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Bring a Privatized Banking 
Seminar to your city.

3 Speaker / Authors from the 
Austrian School of Economics

L. Carlos Lara
Robert P. Murphy, Ph.D.
 Paul A. Cleveland, Ph.D.

3 Dynamic, Informative, Inspirational
and Educational Hours

Inquire directly with Carlos Lara 615-482-1793, 
or Robert P. Murphy 212-748-9095, 

or e-mail us at info@usatrustonline.com

Present the powerful combination of 

Austrian Economics, 

The Sound Money Solution 

& The Infinite Banking Concept 

to your Special Group

• Demystifies Fractional Reserve Banking     
• Learn how you can personally secede from 
our crumbling monetary regime and improve 
your financial future.  
• Sound economic reasoning with a sound 
private strategy to direct the individual 
toward the escape exit.  
• Learn the warning signs of a coming crash 
and the steps you need to take to avoid them.
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THE EcONOMicS 
Of BiTcOiN
BY  Robert  P.  Muprhy
What’s all the buzz about Bitcoin? 
Laying out the basics, and 
commentary in light of Austrian 
economics.
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BY  L .  C arlos  L ara
It seems the deck is stacked against 
the average household, but an age-
old financial instrument offers refuge.
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Murphy, and other Austrian economists, 
at these upcoming appearances.
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involves a top-down approach. We’ve 
got something better.
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“iT iS THE MASSES THAT dETERMiNE THE cOURSE Of 
HiSTORy, BUT iTS iNiTiAL MOvEMENT MUST START WiTH THE iNdividUAL.”

— How Privatized Banking really works

Fully understanding society’s problem, while absolutely necessary, is not enough to bring about the 
solution. Education alone will not do it. Action must go farther than that. But should that action be 
implemented from the top down to society or, beginning with the individual, spread out and up? In this 
question and its answer lie the supreme differences between the thinking of the Keynesians and that of the 
Austrian School— central planning vs. a free market economy.

If our education is informing us that we are reaching a perilous point of no return, we inherently feel 
something must be done. However, it is nearly impossible to motivate the individual to lift even one finger to 
help his fellowman, unless there is something in it for himself. This is not a condemnation of the individual, 
but rather a fact of human nature. It is the selfish interest that resides in all of us—a human flaw, they say, 
yet without it we starve. 

When the selfish interest is allowed to be exercised, free and unhampered, man is empowered to sustain 
himself. Not only that, but in his desire to survive he produces more and better products for society at lower 
prices. No one, prior to 1776, had articulated the significance of this insight better than Adam Smith in his 
Wealth of Nations. The irony he uncovered was that the individual producer had no idea or intent toward 
helping society but invariably, like an invisible hand over the market, he was guided to accomplish exactly that.

Dear readers

5 L M R  A P r I L  2 0 1 3

LArA-MurpHy rEpOrt

Today, in a country such as ours, where central planning has become entrenched, where central banks 
control all of our money and where government is spending us into impoverishment, what can one individual 
possibly do to change any of this? Must he stand by helplessly and allow the decline of our nation to 
continue? The answer is not in directing the individual into mobilizing the masses to action, nor in even 
focusing his efforts into helping society, but rather in dedicating all his efforts to his own personal economic 
well being. For when his efforts remain channeled in this direction he is not far from the solution.  He is 
nearer than ever to a way of personally seceding from our crumbling monetary regime, nearer to a way of 
escaping the bondage of debt, and nearer to a way of improving his financial future. His mind has become 
ready and open to the idea of privatized banking.

Privatized banking is for the individual and his household. There is no need to wait on government or 
monetary policy to change. Privatized banking can be done immediately with positive results and done by 
virtually anyone.  Once implemented by the individual, the phenomenon occurs, and in similar fashion to 
Adam Smith’s discovery, all of society benefits and one more individual is added to the 10%.

Yours truly,
Carlos and Bob
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recent develoPments tHat may Be of interest to readers of tHe lara-murPHy rePort…

puLSE On tHE MArkEt

puLSE On tHE MArkEt
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cENTRAL BANKS ARE SNATcHiNG UP EqUiTiES
Bloomberg reports that a growing number of central banks around the world are 
shifting out of fixed-income assets into equities. The Bank of Japan, for example, 
said it plans on doubling its equity ETF holdings to $3.5 trillion yen (about $35 
billion) by 2014. The reason for this shift? Low bond yields, of course. The very same 
low-interest-rate madness that induces risk-taking among private asset managers is 
having the same effect on the central banks themselves, which want to maintain, if 
not grow, the market value of their reserves. Even so, Bloomberg reports that some 
70 percent of the interviewed central bankers don’t think buying equities is a wise 
strategy, while several banks—including the Fed and the Bank of England—don’t 
even have the authority to do so.

