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Review of the World Economies, Preferred Hotel Group, 

Pebble Beach, California11/02/14 

 Many thanks to all of you for having me back. I do 

approach this assignment with mixed feelings. I am glad to 

be before an audience that is inquisitive and tough-

minded. But I worry that my effort to relate some of the 

broader trends around the world to your business might 

prove how little I know about the latter, so forgive me if I 

stumble -- better a few slip-ups than a dull talk. As the 

saying now used by special forces around the world, but 

originated on a British sit com goes, “He who dares, wins” 

It is almost three years to the day since we last met -- in 

London. Since then, much has changed, and much has 

not. Let me start with a review of the EU and some of its 

member countries, where the Preferred Group has 148 

hotels, and then proceed to the key economies of Japan, 

China, Great Britain, and the United states, with a 

backward glance at where things were when last we met, 

where they are now, and where they seem to be headed. 
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Much has changed in the three economies -- Japan, 

Britain and the U.S., but little has changed in Europe. 

When we met in London in 2011 the eurozone was 

having its problems, and it is having them now. Plus ça 

change …  

It is important when looking at economies to separate 

problems that result from the business cycle, and those 

that are inherent in the structure of an economy. No 

amount of uptick in the global economy could have saved 

the Soviet Union: it collapsed because of what Marxists 

might call its “inherent contradictions.” Although the 

eurozone is replete with such contradictions, I doubt that it 

will follow the Soviet Union into the dustbin of history -- 

there is too much political capital invested in its survival, 

and a strong sense that on the survival of the EU rests the 

future of peace on the European continent. Nevertheless, 

it is rather unsettling that the eurozone’s current problems 

are not very different from those we discussed when last 

we met:  

• continued high unemployment,  
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• stagnation in countries such as Italy and France,  

• shaky banks that have not fully cleaned up their 

balance sheets, 

• rigid labor markets, 

• a single currency with too little unified fiscal control, 

which allowed Greece to borrow as if it was as credit-

worthy as Germany, 

• regulations piled upon regulations in an effort to turn 

back the clock on everything from how consumers 

may use taxis to how they may search for information 

or shop on the Internet, 

• and more. 

These problems will not be fully solved, and the current 

muddle-through-from-crisis-to-crisis approach replaced 

until Europe decides between (1) German chancellor 

Angela Merkel’s proposal of “more Europe”, by which she 

means continued German domination of the economic 

policies of EU member countries, and (2) British prime 

minister David Cameron’s proposal of less Europe and 

more freedom for individual nation-states to decide on the 
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structure of their own economies, and between austerity 

and stimulus, between larger deficits and fiscal prudence, 

between more regulation and less.  

 That does not mean that the eurozone is doomed to 

permanent recession. Its problems are policy problems, 

created by man acting in the context of European history, 

inscribed on paper. They are not ordained by God, graven 

on tablets, immutable. So the good news for this Group, 

which has some 117 hotels in the eurozone and another 

31 in EU countries that have shunned the euro, is that 

what ails the EU can be fixed, as Spain, with 24 hotels, 

and Ireland with five, have demonstrated. Both of those 

countries are on the road to recovery, although Spain is 

still wrestling with massive unemployment among young 

people. The bad news is that 66 facilities are located in 

two troubled economies that show little sign of recovering -

- France and Italy. Both are resisting reforms of their labor 

markets, both make firing so difficult that no one wants to 

hire, France has such an expansive entitlement state that 

the government claims more than 50% of the nation’s 
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income to fund it, and Italy has yet to prove that it is 

governable.  

