                                          China's Coming Chaos

                                                 Nicholas A. Vardy*
Last night, I attended a vociferous political debate at Westminster -- the United Kingdom’s Houses of Parliament. Democratic debates like this one have been taking place on this same spot since 1295. And I took it for granted that the simple act of voicing my opinion would not result in my being whisked away by some government goon. 

As the recent events in the Middle East have reminded us, that's not the case in large swathes of the world. In today's 24/7 news cycle, it's easy to forget about the importance of democracy and political stability as a crucial factor in investment. Last year’s triple-digit percentage gains in a country headed by a shady dictatorship become meaningless if you wake up one morning to find out that there's been a revolution, and your assets have been seized. 

	


Invest in Democracies: A Good Idea? 
The Vienna-based Democracy Ranking Association combines freedom ratings from Freedom House (right wing) with the Human Development Index of the United Nations Development Program (left wing). The association thereby offers a reasonable, balanced consensus of the world's top democracies. 

Here are the results, along with the exchange-traded funds (ETFs) that will allow you to invest in them. 

	Ranking 
	Country
	Exchange-Traded Fund

	
	
	
	

	1 
	Norway 
	
	NORW 

	2 
	Sweden 
	
	EWD 

	3 
	Finland 
	
	

	4 
	Switzerland 
	EWL 

	5 
	Denmark 
	

	6 
	New Zealand 
	ENZL 

	7 
	Netherlands 
	EWN 

	8 
	Ireland 
	
	EIRL 

	9 
	Germany 
	EWG 

	10 
	United Kingdom 
	EWU 

	11 
	Austria 
	
	EWO 

	12 
	Australia 
	EWA 

	13 
	Belgium 
	
	EWK 

	14 
	Canada 
	
	EWC 

	15 
	United States 
	VTI 


The Nordic countries (Norway, Sweden, Finland and Denmark), as well as Switzerland, make up the top five countries in the association’s ratings. New Zealand, the Netherlands, Ireland, Germany, and the United Kingdom also boast very high scores. Seven of the top 10 are in the European Union. This includes Germany, which offers an encouraging example of how history's “baddies” can be transformed into “goodies” in the blink of an historical eye. All of the classical English-speaking countries -- the United States, Canada, Australia and New Zealand -- rank within the top 15, with the United States squeaking in at number 15 in the latest rankings. 

The list offers few surprises. Overall, it turns out that democracies correlate highly to prosperity and standard of living. Its socialist reputation notwithstanding, it's unlikely that you'll ever hear that Swedes have just stormed the ramparts of their Parliament, overthrowing their current government. And as Jim Rohn observed, no one ever risked his life on a homemade raft to escape to Cuba. 

Autocracies = Big Profits... or Black Swans? 
Here's the irony. Their political stability notwithstanding, prosperous democracies rarely seem to offer the most exciting investment opportunities. After all, the Pakistani market rose by 449% over the past decade. The Egyptian market rose by 430% over the same period. Meanwhile, the
S&P 500 rose a mere by 2%. Therein lies the conundrum. On the one hand, the Pakistans and
	


Egypts of the world offer huge investment returns. On the other hand, 430% gains in Egypt mean little once a revolution breaks out. 

Here's my answer... 

I think Egypt -- like many other autocracies -- is a “Black Swan” market. 

Popularized by Nassim Nicholas Taleb in the bestseller of the same name, a “Black Swan” is an event that is unexpected in the normal course of things -- and difficult to predict. Equally importantly, once they happen, Black Swan events are pretty much the only thing that really matters. 

Egyptian dictator Mubarak's fate was much like that of Taleb's parable of the Thanksgiving turkey. A turkey is fed for 1,000 straight days. It is happy, plump and fat and has every reason to expect that the next 1,000 days will be the same as the last 1,000. But then Thanksgiving rolls around. And then someone comes in, and cuts its head off. 

                                      China: The Biggest “Black Swan”...? 
[image: image1.png]



“Is This Black Swan Chinese?” 
Autocracies always appear rock solid. Soviet presidents hung on to power for 60 years. And autocracies' outward achievements always are impressive. The Soviets launched Sputnik; they became one of the world's two military superpowers; and their Olympic athletes trounced the world's best. The Soviet economy was set to overtake the U.S. economy by the Orwellian year of 1984. 

But stability in autocracies is always an illusion. Tensions are never far beneath the surface. And once autocracies implode, they do so in spectacular fashion. 

Democracies are messier, day to day. But in many ways, that messiness is an escape valve for freedom of expression. A commitment to free speech, fair elections and property means that democracies are remarkably stable. Whether you're a fan of Glenn Beck or Keith Olbermann, neither one ever urged his fans to storm and to set fire to the White House. They urged you to get out and vote. Stable democracies are never overthrown by revolution. Autocracies always are. 

Today's version of the Soviet Union is China. Shiny skyscrapers notwithstanding, China is still run by an authoritarian Communist Party. The former China correspondent of the Financial Times once told me that, by his calculations, all but 300 of the 11,700 business people with fortunes of $20 million or more in China are Communist-party cronies. That China will overtake the United States is today's conventional wisdom. Whether the United States’ “1984” moment will arrive by 2025 or 2040 is just a matter of a 26-year-old Goldman Sachs analyst plugging the right numbers into her spreadsheet. 

