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The new administration’s plan for a large fiscal stimulus seems poorly designed, oddly timed, 
and very unlikely to produce the sustained strong growth that Trump claims he will provide. Even 
in the unlikely possibility that we do achieve the growth Trump is calling for, it is not obvious that 
it would be the boon to the stock market that investors seem to think. The fiscal stimulus does, 
however, seem likely to lead to tighter monetary policy and has a reasonable chance of leading to 
rising inflation. How the economy responds to these two potential outcomes will tell us a good deal 
about whether the Hell or Purgatory scenario is correct, which will be helpful to investors even if 
the policies themselves prove not to be.

Introduction
Last quarter’s letter, “Hellish Choices: What’s An Asset Owner To Do?” discussed what I consider 
to be the most momentous investment question facing asset owners today. Will asset prices revert 
to valuation levels similar to historical norms, leading to bad returns for a while but long-term 
returns similar to what investors have been trained to expect? Or have we seen a permanent shift 
such that asset class valuations have permanently risen and long-term returns available from them 
have consequently fallen?  Such a shift would be a profound problem for the basic rules of thumb 
used by almost all long-term investors, but in the shorter run means returns will not be disastrously 
bad. The key metric that I believe has driven market valuations upward in recent years and could 
conceivably drive them right back down is short-term interest rates: So much of this comes down 
to a question of whether cash rates over the next 10, 20, or 50 years will look like the “old normal” 
of 1-2% above inflation or whether they will look more like the average of the last 15 years of about 
0% after inflation. The scenario where they average 0% real is what we have referred to as “Hell,” 
whereas the other scenario is “Purgatory.” On the eve of the US election in November, the US  
10-year Treasury Note was yielding about 1.55%, which suggested the bond market at least was very 
much in the Hell camp. As of year-end, that yield has risen 90 basis points to 2.45%, which is at least 
closer to a level consistent with Purgatory. This has led a number of our clients to ask us if we have 
changed our minds about the likelihood of Hell, as the market seems to have. The short answer is 
that we have not. If Hell is a permanent condition for markets, it should not be readily changeable by 
the policy choices of a single US administration, to say nothing of the fact that we do not yet know 
what those policy choices will be for an administration that has just taken office. 
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But the basic dilemma of “Hellish Choices” was not strictly about Hell, it was about the uncertainty as to 
whether we are in Hell or Purgatory, given the two have quite different implications for both portfolios 
today and institutional choices for the future. Keeping with the theological theme, I will call that state 
of uncertainty “Limbo.”  A certain unpleasant outcome is not something to be excited about, but it is 
at least something you can try to prepare for. Uncertainty that has important implications for your 
portfolio is another matter entirely, and the most important implication of the Trump administration 
is not that it has removed the possibility of Hell from our investment forecasts, but that it gives us 
some hope that we may be able to figure out whether we are in Purgatory or Hell within the next few 
years. That does, at least, get us out of Limbo.

Two scenarios for how we got here
It is certainly the case that bond yields are becoming more consistent with a Purgatory outcome and 
the Fed’s “Dot Plot” was always consistent with it, but it was never really the Fed or the bond market 
that made us reluctantly contemplate a future of permanently low interest rates. Rather, it has been 
the extended period of time in which extremely low interest rates, quantitative easing, and other 
expansionary monetary policies have failed to either push real economic activity materially higher 
or cause inflation to rise. The establishment macroeconomic theory says one or the other or both 
should have happened by now. It seems to us that there are two basic possibilities for why the theory 
was wrong. The first is a secular stagnation explanation of the type proposed by Larry Summers 
and others.1 This line of argument can be boiled down to saying that the reason why exceptionally 
easy monetary policy has not been particularly stimulative and/or inflationary is that the “natural” 
rate of interest has fallen to extremely low levels relative to history. This means that the apparently 
extremely easy monetary policy has not, in fact, been particularly easy. Consequently, we should not 
have expected a huge response from the economy or prices. If this argument is correct (and secular 
stagnation is a reasonably permanent condition for the developed world, not just a temporary effect 
of the 2008-9 financial crisis), then we should see that as interest rates rise to levels that are still low 
by historical standards, they will choke off economic growth. Part of the plausibility of this argument 
comes from the fact that debt levels have grown steadily and massively in most of the developed world 
over the last 30 years, so it is easy to imagine that indebted households and corporations could run 
into problems if rates were to back up even 200 basis points from the recent lows.

The second possibility for why extraordinarily easy monetary policy has not had the expected effects 
on the economy and prices is an even simpler one: Monetary policy simply isn’t that powerful. This 
line of argument (which Jeremy Grantham has written about a fair bit over the years) suggests that 
the reason why monetary policy hasn’t had the expected impact on the real economy is that monetary 
policy’s connection to the real economy is fairly tenuous. There is no question that monetary policy 
affects the financial economy. Corporations may or may not have changed their investment and R&D 
decisions based on the level of interest rates, but low rates have certainly encouraged borrowing to 
pay for stock buybacks. But, as Jeremy has pointed out, if debt increases and easy monetary policy 
are such a boon to economies, why haven’t we seen any boost to growth as debt has grown relative to 
GDP?  Exhibit 1 is an old favorite of Jeremy’s, showing GDP growth and debt to GDP for the US over 
time. The build-up of debt since the 1980s certainly hasn’t coincided with a speed-up in GDP growth, 
or even evidence of an economy straining to run faster than its potential growth rate. 

1 ^ee ŚttƉ:ͬͬlarryƐuŵŵerƐ͘ĐŽŵͬ2016ͬ02ͬ1ϳͬtŚeͲaŐeͲŽĨͲƐeĐularͲƐtaŐŶaƟŽŶͬ aŵŽŶŐ ŽtŚer eƐƐayƐ aŶĚ ƐƉeeĐŚeƐ ŽŶ tŚe 
tŽƉŝĐ͘
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Exhibit 1: Total Debt and GDP for the US

^ŽurĐe: &eĚeral ZeƐerǀe͖ �ureau ŽĨ �ĐŽŶŽŵŝĐ �ŶalyƐŝƐ

The secular stagnation argument implies there must be something important wrong with the economy 
such that even the build-up of debt hasn’t been able to get growth any higher than it has. The alternative 
explanation is that debt just doesn’t matter that much. The productive potential of the economy is built 
out of the skills and education of its workforce and the depth and technology of its capital stock. The 
way that capital stock was financed may be of academic interest, but has no bearing on what we can 
expect it to produce. If that is true, then the various ways monetary policy impacts the economy are 
unlikely to be that meaningful.

