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The shock wave reaches the shore 

 

“When Roger Williams got his turn at the microphone earlier this month, his question for 
the bank CEOs lined up before the House committee on financial services seemed an unusual 
one to put to seven sharp-suited financiers. “Are you a socialist or are you a capitalist ?” the 
Texas Republican asked each of them, from Citigroup’s Mike Corbat to David Solomon of 
Goldman Sachs.” 

- From ‘Capitalism keeps CEOs awake at night’ by Andrew Edgecliffe-Johnson in The 
Financial Times, 23 April 2019.  

 

To answer Congressman Williams’ question, it depends on whether those banks are 
making healthy profits (in which case: “capitalists, hell yeah”) or requiring bailouts from US 
taxpayers (“socialists, please – because we’re all in this together”). Or perhaps the most 
honest answer, to which Eamonn Butler alludes in our most recent podcast, is “crony 
capitalists, or corporatists”.  

To paraphrase Marx, free market capitalism won the fight against all comers, notably socialism, 
and yet mysteriously almost everywhere man is in chains. This is largely because free market 
capitalism throughout the developed world is today more honoured in the breach than in the 
observance. This holds whether the “free market” in question is in the US, where Jamie Dimon 
can earn $30 million a year as chairman and CEO of JP Morgan Chase (it helps bankers to 
earn effortless profits when their organisation’s borrowing costs are effectively zero), or in 
the UK, where the so-called Conservative Party, when it isn’t botching Brexit, is engaged in 
some kind of race to introduce as much intrusive regulation as parliamentarily possible, or in 
France, where a ‘Jupiterian’ President Macron has managed to alienate growing numbers of 
Gilets Jaunes with an imprudent mix of tax rises for fuel consumers but tax breaks for the 
wealthiest – see Jeremy Harding’s excellent long form piece for the LRB here.    

The screenwriter William Goldman famously began his autobiography, Adventures in the Screen 
Trade, with the words Nobody knows anything. And nobody seems to learn anything from 
history, governments least of all. This is the central message of Eamonn Butler and Robert 
Schuettinger’s Forty Centuries of Wage and Price Controls: how not to fight inflation. You can 
download a free PDF copy from the excellent Mises website here.  

As the title of Forty Centuries.. should make abundantly clear, the first instinct of government 
is always to try and control prices. It never works. Even when it appears to work, it always 

https://sotmpodcast.com/
https://www.lrb.co.uk/v41/n06/jeremy-harding/among-the-gilets-jaunes
https://mises-media.s3.amazonaws.com/Forty%20Centuries%20of%20Wage%20and%20Price%20Controls%20How%20Not%20to%20Fight%20Inflation_2.pdf
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leads to second-order effects which require further intervention, which gives rise to further 
effects, in a death-spiral of illogic and footling bureaucratic interference.  

As David Meiselman asks in his introduction to Forty Centuries,  
 

What, then, have price controls achieved in the recurrent struggle to restrain inflation 
and overcome shortages ? The historical record is a grimly uniform sequence of 
repeated failure. Indeed, there is not a single episode where price controls have 
worked to stop inflation or cure shortages. Instead of curbing inflation, price controls 
add other complications to the inflation disease, such as black markets and shortages 
that reflect the waste and misallocation of resources caused by the price controls 
themselves. Instead of eliminating shortages, price controls cause or worsen shortages. 
By giving producers and consumers the wrong signals because “low” prices to 
producers limit supply and “low” prices to consumers stimulate demand, price 
controls widen the gap between supply and demand.  

  
Despite the clear lessons of history, many governments and public officials still hold 
the erroneous belief that price controls can and do control inflation. They thereby 
pursue monetary and fiscal policies that cause inflation, convinced that the inevitable 
cannot happen. When the inevitable does happen, public policy fails and hopes are 
dashed. Blunders mount, and faith in governments and government officials whose 
policies caused the mess declines. Political and economic freedoms are impaired and 
general civility suffers.  

 
‘General civility suffers’ might be the perfect summary of our dysfunctional politics in 2019. 
Whether in the form of Brexit, President Trump (or Ukraine’s newly elected President 
Volodymyr Zelensky) or the Gilets Jaunes, traditional political parties are struggling to remain 
relevant to an increasingly cynical and angry electorate. As LRB reader Jon Harry writes in 
response to Jeremy Harding’s piece, what’s remarkable in France is 
 

the complete failure of both the extreme right (the recently renamed Rassemblement 
National) and the extreme left (Mélenchon’s France Insoumise) in their attempts to 
infiltrate and recuperate the gilets jaunes. Not unlike much of the support for Brexit, 
the movement is a massive and simultaneous rejection of all current political offerings. 

