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Dear Paul,

Everyone is depressed over the stock
market and the economy. You say you
follow long-term trends. Give me some
GOOD NEWS, what are the long-term
trends over the next decade?

| do spend a lot of my time focused on
trying to discern long-term political, eco-
nomic and investing trends. Every day | receive by email over
120 pages of analysts reports from all over the world. It usually
takes me at least 2 to 3 hours to read and mostly skim through
all these reports.

I read through seven major newspapers each day and another

nine newspapers in Asia, Latin America and Europe on the Web.

Over the weekends, | read all the major business and investing
magazines and | also read an array of spe-

cialist global industry and trade maga-

zines and newsletters.

MY WIFE THINKS | AM NUTS!

he asks me what can possibly be

learned that could help you in invest-
ing by reading “theoretical physics jour-
nals” on the subject of “negative energy”
and “black holes.” Or how could under-
standing what minerals are not being re-
placed in both U.S. and Chinese farmland
soil by even organic fertilizers help you in
investing.

The final question is always, why are
you reading this ALL WEEKEND long,
rather than spending some quality time
with me!

VALENTINES DAY is this weekend and |
haven’t come up with a good answer to
that question. Do any of you have any suggestions?

In spite of my wife’s complaints, studying long-term trends in
politics, the global economy and investing is a lot like playing
chess. Itis all about “PATTERN RECOGNITION.”

When you read as many newspapers, analyst’s reports, maga-
zines and industry and technical journals, you start to see
“PATTERNS.”

“WHEN YOU READ AS MANY
NEWSPAPERS, ANALYST’S
REPORTS, MANAGAZINES AND
INDUSTRY AND TECHNICAL
JOURNALS, YOU START TO SEE

“PATTERNS.”
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For example, over the past few weeks, | have seen govern-
ments throughout Europe, Asia, and Latin America announc-
ing that they are printing more of their currencies to deal with
their own economic crisis.

After you read these government announcements over and
over again—all over the world—you don't need to be a “brain
surgeon” to figure out that everyone is now (including the
U.S) debasing their currencies and that is going to eventually
cause a wave of global inflation. Gold funds are going to be
one of the few asset classes that will help investors maintain
their current portfolio buying power.

Over the 23 years that | have been managing investments,
there are only a handful of individuals that I follow who have
consistently been able to predict long-term trends in both bull
and bear markets.

Two people | follow closely are IAN WATSON and JiM SLATER
in Great Britain. For the 30 years | have
known them they have consistently been
ahead of the global long-term trends.
Over the past two decades, they have
predicted the global rise in precious met-
als and were some of the first individuals
to predict, track and invest in the rise of
global agricultural commodities. |
highly recommend Jim SLATER’S two
books, the ZuLu PRINCIPAL and BEYOND
THE ZULU PRINCIPAL. Americans can
buy these books through
www.amazon.com/uk.

I also closely follow JiM ROGERS who
now lives in Singapore. He is one of the
great thinkers on global commodities
and emerging market’s investing. | rec-
ommend his books, INVESTMENT BIKER,
Hot ComMoDITIES and A BULL IN
CHINA.

Another “MUST READ” is NEW YORK
TIMES columnist THOMAS L. FRIEDMAN. He has accurately
predicted every global political and economic trend for 20
years. Read his books, THE LEXUS AND THE OLIVE TREE,
THE WORLD IS FLAT and his newest and best book, HoT,
FLAT & CROWDED.

If you are interested in how America will provide and expand
new jobs here in the U.S. over the next 20 years, you must
read this book.
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Lastly, I closely follow the political and global economic analysis of GEORGE FREID-
MAN at www.stratfor.com. His strategic intelligence daily email reports on global busi-
ness, economic, security and geopolitical affairs is read by just about every important
global analyst, politician and intelligence agency throughout the world.

GEORGE FREIDMAN’S new book, THE NEXT 100 YEARS: A FORECAST FOR THE 21ST
CENTURY, should be read by anyone looking at really long-term trends over the next
100 years.

His new book gives a thought-provoking glimpse into what the world will look like in
the coming century. He takes complex geopolitical patterns and uses them to forecast
future events.

I am not sure | always agree with him, but I always find that his methods, logic, and
arguments are as important as his conclusions.

FOR EXAMPLE, HE FORECASTS:

= By the middle of this century, Poland and Turkey will be major international
players.