Central  Bank s  Go Long

cHiNA, AUSTRALiA SiGN cURRENcy dEAL
China and Australia have agreed to swap yuan directly for the Australian dollar and 
vice versa. This is only the third currency for which China has such an arrangement 
(the US dollar and Japanese yen being the other two). Although by itself the deal 
is insignificant, it is yet another milestone in the demotion of the US dollar as the 
world’s reserve currency. It was the US’s special status that allowed it to enjoy “deficits 
without tears,” meaning the Fed could print up money that Americans would use 
to buy foreign goodies, with no dire effects on domestic prices. This is because the 
foreigners would absorb the dollars into their own cash holdings, rather than send 
them back to the US. (Besides holding actual US currency, foreigners can also buy 
dollar-denominated assets such as Treasury securities, which also helps finance a US 
trade deficit and keeps US interest rates lower than they otherwise would be.) But 
if and when foreigners decide that enough is enough, we will see a flood of dollars 
returning home. The dollar will fall against other currencies, raising import prices. In 
particular, the US-dollar-price of commodities such as crude oil will rise sharply. Those 
advocating higher price inflation will get what they wished for, and it won’t be pretty.

U.S .  Doll ar  Losing Its  Fans

fREE MARKET iS EARTH’S BEST fRiENd
April 22 was Earth Day, providing a good opportunity to remind our readers that 
private property rights are the best institutional design to promote wise stewardship 
of our natural resources. While overfishing is rampant in government-controlled 
bodies of water, you never hear about farmers foolishly slaughtering all of their 
cattle because of record beef prices. Markets have sophisticated futures markets that 
promote long-term thinking, in contrast to elected officials who focus on only the 
next few years, at best.

Earth Day  and C apital ism
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puLSE On tHE MArkEt

GOLd PLUNGES
Gold took a massive nosedive earlier this month, falling more than 9 percent in 
a single day—the biggest such move in 30 years. It is currently at levels not seen 
since early 2011. However, with physical demand still hot around the globe, some 
analysts (such as Paul Craig Roberts) smelled a rat, and blamed brokerage houses 
and other insiders for engineering the rout. Whatever the short-term factors may 
be, we should keep some perspective: Gold is still about double what it was at the 
onset of the financial crisis (in late 2008) and the Fed’s extraordinary response. 
The position that we  have advocated in our public presentations and here in the 
Lara-Murphy Report is that households should stockpile a certain number of 
“months’ worth” of gold and/or silver, where a month translates into the physical 
weight of the metal that currently trades for a month’s minimum expenditures. 
For example, if a couple decide that they want five months’ of disaster income, and 
they have unavoidable expenses of $6,000 per month, then when gold is at $1,500 
they would want to accumulate 4x5 = 20 ounces of gold. With this preparation, 
even if the dollar collapses and the couples’ paychecks do not rise nearly as quickly 
as the prices of food, gasoline, and electricity, they will have a cushion of at least 
five months because the price of gold in that scenario would certainly rise as 
much as anything else. In this approach, gold isn’t an “investment” so much as a 
metaphorical insurance policy. Consequently, pullbacks in the market price should 
not be alarming, and don’t undermine our defensive strategy. However, we should 
also stress that before the currency collapses, we are still beholden to the US dollar. 
This is where privatized banking—i.e. using properly calibrated insurance policies 
to manage cashflow—comes into play.

Gold Plunges

BANK Of JAPAN GOES ALL-iN WiTH iNfLATiON
The new governor of the Bank of Japan, Haruhiko Kuroda, has announced that 
the Bank will do whatever it takes to achieve its goal of 2 percent (price) inflation. 
He has pledged to double (!) the monetary base in two years, with bond purchases 
of 7.5 trillion yen per month. (This is almost triple the Fed’s current rate of asset 
growth, as a percentage of GDP.) This will prove to be an interesting experiment 
in various theories of how to cure recessions. The Bank of Japan is now doing what 
many economists have been urging Bernanke to do: Namely, pledge to do whatever 
it takes in order to boost “aggregate demand” and get price inflation to start rising 
at the desired rate. Needless to say, the Austrian economists don’t believe that rising 
prices are the key to restoring genuine prosperity. 