Fortunately for the world’s tabloid newspapers, and 

our amusement, the loss of the antics of Silvio Berlusconi -

- now seemingly restricted to entertaining his chum 

Vladimir Putin, which can’t be a lot of laughs, especially 

when compared to the good old bunga-bunga parties -- 

has been offset by France’s version of the late Don Juan, 

who was caught cheating on his second mistress by 

visiting a newer, third mistress, and injudiciously sending 

his security team out from her flat in the morning for fresh 

croissants. Seriously, the belief is that the EU will stay in 

business because Germany needs France so that 

Germany will seem weaker than it is, needing French 

approval for its policies, which it doesn’t, and France 

needs Germany so that it can seem stronger than France 

is by seeming to have a say in German policy, which it 

doesn’t. And both need Britain to stay in, France so that it 

can ship its unemployed youths to London, where jobs are 

plentiful, and Germany so that it has an ally when it seeks 



6	
	

to keep trade channels open and labor markets flexible, 

things that France opposes. IF AUSTRALIAN HOTELIER 

IS THERE, NOTE THAT BUNGA-BUNGA WAS A 

PHRASE OF UNCERTAIN MEANING USED IN 

AUSTRALIA IN 1852. 

Four other countries that might be of interest to the 

Preferred Group are Japan, China, Great Britain and the 

United States. We can talk about others in the discussion 

period if you like, and if I know anything about those 

countries. 

Japan (13 member hotels), which ranks among the 

world’s largest economies, and therefore has an important 

impact on world growth. Things there are very different 

than they were when last we met three years ago. No one 

can accuse that country of being mired in the sort of 

paralyzing policy confusion that dominated it when last we 

met. Prime Minister Abe has taken the country by the 

scruff of the neck, shot what he calls his “three arrows” at 

the policy-making elite, and set about ending decades of 

stagnation and deflation -- with a big assist from the Bank 
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of Japan, which seem to be borrowing the printing presses 

that America’s Federal Reserve System says that as of 

last week it no longer needs. The result of these efforts to 

drive down the yen and create more jobs in the export 

sector, and to drive up inflation so that consumers will 

spend now rather than wait for lower prices later is difficult 

-- impossible -- to predict, especially since the new 

incentive for consumers to spend rather than save is offset 

in part by a massive increase in consumption taxes. 

Economists, as always, are divided. As the saying goes, 

put ten economists in a room and you will get eleven 

opinions -- at least.  

China is now a riddle wrapped in a mystery inside an 

egima, as Winston Churchill once described Russia. Its 

economy is slowing, to about a 7% annual rate according 

to the regime, 3% according to outside experts. It wants 

foreign investment, but is prosecuting foreign firms and 

giving foreign executives a very difficult and dangerous 

time, and stealing intellectual property. It wants to remain 

a member of the WTO, but manipulates its currency. Still, 
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if I had to take a wild guess, it would be that travel to and 

within China will increase, and that the comfort of the 

known Preferred brand will be a huge asset -- but take all 

of that with a grain of salt since I have no idea what sorts 

of individuals or groups visit China, and whether Preferred 

facilities in China are equipped to accommodate them. 

Great Britain is one of the global economy’s success 

stories. As a major financial center it was hard-hit by the 

post-Lehman Brothers near-collapse of the world’s 

financial system. Proving that policy matters, it introduced 

a mixture of financial regulations, imperfect to be sure, and 

fiscal policies that have put Britain back on the path to 

prosperity, with the economy growing again and creating 

jobs. That does not mean that the UK is out of the woods: 

it is still running large deficits, seems to be off on another 

housing boom -- some say bubble -- and will face a 

general election in May that might bring to power a Labour 

Party led by an avowed socialist and admirer of the 

economic, although not the household policies of French 

president François Hollande, and a party determined to re-
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introduce the high-tax, expanded entitlement programs 

favored by trade unions -- policies that almost brought the 

nation to ruin. Still, in part because it did not adopt the 

euro and therefor controls its own monetary and fiscal 

policies, Great Britain is doing far better than its fellow-EU 

members across the Channel, despite efforts by Brussels 

to stifle the growth of that country’s financial services 

sector.  

Which brings me to the United States, which is 

important to you for two reasons. First, your Group has 

199 hotels there; second, the U.S. economy is still the 

most important driver of the world economy.  