= Russia will be a regional power—after emerging from a second cold war.

=  Space-based solar power will completely change the global energy dynamic.

= The border areas between the US and Mexico are going to be in play again,
like 150 years ago.

= Shrinking labor pools will cause countries to compete for immigrants rather
than fighting to keep them out.

Here is a quick summary of his book based on the INTRODUCTION:
THE NEXT 100 YEARS: AN INTRODUCTION TO THE AMERICAN AGE

“Imagine that you were alive in the summer of 1900, living in London, then the capital
of the world. Europe ruled the Eastern Hemisphere. There was hardly a place that, if
not ruled directly, was not indirectly controlled from a European capital. Europe was at
peace and enjoying unprecedented prosperity. Indeed, European interdependence due
to trade and investment was so great that serious people were claiming that war had
become impossible—and if not impossible, would end within weeks of beginning—
because global financial markets couldn't withstand the strain. The future seemed fixed:
a peaceful, prosperous Europe would rule the world.

Imagine yourself now in the summer of 1920. Europe had been torn apart by an agoniz-
ing war. The continent was in tatters. The Austro-Hungarian, Russian, German, and
Ottoman empires were gone and millions had died in a war that lasted for years. The
war ended when an American army of a million men intervened—an army that came
and then just as quickly left. Communism dominated Russia, but it was not clear that it
could survive. Countries that had been on the periphery of European power, like the
United States and Japan, suddenly emerged as great powers. But one thing was cer-
tain—the peace treaty that had been imposed on Germany guaranteed that it would not
soon reemerge.
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Imagine the summer of 1940. Germany had not only reemerged but conquered France
and dominated Europe. Communism had survived and the Soviet Union now was allied
with Nazi Germany. Great Britain alone stood against Germany, and from the point of
view of most reasonable people, the war was over. If there was not to be a thousand-year
Reich, then certainly Europe's fate had been decided for a century. Germany would
dominate Europe and inherit its empire.

Imagine now the summer of 1960. Germany had been crushed in the war, defeated less
than five years later. Europe was occupied, split down the middle by the United States
and the Soviet Union. The European empires were collapsing, and the United States and
Soviet Union were competing over who would be their heir. The United States had the
Soviet Union surrounded and, with an overwhelming arsenal of nuclear weapons, could
annihilate it in hours. The United States had emerged as the global superpower. It domi-
nated all of the world's oceans, and with its nuclear force could dictate terms to anyone in
the world. Stalemate was the best the Soviets could hope for—unless the Soviets in-
vaded Germany and conquered Europe. That was the war everyone was preparing for.
And in the back of everyone's mind, the Maoist Chinese, seen as fanatical, were the other
danger.

Now imagine the summer of 1980. The United States had been defeated in a seven-year
war—not by the Soviet Union, but by communist North Vietnam. The nation was seen,
and saw itself, as being in retreat. Expelled from Vietnam, it was then expelled from Iran
as well, where the oil fields, which it no longer controlled, seemed about to fall into the
hands of the Soviet Union. To contain the Soviet Union, the United States had formed
an alliance with Maoist China—the American president and the Chinese chairman hold-
ing an amiable meeting in Beijing. Only this alliance seemed able to contain the power-
ful Soviet Union, which appeared to be surging.

Imagine now the summer of 2000. The Soviet Union had completely collapsed. China
was still communist in name, but had become capitalist in practice. NATO had advanced
into Eastern Europe and even into the former Soviet Union. The world was prosperous
and peaceful. Everyone knew that geopolitical considerations had become secondary to
economic considerations, and the only problems were regional ones in basket cases like
Haiti or Kosovo.

Then came September 11, 2001, and the world turned on its head again. At a certain
level, when it comes to the future, the only thing one can be sure of is that common sense
will be wrong. There is no magic twenty-year cycle; there is no simplistic force govern-
ing this pattern. It is simply that the things that appear to be so permanent and dominant
at any given moment in history can change with stunning rapidity. Eras come and go. In
international relations, the way the world looks right now is not at all how it will look in
twenty years . . . or even less. The fall of the Soviet Union was hard to imagine, and that
is exactly the point. Conventional political analysis suffers from a profound failure of
imagination. It imagines passing clouds to be permanent and is blind to powerful, long-
term shifts taking place in full view of the world.

