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Presidential Election Scenarios 
By Patrick Marren

Recently the writer Jack Hitt published a book about the American temperament called A Bunch of Amateurs. In it he argued that America’s success is derived from the fact that ever since Ben Franklin, our greatest triumphs have resulted from our complete disrespect for professions and their rules and standards and boundaries. Innovation, he argues, comes not within the confines of finely paneled offices, ivy-covered lecture halls or gleaming laboratories, but from tinkerers in garages.

I’m not sure that this is completely true. But it put me in mind of another fact about everyday life in our world: it’s that so many of the most crucial decisions have to be made by non-experts about things they cannot possibly understand to any degree of completeness. To summarize:

· As science and technology and academics advance, each area of expertise becomes more and more specialized, and the number of people who understand that subject becomes fewer and fewer. 

· As the volume of information increases, paradoxically, the ability of non-experts to interpret that mass of facts and to separate fact from fiction declines markedly.

· To the extent that the subject matter is politicized, the ability of non-experts to make informed decisions on that subject matter is further diminished, because there will arise different schools of experts catering to different audiences, and the non-experts will be hard-pressed to decide which of these experts – each of whom has superior expertise to said non-expert – to trust. 

· Yet in so many cases, a decision must be made by the non-expert that somehow chooses between experts – or, even more daunting, the non-expert must pick and choose and form her or his own unique judgment on the topic at hand in order to make that decision.


Some examples of the areas in which these judgments must be arrived at: 

· Choices between alternative technology solutions

· The future of interest rates/borrowing costs

· Alternative forecasts of economic growth and/or demand for products

· Alternative views of political risk in overseas (or domestic!) markets

· Future commodity prices

· Alternative development plans for communities

But this is just the “work” version of a species of dilemma we all face in private life as well. Think about some decisions you have to make in your private life:

· Choice of homes, rent or buy, location

· Choice of retirement investments

· Choices between medical treatment options

· Choice of schools by students and/or parents

· Choice of career

In each of these cases, we are to one extent or another at the mercy of experts. Real estate agents, financial planners, doctors, guidance counselors, and the like give us their opinions, but we are left with the final decision. In many if not most cases, experts disagree as to the optimal choice; in most cases also, their interests are at best imperfectly aligned with our own, as anyone who has sold or bought a house using a real estate agent can attest. 

So how should we go about making these decisions, as nonexpert “laypeople?” 

1. First, we cannot assume that any one expert knows where the truth will lie. We must suspend judgment between them. Undoubtedly “the ultimate truth,” which we in normal circumstances cannot hope to divine in time to make decisions, will not conform perfectly to the opinion of any one expert; reality is far too complex and interrelated to be comprehended by any human being.  


2. Nor can we assume that polling all the experts and taking an average will lead us in the right direction. In most cases, the result will be a “conventional wisdom” that makes far too many conservative unstated assumptions about reality, normally along the lines of “Same as today, only a bit more so.”  The huge majority of projections of housing prices in 2005 foresaw continued growth; averaging them with the very few that foresaw a massive drop would only have resulted in a slightly less overheated growth projection that would still have pushed people to make terrible real estate decisions. 

3. More broadly, we cannot assume that the “uncertainty space,” the real universe of possible future outcomes, is being comprehensively covered by the experts. Usually those experts clump at one or two locations in that conceptual space, maybe “kitty corner” from one another, with an entire dimension of the problem space ignored.

4. Finally, when we make decisions, we’re making them not for everyone in the world, or for some putative “average” decision-maker. We are making them for ourselves, in the particular context of our organization and our competitive environment. No expert can tell us what choice is right for us. Our “decision space” or “uncertainty space” is going to be different from anyone else’s. 

Given all this, what is the right way to proceed? 

First, we must accept that there is no way to completely cover the waterfront and anticipate every possible outcome. An asteroid could have our name on it, and there would be nothing we can do about it. Conversely, it’s altogether possible that tomorrow someone will discover Unobtainium, the miracle energy substance that will reduce costs for all human endeavors everywhere, and making lots of money and living in peace and harmony will suddenly be no problem. In between and off to right angles from these are an infinity of slightly more plausible huge changes to our environment; we can’t hope to anticipate more than a few of them.

But that doesn’t mean we should give up. It’s like anything else in life: intense effort cannot guarantee success, but a lack of effort will guarantee failure (unless Unobtainium is discovered). So what form should our intense effort take? 

First, we need to look to #4 above for guidance. What decision do WE have to make? This will guide us in problem definition, and more important, in defining our “uncertainty space.” Let’s take a hypothetical here: Whom should we vote for for president in November if we want to maximize our organizational or personal prospects?  

What are the choices available to us? In this hypothetical case, they are pretty straightforward: Barack Obama or Mitt Romney. 

