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The
100
Year
Economic
Leadership Cycle
Why is it that throughout history, some nations gain power while others lose it? As the new millennium dawns,
this question is, not only of historical interest, but also,
important for understanding today’s global economy.

Just as great empires of the past flourished and fell, will today’s
and /or tomorrow’s empires rise and fall as well? Historians are
generally agreed that nations have projected their military power
according to their economic resources and in defense of their extensive economic interests. However, the cost of projecting that
military power is more than even the largest economies can afford
on an indefinite basis. Eventually, new technologies and centers
of production will shift economic power away from established superpowers. In his book, The Rise and Fall of the Great Powers,
author Paul Kennedy argues: “It is the uneven economic (GDP)
growth rates of countries which, ineluctably, lead to shifts in the
world’s political and military balances.” Interestingly, Mr. Kennedy
further postulates that since 1500, most of the world’s superpowers
basked in their economic superiority over a period of roughly 100
years, or multiples thereof.

The Spanish Empire in the 1500s
Believing that China could be reached from Europe by sailing
westward, when Columbus made landfall on a Caribbean island
on October 12, 1492, he set in motion the most important series
of economic events in world history. Circling the globe a quarter century later, Ferdinand Magellan, also sailing with a Spanish
fleet, confirmed the veracity of Columbus’ vision. Inspired by the
hope of both riches and the prospect of converting native people
to Catholicism, Spanish adventurers convinced themselves that an
earthly paradise existed in the West Indies. Hundreds of conquis-

tadors undertook the precarious Atlantic journey, taking with them
the wheel, guns and black slaves. In return, the new world natives
gave Europe the potato, tobacco and the turkey.
Spain launched two expeditions from Cuba along the east coast of
Mexico (New Spain) in 1517 and 1518, led by Francisco Hernandez de Cordoba and Juan de Grijalva, respectively. A third expedition was led by Hernan Cortes in 1519. Spain also conquered
present day Cuba, Panama, Ecuador, Venezuela, western Columbia, northern Peru, Haiti and the Dominican Republic; as well as
many islands in the Caribbean Sea. In addition, Spanish expeditions had been made into Florida by Juan Ponce de Leon in 1513
and into the southeastern United States in 1539-1542, by Hernando de Soto, the first European to navigate the southern section of
the Mississippi River. By 1550, Spain had created an empire that
made her the most envied nation in the world.
In his book, Rivers of Gold, author Hugh Thomas observes: “A real
new world seemed to be opening before the Spaniards of the Caribbean: rich because of the gold; savage because of the (native)
human sacrifices and cultivated because of the sculpture and other
works of art. The whole represented a temptation to all Spaniards
in Cuba; the desire for glory, the desire for gold and the desire to
bring pagans to the true God.” Indeed, at this time the Inquisition,
launched in Spain by a papal bull of Pope Sixtus IV in November
1478, was in full stride. Heretics, convicted by the Inquisition Court
called an auto-da-fe (literally “trial of faith”) were tortured to extract
confessions and then usually burned at the stake. The first trials
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led under inquisitional authority outside of Europe occurred in Mexico City in 1528, before spreading throughout Latin America. “On September 12, 1572, the ten members of the newly inaugurated Tribunal of the Inquisition of Mexico arrived on the east coast at Veracruz.
Chief among them was Inquisitor Pedro Moya de Contraras. As soon as he arrived, Contreras appointed the members of the inquisitional
infrastructure. He established commissaries in every town where there was a bishop, not only in Mexico, but also in Guatemala, Honduras and Nicaragua. By 1600, no important settlement of the captaincy of Guatemala would be without its inquisitorial commissary.”
Inquisition – The Reign of Terror by Toby Green.
“Fortune has now begun to throw roses to Spain, and would do so for two more generations, during which time the Spaniards -- from
Castile and Aragon, Galicia and Asturias, the Basque country as well as Granada – would establish themselves throughout the New World
and at home, make of their newly united country a great nation second to none.” Rivers of Gold.

