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Thank you very much, George, for those very kind words, very, very flattering words. It reminds me when my father was alive he would sometimes call me or one of my brothers in and give us loads of praise, and then pause and say, “And that, son, is in lieu of a raise.” George has asked me today, as he’s done in the past, to make some observations on the economy and on politics and the like, and it reminds me, as I think some of you have heard before, of a story about Albert Einstein. Einstein dies and goes up to the Pearly Gates and he’s told he’s going to have three roommates. So he talks to the first one and he asks the fellow, “What is your IQ?” and the fellow says, “Two hundred and ten.” And Einstein says, “Good, I need to discuss some aspects of my theory of relativity; there may be some flaws in it.” Then he asks the second roommate, “What’s your IQ”? and the fellow says, “One hundred and forty.” And Einstein says, “OK, good I need to discuss some socialism with you; I’m not sure it’s quite what it’s cranked up to be.” The third fellow he asks, “What is your IQ?” And the man says, “Sixty.” Einstein says, “What is the economy going to do?” But as we all know, all too painfully, right now the economy is sluggish. This recovery is very, very patchy. Capital spending isn’t what it should be if we’re to have a real boom again. Technology as you know all too well is a shambles. Internationally the war clouds are thickening, and internationally the economies for the most part are very, very weak. Yet even though we face very real problems right now, which I want to discuss, I think it would be helpful sometimes, at least for our own mental well being, to step back for a moment and recognize that even though things are rough right now, we are truly on the cusp of a fabulous era of invention and innovation. And not only innovation and invention but also globally a trend toward more liberalism—nineteenth century kind of political liberalism.

When people in future generations look back on this era, if indeed they do look back, I’m not so sure if they will anymore, they will notice the achievements, not all the ups and downs that surrounded those achievements, similar to the nineteenth century. If you look at the nineteenth century, what do we see today—the rise of steam, railroad, telegraph, telephones, a cornucopia of products and services, the shrinking of the globe—and yet academic historians look back on that era, and what do they tell us about it? They harp on the Gilded Age, on robber barons, on industrial strife, as if human conflict and avarice were something new to the human race then. They focus, again, on all the pimples and shortcomings, not the extraordinary achievements. But what stood out from the nineteenth century and the industrial age were the rise of the mighty factories, of previously inconceivably tall buildings, bustling cities, and ever seemingly more fertile plains and the expansion of human existence. Longevity did increase in the nineteenth century just as it has in the twentieth and twenty-first. So, too, will it be the same with this era. Everyone now focuses on terror, on corporate greed, burst bubbles, busted markets, and the like, but as George and others have pointed out here and elsewhere, they’ve noted that the technological advances are still continuing. Carver Mead and X3 and Foveon are examples of technology moving forward.

I think it would do well to examine where the particular things that are holding the economy back at the moment because the fact of the matter is that by focusing on what the shortcomings and obstacles are, we start to set and train the motions to reform and remove those obstacles. We should keep in mind that the great virtue of a free people is precisely that we learn from our mistakes and put in reforms to correct those mistakes. Just recall all the crying and caterwauling in the seventies and eighties about malaise, perpetual inflation, the hollowing out of industrial America, the seeming triumph of the semi-socialist and corporate models of Germany and Japan. Bill Clinton was much taken with those in the early nineties. Now sometimes those reforms are excessive. A prime example is the S&Ls. A lot of unnecessary damage was done, but, again, if you step back, at least we did something about the thing. Japan really hasn’t grasped and grappled with some of their serious economic shortcomings today. So in the 1980s we did reform after the disastrous period in the 1970s, and Europe and Japan did not. We advanced and they did not. We should keep those facts in mind. Right now, for the moment, we are going through, as George indicated, an S&L like period, where occasionally we do throw out the baby with the bathwater. And that’s what we must try to avoid now, not the fact that we have some very serious challenges, but they’re very positive things that can be done about those challenges to get us back on track far faster than the dour experts would have us believe today. 

One of the great catastrophes George and his colleagues have already touched on is the mistake of the Federal Communications Commission and Washington, DC, in the aftermath of the Telecom Act of 1996 that destroyed literally tens of billions of dollars of investment. Blocking broadband, making the rise of CLECs that really couldn’t make it in the real world without Mr. Hunt’s artificial stimulants, all of those were now paying the price for today. But again, in a free society you don’t simply sit back and say, “Oh, woe. Woe is us. The FCC has messed things up; Congress is messing things up because they love the old paradigm, because it’s a source of contributions having conflicts between RBOCs and AT&T and everyone else. George and some of his friends went to the White House, and now you’re starting to see in the press actual stories telling Michael Powell and the FCC to get off their duffs and start doing something. That drumbeat is going to get louder and louder, and eventually something will be done. If not, technology will upend it, just as in the early 1970s with the rise of inflation: we had regulated interest rates in this country; it was illegal for banks to pay market rates to depositors. Thanks to technology there rose up money market funds, which made it possible to keep a net asset value each day that was steady at one dollar a share. People could then suddenly get market rates for their money, and Regulation Q, which regulated interest rates since the Great Depression for forty years—out the window, and we got more freedom. The same thing will happen today even though we’re going through a very uncomfortable period right now. In terms of telecommunications, there will be more emphasis on silliness that comes about because you rely on industrial policy, price controls, and regulatory obliviousness to the impact of the Internet. 