Implications of the two scenarios
So we have two competing hypotheses that can both explain how we got to this point. The nice thing is 
that they would have quite different implications as we go forward from here. If the secular stagnation 
theory is correct and equilibrium interest rates have fallen a lot, we should expect to see rising interest 
rates slow the economy considerably, and the Federal Reserve will find itself unable to raise rates as 
much as it is planning to. The economy will either slide back into recession, causing rates to come 
right back down, or we will settle into such a precarious low-growth mode that it will stop raising 
rates by the time we get to 2% or so on Fed Funds. Such an outcome would be at least suggestive that 
we are in Hell. But winding up in recession in the next couple of years is not an iron-clad guarantee 
we are in Hell. If it is possible for an expansion to die of old age, the current one is getting pretty old 
and might be due for death by natural causes. And there is also a meaningful possibility that either 
external events or other aspects of government policy – protectionist policies leading to a global trade 
war, perhaps – could push us back into recession. So cause of death for the expansion will be very 
important to know, should it occur.

If, on the other hand, the “monetary policy doesn’t matter” explanation holds true, then the economy 
has every reason to power through the Federal Reserve’s gradual rate rises without too much trouble. 
We probably will begin to read analyses of the financial crisis and the years after which suggest that 
while some of the emergency measures helped to get the banking system functioning again in the 
immediate aftermath of the crisis, quantitative easing and ultra-low interest rates did not do that much 
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for the economy in the end. This will likely bleed into pieces pointing out that if monetary stimulus 
isn’t all that effective in boosting the real economy, it should be used sparingly because its impacts on 
the financial economy are very significant and generally negative for financial stability, given how it 
encourages leverage, speculation, and asset bubbles.2 

If the economy remains reasonably strong, we should expect the Fed Funds rate to rise at least to 
the level of the “Dot Plot” of around 3%, and quite likely higher. This will, of course, push up bond 
yields. Higher bond yields will provide some competition for stocks in portfolios and the higher cost 
of debt will discourage corporations from taking on ever-increasing amounts of debt in order to buy 
back stock. P/Es may, at long last, come back down to levels consistent with their longer history of 
somewhere in the middle to upper teens. Investment portfolios will take a hit, but we will at least be 
back to a level of valuations where investors can expect to earn the kinds of returns they need in the 
long run. It will be Purgatory, and while Purgatory is painful, it is finite.

What if Trump succeeds?
This all assumes that the administration’s attempt to push the economy up to 3.5-4% growth fails, and 
that raises a couple of questions. First, why do we think the US economy is very unlikely to achieve 
sustained growth anything like 3.5-4%? And second, what happens if they actually succeed despite 
our misgivings?

As to the first question, Janet Yellen pointed out politely in her December press conference that today 
seems like an odd time for a large fiscal stimulus. The unemployment rate is only 4.6%. While labor 
participation rates have fallen, the Economic Policy Institute estimates there are only about two 
million people who could be coaxed back into the workforce by a strong economy, and even a very 
optimistic reading of the data would put that number at around five million.3 A couple of million 
additional workers over a few years is nothing to sneeze at, but it should be remembered that such 
marginal workers would be unlikely to be particularly productive. In general, it is the least trained, 
productive, and employable who were the ones to drop out of the workforce, and they are likely to be 
employed in relatively low wage and output jobs if they are coaxed back in. And even if we can get 
those additional millions into the workforce, it would be a one-off benefit to GDP. It would be positive 
for society and probably consumers’ mood about the economy, and we can certainly hope it happens, 
but it would not be the key to sustained high growth. Sustained high growth in the context of a slowly 
growing population requires fast productivity growth, which the US economy has been particularly 
bad at delivering of late. Exhibit 2 shows 10-year trailing productivity growth in the US.

2 �t tŚe ǀery leaƐt͕ yŽu͛Ě eǆƉeĐt tŽ reaĚ ƐuĐŚ ƉŝeĐeƐ ĨrŽŵ uƐ͘
3 dŚe ŽĸĐŝal h^ laďŽr ƉarƟĐŝƉaƟŽŶ rate ŝƐ ĨŽr tŚe ƉŽƉulaƟŽŶ aŐeĚ 16 aŶĚ ŚŝŐŚer͘  GŝǀeŶ tŚe ŐrŽǁŝŶŐ ƐeŐŵeŶt ŽĨ tŚe 
ƉŽƉulaƟŽŶ Žǀer 6ϱ͕ ŝt ǁŽulĚ ďe ǀery ŽĚĚ ŝĨ tŚŝƐ reŵaŝŶeĚ Ɛtaďle͘ daŬŝŶŐ tŚe Ɖrŝŵe ǁŽrŬŝŶŐ aŐe ĐŽŚŽrt ŽĨ 2ϱͲϱ4͕ tŚe 
ĐurreŶt ƉarƟĐŝƉaƟŽŶ rate ŝƐ ϴ1͘4й͕ ǀerƐuƐ ŝtƐ 2ϱͲyear aǀeraŐe ŽĨ ϴ2͘ϴй aŶĚ aŶ allͲƟŵe ŚŝŐŚ ŽĨ ϴ4͘6й͘ MŽǀŝŶŐ tŚat rate 
ďaĐŬ uƉ tŽ tŚe 2ϱͲyear aǀeraŐe ǁŽulĚ eŶtaŝl a tŽtal ŽĨ aďŽut 2 ŵŝllŝŽŶ aĚĚŝƟŽŶal ǁŽrŬerƐ aŶĚ reĐaƉturŝŶŐ tŚe allͲƟŵe 
ŚŝŐŚ ǁŽulĚ reƋuŝre ϱ ŵŝllŝŽŶ͘
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Exhibit 2: 10-Year Trailing Productivity Growth

^ŽurĐe: �ureau ŽĨ LaďŽr ^taƟƐƟĐƐ 

The current trend looks to be something south of 1.5%, and population growth is set to add 
somewhere between 0.2-0.5% to the workforce over the coming decade, absent a change in labor 
participation rates or a burst of immigration.4 While it is tempting to believe we can return to the 3% 
productivity growth that we saw for the decade ending in 2005, the reality is that is probably a pipe 
dream. The overwhelming driver of the spike in productivity in that decade was the extraordinary 
growth in production of IT equipment, which grew at 10% real per year for the decade ending in 
2005, despite a declining number of people employed. Annualized productivity per worker in the 
industry was therefore a stunning 13%. Since then, technology hardware output has grown at a much 
more pedestrian 1.7% and output per worker a good, but less special, 4%. The subsequent breakdown 
of a number of the engineering “laws” governing the speed of progress in computing makes it seem 
extremely unlikely we will see a reacceleration of productivity growth in IT hardware production to 
anything like the earlier level.5 Deceleration looks more likely. Even the most plausible productivity 
breakthrough for the next 5-10 years, autonomous vehicles, seems much more likely to be a job killer 
than job creator.6 