The Dutch Golden Age of the 1600s
The rise of trade and commerce in Holland during the 1600s changed the thinking of Dutch citizens, leading to a new emphasis on such
values as accumulation, objectivity and description. The preference for accurate information that accompanied the rise of commerce also
laid the groundwork for the rise of science globally, wherever the Dutch engaged in trade. Medicine and natural history were fundamental
aspects of this new science of botany, as reflected in the development of gardens, for both pleasure and botanical study. The Dutch also
became beneficiaries of the direct trade with Asia, after Vasco da Gama rounded the Cape of Good Hope in 1497-1498. This was followed by an expedition to India by the Portuguese explorer Pedro Alvares Cabral who en route, not only discovered Brazil for Portugal,
but also, successfully returned to Lisbon with a fleet of ships loaded with spices.
In his book, “Matters of Exchange” author Harold Cook noted: “For centuries, Europeans knew only that spices originated in far-off lands
to the east, south of Cathay, the fabled widespread region known generally as India. Here lived strange people, animals and plants; as
well as forest-dwellers who lived from the scent of flowers alone.
The islands further to the southeast, the Indies, were a region of even more wonders and of fabulous wealth. A long list of roots, seeds,
flowers, saps, barks, fruits and woods comprised the category of aromatic and tasteful substances known as spices; but the most soughtafter came from southeast Asia: pepper, ginger, cinnamon, cloves, nutmeg and mace. Black pepper was from the immature dried berry
of a climbing vine that grew on the Malabar coast of the Indian subcontinent and on the large island of Sumatra.”
The Dutch East India Company (Verenigde Oostindische Compagnie) was chartered by the States-General of the Netherlands in March
1602, to expand trade and assure close relations between the government and its colonial enterprises in Asia. The Company was granted
a monopoly on Dutch trade east of the Cape of Good Hope and west of the Strait of Magellan. By 1619, from its headquarters in Batavia
(now Stellenbosch) in the Western Cape, the Company subdued local rulers and eventually drove the British and Portuguese from Indonesia. As Governor-General for the Dutch East India Company in the East Indies in 1636, Anton van Diemen captured Ceylon (Sri Lanka)
and Malacca from the Portuguese and arrogated to the Company the fantastic trade of the spice islands.

Source: Google Images
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For the Glory of France in the 1700’s
As early as during three voyages between 1534 and 1542, French explorer Jacques Cartier had claimed Quebec, Canada for France by
visiting Iroquois Indian settlements at Stadacona (Quebec City) and Hochelaga (Montreal). In 1605, French navigator Samuel de Champlain established a small settlement at Port Royal, Acadia (now Nova Scotia).
Champlain was the first European to explore the Great Lakes region and in 1620, was appointed Governor of New France. By the mid1600s, it was becoming evident that Canada’s main avenue of commerce would center on the fur trade. Voyagers such as Pierre-Esprit
Radisson and his brother-in-law Medard de Groseilliers were exploring the trapping regions of Lake Huron and Lake Superior; as well
as the southern areas of Hudson’s Bay. Their exploits ultimately led to the establishment of the Hudson Bay Company on May 2, 1670
by Royal Charter of King Charles II of England: “An Expedicion for Hudsons Bay in the North west part of America for the discovery of a
new Passsage into the South Sea and for the finding of some Trade for Furrs Mineralls and other considerable commodityes and by such
theire undertaking have already made such discoveryes as doe encourage them to proceed further in pursuance of theire said designe by
meanes thereof there may probably arise very great advantage to us and our Kingdome” (introductory paragraph from the Royal Charter
– note the period spelling).
In his book, “The Fur Trade in Canada,” author Harold Innes states: “The period from 1713 to 1763 witnessed the expansion of the fur
trade from Montreal in northern North America beyond the St. Lawrence drainage basin on the Saskatchewan. With this expansion, the
limits of the fur trade from a geographic point of view under prevailing technique, had been practically reached. Competition from Hudson
Bay became more effective, costs of transportation increased, and profits declined in spite of a rise in price. Competition from the English
of the south also became more effective. The effects of these developments on the (Montreal) colony, and their importance as factors in
the downfall of the French regime in Canada have been, in part, suggested.”
French territorial claims in North America expanded still further in 1699, with the establishment of Louisiana at the mouth of the Mississippi
River, together with periodic fortifications northward through what is now the American Midwest all the way to the Great Lakes. In western
Africa, France had established vast territorial claims in present day Algeria, Chad, Niger, Mali, Mauritania and Western Sahara; as well as
several island colonies in the Caribbean, including Martinique and Haiti.
After ceding Acadia to the British under the terms of the Treaty of Utrecht in 1713, France’s only remaining possessions in Atlantic Canada
were the islands of Isle Royale (Cape Breton) and Isle St. Jean (Prince Edward Island); as well as St. Pierre and Miquelon. The French
used these islands as a base to continue the lucrative cod fishing on the Grand Banks off Newfoundland. In 1719, the French began construction of a fortified town at Louisbourg, Cape Breton. In 1758, during the Seven Years War of 1756-1763, Louisbourg was destroyed by
the British and at the end of the war, France ceded Canada to the British with the exception of St. Pierre and Miquelon. South of the 49th.
parallel, Napoleon Bonaparte sold Louisiana (800,000 square miles of land stretching from the Mississippi River to the Rocky Mountains)
to the United States in 1803 for about $15 million (U.S.).
The former northern hemisphere territories of French Louisiana in the United States and New France in Canada:

Source: Wikipedia
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The Empire of Victorian Britain in the 1800s
Why did the Industrial Revolution occur in nineteenth century Britain and not elsewhere in Europe or Asia? The British Industrial Revolution was a successful response to the global economies of the eighteenth and seventeenth centuries. Britain’s wages were high and
capital and energy cheap, in comparison with other countries in Europe and Asia. As a result, the breakthrough technologies of the Industrial Revolution – the steam engine, the cotton gin, and the substitution of coal for wood in metal production – were uniquely profitable to
invent and use in Britain. The high wage economy of pre-industrial Britain also fostered industrial development since more people could
afford schooling and apprenticeships. It was only when British engineers made these new technologies more cost effective during the
nineteenth century, that the Industrial Revolution would spread around the world.
The above notwithstanding, when Victoria ascended the British throne in 1837, all of the following had yet to be invented: automobiles,
cameras, flush toilets, airplanes, internet, telephones, radios, televisions, telegraphs, electric stoves, refrigerators, freezers, plastic
bottles, vacuums, griddles, railroads, electric light, computers, typewriters, automatic rifles, machine guns, hand grenades, tanks, submarines, bombs, phonographs, fax machines, subways, skyscrapers, busses, rockets, radar, sonar, inoculations, antibiotics, toasters,
electric coffee pots, microwaves, alarm clocks, staplers, e-mail, scanners, voice mail, steam irons, photocopiers, sewers, motion pictures,
elevators, escalators, helicopters, supertankers, washers, dryers, tractors, conveyor belts and dishwashers.
In 1851, Britain’s Prince Albert, being interested in art, science and industry, organized the Crystal Palace Exhibition in London. “The
Crystal Palace was originally designed by Sir Joseph Paxton in only ten days and was a huge iron goliath with over a million feet of glass.
It was important that the building used to showcase various achievements be grandiose and innovative. The prevailing attitude at the
time was ripe for the somewhat arrogant parading of accomplishments. It was decided to make the exhibition truly international, with
invitations being extended to almost all the colonized world. Over 13,000 exhibits were displayed and viewed by over six million visitors.
Tourists and visitors marveled at the industrial revolution that was propelling Britain into the greatest power of the time. Among the 13,000
global exhibits were the Jacquard loom, an envelope machine, tools, kitchen appliances, steel-making displays and a reaping machine
from the United States. The objects on display came from all parts of the world, including India; and newer countries such as Australia
and New Zealand, that constituted the British Empire. Prince Albert used the 186,000 pounds as the foundation for public works, such as
the Albert Hall, the Science Museum, the National History Museum and the Victoria and Albert Museum.” – Victorian Station.

Source: Victorian Station

At its peak, the British Empire was the largest formal empire the world had ever known. As such, its power and influence stretched all
over the globe; having a massive impact on the history of the world. Indeed, the U.K. staged a huge British Empire Exhibition in 1924,
the year of its zenith, to celebrate the power and opportunities within the empire.
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The British Empire in 1907