If we were at the beginning of the twentieth century, it would be impossible to forecast
the particular events I've just listed. But there are some things that could have been—and,
in fact, were—forecast.
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For example, it was obvious that Germany, having united in 1871, was a major power in
an insecure position (trapped between Russia and France) and wanted to redefine the Euro-
pean and global systems. Most of the conflicts in the first half of the twentieth century
were about Germany's status in Europe. While the times and places of wars couldn't be
forecast, the probability that there would be a war could be and was forecast by many
Europeans.

The harder part of this equation would be forecasting that the wars would be so devastat-
ing and that after the first and second world wars were over, Europe would lose its empire.
But there were those, particularly after the invention of dynamite, who predicted that war
would now be catastrophic. If the forecasting on technology had been combined with the
forecasting on geopolitics, the shattering of Europe might well have been predicted. Cer-
tainly the rise of the United States and Russia was predicted in the nineteenth century.
Both Alexis de Tocqueville and Friedrich Nietzsche forecast the preeminence of these two
countries. So, standing at the beginning of the twentieth century, it would have been pos-
sible to forecast its general outlines, with discipline and some luck.

THE TWENTY-FIRST CENTURY

Standing at the beginning of the twenty-first century, we need to identify the single pivotal
event for this century, the equivalent of German unification for the twentieth century. Af-
ter the debris of the European empire is cleared away, as well as what's left of the Soviet
Union, one power remains standing and overwhelmingly powerful. That power is the
United States. Certainly, as is usually the case, the United States currently appears to be
making a mess of things around the world. But it's important not to be confused by the
passing chaos. The United States is economically, militarily, and politically the most pow-
erful country in the world, and there is no real challenger to that power. Like the Spanish-
American War, a hundred years from now the war between the United States and the radi-
cal Islamists will be little remembered regardless of the prevailing sentiment of this time.

Ever since the Civil War, the United States has been on an extraordinary economic surge.
It has turned from a marginal developing nation into an economy bigger than the next four
countries combined. Militarily, it has gone from being an insignificant force to dominat-
ing the globe. Politically, the United States touches virtually everything, sometimes inten-
tionally and sometimes simply because of its presence. As you read this book, it will seem
that it is America- centric, written from an American point of view. That may be true, but
the argument I'm making is that the world does, in fact, pivot around the United States.

This is not only due to American power. It also has to do with a fundamental shift in the
way the world works. For the past five hundred years, Europe was the center of the inter-
national system, its empires creating a single global system for the first time in human
history. The main highway to Europe was the North Atlantic. Whoever controlled the
North Atlantic controlled access to Europe—and Europe's access to the world. The basic
geography of global politics was locked into place.

Then, in the early 1980s, something remarkable happened. For the first time in history,
trans-pacific trade equaled transatlantic trade. With Europe reduced to a collection of sec-
ondary powers after World War 11, and the shift in trade patterns, the North Atlantic
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was no longer the single key to anything. Now whatever country controlled both the
North Atlantic and the Pacific could control, if it wished, the world's trading system, and
therefore the global economy. In the twenty-first century, any nation located on both
oceans has a tremendous advantage.

Given the cost of building naval power and the huge cost of deploying it around the
world, the power native to both oceans became the preeminent actor in the international
system for the same reason that Britain dominated the nineteenth century: it lived on the
sea it had to control. In this way, North America has replaced Europe as the center of
gravity in the world, and whoever dominates North America is virtually assured of being
the dominant global power. For the twenty-first century at least, that will be the United
States.

The inherent power of the United States coupled with its geographic position makes the
United States the pivotal actor of the twenty-first century. That certainly doesn't make it
loved. On the contrary, its power makes it feared. The history of the twenty-first century,
therefore, particularly the first half, will revolve around two opposing struggles. One

will be secondary powers forming coalitions to try to contain and control the United
States. The second will be the United States acting preemptively to prevent an effective
coalition from forming.

THE U.S—ISLAMIST WAR

If we view the beginning of the twenty-first century as the dawn of the AMERICAN AGE
(superseding the EUROPEAN AGE), we see that it began with a group of Muslims seeking
to re- create the Caliphate—the great Islamic empire that once ran from the Atlantic to
the Pacific. Inevitably, they had to strike at the United States in an attempt to draw the
world's primary power into war, trying to demonstrate its weakness in order to trigger an
Islamic uprising. The United States responded by invading the Islamic world. But its
goal wasn't victory. It wasn't even clear what victory would mean. Its goal was simply
to disrupt the Islamic world and set it against itself, so that an Islamic empire could not
emerge.