So, a massive reacceleration of productivity seems unlikely. And it’s possible that looking at the trailing 
10-year number understates how slow productivity growth has gotten, as productivity over the last 
3 and 5 years has averaged 0.7% and over the last 12 months a nice round 0%. Attempting to grow a 
1.5-2% economy at 4% is a recipe for inflation, and this is where the Trump effect will help us answer 
4 �ŶĚ aŵŽŶŐ tŚe tŚŝŶŐƐ tŚat Ɛeeŵ Ƌuŝte uŶlŝŬely uŶĚer tŚe Ŷeǁ aĚŵŝŶŝƐtraƟŽŶ͕ ƐŝŐŶŝĮĐaŶtly ŝŶĐreaƐeĚ ŝŵŵŝŐraƟŽŶ ŚaƐ 
ŐŽt tŽ ďe Ɖretty ĐlŽƐe tŽ tŽƉ ŽĨ tŚe lŝƐt͘
ϱ ^ƉeĐŝĮĐally͕  �eŶŶarĚ ƐĐalŝŶŐ͕ ǁŚŝĐŚ ƐtateƐ tŚat aƐ traŶƐŝƐtŽrƐ Őet Ɛŵaller tŚeŝr ƉŽǁer ĚeŶƐŝty ƐtayƐ ĐŽŶƐtaŶt͕ ďrŽŬe  
ĚŽǁŶ ŝŶ aďŽut 2006͘ ,aĚ ŝt ĐŽŶƟŶueĚ at ŝtƐ ƉrŝŽr ƉaĐe͕ tŚe ĐlŽĐŬ ƐƉeeĚ ŽĨ a tyƉŝĐal ĐŽŵƉuter ƉrŽĐeƐƐŽr ǁŽulĚ ďe 
aďŽut ϳ0 ƟŵeƐ ǁŚat ŝt ĐurreŶtly ŝƐ͘ MŽre reĐeŶtly͕  tŚe ŵŽre ĨaŵŽuƐ MŽŽre Ɛ͛ Laǁ ;ŝ͘e͕͘ tŚat tŚe Ŷuŵďer ŽĨ traŶƐŝƐtŽrƐ 
ŝŶ a ĚeŶƐe ŝŶteŐrateĚ ĐŝrĐuŝt ĚŽuďleƐ aƉƉrŽǆŝŵately eǀery tǁŽ yearƐͿ͕ ŚaƐ ďeŐuŶ tŽ ďreaŬ ĚŽǁŶ͕ ǁŝtŚ ŝŵƉrŽǀeŵeŶtƐ ŝŶ 
traŶƐŝƐtŽr ĚeŶƐŝty ĨallŝŶŐ ǁell Žī tŚe ŽlĚ treŶĚ͘ dŚe ŽlĚ rate ŽĨ ĚeĐreaƐe ŝŶ Ěata ƐtŽraŐe ĐŽƐtƐ ;ƐŽŵeƟŵeƐ reĨerreĚ tŽ aƐ 
<ryĚer Ɛ͛ LaǁͿ ŚaƐ alƐŽ reĐeŶtly ĨalleŶ Ĩar Žī tŚe ƉreǀŝŽuƐ treŶĚ͘
6 /t Ɛ͛ ŚarĚ ŶŽt tŽ ďe eǆĐŝteĚ ďy tŚe ƉrŽƐƉeĐt ŽĨ all ŽĨ tŚe lŝǀeƐ ƐaǀeĚ ďy ŐeƫŶŐ ĚŝƐtraĐƟďle ŚuŵaŶƐ Žut ŽĨ tŚe ďuƐŝŶeƐƐ ŽĨ 
ĚrŝǀŝŶŐ͕ ŶŽt tŽ ŵeŶƟŽŶ tŚe reĚuĐƟŽŶ ŝŶ traĸĐ ũaŵƐ ĐŽŵŝŶŐ ĨrŽŵ tŚe ŵŽre ĐŽŶƐŝƐteŶt ƐƉaĐŝŶŐ aŶĚ ƐƉeeĚ ŽĨ autŽŶŽŵŽuƐ 
ǀeŚŝĐleƐ͕ Žr tŚe lŝǀeƐ tŚat ǁŝll ďe traŶƐĨŽrŵeĚ ďy tŚe reĚuĐeĚ eǆƉeŶƐe aŶĚ ŚaƐƐle ŽĨ ŐeƫŶŐ ĨrŽŵ ƉlaĐe tŽ ƉlaĐe͘ �ut 
tŚere are ϯ͘ϱ ŵŝllŝŽŶ ƉrŽĨeƐƐŝŽŶal truĐŬ ĚrŝǀerƐ ŝŶ tŚe h^ alŽŶŐ ǁŝtŚ ƉerŚaƉƐ ŚalĨ a ŵŝllŝŽŶ Žr ƐŽ taǆŝ ĚrŝǀerƐ͕ ĐŚauīeurƐ͕ 
aŶĚ rŝĚeͲƐŚarŝŶŐ ĚrŝǀerƐ͘ dŚat Ɛ͛ a lŽt ŽĨ ŐeŶerally lŽǁerͲƐŬŝlleĚ ƉeŽƉle ǁŚŽ ǁŝll ŶeeĚ tŽ ĮŶĚ ŽtŚer ǁŽrŬ͘
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questions much more quickly than we would with a president enacting more conventional policies.7 
Any acceleration of inflation will require far faster interest rate increases than is generally being priced 
in and we will likely learn relatively quickly whether the economy can withstand those increases. 

But if we assume for a minute that somehow the economy really does grow at 3.5-4%, this probably will 
not be the panacea for equity investors that some are assuming. First, it seems more or less impossible 
that the right interest rate level for an economy growing at 4% would be 0% real. So Hell, in that case, 
would seem to be off the table, and with it a big part of the justification for higher P/Es for the stock 
market. And while the faster growth would seem at first blush to be a big plus for equities – after all, 
it would mean that corporate revenues will grow significantly faster than they have been – our best 
guess is actually that faster growth might well be associated with a stock market trading at significantly 
lower valuations than today. The 1960s and 1996-2005 periods may have been the halcyon days of 
productivity in the US, but it is the current period that has been best for profitability, as we can see in 
Exhibit 3.

Exhibit 3: 10-Year Average Profits/GDP and 10-Year Productivity Growth

^ŽurĐe: &eĚeral ZeƐerǀe͖ �ureau ŽĨ �ĐŽŶŽŵŝĐ �ŶalyƐŝƐ͖ �ureau ŽĨ LaďŽr ^taƟƐƟĐƐ 

In both the 1960s and the 1996-2005 periods, profits were about 6.5% of GDP, against an average of 
8.5% in the most recent decade. The slowdown in productivity growth certainly didn’t seem to hurt 
corporate profitability much, so it seems odd to assume that a hypothetical increase in productivity 
will push it up still higher. In fact, for an economy in which consumption is around 70% of output, 
one can make the argument that a necessary condition of sustained strong economic growth would be 
the share of income going to labor going up from here. This would almost certainly require corporate 
profits to fall as a percent of GDP. And if profit margins fall materially, even a moderate acceleration 
of revenue growth would lead to falling, not rising, overall profits.

