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1920 when she was just 14, and she dropped out of school to work, first as a soap-lather girl in a barbershop,
and then at a department store where she modeled hats for their catalogue. She caught the eye of a movie director

who cast her in a small part, and she began taking drama classes in Stockholm.

G reta Gustafsson was born in the small Swedish village of Sodermaim. Her father died in the influenza epidemic of

In 1924, Louis B. Mayer, head of Metro-Goldwyn-Mayer, traveled to Europe with a vice president at MGM, Victor
Seastrom, himself a Swedish director, who encouraged Mayer to look at Gustafsson. “l can make a star out of her,” May-
er proclaimed, and brought her to Hollywood the next year. She spoke no English, not a problem in the era of silent mov-
ies. MGM production chief, Irving Thalberg, cast her as a worldly, exotic woman, changing her name to Garbo, and she
quickly became the star Mayer had predicted. By 1929, she was the highest paid actor at MGM.

The next year, MGM created a sensation by promoting her first talking picture, Anna Christie, with the headline, “Garbo
Talks!” It won her the first of three Academy Award nominations for best actress and was the highest grossing film of the
year. Her salary, in the middle of the Great Depression, was raised to $300,000/year. '

! Approximately $7.5 million today.
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uvan Pujol Garcia was born in Barcelona a few
J years after Greta Gustafsson was born in Swe-
den. He also dropped out of school when he
young and held a number of odd jobs. He hated his
six months of compulsory military service, and after
discharge, worked at a poultry farm north of Barcelo-

na.

When the Spanish Civil War broke out in 1936, his
mother, his sister and her fiancé were arrested by the
Republican forces for being “counterrevolutionaries.”
They were eventually released, but the Republicans
tried to impress Juan into military service. He ob-
tained false identity papers showing he was too old
to fight, and he was left to manage the pouliry farm
under the direction of a collective imposed by the
Republicans. The treatment of his family and the in-
competence of the collective left Juan bitterly op-
posed to communism.

He joined the Nationalist army of Francisco Franco
opposing the Republicans. He was berated and
physically assaulted by his commanding colonel for
lack of discipline, and when Juan expressed support
for the monarchy, he was imprisoned. His experience
with the Nationalists left him hating fascism as much
as he loathed communism.

Greta Garbo and Juan Pujol Garcia never met. But
as the world marched toward the Second World
War, their names would soon be connected in one of
the most improbable, and important, events in history.
And their lives, so completely different before the
war, would become similarly shrouded in mystery
after the war, offering valuable lessons for us today.

veen Elizabeth Il called 1992 her annus hor-

ribilis, her horrible year. Her children were

divorcing or separating from their spouses,
Windsor Castle was extensively damaged in a fire,
and the monarchy was under severe public criticism,
its continued existence even in question. This past
year, too, was an annus horribilis for many, as wars
and conflicts raged across the globe, natural disas-
ters took lives and property, and the norms and insti-
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tutions that buttressed our world for decades came
under attack, crumbled, or were blithely tossed aside.
These forces of chaos were manifested across politi-
cal and social institutions, and evident in the assault
on the economic precepts that built our prosperity.

ome primates and birds engage in reciprocity
S by grooming each other, but economic reci-

procity, trade, particularly among strangers, is
a uniquely human pursuit. Some trade is dictated by
social patterns of exchange, a form of reciprocity, but
most of what we know as trade is driven by mutual
self-interest. Trade is perhaps the one “free lunch” in

economics.

Companies create supply chains, not out of altruism,
but out of a drive for efficiencies. Those efficiencies
may be the result of a lower cost of production, but
are frequently generated by specialization, a con-
cept introduced by Adam Smith in 17762 and taken
up by David Ricardo in 18172 Smith used the exam-
ple of a pin factory, wherein a single worker might be
able to make one or two pins per day, but by identi-
fying 18 separate tasks,*ten workers, specializing in
one or two tasks, could turn out 4,800 pins per work-
er each day. That's efficiency!

A modern example is automobile manufacturing. In
North America, a single component may cross coun-
try borders multiple times. For example, a transmis-
sion may be made of American steel, machined in
Canada, sent to Mexico to receive electronics, and
sent back to the US for final assembly. This may ap-
pear to be wasteful with all these transshipments, but
by specializing, the supply chain is optimized, and
each factory, each country, benefits from this trade.

Trade is the “free lunch” in economics because itis a
positive-sum activity in which all parties to trade ben-
efit. Appropriately, those who add the most value
benefit the most. The iPhone is a good example. Ap-
ple, which designs and markets the iPhone, earns a

An Inquiry Into the Nature and Causes of the Wealth of Nations.
On the Principles of Political Economy and Taxation.

Drawing out the wire, straightening it, cutting, sharpening, polishing,
etc.
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profit of around $600/phone, whereas Foxconn, its
main manufacturer, earns about $20/phone. The
value, and profit, is in design and marketing, not in
manufacturing. Trade is what enables Apple (and
Foxconn; General Motors and Ford) to maximize
their profits.

A tariff is a tax, and like all taxes, reduces economic

efficiencies.® Tariffs have been raised to their highest

levels in nearly a century (Chart 1), to around 15%. ¢

Angeles

The costs of tariffs are divided among foreign pro-
ducers, domestic importers and consumers. In the
short-run, importers bear the brunt of the costs, hesi-
tant to pass through these expenses to consumers.
Over time though, consumers largely pay the cost of
this tax (Chart 2). In the aggregate, tariffs will likely
reduce US growth by around 0.3% of GDP per an-
num.” That is more than $1 trillion of lost wealth annu-
ally.

US Average Effective Tariff Rate, 1790-2025
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That is not an argument for no taxes, since reve-
nue has to be raised to pay for government
services. It is simply a reminder that all taxes have
economic costs.

The effective tariff rate can only be estimated, as
trade flows are disrupted and substitution effects

Jul-26 (Projected) are in play.

The Budget Lab, Yale University:
https://budgetlab.yale.edu/research/state-us-
tariffs-november-17-2025.
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iscal discipline, at least a modicum of fealty to Interest on the debt is now a record $1 trillion per
F the concept, is another economic principle, year, greater than the entire defense budget (Chart

along with free trade, that has been aban- 4), crowding out other areas of expenditure and lim-
doned. The US economy is operating at close to full iting (perhaps) the flexibility to spend in the next crisis
employment and real GDP has averaged 4% over or economic downturn. How the economy absorbs
the past two quarters, yet the federal government is this rising debt will be one of the important questions
still running a budget deficit equal to between 6-7% for investors.

of GDP, unprecedented outside war, with no sign of
changing (Chart 3).
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he Federal Reserve has cut the overnight Fed There are one million more people unemployed at
T funds rate three times in the past three months, the end of the year from the start of the year, and the

citing weakness in the labor market as its ra- underemployment rate (U-6), those out of work or
tionale. Indeed, payroll growth has slowed to a discouraged from seeking work or working less than
crawl, up less than 1% from a year ago (Chart 5). full-time, jumped from 7.5% to 8.7% over the past 11

In 2025, the unemployment rate rose from 4.0% to months (Chart 6).

4.6%, the highest since 2017 (outside the pandemic).
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