500 making a low, by the -25.00% 1
way). Ever trade up to 8% under the 200-wk. S I FI NN N e 000 2o 0090
average, circled on momentum, especially close a g E ;’ ﬁ 5 Lj' g 'E g ﬁ_ E & g § ﬁ S E g E_ §
week there, and I'd assume momentum is e g8 ggescgggesgezsggag

pointing upside, having overcome clear horizontal


http://www.olivermsa.com/
http://www.olivermsa.com/
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resistance. Assuming a breakout, next resistance on momentum is probably at or marginally above the
falling 200-wk. avg./zero line. The 200-wk. avg. this week is dropping to 1.24859. 8% below there is
1.1480. The number won’t change much in the coming few weeks because the 200-wk. avg. is only
declining slightly each week.

So, I'd put 1.1480 on the trading room wall as a breakout for Euro futures. For the price chart that
momentum breakout level (circled on top chart) is not meaningful, as there have been several rallies to
that price level and even above 1.17 in recent few quarters. This all suggests that we follow momentum’s
lead.

Remember, this is if James Rickards is right?
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