The United States doesn't need to win wars. It needs to simply disrupt things so the other
side can't build up sufficient strength to challenge it. On one level, the twenty-first cen-
tury will see a series of confrontations involving lesser powers trying to build coalitions
to control American behavior and the United States' mounting military operations to dis-
rupt them.

The twenty-first century will see even more war than the twentieth century, but the
wars will be much less catastrophic, because of both technological changes and the
nature of the geopolitical challenge.

Russia

As we've seen, the changes that lead to the next era are always shockingly unexpected,
and the first twenty years of this new century will be no exception. The U.S.—Islamist
war is already ending and the next conflict is in sight. Russia is re-creating its old sphere
of influence, and that sphere of influence will inevitably challenge the United
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States. The Russians will be moving westward on the great northern European plain. As
Russia reconstructs its power, it will encounter the U.S.-dominated NATO in the three
Baltic countries—Estonia, Latvia, and Lithuania—as well as in Poland. There will be
other points of friction in the early twenty-first century, but this new cold war will supply
the flash points after the U.S.—Islamist war dies down.

The Russians can't avoid trying to reassert power, and the United States can't avoid try-
ing to resist. But in the end Russia can't win. Its deep internal problems, massively de-
clining population, and poor infrastructure ultimately make Russia's long- term survival
prospects bleak. And the second cold war, less frightening and much less global than the
first, will end as the first did, with the collapse of Russia.

CHINA

There are many who predict that China is the next challenger to the United States, not
Russia. | don't agree with that view for three reasons. First, when you look at a map of
China closely, you see that it is really a very isolated country physically. With Siberia in
the north, the Himalayas and jungles to the south, and most of China's population in the
eastern part of the country, the Chinese aren't going to easily expand. Second, China has
not been a major naval power for centuries, and building a navy requires a long time not
only to build ships but to create well-trained and experienced sailors.

Third, there is a deeper reason for not worrying about China. China is inherently unsta-
ble. Whenever it opens its borders to the outside world, the coastal region becomes pros-
perous, but the vast majority of Chinese in the interior remain impoverished. This leads
to tension, conflict, and instability. It also leads to economic decisions made for political
reasons, resulting in inefficiency and corruption. This is not the first time that China has
opened itself to foreign trade, and it will not be the last time that it becomes unstable as a
result. Nor will it be the last time that a figure like Mao emerges to close the country off
from the outside, equalize the wealth—or poverty—and begin the cycle anew. There are
some who believe that the trends of the last thirty years will continue indefinitely. 1 be-
lieve the Chinese cycle will move to its next and inevitable phase in the coming decade.
Far from being a challenger, China is a country the United States will be trying to bolster
and hold together as a counterweight to the Russians. Current Chinese economic dyna-
mism does not translate into long-term success.

JAPAN

In the middle of the century, other powers will emerge, countries that aren't thought of as
great powers today, but that | expect will become more powerful and assertive over the
next few decades. Three stand out in particular. The first is Japan. It's the second- larg-
est economy in the world and the most vulnerable, being highly dependent on the impor-
tation of raw materials, since it has almost none of its own. With a history of militarism,
Japan will not remain the marginal pacifistic power it has been. It cannot. Its own deep
population problems and abhorrence of large- scale immigration will force it to look for
new workers in other countries. Japan's vulnerabilities, which I've written about in the
past and which the Japanese have managed better than I've expected up until this point,
in the end will force a shift in policy.

FOXHALL CAPITAL MANAGEMENT INC. | 1613 DUKE STREET, ALEXANDRIA, VA 22314 |
(800) 416 2053 | WWW.FOXHALLCAPITAL.COM




& FOXHALL CAPITAL MANAGEMENT, INC.

THE FOXHALL GLOBAL OUTLOOK

FEBRUARY 13, 2009 PAGE -7~

TURKEY

Then there is Turkey, currently the seventeenth-largest economy in the world. Histori-
cally, when a major Islamic empire has emerged, it has been dominated by the Turks.
The Ottomans collapsed at the end of World War I, leaving modern Turkey in its wake.
But Turkey is a stable platform in the midst of chaos. The Balkans, the Caucasus, and
the Arab world to the south are all unstable. As Turkey's power grows—and its economy
and military are already the most powerful in the region—so will Turkish influence.