Since I am a consultant, I am forced by law to turn to a matrix to solve this problem. Since this is only a hypothetical case and I am not being paid at my customary handsome rate for this article, it’s going to be a two-by-two matrix. (Apologies – you’ll just have to deal with it. Our more professional and sophisticated approach would involve a great deal more rigor, detail, and man/woman-hours, as well as some teeth-gnashing, argument, and even some fun – and if past experience is any guide, would reveal some new, unanticipated, and, it would be hoped, unique and proprietary insight into what issues will be critical for our future. This one, if we are lucky, will simply suggest one or two interesting issues for further thought.)

Our customized yet rickety and provisional decision framework for whom to vote for for president must take into account what is important to us, cramming down the issues seen above into a couple of dimensions. And here’s where the issue of expertise rears its ugly head back into the picture. We are laypeople – we can’t have an informed opinion about which economic theory is correct. So we need to remain agnostic about that; and that means creating multiple scenarios. 

So here is a rickety two-by-two matrix for this election. On one dimension, we have the choice: Barack Obama versus Mitt Romney. 

On the other, let’s array economists in a crude reductionist alternative: Keynesians versus “Austrians.” That is, the “Keynesian” slot means followers of John Maynard Keynes, who urged massive government fiscal stimulus to get depressed economies going, turns out to be right – if the government stimulates, the economy will get going; if it does not, then the economy will continue to stagnate in a liquidity trap or slide into outright depression. 

On the “Austrian” side, the key is deficit reduction. The “Austrian” slot means that if decisive action is taken to reduce deficits, economic players will respond with greater confidence and the economy will surge. If austerity is not applied, then the economy will remain in the dumper or go into hyperinflation. 

(Now as I said, if we were doing this in a more systematic way, we would not leave it at this. We would be far less reductionist, and “Keynes” and “von Mises” would not be the only economic scenarios. Other theories exist, and they would be represented. But let us continue in this crude reductionist way and see if we can get any insights.)

So we have four quadrants here. In one, “Obama/Keynes,” the president is re-elected, and Keynes is right. This does not mean Obama enacts Keynesian policies, necessarily; just that such policies would, in fact, help the economy, and lack thereof would harm it.

Opposite that quadrant is “Romney/Austrians.” That is, Mitt Romney is elected president, and the Austrian economists are right: austerity is the way to go, and if it is pursued, all will be well; if it is not pursued, all will be ill.

Then there are the other corners. “Romney/Keynes” is the world where Romney is elected, but Keynesian policy is the right way to go. That is, failing to enact Keynesian policies will doom the economy to stagnation or worse; enacting them will cure it.

Then there’s “Obama/Austrians.” Obama is re-elected; and the Austrianophiles are right. Enacting belt-tightening policies is the way to go; if they are not enacted, we’re in trouble.

What conclusions can we draw here? Well, that takes a bit more thought about what is plausible.

If Romney is elected, the odds of austerity being applied, and its degree, would seem to go up hugely. It is very likely that he will have a Republican Congress and possibly even a Republican Senate to support his (and their) stated preference for budget-cutting. But the rub is that they also want further tax cuts. What we would probably see is some cuts to entitlements and the military, as were offered by Obama last year, and which would presumably be acceptable to defeated Democrats as an alternative to the budget Armageddon promised by the current budget “suicide pact” agreed to last year. So while we would see some austerity, tax cuts would take the edge off of Mitt’s “Austrian-ness.”

If Obama is re-elected, it seems extremely implausible that he would have a Democratic House supporting him; and he may also lose the Senate. So this would essentially be a vote for at least two years more of stasis and gridlock. There would be no chance of him enacting a more expansionist fiscal policy; and there would be a chance that the budget “suicide pact” deal (large cuts in entitlements AND in military spending) would come into effect. More likely, a new deal would be reached after serious wrangling that would cut back both entitlements and military, and also perhaps temper the expiration of the Bush tax cuts by extending them for some taxpayers (maybe all, to some degree). 

So what do these alternative scenarios tell us about our vote for president, that ultimate “amateur” forced to make choices among expert opinions?

Paradoxically, if Obama is re-elected, the odds of an Austrian policy of austerity being enacted are not clearly lowered. The harshness of the political climate, with (probably minority) Democrats able to hold an Obama veto over the heads of Republican lawmakers, and Republican lawmakers incensed by their inability to directly do whatever they want, might make for some legislative action based far more on emotion than on cool calculation of interest. This could result in the expiration of the Bush tax cuts and the Armageddon budget deal, or something like it, actually occurring – the purest “Austrian” outcome on offer. (Remember – last time we had balanced budgets was under a second-term Democratic president and a Republican Congress.) 

If Romney is elected, again somewhat ironically, the temperature may go down a bit, but the level of austerity applied would appear to be less, thanks to spending cuts being accompanied by both the probable extension of the Bush tax cuts and further tax cuts. 

But in both cases, it’s more of an Austrian outcome than a Keynesian one. So as we face this election, we might all start whistling “Edelweiss” and keeping our fingers crossed that Ludwig von Mises and Friedrich Hayek were onto something. 

Because if it turns out that it was John Maynard Keynes who was right, we all could be singing “Brother Can You Spare a Dime.”
 *            *            *
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