...Or Predictable “White Swan”... 
Of course, that Goldman Sachs analyst suffers from the same bias as the turkey. She assumes the next 1,000 days will be like the last 1,000. But if you look at the Democracy Rankings, the coming “Black Swan” event in China is really a predictable “White Swan” -- more a matter of “when” and not “if.” Its outstanding stock market returns notwithstanding, Egypt never made it into the top 100. Not a single Arab country ranks in the top 75. China chimes in at 97. China bulls will argue until they are blue in the face that "China is different." Japan bulls were doing the same 25 years ago. But as John Templeton observed, whenever someone says, "This time it's different," it's a sign for investors to run the other way.

	


Viewed through the prism of democracy, the events in Tunisia, Egypt and Libya are just the beginning. Wealthy autocracies like Saudi Arabia, Dubai and even China will do their best to cajole or bribe their populations into submission -- or try to bomb dissenters into smithereens, as Libya is doing. 

The irony is that by educating their populace through universities that try to replicate Harvard overnight -- Chinese and Middle Eastern autocracies are sowing the seed of their own destruction. Develop a population of smart, educated young people, fail to give them jobs and opportunities, and you have the makings of a revolution. (3-22-11)
*Nicholas A. Vardy is Editor of The Global Guru.

                                                  Cubans Wear A Moral Vest
                                                                     June C. Terpstra, Ph.D.*

In the film, Fidel, The Untold Story, there is an interview with Fidel Castro where he says he does not need a Kevlar vest to protect him from countless CIA assassination attempts because he wears a moral vest. 

I am back in Havana, Cuba today after visiting a natural medicine clinic in Santa Clara, Cuba; an agricultural cooperative in Matanzas, Cuba; a teacher training arts school in Matanzas; and ELAM, the incredible Latin American Medical School that trains and sends doctors to work all over the world. With each program or institution visited I wonder what it would be like to live in a country with values of social justice instead of values of profit and plunder. There are countless examples of those who wear a moral vest here in Cuba.

It is most certainly not easy for the Cubans to live their principles in the face of so much oppression from the USA. Their daily lives are restricted from the moment they wake till they sleep at night and not by the government. Running water, flushing toilets, toiletries, access to oil to run a tractor or a car, obtaining the parts to fix a car, obtaining medicines; these and more are scarce and make life difficult. It is interesting to me that while their form of socialism is so hated by USA elites it is based in hard work and contributions to the country; they are rewarded for the level of their commitment to social justice and the sharing of resources. This is not allowed under capitalism.

The homes and apartments in which Cubans live, whether or not they are allotted cars, their job appointments; all are based on education, level of commitment and hard work as evidenced in their contributions at work and in their communities. People from the USA have difficulty grasping the concept of a life where one does not pay rent or a mortgage or a car payment or for health care or school. Members of this delegation from the USA continue to ask questions about shareholders; how much cars cost; where the stores are located; and, how much oppression people here are facing without any real understanding of the fundamental changes this
government is attempting to establish and manifest.

In the Cuban medical schools they are taught both traditional and natural medicine. These doctors are known and trusted around the world because they have been taught to care about the patient and not view them as a client to be charged money for profit. Just recently seven American women doctors trained in Cuba returned to work with the medical brigade in Haiti. All of the training done in Cuba is framed within the commitment to serve communities in need. On the contrary, the people of the USA are programmed to think hate of medicine not for healing rather as a mechanism to maintain disease to keep a drug and surgical industry as a profitable way to make money.

On the farms in Cuba the land is given to those who apply and they are allowed to live on the land and work for 90 days before they make their commitment and a cooperative board accepts them as a member of the cooperative association. Women and all races in Cuba have access to these opportunities and many incentives are provided because developing a self-sustaining Cuba has been critical since the collapse of the Soviet Union. Once one is a member they contribute to both their own sustenance and receive the resources and benefits of their hard work. Women and all races are present at every level of labor and leadership.

Education, intellectual life, and culture is highly respected and valued in Cuba. They have established a teacher training program for artists in music, literature, theater, dance and painting, and sculpture. The students pay nothing for this specialized education but they must make a commitment to teach at the end of their training. There is no job insecurity in Cuba; the teachers of the arts will always have jobs! On the contrary, in the USA, the arts programs are always the first to be cut and many schools no longer have these programs for all the students nor are they offered on a daily basis. Which country is really a country of wealth?

Every place I have visited and talked with the people they express their commitment and passion for their culture and society. This is not my experience in the USA where the focus is rarely on producing art for the people. Producing art is for money and fame. Where ego is de-emphasized here; narcissism is encouraged in the West. Where good behavior is encouraged here, ugly and violent behavior is glorified in the USA. Where the women's federations set up programs to counsel all family members in domestic crisis and teach them to live in ways that benefit the family; the USA model is to disconnect and provide a band-aid in the form of a shelter.

I am not telling you things are perfect here in Cuba. They are not. Most certainly, the effects of the embargo have been devastating. The effects of colonial racism and sexism have their own unique manifestations here as Cuban socialism attempts to rid itself of these internalized oppressions. However, the real Cuban people; not the ones who are sitting in Miami plotting the destruction of their own people out of their own greed and selfishness; the real Cuban people wear a moral vest and the examples they set for their children in the schools and hospitals and their daily life are visible to those of us to whom they open their doors. (3-22-11)


*June C. Terpstra, Ph.D. is an activist, educator & university lecturer in Justice Studies, Criminal Justice and 

Sociology. She has founded numerous programs for the homeless, abused, youth & Oppressed people in US.