POLAND

Finally there is Poland. Poland hasn't been a great power since the sixteenth century.
But it once was—and, | think, will be again. Two factors make this possible. First will
be the decline of Germany. Its economy is large and still growing, but it has lost the dy-
namism it has had for two centuries. In addition, its population is going to fall dramati-
cally in the next fifty years, further undermining its economic power. Second, as the
Russians press on the Poles from the east, the Germans won't have an appetite for a third
war with Russia. The United States, however, will back Poland, providing it with mas-
sive economic and technical support. Wars—when your country isn't destroyed—
stimulate economic growth, and Poland will become the leading power in a coalition of
states facing the Russians.

Japan, Turkey, and Poland will each be facing a United States even more confident than
it was after the second fall of the Soviet Union. That will be an explosive situation. As
we will see during the course of this book, the relationships among these four countries
will greatly affect the twenty-first century, leading, ultimately, to the next global war.

This war will be fought differently from any in history—with weapons that are today in
the realm of science fiction. But as | will try to outline, this mid-twenty-first century
conflict will grow out of the dynamic forces born in the early part of the new century.
Tremendous technical advances will come out of this war, as they did out of World War
11, and one of them will be especially critical.

All sides will be looking for new forms of energy to substitute for hydrocarbons, for
many obvious reasons. Solar power is theoretically the most efficient energy source on
earth, but solar power requires massive arrays of receivers. Those receivers take up a lot
of space on the earth's surface and have many negative environmental impacts—not to
mention being subject to the disruptive cycles of night and day. During the coming
global war, however, concepts developed prior to the war for space-based electrical gen-
eration, beamed to earth in the form of microwave radiation, will be rapidly translated
from prototype to reality. Getting a free ride on the back of military space launch capa-
bility, the new energy source will be underwritten in much the same way as the Internet
or the railroads were, by government support. And that will kick off a massive economic
boom.

IMMIGRATION

But underlying all of this will be the single most important fact of the twenty-first cen-
tury: the end of the population explosion. By 2050, advanced industrial countries will be
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losing population at a dramatic rate. By 2100, even the most underdeveloped countries
will have reached birthrates that will stabilize their populations. The entire global system
has been built since 1750 on the expectation of continually expanding populations.

More workers, more consumers, more soldiers—this was always the expectation. In the
twenty-first century, however, that will cease to be true. The entire system of production
will shift. The shift will force the world into a greater dependence on technology—
particularly robots that will substitute for human labor, and intensified genetic research
(not so much for the purpose of extending life but to make people productive longer).

SHRINKING WORLD POPULATION

What will be the more immediate result of a shrinking world population? Quite simply,
in the first half of the century, the population bust will create a major labor shortage in
advanced industrial countries. Today, developed countries see the problem as keeping
immigrants out. Later in the first half of the twenty-first century, the problem will be
persuading them to come. Countries will go so far as to pay people to move there. This
will include the United States, which will be competing for increasingly scarce immi-
grants and will be doing everything it can to induce Mexicans to come to the United
States—an ironic but inevitable shift.

MEXICO

These changes will lead to the final crisis of the twenty-first century. Mexico currently is
the fifteenth-largest economy in the world. As the Europeans slip out, the Mexicans, like
the Turks, will rise in the rankings until by the late twenty-first century they will be one
of the major economic powers in the world. During the great migration north encour-
aged by the United States, the population balance in the old Mexican Cession (that is, the
areas of the United States taken from Mexico in the nineteenth century) will shift dra-
matically until much of the region is predominantly Mexican.

The social reality will be viewed by the Mexican government simply as rectification of
historical defeats. By 2080 I expect there to be a serious confrontation between the
United States and an increasingly powerful and assertive Mexico. That confrontation
may well have unforeseen consequences for the United States, and will likely not end by
2100.

Much of what I've said here may seem pretty hard to fathom. The idea that the twenty-
first century will culminate in a confrontation between Mexico and the United States is
certainly hard to imagine in 2009, as is a powerful Turkey or Poland. But go back to the
beginning of this chapter, when | described how the world looked at twenty-year inter-
vals during the twentieth century, and you can see what I'm driving at: COMMON SENSE is
the one thing that will certainly be wrong. Obviously, the more granular the description,
the less reliable it gets. It is impossible to forecast precise details of a coming century—
apart from the fact that I'll be long dead by then and won't know what mistakes | made.