Japan Fires  Up  Printing Press
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the Economics of Bitcoin
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by Robert P. Murphy, PhD

The Economics of

BiTcoin
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one of the major financial stories this month 
was the bursting of the apparent bubble in 
“Bitcoin” prices. Bitcoin, according to its offi-
cial website, is a “peer-to-peer virtual currency.” 
Supporters claim that Bitcoin is the ultimate 
free-market money of the computer age, be-
cause its scarcity is mathematically guaranteed 
and is virtually impervious to government 
counterfeiting efforts.

Detractors argue that it is a fad, and that only 
a physical commodity can last as a true money. 
In particular, many critics cite the work of Lud-
wig von Mises as “proof ” that Bitcoin will never 
become a genuine money. In the present article 
I’ll summarize what Bitcoin is, then I’ll com-
ment on its future prospects as a new form of 
money.

The Basic Mechanics of Bitcoin

In this opening section, I’ll draw heavily on a 
website article I co-authored with Silas Barta 
(who understands the mathematical details be-
hind Bitcoin much better than I do).1 I refer in-
terested readers to our article (see the endnote 
below for the URL) for a more comprehensive 
explanation, as well as links to truly technical 
discussions involving encryption and the details 
of “mining” new Bitcoins. But for our purposes 
in the LMR, let me give just a quick overview:

The first thing to stress is that all of Bitcoin’s 
“bookkeeping” is done in full public view. Far 
from being encrypted, every Bitcoin transaction 

the Economics of Bitcoin

Supporters claim that Bitcoin is the ultimate free-market money of 
the computer age, because its scarcity is mathematically guaranteed 

and is virtually impervious to government counterfeiting efforts.
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is out in the open, subject to independent audit-
ing by anyone who downloads the software. In 
fact, that’s the very strength of Bitcoin, and why 
its proponents say that it relies on no central 
authority: Precisely because no single organiza-
tion is “in charge” of Bitcoin, it will be extremely 
difficult to stamp it out of existence if Bitcoin 
should ever become a commonly accepted cur-
rency.

Here’s an analogy I came up with, to help the 
newcomer understand the “big picture” of how 
Bitcoin works. Imagine a community where the 
people don’t use tangible money: there are no 
gold coins, but not any green dollar bills, ei-
ther. Instead, the money in this community is 

based on the 21 million integers running from 
1, 2, 3, …, 20,999,999, and finally up through 
21,000,000. At any given time, one person 
“owns” the number 8, while somebody else 
“owns” the number 34,323, and so on. By saying 
people “own” a number, all I mean is that when 
commercial transactions occur, the medium of 
exchange is the community’s notion of “owner-
ship” or “assignment” of these 21 million inte-
gers to specific individuals.

For example, suppose Bill wants to buy a car 
from Sally, and the price sticker on the car reads, 
“Two numbers.” Bill happens to be in possession 
of the numbers 18 and 112. So Bill trades the two 
numbers—18 and 112—over to Sally, and Sally 
gives Bill the car. The community recognizes that 
the title to the car has transferred from Sally to 
Bill, and it also recognizes that Sally is now the 
owner of the numbers 18 and 112.

Now we come to the really interesting part. 
With the car, the title was a piece of paper; when 
she sells the car, Sally has to sign over the title 
to Bill. In principle this piece of paper could 
be destroyed, stolen and altered, or fraudulent-
ly produced. But with the numbers, things are 
different; the mechanism through which Bill 
transfers his ownership of 18 and 112 to Sally is 
complex. What happens is that the community 
keeps track of ownership through an industry of 
thousands of accountants. They each keep enor-
mous ledgers (in Excel files or giant pieces of 
paper if you like), with 21 million columns run-

The first thing to stress 
is that all of Bitcoin’s 

“bookkeeping” is done in full 
public view.
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ning across the top from left to right—one for 
each number.

So the columns run across the top, from 1 to 
21 million. At the same time, the rows of the 
ledgers record every transfer of a particular 
number. For example, when Bill bought the car 
from Sally, the accountants who were in earshot 
the of the deal wrote down (or entered into their 
Excel file), “Now in possession of Sally” in the 
next available row, in the column for 18 and 
also the column for 112. In these ledgers, if we 
looked one row above, we would see, “Now in 
the possession of Bill” for these two numbers, 

because they were originally owned by Bill be-
fore he transferred them to Sally.

Besides documenting any transactions that 
happen to be in earshot, the accountants also 
periodically check their own ledgers against 
those of their neighbors. If they ever discover 
that their neighbors have recorded transactions 
for other numbers (regarding deals for which 
the accountant in question was not in earshot), 
then the accountant fills in those missing row 
entries in the column for that number.