 Americans who have not already availed themselves 

of postal ballots or early voting are trooping to the polls 

right now to elect all 435 members of the House of 

Representatives, 36 of the 100 senators, 36 Governors 

and a host of politicians vying for local office. They will 

cast their votes when consumer confidence in the 

economy is at its highest level in about seven years, 

certainly far above what it was when we met in London in 
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2011. But a vast majority of Americans, although now 

more confident in the economy, also hold the seemingly 

contradictory view that our country is heading into its 

future on what pollsters call “the wrong track”. I will 

examine this seeming contradiction in a moment.  

First, the economic signals. As always, they are 

mixed. But taken as a whole they support the public’s 

optimism. The economy grew in the third quarter at an 

annual rate of 3.5%, the fourth of the most recent five 

quarters in which the growth rate has hit or exceeded 

3.5%. True, it was defense spending and a drop in oil 

imports that accounted for a good part of the satisfactory 

growth rate. And true, too, spending on business 

equipment (+7.2%) and by consumers (+1.8%) grew more 

slowly than in the previous quarter, but such spending did 

grow. The monetary policy committee of the Federal 

Reserve Board contributed a bit of joy when it announced 

after last week’s meeting,  “economic activity is expanding 

at a moderate pace … [and] labor market conditions 

improved somewhat further …”. The Fed did end its 
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stimulative money-printing (QE3) program, but offset any 

effect that might have by stating that it will deploy other 

tools in its monetary policy kit to hold interest rates at 

close to zero. With inflation low -- dangerously low, in the 

view of many Fed policymakers -- and Janet Yellen 

committed to keeping money cheap until wages start to 

rise, signaling a tightening of the labor market, I am betting 

that rates will not rise by mid-2015 as most forecasters 

expect. 

Think about where we are now compared to where 

we were when last we met. The unemployment rate then 

was close to 9%; it is now below 6%. Yes, some of the 

decline is due to a large number of drop-outs from the 

labor force. But a 50% drop in the unemployment rate is 

not to be sneezed at under any circumstances. In 2011 

American automakers were exuberant as some 12.8 

million cars and light trucks moved off the lots; this year 

they are on track to sell more than 17 million. More 

homeowners were able to sell their homes in the first nine 

months of this year than in all of 2011. And the U.S. 
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authorities are about to make it easier for low earners to 

get mortgages, which might not be the wisest thing to do, 

given recent history, but will give the lower end of the 

housing market a boost. And the banks, prompted by new 

regulations rather than a new-found religion, have more or 

less cleaned up their acts. 

Then there are those anecdotal statistics that are 

useful supplements to the more closely followed 

government reports:  

• Apple’s iPhone 6 and 6Plus accounted for an 

estimated 10% of all recent US economic growth, 

adding 0.3% to GDP. Innovation matters.  

• Gasoline prices are plunging as new supply exceeds 

shrinking demand, putting cash into consumers’ 

pockets just as the holiday season starts. The rule-of-

thumb is that every 1-cent-per gallon price fall adds 

$1 billion to consumer purchasing power. So the 30-

cent drop in the past month gives consumers $30 

billion more to lavish on toys, apparel, and, of course, 

iPhones. And economists reckon that every $1 
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decline in gasoline prices is associated with a 10% 

increase in sales of cars and trucks, especially of 

highly profitable, gas-guzzling SUVs and light trucks. 

Fracking, the new application of drilling technologies 

that is converting America into the world’s largest oil 

producer, matters.  

• Hundreds of thousands of holiday jobs are on offer -- 

the seven largest retailers have 400,000 openings -- 

and are proving so difficult to fill that employers are 

“bombarding customers’ inboxes and Twitter feeds 

with help-wanted ads”, according to The Wall Street 

Journal. For retailers, some of whom ring up between 

25% and 50% of their annual sales in the next few 

months, Christmas matters. 