ϳ /t ŝƐ ǁŽrtŚ ŶŽƟŶŐ tŚat Ɖart ŽĨ druŵƉ Ɛ͛ ƉrŽƉŽƐeĚ ĮƐĐal ƐƟŵuluƐ ʹ ŝŶĨraƐtruĐture ƐƉeŶĚŝŶŐ ʹ ŝƐ tŚe Ɛaŵe ŵeĚŝĐŝŶe tŚat 
Larry ^uŵŵerƐ ƐuŐŐeƐtƐ ǁŽulĚ ďe ŵŽƐt ŚelƉĨul ŝŶ eŶĚŝŶŐ ƐeĐular ƐtaŐŶaƟŽŶ͘  /Ŷ ^uŵŵerƐ͛ reaĚŝŶŐ ŽĨ tŚe eĐŽŶŽŵy͕  
Žur ƉrŽďleŵ ŝƐ tŽŽ ŵuĐŚ ƐaǀŝŶŐƐ aŶĚ tŽŽ lŝttle ŝŶǀeƐtŵeŶt͘ GŽǀerŶŵeŶt ďŽrrŽǁŝŶŐ tŽ ƐƉeŶĚ ĚŝreĐtly ŽŶ ŝŶĨraƐtruĐture 
tŚereĨŽre ŐŝǀeƐ a tǁŽĨer ŽĨ lŽǁer aŐŐreŐate ƐaǀŝŶŐƐ aŶĚ ŚŝŐŚer ŝŶǀeƐtŵeŶt͘ dŚe ŽtŚer Ɖart ŽĨ druŵƉ Ɛ͛ ƉrŽƉŽƐeĚ ƐƟŵuluƐ͕ 
ŚŽǁeǀer͕  ŝƐ taǆ ĐutƐ͕ aŶĚ tŚŝƐ ǁŽulĚ ŶŽt ďe ƉarƟĐularly ŚelƉĨul ŝĨ ^uŵŵerƐ ŝƐ rŝŐŚt͘ ^Žŵe ƉŽrƟŽŶ ŽĨ tŚe taǆ ĐutƐ ǁŽulĚ 
ďe ƐaǀeĚ ;ƉarƟĐularly ŝĨ tŚe rŝĐŚ Őet a ďŝŐ ĐŚuŶŬ ŽĨ tŚe ƐaǀŝŶŐƐͿ͕ reĚuĐŝŶŐ tŚe eīeĐt ŽŶ tŚat ƐŝĚe͕ aŶĚ tŚe reƐt ǁŽulĚ ďe 
ŐeŶerally ĐŽŶƐuŵeĚ͘ tŚŝle tŚŝƐ ĐŽŶƐuŵƉƟŽŶ ǁŽulĚ ĐauƐe ƐŽŵe ŬŶŽĐŬͲŽŶ ŝŶǀeƐtŵeŶt aƐ ĐaƉaĐŝty uƟlŝǌaƟŽŶ rŝƐeƐ͕ ŝt 
ƐeeŵƐ uŶlŝŬely tŚat tŚŝƐ ǁŽulĚ ďe a ƉarƟĐularly larŐe ĨraĐƟŽŶ ŽĨ tŚe tŽtal͘
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But what about the cut in corporate tax rates?  Surely that will be a positive for the stock market?  It is 
possible that it will be, but it is neither theoretically clear that it should be nor empirically obvious that 
tax rate changes have been particularly important to profitability. Exhibit 4 shows after-tax corporate 
profits versus corporate tax rates since 1947.

Exhibit 4: Tax Rates and After-Tax Profits

^ŽurĐe: �ureau ŽĨ �ĐŽŶŽŵŝĐ �ŶalyƐŝƐ͖ :͘W͘  MŽrŐaŶ

It’s hard to see a lot of correlation here. While tax rates are currently at about their lowest levels and 
corporate profits just off of their highest, tax rates did their falling in the 1980s and the profit spike was 
a good 20 years later. Given that lag, it strains credibility to argue that the tax rate fall was an important 
driver of the rising profitability. What you would want to see is a relationship such that when tax rates 
fall over a period, profits rise. This does not seem to have been the case, as the correlation between 
tax rate change and profit change as a percent of GDP is positive over 3-, 5-, 7-, and 10-year periods. 
This means that tax rate falls have generally been associated with falling, not rising, profits.8 Your 
microeconomics professor probably would have taught you that corporate taxes should be a pass-
through, just as sales taxes are. Because corporations are interested in their after-tax return on capital, 
a change in corporate tax rates should generally affect output prices, not profits.9 That would make a 
fall in corporate tax rates at best a one-off windfall and possibly a wash. 

It is easy to imagine that a burst of economic growth might create a stock market bubble, as occurred in 
the late 1990s. But in terms of what the stock market is actually worth, if faster growth leads to interest 
rates returning to historically normal levels, the safe bet is that equity valuations will eventually find 
their way back down to historically normal levels as well.

ϴ tŚŝle tŚŝƐ ĐŽrrelaƟŽŶ eǆŝƐtƐ͕ / ĚŽŶ͛t ďelŝeǀe ŝt ŝƐ ŵeaŶŝŶŐĨul͘ dŚere Śaǀe ďeeŶ ǀery Ĩeǁ ͞eǀeŶtƐ͟ ŝŶ ǁŚŝĐŚ taǆ rateƐ 
ĐŚaŶŐeĚ ŵeaŶŝŶŐĨully͕  ƐŽ tŚere ŚaƐŶ͛t ďeeŶ a lŽt ĨŽr tŚe ĐŽrrelaƟŽŶ tŽ ƐŝŶŬ ŝtƐ teetŚ ŝŶtŽ͘ ^uĸĐe ŝt tŽ Ɛay͕  tŚere ŝƐŶ͛t a lŽt 
ŽĨ ŚŝƐtŽrŝĐal eǀŝĚeŶĐe tŚat ĨallŝŶŐ taǆ rateƐ ŝŶĐreaƐeĚ aŌerͲtaǆ ƉrŽĮtƐ͘
9 dŚŝƐ ƐŚŽulĚ ďe true ŝŶ a ĐŽŵƉeƟƟǀe ŵarŬet͘ MŽŶŽƉŽlŝeƐ ŵay ǁŽrŬ ĚŝīereŶtly͕  altŚŽuŐŚ eǀeŶ tŚere ŽŶe ǁŽulĚ ŶŽt 
eǆƉeĐt tŚe ŵŽŶŽƉŽlŝƐt tŽ ĐaƉture all ŽĨ tŚe taǆ ĚeĐreaƐe͘ �ǆƉeĐt ŵŽre ŽŶ tŚat tŽƉŝĐ ŝŶ aŶ uƉĐŽŵŝŶŐ Ƌuarterly͘ 
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�ŝƐĐlaŝŵer:  dŚe ǀŝeǁƐ eǆƉreƐƐeĚ are tŚe ǀŝeǁƐ ŽĨ �eŶ /ŶŬer tŚrŽuŐŚ tŚe ƉerŝŽĚ eŶĚŝŶŐ :aŶuary 201ϳ͕ aŶĚ are ƐuďũeĐt tŽ ĐŚaŶŐe at aŶy 
Ɵŵe ďaƐeĚ ŽŶ ŵarŬet aŶĚ ŽtŚer ĐŽŶĚŝƟŽŶƐ͘  dŚŝƐ ŝƐ ŶŽt aŶ Žīer Žr ƐŽlŝĐŝtaƟŽŶ ĨŽr tŚe ƉurĐŚaƐe Žr Ɛale ŽĨ aŶy ƐeĐurŝty aŶĚ ƐŚŽulĚ ŶŽt ďe 
ĐŽŶƐtrueĚ aƐ ƐuĐŚ͘  ZeĨereŶĐeƐ tŽ ƐƉeĐŝĮĐ ƐeĐurŝƟeƐ aŶĚ ŝƐƐuerƐ are ĨŽr ŝlluƐtraƟǀe ƉurƉŽƐeƐ ŽŶly aŶĚ are ŶŽt ŝŶteŶĚeĚ tŽ ďe͕ aŶĚ ƐŚŽulĚ 
ŶŽt ďe ŝŶterƉreteĚ aƐ͕ reĐŽŵŵeŶĚaƟŽŶƐ tŽ ƉurĐŚaƐe Žr Ɛell ƐuĐŚ ƐeĐurŝƟeƐ͘