Given this arrangement, at any given time 

the Economics of Bitcoin

there are thousands of accoun-
tants, each of whom has a virtu-
ally complete history of all 21 mil-
lion numbers, from the first owner 
up through the present owner. The 
only reason the ledgers might differ 
from one accountant to another, is 
if one of them had recorded a rela-
tively recent exchange, which had 
not had time to propagate (through 
the copying process) throughout 
the entire community. But any 
commercial transaction that is at 
least a few hours old (let’s say), has 
had time to be copied by every ac-
countant, and so all of the ledgers in 
the community will have a record of 
the sale.

Now in this hypothetical world, if 
someone asks, “Who keeps track of 
the money?” the answer would be, 
“The accountants.” But if even half 
of the accountants and their ledgers 

Many critics cite the work of Ludwig von Mises as “proof” that 
Bitcoin will never become a genuine money.
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were killed in a giant explosion, the financial 
system would remain intact, because all of those 
records were massively duplicated across the 
whole industry of accountants. The only things 
that might be lost would be sales that had oc-
curred only an hour or two before the explo-
sion, because these might not have had time to 
propagate over to the accountants who end up 
surviving the explosion.

Let’s pause in our analogy to make sure 
the reader understands why we’ve construct-
ed it this way. When all of the Bitcoins have 
been “mined”—which will happen in the year 
2140—there will be 21 million of them in ex-
istence. That is a mathematically guaranteed, 
fixed quantity of them. 

In our analogy above, we aren’t dealing with 
the complicated issue of “mining” Bitcoins. In-
stead, we are focusing on the steady-state where 
all of the 21 million Bitcoins have been mined, 
and the community functions economically just 
by transferring ownership of the forever-fixed 
quantity of these mathematical objects.

So in the real world, people transfer their own-
ership of a certain amount of Bitcoin to other 
people, in exchange for goods and services. This 
transfer is effected by the network of computers 
performing computations and thereby changing 
the “public key” to which the “sold” Bitcoins are 
assigned.

In our analogy, we captured this aspect of 
things by saying the accountants entered the 
new owner of a particular number in the next-
available row in that number’s column. In the 
real world, the entire Bitcoin network also has 
an entire history of each Bitcoin’s “life cycle,” 
from the moment it was mined, through every 
owner it ever had, down to the current owner. In 
our analogy, we captured this aspect by saying 

that you could look at the number 18, for exam-
ple, and see its first owner in row 2, its second 
owner in row 3, etc. (We assume the first row is 
reserved for listing the integers themselves.)

Where Does Encryption come in? 
The Problem of Anonymous owners

Now in our fictitious world, there is one glar-
ing problem that we didn’t address: How do 
the accountants verify the identity of the people 
who try to buy things with numbers? In our ex-
ample, Bill wanted to sell 18 and 112 to Sally 
for her car. 

Now Bill really is the owner of the numbers 
18 and 112; he can afford Sally’s car, because 
she’s asking “Two numbers” for it. The accoun-
tants will verify, if asked, that Bill is the owner 
of those numbers; it says “Bill” in the last row 
which has an entry in it, under the “18” column 
and the “112” column in all of their ledgers.

But here’s the problem: When the nearby ac-
countants see Bill trying to buy the car from 
Sally, how do they know that that human be-
ing actually IS the “Bill” listed in their ledgers? 
There needs to be some way that the real Bill can 
demonstrate to all of the accountants that he is 
in fact the same guy referred to in their ledgers. 
To prevent fraudulent spending of one’s money 
by an unauthorized party, this mechanism must 
be such that only the real Bill will be able to 
convince the accountants that he’s the guy.

Here is where the “public/private key” encryp-
tion issues come into play. In my article with 
Barta, we developed the analogy further to 
handle this aspect of things. For my abbrevi-
ated treatment here, suffice it to say: There is a 
way that the legitimate owner of a Bitcoin can 
publicly demonstrate to the other people in the 
network that he or she really is the person to 

the Economics of Bitcoin
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whom that Bitcoin belongs. Only someone with 
the possession of the “private key” will be able 
to produce a valid “signature” that convinces the 
other people in the network to transfer owner-
ship of the Bitcoin to another party. This is how 
a Bitcoin is “spent,” after all—it is transferred 
from one person to another, in exchange for 
goods or services.

Bitcoin: The Benefits

Within the Austrian community, there are 
those who love and those who hate Bitcoin. The 
supporters love the fact that Bitcoin is virtually 
immune to counterfeiting. There is no single 
agency “in charge” of Bitcoin, but instead its 
protocol is something that the whole network of 
computers implements. There is thus no danger 
of even a private group succumbing to the temp-

tation to inflate. This is literally mathematically 
impossible: the number of Bitcoins in existence 
will increase according to a predetermined for-
mula, maxing out in the year 2140. (The new 
Bitcoins are “mined” into existence along the 
way, and awarded to the owners of computers 
that perform the necessary computations.)