But it's my contention that it is indeed possible to see the broad outlines of what is going
to happen, and to try to give it some definition, however speculative that definition might
be. That's what this book is about.
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FORECASTING A HUNDRED YEARS AHEAD

Before I delve into any details of global wars, population trends, or technological shifts,
it is important that | address my method—that is, precisely how I can forecast what | do.
I don't intend to be taken seriously on the details of the war in 2050 that | forecast. But |
do want to be taken seriously in terms of how wars will be fought then, about the central-
ity of American power, about the likelihood of other countries challenging that power,
and about some of the countries | think will—and won't—challenge that power.

And doing that takes some justification. The idea of a U.S.—Mexican confrontation and
even war will leave most reasonable people dubious, but I would like to demonstrate why
and how these assertions can be made. One point I've already made is that reasonable
people are incapable of anticipating the future. The old New Left slogan "Be Practical,
Demand the Impossible" needs to be changed: "Be Practical, Expect the Impossible."”

This idea is at the heart of my method. From another, more substantial perspective, this
is called geopolitics.

Geopolitics is not simply a pretentious way of saying "international relations." Itis a
method for thinking about the world and forecasting what will happen down the road.
Economists talk about an INVISIBLE HAND, in which the self-interested, short-term activi-
ties of people lead to what Adam Smith called "the wealth of nations.” Geopolitics ap-
plies the concept of the invisible hand to the behavior of nations and other international
actors. The pursuit of short-term self-interest by nations and by their leaders leads, if not
to the wealth of nations, then at least to predictable behavior and, therefore, the ability to
forecast the shape of the future international system.

Geopolitics and economics both assume that the players are rational, at least in the sense
of knowing their own short-term self-interest. As rational actors, reality provides them
with limited choices. It is assumed that, on the whole, people and nations will pursue
their self-interest, if not flawlessly, then at least not randomly. Think of a chess game.
On the surface, it appears that each player has twenty potential opening moves. In fact,
there are many fewer because most of these moves are so bad that they quickly lead to
defeat. The better you are at chess, the more clearly you see your options, and the fewer
moves there actually are available. The better the player, the more predictable the moves.
The grandmaster plays with absolute predictable precision—until that one brilliant, unex-
pected stroke.

Nations behave the same way. The millions or hundreds of millions of people who make
up a nation are constrained by reality. They generate leaders who would not become
leaders if they were irrational. Climbing to the top of millions of people is not something
fools often do. Leaders understand their menu of next moves and execute them, if not
flawlessly, then at least pretty well. An occasional master will come along with a stun-
ningly unexpected and successful move, but for the most part, the act of governance is
simply executing the necessary and logical next step. When politicians run a country's
foreign policy, they operate the same way. If a leader dies and is replaced, another
emerges and more likely than not continues what the first one was doing.

I am not arguing that political leaders are geniuses, scholars, or even gentlemen and la-
dies. Simply, political leaders know how to be leaders or they wouldn't have emerged as
such. It is the delight of all societies to belittle their political leaders, and leaders surely

FOXHALL CAPITAL MANAGEMENT INC. | 1613 DUKE STREET, ALEXANDRIA, VA 22314 |
(800) 416 2053 | WWW.FOXHALLCAPITAL.COM




& FOXHALL CAPITAL MANAGEMENT, INC.

THE FOXHALL GLOBAL OUTLOOK

-

FEBRUARY 13, 2009 PAGE -10-

do make mistakes. But the mistakes they make, when carefully examined, are rarely
stupid. More likely, mistakes are forced on them by circumstance. We would all like to
believe that we— or our favorite candidate—would never have acted so stupidly. It is
rarely true. Geopolitics therefore does not take the individual leader very seriously, any
more than economics takes the individual businessman too seriously. Both are players
who know how to manage a process but are not free to break the very rigid rules of their
professions.

Politicians are therefore rarely free actors. Their actions are determined by circum-
stances, and public policy is a response to reality. Within narrow margins, political deci-
sions can matter. But the most brilliant leader of Iceland will never turn it into a world
power, while the stupidest leader of Rome at its height could not undermine Rome's fun-
damental power. Geopolitics is not about the right and wrong of things, it is not about
the virtues or vices of politicians, and it is not about foreign policy debates. Geopolitics
is about broad impersonal forces that constrain nations and human beings and compel
them to act in certain ways.