�ŽƉyrŝŐŚt Ξ 201ϳ ďy GMO LL�͘ �ll rŝŐŚtƐ reƐerǀeĚ͘

Ben Inker. Mr͘  /ŶŬer ŝƐ ŚeaĚ ŽĨ GMO Ɛ͛ �ƐƐet �llŽĐaƟŽŶ teaŵ aŶĚ ŵeŵďer ŽĨ tŚe GMO �ŽarĚ ŽĨ �ŝreĐtŽrƐ͘ ,e ũŽŝŶeĚ GMO ŝŶ 1ϵϵ2 
ĨŽllŽǁŝŶŐ tŚe ĐŽŵƉleƟŽŶ ŽĨ ŚŝƐ �͘�͘ ŝŶ �ĐŽŶŽŵŝĐƐ ĨrŽŵ zale hŶŝǀerƐŝty͘  /Ŷ ŚŝƐ yearƐ at GMO͕ Mr͘  /ŶŬer ŚaƐ ƐerǀeĚ aƐ aŶ aŶalyƐt ĨŽr tŚe 
QuaŶƟtaƟǀe �Ƌuŝty aŶĚ �ƐƐet �llŽĐaƟŽŶ teaŵƐ͕ aƐ a ƉŽrƞŽlŝŽ ŵaŶaŐer ŽĨ Ɛeǀeral eƋuŝty aŶĚ aƐƐet allŽĐaƟŽŶ ƉŽrƞŽlŝŽƐ͕ aƐ ĐŽͲŚeaĚ ŽĨ 
/ŶterŶaƟŽŶal QuaŶƟtaƟǀe �ƋuŝƟeƐ͕ aŶĚ aƐ �/O ŽĨ QuaŶƟtaƟǀe �eǀelŽƉeĚ �ƋuŝƟeƐ͘  ,e ŝƐ a �&� ĐŚarterŚŽlĚer͘  

Conclusion
And this brings us back to the odd paradox about Purgatory and Hell. If Trump’s policies work or if 
they otherwise demonstrate that we are not stuck in secular stagnation, it’s bad for stocks and bonds 
and good for the economy. If we wind up back in recession, it’s good for bonds and not necessarily 
terrible for stocks because valuations can stay high, buoyed by low cash and bond rates. 

It is hard to be particularly hopeful about the prospects of the incoming administration’s economic 
policies. Certainly, if they are predicated on an actual belief that the US economy can sustainably grow 
at 4%, they are more likely to lead to accelerating inflation than anything else. But there is a meaningful 
plus side to what Trump is doing. Whether he succeeds or fails, we are likely to learn some useful things 
about the economy and therefore where valuations will wind up in the coming years. While neither 
Hell nor Purgatory are particularly happy outcomes for investors, either one is arguably better than our 
current stay in Limbo, where it is difficult to even prepare for whichever future awaits us.

We are still putting the higher probability on the Purgatory outcome, which implies that rising rates 
will not kill the economy. But our collective confidence in that outcome is not close to high enough 
that it makes sense for that to be the only scenario we should be preparing our portfolios for. For 
now, we are still in Limbo and are focusing on making the best we can out of an uncertain investment 
landscape, building a portfolio that can survive either scenario. This means focusing first and foremost 
on those areas where we believe either leads to decent outcomes. Emerging market value stocks are 
first on that list, followed by alternatives such as merger arbitrage. After those come EAFE value stocks 
and US high quality stocks. At current yields, TIPS are a reasonable holding in multi-asset portfolios 
whether we are in Purgatory or Hell, although they do look a good deal better in Hell. Credit, while 
less exciting than it was a year ago by a good margin, fills out the list of assets that seem worth holding 
in either scenario. Other assets, such as broad US equities or developed market government bonds, 
seem hard to love in either of the plausible scenarios, and are consequently hard for us to want to hold.
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The Road to Trumpsville1:  
The Long, Long Mistreatment of the American 
Working Class 
Jeremy Grantham 

An extraordinary, large exit poll run by Reuters/Ipsos in which 45,000 people participated 
took place in the early evening on election day in the US. To say this was a detailed poll is an 
understatement. The spreadsheet for each question in small print runs the length of a generous 
dining room table, 11 feet! It will tell you how the American Hindu sample of 172 voted. The poll’s 
early results of 9,0002 inputs also revealed on the night before the election, when the bookies’ odds3 
against Trump were 5 to 1, that the odds were wrong. The critical statement polled, in my opinion, 
was this: “America needs a strong leader to take the country back from the rich and powerful.”  

From my perspective, the pushback against the rich and powerful for several decades has been 
very unexpectedly wimpy. “Occupy Wall Street” aside, the average voter had sat still for a series of 
major tax cuts for the higher tax brackets and on capital – capital gains and dividends. The lower-
income workers had paid the cost of outsourcing and labor-saving technology but had received no 
material help, while corporations and corporate officers and owners were the beneficiaries. In fact, 
money spent on worker training and education declined relative to foreign competitors. This shows 
up clearly in declining educational standards where today the US global rank is, to be friendly, 
mediocre. Most scarily in this regard, the average Chinese 20-year-old now ranks 2 full years ahead 
of his American counterpart in math proficiency!  So, all in all, we can say that global forces pushed wages 
down and politics pushed them deliberately lower. The combined result is shown in Exhibit 1: The share 
of GDP going to labor hit historical lows as recently as 2014 and the share going to corporate profits 
hit a simultaneous high. Similarly, Exhibit 2 shows that the share of all income going to the top 0.1% 
rose well beyond any previous record and approached 100% of all the recovery in total income since 
the lows of 2009! 