 
As for us, we trace this widespread disenchantment amongst electorates back to already 
socially divisive economic policies that were then supercharged by monetary authorities’ 
‘emergency’ response to the Global Financial Crisis. The financial reckoning has been almost 
Biblical. Matthew 13:12 – 
 

For whosoever hath, to him shall be given, and he shall have more abundance: but 
whosoever hath not, from him shall be taken away even that he hath. 

 
QE and ZIRP have turned out to be potent wealth generators for the already asset-rich. For 
those without any assets to speak of, good luck saving your way into prosperity now. 
 
It has taken a decade, but the shock waves from the collapse of Lehman Brothers –  and all 
those arbitrary bailouts for crony capitalists bound up within the GFC and its central bank-
sponsored aftermath – have finally reached the shore. Turns out socialism for the rich doesn’t 
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play well with electorates who have failed to experience any meaningful upswing in their own 
standard of living for several decades.  
 
Could things have gone differently ? Those in the West, or at least its politicians, have 
forgotten the lesson of Hong Kong – where Sir John James Cowperthwaite was Financial 
Secretary between 1961 and 1971. Wikipedia takes up the story: 

He arrived in Hong Kong in 1945 and was assigned to the Department of Supplies, 
Trade and Industry. He was asked to find ways in which the government could boost 
post-war economic outlook but found the economy was recovering swiftly without 
any government intervention. He took the lesson to heart and positive non-
interventionism became the focus of his economic policy as Financial Secretary. 
Cowperthwaite built on the economic policies of his predecessors, Arthur Clark and 
Geoffrey Follows, promoting free trade, low taxation, budget surpluses, limited state 
intervention in the economy, a distrust of industrial planning, and sound money. It was 
a policy mix that drew more on Adam Smith and Gladstone than on Keynes and Attlee. 
However, Cowperthwaite was a pragmatic civil servant rather than a theoretician and 
he based his policies on his experience, empirical data and what he believed would 
work in practice.  

He refused to compile GDP statistics arguing that such data was not useful to managing 
an economy and would lead to officials meddling in the economy. He was once asked 
what the key thing that poor countries could do to improve their growth. He replied: 
“they should abolish the office of national statistics.” According to Catherine R. 
Schenk, Cowperthwaite's policies helped it to develop from one of the poorest places 
on earth to one of the wealthiest and most prosperous: "Low taxes, lax employment 
laws, absence of government debt, and free trade are all pillars of the Hong Kong 
experience of economic development." The Economic Freedom of the World 2015 Report 
ranks Hong Kong as both the freest economy in the world, a distinction it has held 
since this index began ranking countries in 1975, and among the most prosperous.  

The allure of Asia as an investment destination has not dimmed during the past half century. 
Indeed, the slow relative decline of the West over the same period – coincident, for example, 
with Britain’s membership of the EU – makes Asia an even more compelling platform for 
wealth generation today.  
 
The map below – a recurrent favourite of ours – shows in solid green the size of middle class 
populations by geographic region. Around each circle there is a wider blue circumference, 
which represents the forecast size of that region’s middle class population by 2030, as forecast 
by the OECD. 
 
 
 
 
 
 
 
 
 

https://en.wikipedia.org/wiki/John_James_Cowperthwaite
https://en.wikipedia.org/wiki/Adam_Smith
https://en.wikipedia.org/wiki/William_Ewart_Gladstone
https://en.wikipedia.org/wiki/John_Maynard_Keynes
https://en.wikipedia.org/wiki/Clement_Attlee
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Growth of middle class populations by 2030 
 

 
 
Source: OECD forecasts. 
 
To summarise: the size of the US middle class doesn’t grow much, because the US is already 
a mature economy. Neither does that of Europe (though in the case of Europe, one is also 
advised to be sceptical as to likely economic growth – the region now feels like it is tipping 
back into recession). South America and Africa’s middle classes grow a reasonable amount. 
Then look at Asia, where the size of the middle class is forecast to grow from 500 million to 
3 billion people by 2030. If this comes to pass it will be the greatest creation of wealth in 
human history.  
 
And yet much of Asia remains, to a stock investor, inexpensive. Our core Asian fund 
investment, Samarang Asian Prosperity Fund, sports the following metrics: 
 
Average p/e: 9x 
 
Price / book: 0.9x 
 
Historic return on equity: 16% 
 
Average dividend yield: 4.4%. 
 
Since inception in November 2012, Samarang Asian Prosperity Fund has generated (in US 
dollars) a return of 102.7%. That is more than double the return of MSCI Asia ex-Japan over 
the same period (46.7%).  
 
Westerners may have forgotten the lessons of Hong Kong. Their counterparts in Asia, and 
especially Japan and Vietnam, don’t appear to have done. 
 
 



5 
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Tim Price is co-manager of the VT Price Value Portfolio and author of ‘Investing through the Looking 
Glass: a rational guide to irrational financial markets’. You can access a full archive of these weekly 
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podcasts, with Paul Rodriguez of ThinkTrading.com, here.  
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