Source: British Empire.com

God Did Bless America in the 1900s
Aside from the great economic depression of the 1930s, its involvement in two World Wars, as well as the Korean and Viet Nam conflicts
and the assassination of President Kennedy; the United States can reflect upon the last century as one of economic progress and prosperity. While one can never minimize the tragedy of a Pearl Harbour, by and large, America was able to recover from every catastrophe
and emerge strong and resilient. Certainly, the granting of statehood in 1959 to Alaska (purchased from Russia in 1867) and Hawaii (annexed by the U.S. in 1897) which rounded out the total number of American states to fifty was another national milestone. The American
propensity for economic growth and expansion was fuelled by the invention of the airplane by the Wright brothers; the mass production
of automobiles via the assembly line by Henry Ford; the establishment of the new motion picture industry in Hollywood; the sophistication
of the personal computer by people like Bill Gates and the introduction of the internet.
However, in a recent speech at the University Club of New York, Paul Volcker, Chairman of President Obama’s Economic Recovery Advisory Board warns: “The Growing question is whether the exceptional role of the dollar (as a global benchmark currency) can be maintained. This is a troubling time for America, a troubling time for the world. If ever there were a need for clear-headed, confident leadership
nationally and internationally, that time is now … The American example no longer inspires other countries to trust U.S. leadership. The
American (political) system is hobbled by lobbyists and an unwillingness to pass realistic budgets; as well as a civil service that has lost
its ability to attract America’s best and brightest to public service. The growing sense around much of the world is that we have lost both
relative economic strength and more importantly, we have lost a successful, coherent governing model to be emulated by the rest of the
world. Instead, we’re faced with broken financial markets, underperformance of our economy and a fractious political climate.”
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Paul Volcker is a well-respected former Chairman of the U.S. Federal Reserve Board and he knows whereof he speaks. At Long Wave
Analytics, we share Mr. Volcker’s concerns about the bleak economic outlook for his country. Clearly, America’s unemployment rate of
9.8%, as well as its massive deficit and national debt problems present enormous obstacles for the future. While considerable spending
cuts have been made at the state and local levels, very little has been undertaken in this regard at the federal level. Just as important,
we can detect no support for higher taxes anywhere in the United States. The majority of Americans seem to believe that the economy
can still grow its way to prosperity. This is where we part company with the American economic mindset. There can be no meaningful
economic recovery in America until the deficit and national debt levels are drastically reduced from their current levels.

Enter the Dragon (2)
In previous newsletters we have oft stated that, historically, global economic leadership will gravitate to the world’s largest creditor nation.
That status has shifted from the United States to China. Today, China has a vivid sense of its growing economic power, on both a national
and international basis, while monitoring the decline of America and Europe, highlighted by the recent financial crisis. Many Chinese
companies are searching the globe for opportunities to acquire or make joint venture investments in natural resource companies and
projects. Already, China has emerged as Saudi Arabia’s biggest customer. It imports about half of the crude oil it needs – a percentage
that will increase to two-thirds by 2015 and four-fifths by 2030. Moreover, from raw materials such as copper and iron ore; to coal and
potash, the Chinese thirst seems unquenchable. While the U.S. and China are in agreement as seeking a healthy global economy, a
stable Asia and an open system of international trade; America must feel threatened by China’s growing economic, industrial and military
power. As Hu Jintao, President of China, was heard to remark at the recent G20 economic summit in Seoul: “We are the masters now.”
See also Winter Warning, November 9, 2009 – Exit the Eagle, Enter the Dragon

Summary
Whether one focuses on Spain’s defeat in the Spanish Armada in 1588, the territorial loss of New France in the Seven Years’ War of
1756-1773, or British expenditures amassed during the Boer War of 1899-1902 and World War I of 1914-1918; the common theme which
culminated in the collapse of these empires, was the massive accumulation of national debt. Every prosperous economic empire engenders the huge growth of vast wealth. However, as a result of imperial overreach this wealth is, ultimately, overcome by an enormous debt
burden. So it is with present day America, whose national debt will surpass the $14 trillion (U.S.) level early in the New Year. Contemporary American economic thought emanating from both the Obama administration and the U.S. Congress, is that the country can extricate
itself from its mountain of debt mostly through projected economic growth rates. At Long Wave Analytics, we beg to differ. At this point,
we cannot find any support for higher taxes anywhere in America. The fiscal deficit and the national debt burdens cannot be solved by
spending cuts and wage freezes alone. A sweeping broadsword must be taken to the benefit and entitlement programs promised for the
future, such as, Medicare, Medicaid and Social Security. Moreover, the rising level of Treasury bond yields across the yield curve will
negatively impact the interest costs for both new government debt; as well as maturing debt which must be refinanced.
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