1 LŽĐateĚ ďetǁeeŶ WŽtterƐǀŝlle aŶĚ �eĚĨŽrĚ &allƐ͕ Ez͘
2 tŝtŚ ϵ͕000 ŝŶƉutƐ͕ tŚe aĐĐuraĐy ŝƐ alreaĚy ŚŝŐŚ at aďŽut нͬͲ1й͘
3 LuĐŝŶĚa ^ŚeŶ͕ ͞,ere Ɛ͛ ,Žǁ MuĐŚ zŽu �ŽulĚ ,aǀe tŽŶ �eƫŶŐ ŽŶ druŵƉ Ɛ͛ WreƐŝĚeŶĐy͕͟ &ŽrtuŶe͕ EŽǀeŵďer 10͕ 2016͘
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Exhibit 1: Capital vs. Labor

ΎE/W� �ŽrƉŽrate WrŽĮtƐ �ŌerͲdaǆ ǁŝtŚ /s� aŶĚ �� aĚũuƐtŵeŶtƐ ĨŽr ĚŽŵeƐƟĐ ĐŽrƉŽraƟŽŶƐ͖  
ΎΎE/W� EŽŶĮŶaŶĐŝal �ŽrƉŽrate �uƐŝŶeƐƐ �ŽŵƉeŶƐaƟŽŶ ŽĨ �ŵƉlŽyeeƐ ;taŐeƐ aŶĚ ^alarŝeƐͿ 
�Ɛ ŽĨ ϴͬϯ1ͬ16 
^ŽurĐe: ���͕ &Z�� ;^t͘ LŽuŝƐ &eĚeral ZeƐerǀeͿ

Exhibit 2: Share of Income of the Top 0.1%

^ŽurĐe: �ŵŵaŶuel  ^aeǌ aŶĚ dŚŽŵaƐ WŝŬetty

The “rich and powerful” not only increased their share of income and capital at an unprecedented 
rate in recent decades, but they also increased their grip on politics through a rising tide of political 
spending, including lobbying and the new Super PACs, courtesy of the Supreme Court’s ruling in 
Citizens United. Even before this ruling, Princeton University Professors Gilens and Page had 
reported4 on the complete lack of influence that voter opinion had on the probabilities of any bill 
passing through Congress. If favored by the public the average 31% chance of passing rose to a dizzying 

4 MarƟŶ GŝleŶƐ aŶĚ �eŶũaŵŝŶ /͘ WaŐe͕ ͞deƐƟŶŐ dŚeŽrŝeƐ ŽĨ �ŵerŝĐaŶ WŽlŝƟĐƐ: �lŝteƐ͕ /ŶtereƐt GrŽuƉƐ͕ aŶĚ �ǀeraŐe 
�ŝƟǌeŶƐ͕͟  WerƐƉeĐƟǀeƐ ŽŶ WŽlŝƟĐƐ͕ ^eƉteŵďer 2014͕ sŽl͘ 12ͬEŽ͘ ϯ͕ WrŝŶĐetŽŶ hŶŝǀerƐŝty͘

0Proprietary information – not for distribution.  Copyright © 2016 by GMO LLC.  All rights reserved. 

Exhibit 1: Capital vs. Labor

Where�is�Karl�Marx�when�you�need�him?

*NIPA Corporate Profits AfterͲTax with IVA and CC adjustments for domestic corporations; 
**NIPA Nonfinancial Corporate Business Compensation of Employees (Wages and Salaries)
As of 8/31/16
Source: BEA, FRED (St. Louis Federal Reserve)
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1Proprietary information – not for distribution.  Copyright © 2016 by GMO LLC.  All rights reserved. 
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Source: Emmanuel  Saez and Thomas Piketty
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32%. If not favored, it fell to 30%, justifying the nickname given to the influence of the average citizen: 
“Gilens’ Flatline.” When favored by the richest 10%, bills passed at a 65% rate – there is inertia after 
all. But when opposed by the wealthier and supported by inertia, the passing rate was essentially nil. 
Those hoping that there is any life at all left in representative democracy have to hope that some critics 
of this work are right when they claim that the data is complicated to sort out and the conclusions 
may be overstated. Anecdotal evidence on such issues as the minimum wage and gun laws, though, 
suggests that majority opinion is, shall we say, easily offset. Scarily, Gilens’ work does not include the 
post Citizens United data on political spending that is shown in Exhibit 3. I could not resist throwing 
in political contributions from unions, which are often cited by right-wingers as somehow balancing 
the books. And once upon a time they did. But, as unions have been severely weakened by the same 
combination of global forces and politics previously described, political contributions from unions 
have become a rounding error, offsettable by a mere handful or less of billionaires. 

Exhibit 3: Kutside ^pending in Political �ampaigns

^ŽurĐe: �eŶter ĨŽr ZeƐƉŽŶƐŝǀe WŽlŝƟĐƐ

The Citizens United ruling reminds me of what a good ally of the “rich and powerful” and corporatism 
the Supreme Court’s majority has recently been, particularly in its strange assumption that corporations 
are human and deserve the same constitutional protections as we humans. It turns out, though, that 
humans are quite often cooperative and altruistic for no apparent self-advantage. Corporations, tied 
as they are these days to the single-minded goal of profit maximizing, seem to be close to saying that 
altruism, or the common good, when it compromises profitability, is a dereliction of their duty. In a 
human this would be considered pathological. (I wonder what the Founding Fathers would really have 
thought of this odd idea of corporate humanity. Or the equally odd idea that unlimited spending by 
corporations on elections is the moral equivalent of free speech.)

It is data like this that has led me over the last 10 years to believe that this country does indeed need 
to be saved from “the rich and powerful”; to believe that corporate interests were coming to dominate 
the public good; to believe that when in conflict corporations would, perhaps under the usual career 
risk pressure we all know so well, choose short-term profit maximizing over the well-being of workers. 
Nowhere was this better demonstrated than in their dispensing with the jewel in the crown of the old 

2Proprietary information – not for distribution.  Copyright © 2016 by GMO LLC.  All rights reserved. 

Exhibit 3: Outside Spending in Political Campaigns

�iƚiǌens�hniƚed�seems�ƚo�haǀe�ĐhanŐed�ƚhe�landsĐaƉe�oĨ�Đonƚriďuƚions

Source: Center for Responsive Politics

Super PACs

Unions 501(c)(5)

Other

dŽƚĂů͗ Ψϯϯϴ͕ϰϬϬ͕ϬϬϬ ;h^�Ϳ dŽƚĂů͗ Ψϭ͕ϳϯϳ͕ϰϱϯ͕ϰϬϮ ;h^�Ϳ

ϲϱй

dŽƚĂů KƵƚƐŝĚĞ ^ƉĞŶĚŝŶŐ ;ϮϬϭϲͿdŽƚĂů KƵƚƐŝĚĞ ^ƉĞŶĚŝŶŐ ;ϮϬϬϴͿ



12 GMO Quarterly Letter: 4Q 2016

social contract, the defined benefit plan. This was done on the stated grounds of unaffordability even 
as corporate profits hit unprecedented high levels of GDP. Pensions that guaranteed a share of final 
salary were always going to be expensive and in hindsight we should perhaps consider it remarkable 
that it was ever voluntarily done at all…a testimonial to the old days when labor, cities, and countries 
of origin were also considered to be stakeholders of corporations. Worse yet, when deciding between 
their grandchildren’s well-being in a climate-controlled world or maximizing profits in a climate-
damaging world, so far at least, they have collectively chosen short-term profits. In fact, the erosion 
of democracy began in earnest in the mid 70s when Senator Lawton Chiles (D. Florida) began his 
successful crusade to shine light in the dark places of government. His “Government in the Sunshine” 
legislation opened the door to vastly more effective lobbying by those with the means to pay, because 
the spotlight his legislation cast on government work, such as Committee mark-ups of Congressional 
bills, enabled lobbyists to pay fully only for loyalty they could actually observe.