The key to understanding economics is accepting that there are always unintended conse-
guences. Actions people take for their own good reasons have results they don't envision
or intend. The same is true with geopolitics. It is doubtful that the village of Rome,
when it started its expansion in the seventh century BC, had a master plan for conquering
the Mediterranean world five hundred years later. But the first action its inhabitants took
against neighboring villages set in motion a process that was both constrained by reality
and filled with unintended consequences. Rome wasn't planned, and neither did it just
happen.

Geopolitical forecasting, therefore, doesn't assume that everything is predetermined. It
does mean that what people think they are doing, what they hope to achieve, and what
the final outcome is, are not the same things. Nations and politicians pursue their imme-
diate ends, as constrained by reality as a grandmaster is constrained by the chessboard,
the pieces, and the rules. Sometimes they increase the power of the nation. Sometimes
they lead the nation to catastrophe. It is rare that the final outcome will be what they
initially intended to achieve.

Geopolitics assumes two things. First, it assumes that humans organize themselves into
units larger than families, and that by doing this, they must engage in politics. It also
assumes that humans have a natural loyalty to the things they were born into, the people
and the places. Loyalty to a tribe, a city, or a nation is natural to people. In our time,
national identity matters a great deal. Geopolitics teaches that the relationship between
these nations is a vital dimension of human life, and that means that war is ubiquitous.

Second, geopolitics assumes that the character of a nation is determined to a great extent
by geography, as is the relationship between nations. We use the term geography
broadly. It includes the physical characteristics of a location, but it goes beyond that to
look at the effects of a place on individuals and communities. In antiquity, the difference
between Sparta and Athens was the difference between a landlocked city and a maritime
empire. Athens was wealthy and cosmopolitan, while Sparta was poor, provincial, and
very tough. A Spartan was very different from an Athenian in both culture and politics.
If you understand those assumptions, then it is possible to think about large numbers of
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human beings, linked together through natural human bonds, constrained by geography,
acting in certain ways. The United States is the United States and therefore must behave
in a certain way. The same goes for Japan or Turkey or Mexico. When you drill down
and see the forces that are shaping nations, you can see that the menu from which they
choose is limited.

THE AMERICA-CENTRIC AGE

The twenty-first century will be like all other centuries. There will be wars, there will be
poverty, there will be triumphs and defeats. There will be tragedy and good luck. People
will go to work, make money, have children, fall in love, and come to hate. That is the
one thing that is not cyclical. It is the permanent human condition. But the twenty-first
century will be extraordinary in two senses: it will be the beginning of a new age, and it
will see a new global power astride the world. That doesn't happen very often. We are
now in an AMERICA-CENTRIC AGE.

To understand this age, we must understand the United States, not only because it is so
powerful but because its culture will permeate the world and define it. Just as French
culture and British culture were definitive during their times of power, so American cul-
ture, as young and barbaric as it is, will define the way the world thinks and lives. So
studying the twenty-first century means studying the United States.

If there were only one argument | could make about the twenty-first century, it would be
that the EUROPEAN AGE has ended and that the NORTH AMERICAN AGE has begun, and
that North America will be dominated by the United States for the next hundred years.

The events of the twenty-first century will pivot around the United States. That doesn't
guarantee that the United States is necessarily a just or moral regime. It certainly does
not mean that America has yet developed a mature civilization. It does mean that in
many ways the history of the United States will be the history of the twenty-first cen-
tury.”

*k%

You won’t find this kind of thinking on the Op-Ed pages of your local newspaper. Even
if you disagree with his conclusions—they are thought provoking.

In the end, that’s what I live for....
UNTIL NEXT TIME...

—Paul Dietrich
dietrich@foxhallcapital.com
800-416-2053

Disclosure: The opinions and portfolio information provided in the Foxhall Global Outlook are subject to
change at any time, and are not to be construed as advice for any individual nor as an offer or solicitation

of an offer for purchase or sale of any security. Client accounts may differ from model allocations due to
many reasons. All investment strategies offer the potential for loss as well as gain. Individuals should
consult with their financial professional to determine an investment strategy appropriate for their objectives,
risk level, and time horizon prior to investing. Past performance is not a guarantee of future performance.
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