Profits of leading corporations are up, and after 

violent gyrations that would do a belly-dancer proud, the 

Standard & Poor’s share price index is about 9% above 

the record level reached at the end of last year. To 

investors, profits matter. 
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Taken together, the economic news does explain the 

uptick in consumer confidence, although that confidence is 

dampened somewhat by gloomy economic news from 

Europe, Brazil, Russia and other countries in or teetering 

on the edge of recession, by stagnant middle-class 

incomes, and a job market that could be stronger. But all 

in all, the good economic news at home outweighs the bad 

news from far away countries of which many Americans 

know very little, and stable incomes and a recovering job 

market are preferable to falling incomes and increasing 

lay-offs. 

Despite rising confidence in the economy, most 

Americans think our country is on the wrong track. The 

improving economic outlook marches in parallel with a 

largely bipartisan fear that the institutions of government 

are just not working. The administrative branch, led by the 

President, can’t seem to protect our borders from an influx 

of children, or the President from intruders, or talk 

coherently about the threat of Ebola. The legislative 

branch, Congress, is dysfunctional. Republicans are 
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fractured by a Tea Party that sees compromise as 

weakness, and Democrats are split between moderates 

appealing to independent voters and a Left that is rallying 

the party’s “core” to keep the party on a “progressive” path 

in 2016. 

Other institutions are also in ill-repute. The once-

vaunted Secret Service proved unable to prevent a 

dangerous intruder from penetrating the inner rooms of the 

White House, or an armed man with a criminal record from 

entering an elevator with the President. The Centre for 

Disease Control, once the most widely respected 

government agency, fumbled its response to Ebola, 

unnerving a public that once looked to the CDC for 

guidance when faced with a health scare. The Veterans 

Administration is unable to deliver adequate health care to 

the nation’s veterans. The Internal Revenue Service, 

always unloved but once thought to be impartial as it went 

about its pocket-picking chores, became politicized and 

attacked conservative groups. The education system 
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continues to graduate students unfit for the modern 

workforce.   

So by tomorrow night we should find out whether voters 

chose to vote their economic optimism, credit the 

President and Democrats who control the Senate or 

pessimism about the very same Democrats’ ability to 

manage the nation’s governing institutions. Unless, of 

course, local issues on the ballots in many states prove 

decisive, and we end up with no clear national trend. In 

Louisiana, energy issues dominate. In Georgia and North 

Carolina Democrats, in the words of the liberal New York 

Times, are “turning to racially charged messages” to get 

out the Black vote. In Florida, Alaska, Washington, and 

Oregon, and in the District of Columbia, voters will have 

an opportunity to decriminalize the sale of marijuana, as 

have voters in Colorado. That should bring out scores of 

young, pro-Democratic voters who typically find voting in 

off-year elections intolerably burdensome, and to whom 

neither the economy nor the malfunctioning of government 

nor which party controls the Senate matters nearly as 
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much as being able to attain the equivalent of Colorado’s 

fabled Rocky Mountain High. 

The more important question is whether today’s voting 

will produce a political line-up capable of cooperating 

across the partisan divide. We’ll know soon. 

Let me conclude with a word to put the current situation 

in perspective, and a peek at our probable future. We do 

moan about economic difficulties, and with reason. There 

is a feeling in my country and in many others that the 

world is becoming less fair, that the few at the top are 

reaping almost all the benefits of any economic recovery. 

Which explains the widespread popularity of Thomas 

Pikkety’s “Capital in the Twenty-First Century”, a book 

more purchased than read, but of enormous influence. 

The middle classes around the world are stuck, their 

incomes stagnant. All true, and requiring new policies that 

give weight to the income-distribution consequences of 

trade deals, taxation, education and many other things. 

But consider this: the sales clerk in a department store 

today lives better than the customers of that store did 
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some hundred years ago. In part because of the expanded 

availability of health care, education, and a wider range of 

public goods.  

And in equal part because of rapid innovation. Consider 

only two. Inexpensive machine-made clothing 

homogenizes the appearance of all save the very poor as 

thanks to the tech-savvy prêt-à-porter artists who work 

their copying magic. Then there is affordable indoor 

plumbing. In the US only 1% of homes had electricity and 

indoor plumbing in 1920; now, fewer than 1% do not. The 

gap in recorded incomes between rich and poor might be 

widening, but the gap in living standards is certainly 

narrowing.  