The data on rising inequality also led me to check what others had thought and written on this 
issue and made me realize that a self-destructive streak in capitalism had been well-noted in the 
past. A particular surprise to me was Schumpeter – he of “creative destruction fame” – who believed 
capitalism in its current form would eventually fail through overreaching, using its increasing power 
to dispense with regulations designed to protect the public good (that has a painful echo today doesn’t 
it?) until pushback FDR style (or Teddy Roosevelt style) results in a more controlled mix, which 
Schumpeter called socialism. There was also a suggestion in his work and that of Keynes that excessive 
corporate power would weaken the demand from ordinary workers and hence weaken the economy. 
This last point is also emphasized more recently by Mancur Olson, who argued that “Parochial cartels 
and lobbies tend to accumulate over time until they begin to sap a country’s vitality. A war or some 
other catastrophe sweeps away the choking undergrowth of pressure groups,” as The Economist rather 
eloquently summarized his thinking in his obituary of March 1998. 

To promote a pushback against excessive corporatism (and elements of oligarchy) one needs first of 
all to recognize the problem. Given the rather apathetic response from what used to be called “the 
workers” to the last 30 years of relative slide, there appears to have been no such recognition. But then 
on the eve of the election I realized that the point had finally been made. For an astonishing 75% of 
those first 9,000 polled agreed that, yes, we did indeed need to be saved from the rich and powerful. 
From now on, in my opinion, we live in a different world from the one we grew up in. A world in 
which a degree of economic struggle between the financial elite, perhaps 10% but more likely 1%, and 
all the rest is finally recognized. The wimpy phase is probably over. The question now is which path 
will this struggle take?  Will it be a broad societal effort through established political means to move 
things back to the 1950s to 1960s when a CEO’s pay was 40x his average employee’s pay and not today’s 
over 300x; when corporations never dreamt of leaving the US merely to save money; when investment 
banks set the standard (and a very high one) of ethical behavior?  Or do we try to do it through the 
other historically well-used method, and a much more dangerous one – that of resorting to a “strong 
leader?” Strong leaders work out just fine if we end up with a Marcus Aurelius, the mostly benevolent 
and wisest of Roman Emperors. But when things go wrong, as they often do, we could more easily end 
up with Caligula. 
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As I read the poll on election night, “recapturing the country from the rich and powerful” seemed a 
long overdue cry from the broad public. The kick in the stomach, however, was the “strong leader” bit. 
On feeling that kick, a more dynamic betting man than I would have realized how wrong the 5 to 1 
odds against Trump were and would have made a big wager on him. He not only would have scored 
higher on the “strong leader” bit than his rival, but despite his personal wealth, the words “rich and 
powerful” were much more closely aligned with “establishment” for candidate Clinton, almost a “Ms. 
Establishment 2016” in the minds of supporters and opponents alike. 

I felt the pain from the “strong leader” bit because, like almost all in my age cohort, I am fanatically 
well-disposed to democracy. We were born, after all, at a time that overlapped the trio of nightmarish, 
strong leaders of the 1930s and 1940s, Hitler, Mussolini, and Stalin. But I believe this fanaticism has 
weakened in other age cohorts born less close to these three as they have receded steadily into history. 
A recent report5 captured this decline: Of those born, as I was, in the 1930s, fully 75% gave a 10 
out of 10 for extreme support for democracy. But each younger cohort felt less enthusiastic: 62%, 
57%, 50%, and 43% for each younger cohort by decade until by the time we get to those born in the 
1970s, the 40-year-olds, extreme support is down to 32%!  And this is not the worst of it. The same 
report listed those who were actually against democracy as a “bad” or “very bad” way to “run this 
country.”  Shockingly, in the period from 1995 to 2011, the percent of each age group agreeing to that 
proposition doubled. From 5.5% to 12% for those over 65 rising to a frightening 24%, up from 12.5% 
for the 16- to 24-year-olds. 

By this time some readers may be asking for a profile of the 74% of the final 45,000 who voted against 
the rich and powerful. Who are these people?  Well, they are us. All of us. I have never heard of a vote 
so uniform: whether Republican 72% or Democrat 77%; Male 74% or Female 75%; White 75% or 
Black 74%; Rich 70% or Poor 79%; Christian 74% or Muslim 72%; Graduates 68% or not 76%; they 
all agreed. They have all had it with the rich and powerful. And as for me, I don’t blame them. I think 
capitalism has lost its way. And has badly diluted the value of democracy along the way. We can only 
hope it is very temporary. 

Trump recognized this streak of strong opinion and played to it, clearly stating his intention to look 
after the forgotten workers. Clinton diffused her message as looking after almost everyone and, I 
suppose, that includes you workers – as it were. To move the dial in the right direction is very important: 
Measures of income equality are correlated positively with everything valuable in a cohesive society. 
Exhibit 4 shows nine of these clear correlations, for which the US shows poorly in all!  How far away 
this is from the widely-held belief that the US is best or nearly best at everything that matters. The 
way to improve this situation, though, is fortunately straightforward: Increase taxes on capital and on 
the very rich, perhaps slowly over a number of years, and increase the effort on worker training and 
education. These actions will by no means be a total cure for long-term job displacement but they 
would be a great and necessary improvement. 

5 ZŽďertŽ ^teĨaŶ &Ža aŶĚ zaƐĐŚa MŽuŶŬ͕ ͞dŚe �aŶŐer ŽĨ �eĐŽŶƐŽlŝĚaƟŽŶ: dŚe �eŵŽĐraƟĐ �ŝƐĐŽŶŶeĐt͕͟  Journal of 
�eŵŽĐraĐy͕ :uly 2016͘  ŚttƉ:ͬͬǁǁǁ͘ũŽurŶalŽĨĚeŵŽĐraĐy͘ŽrŐͬarƟĐleͬĚaŶŐerͲĚeĐŽŶƐŽlŝĚaƟŽŶͲĚeŵŽĐraƟĐͲĚŝƐĐŽŶŶeĐt
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Exhibit 4: Income Inequality and the Breakdown of Social Cohesion

