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A personal message for Larry Summers
I thought I heard a wistful tone in 

your voice as you delivered your wide-
ly YouTubed remarks at the IMF An-
nual Research Conference on Nov. 8. 
In particular, I detected a note of re-
gret when you began a sentence with 
the phrase, “Were I a member of the 
official sector. . . .” Believe me, I know 
what it’s like to be excluded from the 
official sector. Out of the blue in 2011, 
Ron Paul announced that I would be 
his Fed chairman if he won the presi-
dency. Well, he didn’t win, and I’m 
still editing Grant’s. So here we are 
together, disappointed non-central 
bankers. I expect you feel the same 
kinship toward me as I do toward you.  

Anyway, I’m presuming on our 
shared experience to write you about 
your IMF speech. Blood brother to 
blood brother, it was enough to curl 
the hair of a normal non-economist. 
How to restore America’s once and 
future economic vitality? Why, you 
said—or allowed the audience to infer 
you meant—that the government must 
borrow more, spend more, print more, 
because even zero is too high an inter-
est rate for the world in which we live, 
a world of “secular stagnation,” you 
called it. And to think, as between you 
and Janet Yellen, you were supposed to 
be the reasonable one. 

I did love the part of your speech 
where you compared a financial crisis 
to a power failure. The lights go off, 
the grid goes dark and the economy 
stops cold. In response to which, as you 
conjectured, “There would be a set of 
economists who would sit around ex-
plaining that electricity was only 4% of 
the economy and so if you lost 80% of 
electricity you couldn’t possibly have 
lost more than 3% of the economy! And 
there would be people in Minnesota 

and Chicago writing that paper!” It was 
good to hear the knowing laughter you 
raised in that audience of economists. 
Wisdom begins with self-awareness.  

Allow me to observe, my fellow 
non-Fed chairman, that you seem not 
to admit the possibility that what ails 
American enterprise is the institution 
that neither one of us is running. I am 
going to say that ZIRP, QE and Twist 
have so distorted current and prospec-
tive rates of return that entrepreneurs 
are stymied rather than stimulated. 
Biotech stocks are going up a percent 
a day. Credit spreads have collapsed. 
Pieces of middlebrow contemporary art 
fetch $100 million at Christie’s. 

You seem to welcome these orbiting 
asset values. As you put it to the audi-
ence, “It has been demonstrated, less 
conclusively but presumptively, that 
when short-term interest rates are zero, 
monetary policy can affect a constella-
tion of other asset prices in ways that 
support demand. . . .” But, if you don’t 
mind my asking, what kind of demand 
and for how long? 

I don’t have to tell you that real 
American median income was low-
er last year than it was in 1989, that 
student debt tops $1 trillion (more 
than auto loans, credit-card loans and 
home-equity balances combined) and 
that companies that cater to the mid-
dle class are treading water, if not slip-
ping under it. Target Corp., Wal-Mart 
and Gap are reporting essentially flat 
same-store sales. 

Casual dining is an especially in-
structive disaster area: From 2006 
through 2012, same-store sales at Red 
Lobster, LongHorn Steakhouse and 
the Olive Garden fell a cumulative 
13.8%, 8.9% and 6.2%, respectively, ac-
cording to a J.P. Morgan research note 
dated Oct. 8. Because, over the same 
span, inflation increased by 16.7%, real 
same-store sales at the aforementioned 
chains dropped by a quarter. Darden 
Restaurants (DRI on the New York 
Stock Exchange), which owns those 
outlets and derives 88% of its revenue 
from them, earned 11.4% on assets in 
fiscal 2006 but only 6.4% on assets in 
fiscal 2013, ended May. 

And here’s the kicker: The stock 
market loves Darden. It loves it for 
its financial engineering. It wasn’t the 
food that generated growth in earnings 
per share of 5.4% a year between 2006 
and 2013. The secret to this feat was 
growth in debt; net borrowings were 
up by 22.2% a year over the same span. 
Now the shares change hands at 18.7 
times earnings and 9.6 times enter-
prise value (market cap plus net debt) 
to EBITDA (earnings before interest, 
taxes, depreciation and amortization). 
It’s almost as rich a valuation as the 
ones that made the peak of the 2007 
private-equity boom. 

   (Continued on page 2)
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