Another challenge that George already touched on—a very real challenge, a very serious problem that Washington still hasn’t grasped—is class action lawyers or trial lawyers, whatever you want to call them, barbarians would be a more apt description. In days and days of old, barbarians raided the coast of England and the like; they were very open—they wanted to loot, rape, and pillage. Today they do it in the courtroom. Tony Soprano is a fool; he should become a lawyer. Then all his doings would have been perfectly legal. Instead of him worrying about getting “hit” all the time, they’d be coming to him, wanting his money and contributions. He’d be an icon and certainly in the salons of Hollywood and Washington he would be welcome because of his moneybags. What George touched on—what the the trial lawyers are about to do—to muddy and confuse the fundamental difference between outright fraud and genuine risk taking, between fraud and honest business mistakes. You realize more than most that risk taking is the essence of democratic capitalism, of free enterprise. Most new companies don’t make it. We’ve had at least 300 automobile manufacturers in this country, many, many new ventures you might take with existing businesses, new factories, new products, and new services and they may not work. Now under limited liability, you lose what you put into those enterprises. You don’t have today debtor’s prisons as you had in the past where everything you had you lost if you took a venture that did not work out. But that invention—limited liability—is under serious assault. If your stock takes a big hit, you know you’re probably going to have to go to the courtroom. What you don’t want to have rise up in this country are executives looking over their shoulders always asking themselves how is this going to look in a courtroom. Already, trying to get people on boards of directors, especially in audit committees for small- and medium-size businesses, is extremely difficult now because you don’t know what your liabilities are. You can’t even insure against them. No one knows what’s going to happen. In terms of regulation, the courtroom, we’re in a very, very dangerous period right now, and that’s why the markets tanked in July. It wasn’t past scandals; the market is always looking to the future. It wasn’t past scandals and wrongdoing and excesses and misuse of options that sent the market reeling in July, it was what they were going to do in the name of correcting those abuses that led to the market taking the hit that it did. So, again, you have to make the distinction between genuine fraud and wrongdoing. There were a lot of excesses and the market is now starting to punish those excesses, but there’s a big difference between fraud and risk taking. If you confuse the two, all of us will be the poorer for it.

Fortunately our enemies are overreaching. The real greed is not among entrepreneurs. The real greed is among the trial lawyers. And now they’re going after a true American icon, fast foods. If they have their way, if you want a pizza or a cheeseburger, you’re going to have to go outside in the wintry weather and join the smokers and do it on the side. That very overreaching, I think, will bring reform as people begin to say that this is idiotic, this is ridiculous. Yes, we may be overweight, but that’s not because McDonald’s forces us to do it. We did that on our own. I think that while the trial lawyers have a temporary advantage, most of the public knows that there’s something wrong there. When we have elections for supreme court justices in states like Michigan, the good guys are starting to win those races, even against well-financed trial lawyer-backed opponents. It’s just a matter of time—once the back on this war on terror is broken—that we can begin to have real reform. If you haven’t read it yet, you should the writings of a man called Phillip Howard. He’s a lawyer, but he knows the shortcomings of what’s happening now. In fact, he’s probably somewhat of a liberal, but he talks about what he calls “legal fear.” Everything you do now you worry if it will lead to a lawsuit. Do you dare coach Little League? A teacher disciplines a student—what goes through his or her mind? Lawsuit. What legal tripwires am I hitting here? Just the other day someone was suing the Weather Channel because it didn’t predict the weather right—seriously—and it led to a tragedy. They went out in a small boat, a storm arose, and someone lost their life, and they blamed the Weather Channel for not warning them that in that particular area of the ocean bad things were going to happen. This kind of thing breeds not only contempt, but it also breeds excesses and makes the possibility, if we push hard enough, of reform. It’s not just passing new laws or legal reforms, it’s also telling judges it’s time to get control of their courtrooms and apply common sense, instead of free reign. Judges alone could stop most of this nonsense if they took control of their courtrooms again.