As for the future, let me remind you that economic 

forecasters were invented to make weather forecasters 

look good. Of course, economists never admit they got it 

wrong: they simply publish revised forecasts, sometimes 

changing their growth predictions by 50% in a few short 

months. My guess is that in the long run we will continue 

to see improvements in average living standards. We have 
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already taken hundreds of millions of people out of poverty 

in a few short years. And we will continue to do so 

because the pace of change, unnerving though it is, so 

unnerving that the EU is attempting to grind it to a halt to 

protect obsolete industries will continue and perhaps 

accelerate. 

 The men and women driving this no longer style 

themselves “entrepreneurs”. Too French-effete sounding. 

Nor do these innovators call themselves “capitalists”. Too 

likely to displease liberal friends who associate that label 

with exploitation of someone or other. Today’s innovator 

class prefers “disrupter”. Nothing effete about that word, 

which evokes visions of tough-guy actors such as Clint 

Eastwood and Arnold Schwarzenegger.    

The disrupters’ list of achievements is considerable. 

They have disrupted the newspaper industry, although it is 

managing a longer decline than expected. They are in the 

process of disrupting taxi industries the world over. They 

have disrupted book publishing and the music industry. 

They are succeeding in getting more and more 
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households to abandon hard-wire telephone service, and 

steady improvements in cell phone and voice-over-internet 

technology make it only a matter of time until traditional 

telephone service becomes a quaint relic of days past. 

Fracking technology has disrupted the oil trade, and the 

continued fall in drilling costs is making the OPEC cartel 

less and less relevant, and less and less able to drive 

prices below the cost of production faced by frackers. By 

driving down transport and communication costs they 

have disrupted America’s shoe, apparel, furniture and 

untold other industries. They have virtually wiped out the 

travel agency business, replacing those middlepersons in 

airline and hotel bookings -- more on that in a moment -- 

with something called apps, leaving agents the business 

of finding customers for cruise ships. And they are 

restless, witness the confession by Google’s Larry Page 

that the company he co-founded must move on from 

search to new innovations that can change the world. 

As for your business, I see two dangers. The first 

danger is the disrupter, who is putting in place technology 
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that creates new competitors -- anyone with a room or a 

couch to rent. The second is the regulator who wants to do 

more and more to intrude his rules between you and your 

customers, assuring that their “safety” is not left in your 

hands alone. But as against that I see new opportunities -- 

if you can adapt. People from countries that in the past 

prohibited travel are storming the airplanes and tourist 

tracks. Chinese who once never dreamed of leaving their 

village now pop up all over the world -- curious, with 

money to spend, but unfamiliar with foreign languages. 

Eastern Europeans -- not oligarchs with empty multi-

million-dollar flats in several countries: they are not your 

customers -- whose reforming economies are giving them 

the wherewithal to travel are there to be wooed. The 

unfamiliarity of these newcomers to world travel makes 

then heavily dependent on brands, and your Preferred 

Group brand can give them the reassurance they need, 

especially if you follow up with the service they require. 

The brand gives you economies of scale, your 

particularized ownership gives you the opportunity to tailor 

service standards to your special markets.  
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I don’t pretend to be an expert on your business. But I 

travel hundreds of thousands of miles, stay in many 

hotels, and have learned one thing: management matters. 

Those of you here have survived the past few years, so 

you must be good managers indeed. As I said when last 

we met, A bigger world than ever is prepared to beat a 

path to your doors if you find ways to invite these new 

customers in, and treat them as well as your presence 

here suggests you can. 

Thank you for your attention, and now to the best part 

-- questions and comments from you. 

 CONDENSE BASED ON TIME So what is the 

disrupters’ next target? They need an industry with a lot of 

investment sunk in the ground, dominated by a few 

companies made lethargic by years of monopoly power, 

able to use bundle-pricing to protect their shoddiest and 

least popular products by tying them to popular ones, and 

a long history of abusing customers with “For English, dial 

1; for billing information, dial 2; for anything else dial 3, 

and hold on for an hour or so of awful canned music until a 
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person located where English is rarely spoken comes to 

the telephone.”  

