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EMPIRE RiSK

It may be the single biggest reason Americans should diversify
a portion of their wealth offshore

by Ron Holland

here are many reasons American

I investors should diversify a portion

of their wealth offshore. The usual
benefits include:

s the relative outperformance of inter-
national equitizs to LS stocks,

s currency fluctuations on foreign
stock returns expressed in US dollars
{in other words the currency gain);
and

s the reduction of portfolio risk.

But there is a new threat to wour wealth
arizing from the cause and effect actions of
a new world empire, the Washington
Empire. It is neither just a problem of big
government nor some secret cabal or con-
spiracy. The problem is the threat that all
empires and their policies create for their

before, Quoting Frederic Bastiat several
hundred years ago under an earlier empire
in France, "When phmder has become a
way of life for a group of people living
together in society, thev create for them-
selves 1n the course of tme a legal system
that authorizes it, and a moral code that glo-
rifies it."

From REPUBLIC TO EMPIRE

The problem facing many productive,
wealthy Americans is that we are no longer
the constitutional republic with limited fed-
eral powers where state govemments and
individuals were sovereign in most things
which America's founding fathers estab-
lished back in 1776 when we seceded from

the British Empire.
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/11 has shown how we are in a world
weapons emaronment where those who
hate us have the opportunity to take out
their frustrations on our foreizn and diplo-
matic policies with relative ease and little
downside risk and frankly there is little we
can do about it.

We have come a long way from the time of
George Washington, when he said, "The
great nule of conduct for usin regard to for-
elgn nations is; in extending our commer-
cial relations, we have with them as little
political connections as possible. It 1s our
true policy to steer clear of permanent
alliances with any portion of the foreipn
world.”

Can the United States today follow the
advice of George Washington? Apparently
not, but for years, many nations—from
Switzerland and Austria to Ireland and
Sweden—have followed this wise counsel to
the benefit of their economies and financial
markets.

Empires Have Risks
OTHERS Namions Do Not

History clearly shows how empires always
have political, terrorism and military risks
that regular mations do not.  Today, the
American Empire is at extreme risk
because, although we are the major eco-
nomic and military power on the earth, our
Achilles heel is the extreme risk of our
financial infrastructure and investment
markets to future termrorist attack.

Let's review the damage of the 9711 terror-
ist attack looking at it from the risk reward
ratio of the Islamic terronists.  First, they
spent somew here between 5200,000 and
8500000 to attack MNew York and DC.
Maybe 20 terrorists gave their lives to kill
3,000 New Yorkers and canse 530 hillion in
property damage, way over one trillion in
stock martket losses, the bankruptey and
threatenad bankruptey of much of the air-
line, tour and erwise industry.  Did the @11
attack pay off from their point of view? OFf
course 1t did!
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spiracy. lhe problem 15 the threat that all
empires and their policies create for their
citizens and is as old as recorded history. In
my opinion, the empire risk 1 creating a
reason for global diversification that far
exceads every other benefit including
imvestment return, investment opportunity,
reduction in risk from diversification, or
asset protection.

In America today, both cur politicians and
the le=gal svstem have become the major
plunderers of our wealth.  Govermment
theft is nothing new for empires and the
waorld has seen all of this many times
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the Hritish Emprre.

Taday, America has fallen from a republic
to a world empire with troops and dominion
over a far larger portion of the world than
the British Empire ever did. Yes, America is
an empire with troops in over |00 nations
and while we may be well intentioned, like
an earlier British Empire, the effects on our
liberty and wealth will, in the long run, be
identical to all earlier empires.

Mo, we are not exactly an evil empire. but

America is often heavy handed in this new
21st Century world.  More importantly,
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attack pay ott from their point ot view?” Ut
course it did!

Our problem is that since 9711, the world
and our enemiz=s know our weakness and
whether it 15 Saddam Hussein, Bin Laden
or another enemy, we really have no
defense against another terrorist attack by
extremists on a target like the World Trade
Center. And what 1f the real target all along
has been our financial system? Despite
new counter measures and back up systems
defending both the Masdaq and the NYSE,
our financial system may be more vulnera-
ble than ever before.
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While we have no idea as to timing or
whether the Islamic temorists have access
to weapons of mass destruction—and the
ability to pet it to New York Citv—few doubt
they will try again. And. thanks to the
widely publicized information about our
redundant back up and operational systems.
crisis re-location and computer records
storage  of both the MNYSE and
Masdag—trumpeted around the world by
Wall Street and our politicians to build con-
fidence in our financial system after the
/11 market shutdown—they may well suc-
ceed.

The threat 1= a properly placed biological.
nuclear or chemical weapon detonated in
castern Mew Jersey, just Morth of the
Mewark Airport during the fall or winter.
Such an attack could take out all the market
backup systems in New Jersey, Manhattan
and on Long lsland with a West to East
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lar and imvestment hqudity.  In tumn, the
threat of such an attack puts vour invest-
mient wealth at risk, a risk that should be
factored into decisions about whether to go
offshore and out of US stock markets and
the dollar with a larger portion of vour
assets,

Unlike diversification, asset protection, and
investment opportunity, the management of
empire risk is not just another benefit from
international diversification. It will either
be a non-event, if it doesn't happen, or a
total financial catastrophe to every US
stock market portfolio, if does.  Prudent
investors should be factoring the potential
terrorist threat into their personal imvest-
ment planning.

Empire Risk 15 lsoLaten

The risk of an attack via a weapon of mass
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THE DECLINE OF EMPIRES

look at the history of wars fought by

empires far from their home base, does
not bode well for the United States or our
ecoromy. The list of dead empires is end-
less and includes:

= the Soviet Union

= Mazi Germany

* the Empire of Japan

= the British Empira

= the Austrian-Hungarian Empire
* the Roman Empire

The long term economic and military costs
of being an empira tend to destroy liberty
and the economy at home while other
nations not burdenad with these costs tend
to prosper and move ahead. Europs is a
good example, where cou ntries and politi-
cians seem to have learned the expansive
coet of empire through numerous wars,
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backup systems in New Jersey, Manhattan
and on Long lsland with a West to East
wind flow. This action could close the mar-
ket= for at least several months not to men-
tion the horrendous cost in lives and prop-
erty damage. This is not a prediction. Itis
a concern that neither the press, politicians
nor the financial establishment have dared
discuss,

Such an attack could be catastrophic to LIS
based stock market portfolios, the US dol-

Werer 2003

The risk of an attack via a weapon of mass
destruction is primarily against the empire.
Consequently, there 15 httle risk to Vienna,
Lurich, Pans, Berlin, Dublin, Tokyo, Hong
Kong and other financial centers.

Almost all of the risk of future ternorist
attack falls on MNew York City and our
financial infrastructure. To quote George
Washington, "If we are wise, let us prepare
for the waorst." W
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cians seam to have learned the expEnsive
cost of empire through numerous wars,
economic dislocation and conflicts.

- Ron Hofland

Ron Hofland  fwwwronfiofand.com) is an
Asfiewille N.C mvestrment and finarcial consa-
tarit and a fitrert anar, conservative and freed om-
onented pofitical writer. Formeny president of a
natioral imvestrment fim, fie & editor of several
aftermative ftemet news sites and author of
nurnerois books reports and articles. He may be
reac hed at: Ront offan @ comp sanse.com
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