One of the dangers, short-term, and you’re beginning to see some rumblings of it now, that we have to face is the idea of states’ attorneys general and federal attorneys, prosecutors starting to use RICO in the corporate suites. That is a statute with broad powers. The Supreme Court hasn’t clipped the wings on it yet, and it’s very useful against the Tony Sopranos of the world, but they began to misuse it against the S&Ls. We need to watch out because what we consider traditional rights of defendants really go by the boards in many of those cases.

Another danger we have to face, and this is a little more difficult because it’s hard to get through to these people, is the Federal Reserve and central banks around the world. We all know about inflation, but what we’ve suffered from in recent years is an economic disease we haven’t had for a long time, and that is deflation—pressure on prices. A year ago, on our TV show, Forbes on Fox, which is 11:00 A.M. Saturday morning, (George had to get in that commercial), when I wanted to mention the word “deflation,” the producers went bonkers. They said people wouldn’t know what that is. They know what inflation is, but they don’t know what deflation is. The pressure on prices, shortage of liquidity—deflation—is a real danger. It’s destroying Japan right now, but we have a danger of it here because the authorities don’t really know what it is and how to cope with it. Fortunately, businesses are now starting to make clear the pressure they’re facing on margin and prices, how prices seem to go down faster than they can cut costs. And that’s not just because of overcapacity or the usual things we read about. The Federal Reserve in recent years has not pumped sufficient liquidity into the economy. Yes, they’ve lowered interest rates and certainly they’ll lower them again. But just like Japan, lowering the price of money is not good enough. In Japan interest rates are virtually zero percent, but the banking system is a shambles, credit is short, and the same thing is happening in this country. If you’re a small to medium-size business and go to a bank today, good luck. It ain’t there. It’s like going to a gas pump and being told that gas is fifty cents a gallon, but none of it is available. That same thing is happening with the price of money. There has been a shortage, and the Federal Reserve is chiefly responsible. The crude rule of thumb there is to look at the price of gold or general commodities—they’re the most sensitive thermometer of whether there’s excess liquidity out there or a shortage of it. Right now gold is about $320 an ounce because of war worries, which I’ll touch on in a moment, but it should be $325 to $350 an ounce. If it’s around that range, then the deflation is over.  If it goes to $300 or below, watch out. If you’re a borrower, you’re going to be paying back two dollars for each dollar you borrow. That’s a disaster, especially for start-ups. Right now people say, “Well look at all the liquidity in money market funds and the like. Trillions of dollars.” That’s true. I compare it to being told that there is a water shortage, and so what are you going to do? You’re going to hoard water. And Alan Greenspan will visit your house and see all these bottles of water and say, “My goodness. There’s never been such liquidity in American households. Where’s the shortage?” The very fact that there seemingly is liquidity is not a sign that there’s true liquidity. It’s a sign that people are hoarding cash because the price of it is becoming very expensive. It goes up in value just by holding it.

Taxes are another problem, of course. I don’t have to tell you that taxes are a burden. I also don’t have to tell you that virtually every state in the union, including California, will be putting in massive tax increases next year once this election cycle is over. They’ve raided every reserve fund and everything they could to pay for things, but they haven’t made the cuts that businesses have made. So next year they are going to try to put in some major tax increases. That’s going to hurt this economy, and on the federal level it makes it even more important to put in a massive tax cut, not the fake tax cut we had a year ago, which was a weak cup of tea sold as a bottle of bourbon. Little cuts phased in over twenty-five or fifty years—they should put in a real one—make those little cuts effective immediately, put in a capital gains tax cut, a real one, cut up to 10 or 15 percent, eliminate the alternative minimum tax, do something on dividends, and you would see the markets start to revive in a real way, which would be good news for the economy. It all ties together. Politically, there’s a good chance we can have a favorable Congress. Right now if the congressional races were held today, Republicans would win both the House and the Senate. The Democrats have gotten themselves entwined, caught up in the war issue, which the leadership did not want to happen, and that’s taken the focus off the issues the Democrats thought would win votes for them, such as prescription drugs and social security. In my home state of New Jersey, home of Tony Soprano, we’re having a soap opera play out there where suddenly a senator sees he’s collapsing, and because the polls are bad, he decides to withdraw from the race. Imagine that precedent?” Your candidate is behind: let’s get him out and put a new name on the ballot. Let’s put Bruce Springsteen on the ballot and see if he can win this race. It sets a terrible precedent. But unfortunately, our own supreme court in New Jersey doesn’t pay attention to things like laws and constitutions, so they may allow this crazy thing to happen. But I think the voters will say that this is disgusting, this is wrong. It’s like the Super Bowl—your team is losing, you stop the game, put in a new team, extend the game so you can keep changing the rules. But it’s not the rule of law.

One final thing I want to mention and that is the International Monetary Fund. We all know we’re in a global economy; we all know the world is within our fingertips. 