 The cable industry fits that description. According to 

David Carr, writing in The New York Times, last week  

“television staged a jailbreak….Netflix pointed a way 

forward by not only establishing that programming could 

be reliably delivered over the web, but showing that 

customers were more than ready to make the leap.” No 

longer does your friendly cable company provide virtually 

the only path by which what is called “content” can enter 

your home. Netflix has changed the game in two ways. 

First, Mark Cuban, an investor in sports and other 

entertainment ventures points out, “Very little content is 

created in the US without first talking to Netflix”, which is 

now producing feature films and ending the day when old-

line film studios could set the dates when their content 

would be released to the likes of Netflix only after being 

exhibited in first-run theatres.  

 Second, Netflix and similar disrupters have so 

emboldened thousands of so-called cord-cutters that cable 
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and satellite providers have decided they would rather 

give in than follow the path to oblivion of other disrupted 

industries. Last week HBO ($15) and CBS ($6)-- Disney’s 

ESPN will soon follow -- announced plans to sell stand-

alone streaming services. No cable subscription (circa $80 

per month) required. Cable companies’ ability to force 

consumers to pay for hundreds of unwanted channels in 

order to get the far fewer shows that interest them is on 

the wane. A la carte is the new plat du jour. It is a bit early 

to announce the end of the cable industry as we have 

known it, but as Carr points out, “Change comes very 

slowly, but then happens all at once. This is the all-at-

once-part.” 

 Another target of the disrupters is the banking sector. 

Lavishly bonused bankers antagonized the public by 

calling upon taxpayers to bail them out after serial 

management errors, and have become subject to a 

degree of regulatory scrutiny that reduces the flexibility 

with which they can respond to new competition. Enter 

“marketplace lending”, a new financing model. Hedge 
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funds and other institutions are linked online with 

individuals seeking to raise money. This is the bigger 

bucks version of “peer-to-peer” (P2P) lending. Borrowers 

now can shop online for loans from individuals and 

institutions willing to tread where commercial banks are 

unwilling to go. Unless regulators find a way to bring these 

non-bank lenders under their control, these middlemen’s 

spreads between what they pay depositors and what they 

charge borrowers will shrink, eating into bank profits. 

Banks’ hopes that this sort of thing would prove a fad were 

dented if not dashed when Mohamed El-Erian, former 

head of Pimco, the world’s largest bond manager, 

announced late last week that he would be the lead 

investor in a new online lending platform.  

Worse may be in store for the big banks. Last week 

Apple introduced ApplePay, which will allow shoppers to 

pay merchants with a tap on their iPhones rather than by 

swiping a credit card. It is too early to tell what this means 

for the banks, but Ian Kar, writing in Bank Innovation, is 

guessing, “By partnering with Visa, MasterCard, and 
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American Express, Apple will be able to conduct these 

transactions and cut banks out of the process all 

together.”  

The list goes on. Amazon is making dents in the 

supermarket business with home delivery of consumer 

staples and same-day delivery of food. 3d printing 

threatens manufacturers of everything from jewelry to 

machinery. And drones are hovering ominously over road 

delivery systems. 

 The enemy of the disrupter is the regulator. The 

eurocracy is attempting to stem the tide of change set in 

motion by Google, Amazon and other disrupters in order 

to defend threatened industries. Regulators from New 

York City to Brussels are attempting to throttle the growth 

of Uber and its competitors in order to preserve the taxi 

companies that so often have provided high-cost, abysmal 

service. In America, regulators are trying to craft rules that 

reduce the buffeting cable companies are getting from the 

disrupters’ gales of creative destruction. As economist 

Alfred Kahn long ago noted, regulators become 
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“increasingly solicitous and protective of the interests of 

the companies they are supposed to regulate … [and] try 

to bring the new suppliers under the regulatory tent.” They 

have had some success, but sooner or later the holes in 

the dike holding back innovation exceed the number of 

fingers regulators can muster.  
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