^ŽurĐe: dŚe ^Ɖŝrŝt Leǀel ;200ϵͿ ʹ tŝlŬŝŶƐŽŶ aŶĚ WŝĐŬett͖ dŚe �Ƌualŝty druƐt

The real challenge in promoting less inequality is to increase the share of GDP going to labor. Almost 
certainly, for any given increase in their share of GDP there must be a decline in the share going 
to corporate profits. How does the program of the new strong leader stack up on this one?  He is 
surrounded by capitalists and billionaires who, to further advantage corporations and the super rich, 
are apparently prepared to wage war on the already sadly diminished regulations that defend ordinary 
people (and, yes, with no regulations corporations would make more money). The war would also 
include direct tax cuts for the rich and corporations, which would further increase the share of the pie 
going to corporations. This is a strategy that if successful in the long-run – despite its current market 
appeal – could not possibly be worse for the workers if he tried. Perhaps they, the workers, will feel 
betrayed as their share drops in order to further fatten corporations. Perhaps they will be bamboozled 
enough not to notice the betrayal. For bamboozlement of the working poor has become an art form 
in the last 30 years, with bamboozlement defined as an ability to persuade people to vote against their 
own economic interest for one reason or another. For example, 62% of voters do not like the sound of 
“death tax,” which in the form of estate tax is paid by only 1-2% of American families. An astonishing 
35% of those earning less than $10,000 a year do not approve of increasing taxes on the rich. Does it 

�ǆŚŝďŝt 4: /ŶĐŽŵe /ŶeƋualŝty aŶĚ tŚe �reaŬĚŽǁŶ ŽĨ ^ŽĐŝal �ŽŚeƐŝŽŶ
Zead�iƚ�and�weeƉ

^ŽurĐe: dŚe ^Ɖŝrŝt Leǀel͕ tŝlŬŝŶƐŽŶ aŶĚ WŝĐŬett
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�ŝƐĐlaŝŵer:  dŚe ǀŝeǁƐ eǆƉreƐƐeĚ are tŚe ǀŝeǁƐ ŽĨ :ereŵy GraŶtŚaŵ tŚrŽuŐŚ tŚe ƉerŝŽĚ eŶĚŝŶŐ :aŶuary 201ϳ͕ aŶĚ are ƐuďũeĐt tŽ ĐŚaŶŐe 
at aŶy Ɵŵe ďaƐeĚ ŽŶ ŵarŬet aŶĚ ŽtŚer ĐŽŶĚŝƟŽŶƐ͘  dŚŝƐ ŝƐ ŶŽt aŶ Žīer Žr ƐŽlŝĐŝtaƟŽŶ ĨŽr tŚe ƉurĐŚaƐe Žr Ɛale ŽĨ aŶy ƐeĐurŝty aŶĚ ƐŚŽulĚ 
ŶŽt ďe ĐŽŶƐtrueĚ aƐ ƐuĐŚ͘  ZeĨereŶĐeƐ tŽ ƐƉeĐŝĮĐ ƐeĐurŝƟeƐ aŶĚ ŝƐƐuerƐ are ĨŽr ŝlluƐtraƟǀe ƉurƉŽƐeƐ ŽŶly aŶĚ are ŶŽt ŝŶteŶĚeĚ tŽ ďe͕ aŶĚ 
ƐŚŽulĚ ŶŽt ďe ŝŶterƉreteĚ aƐ͕ reĐŽŵŵeŶĚaƟŽŶƐ tŽ ƉurĐŚaƐe Žr Ɛell ƐuĐŚ ƐeĐurŝƟeƐ͘

�ŽƉyrŝŐŚt Ξ 201ϳ ďy GMO LL�͘ �ll rŝŐŚtƐ reƐerǀeĚ͘

Jeremy Grantham. Mr͘  GraŶtŚaŵ ĐŽͲĨŽuŶĚeĚ GMO ŝŶ 1ϵϳϳ aŶĚ ŝƐ a ŵeŵďer ŽĨ GMO Ɛ͛ �ƐƐet �llŽĐaƟŽŶ teaŵ͕ ƐerǀŝŶŐ aƐ tŚe Įrŵ Ɛ͛ ĐŚŝeĨ 
ŝŶǀeƐtŵeŶt ƐtrateŐŝƐt͘ WrŝŽr tŽ GMO Ɛ͛ ĨŽuŶĚŝŶŐ͕ Mr͘  GraŶtŚaŵ ǁaƐ ĐŽͲĨŽuŶĚer ŽĨ �atteryŵarĐŚ &ŝŶaŶĐŝal MaŶaŐeŵeŶt ŝŶ 1ϵ6ϵ ǁŚere Śe 
reĐŽŵŵeŶĚeĚ ĐŽŵŵerĐŝal ŝŶĚeǆŝŶŐ ŝŶ 1ϵϳ1͕ ŽŶe ŽĨ Ɛeǀeral ĐlaŝŵƐ tŽ ďeŝŶŐ ĮrƐt͘ ,e ďeŐaŶ ŚŝƐ ŝŶǀeƐtŵeŶt Đareer aƐ aŶ eĐŽŶŽŵŝƐt ǁŝtŚ 
ZŽyal �utĐŚ ^Śell͘ ,e ŝƐ a ŵeŵďer ŽĨ tŚe GMO �ŽarĚ ŽĨ �ŝreĐtŽrƐ aŶĚ ŚaƐ alƐŽ ƐerǀeĚ ŽŶ tŚe ŝŶǀeƐtŵeŶt ďŽarĚƐ ŽĨ Ɛeǀeral ŶŽŶͲƉrŽĮt 
ŽrŐaŶŝǌaƟŽŶƐ͘ ,e earŶeĚ ŚŝƐ uŶĚerŐraĚuate ĚeŐree ĨrŽŵ tŚe hŶŝǀerƐŝty ŽĨ ^ŚeĸelĚ ;h͘<͘Ϳ aŶĚ aŶ M�� ĨrŽŵ ,arǀarĚ �uƐŝŶeƐƐ ^ĐŚŽŽl͘

get any richer than that?  It has been called the Homer Simpson effect,6 whereby the poor voter reacts 
negatively to the idea of tax, which like death has little appeal, but does not get the point that a tax 
decrease for the rich has unpleasant implications for them. But, the gods willing, you probably can’t 
bamboozle enough of the people enough of the time. And the Reuters/Ipsos poll clearly shows that 
the worms have turned. The lack of class war or economic war in the US has always been a fiction, but 
it has been mostly hidden, and deliberately so, by the side so completely winning the undeclared war. 
Perhaps the 74% vote was indeed a public declaration that the war is now official. 

Post Script
The Republican Administration seems to feel that it received a broad mandate and perhaps it did. 
But my guess is that this poll provides the real mandate that waits to be addressed. And it is a narrow, 
focused one: Save me, oh leaders, from the rich and powerful!  It looks so far as if this point has been 
largely missed. If it has been, there will likely be powerful and sustained pushback from the poor and 
not yet quite powerless. 

6 Larry M͘ �artelƐ͕ ͞,Žŵer GetƐ a daǆ �ut: /ŶeƋualŝty aŶĚ WuďlŝĐ WŽlŝĐy ŝŶ tŚe �ŵerŝĐaŶ MŝŶĚ͕͟  WerƐƉeĐƟǀeƐ ŽŶ WŽlŝƟĐƐ, 
MarĐŚ 200ϱ͕ sŽl͘ ϯͬEŽ͘ 1͘