This in-built scarcity is the supreme virtue of 
Bitcoin in its intended role as a new, digital mon-
ey. Even commodity money such as gold could 
potentially prove untenable if, perhaps decades 
from now, scientists invent a machine that can 
easily rearrange the building blocks of matter. 
Think of the “replicator” machines on the newer 
versions of the Star Trek television series. On 
the show, people say to the computer, “Make me 
a cup of Earl Grey,” and the steaming beverage 
appears. But if people can, in real life, one day 

only someone with the possession of the “private key” will be able 
to produce a valid “signature” that convinces the other people in the 

network to transfer ownership of the Bitcoin to another party.
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say, “Make me a bar of gold,” then it would seem 
impossible to have a stable unit of account, if it 
were based on physical commodities.

In such a world, however, a mathematically-
defined monetary unit—such as Bitcoin—
would still be immune to counterfeiting. Even 
if we had a machine that could transform lead 
into gold, it still couldn’t increase the number 
of integers between 0 and 21 million. Such a 
request doesn’t even make sense.

Bitcoin: The Problem

On the other hand, it is Bitcoin’s lack of a 
physical embodiment that worries many of to-
day’s Austrian enthusiasts. After all, Ludwig 
von Mises in his famous “regression theorem” 
explained the purchasing power of fiat money 
by the historical fact that it was once redeem-
able in gold or silver. The purchasing power 
of these commodity monies, in turn, could be 
traced back to the days of barter, when gold and 

silver were valued because of their non-mone-
tary functions.

Since Bitcoin can’t be traced back to the days 
when it was either redeemable in other forms of 
money, or was itself used as a non-monetary com-
modity, many critics argue that either Bitcoin 
withers and dies, or Mises must have been wrong.

Now, I am not going to go out on a limb and 
predict that Bitcoin will one day be used as a 
genuine money around the world. However, I 
want to warn fans of the Austrian School that 
if this is their argument, then Mises has already 
lost. If this logic is right—namely, that Bitcoin 
can never become a genuine money, because 
all money must ultimately have originated as a 
regular commodity—then it should also “prove” 
that Bitcoin could never become even a medium 
of exchange. 

Let’s pause for a quick refresher on Austrian 
monetary concepts. A medium of exchange is 

Even commodity 
money such 
as gold could 

potentially prove 
untenable if, 

perhaps decades 
from now, 

scientists invent a 
machine that can 
easily rearrange 

the building 
blocks of matter.
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something that a person accepts in a trade, not 
because he wants to directly consume it or use 
it in production, but because he intends to trade 
it away for something else, in the future. So for 
example, if a farmer goes to town with eggs, in-
tending to buy shoes, he might trade the eggs to 
a fisherman in exchange for salmon. (Assume 
he knows the cobbler in town hates eggs but 
likes fish.) Then he takes the salmon to the cob-
bler and buys shoes with it. In this example, the 

salmon served as a medium of exchange.

The founder of the Austrian School, Carl 
Menger, argued that just this sort of process led 
to the spontaneous emergence of money, when a 
popular medium of exchange was gradually ac-
cepted by more and more people in the commu-
nity. At some point, when virtually everybody 
was willing to accept it, then that medium of 
exchange would cross the boundary to become 

That makes Bitcoin a medium of exchange, which therefore has 
already surpassed the qualitative hurdle, as far as the regression 

theorem is concerned.
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money. After all, the definition of money is “a 
generally accepted medium of exchange.”

Back to Bitcoin: It already has become a me-
dium of exchange. In other words, there are 
websites where people trade real goods (such as 
DVDs, books, and—ahem—illicit substances) 
in exchange for Bitcoins. Thus, it’s not merely 
that Bitcoin is a financial asset, where people 
can trade it for US dollars, euros, yen, etc. Some 
people are selling their goods directly for Bit-
coins and then using those same Bitcoins to 
acquire goods from another party. That makes 
Bitcoin a medium of exchange, which therefore 
has already surpassed the qualitative hurdle, as 
far as the regression theorem is concerned. At 
this point, the only thing stopping Bitcoin from 
becoming a full-blown money is that its accept-
ability as a medium of exchange is currently 
restricted to a small fraction of the population. 
Now maybe it will take off, and maybe it won’t, 

but there is nothing in principle to prevent it 
from becoming a money, the way many people 
are arguing.

conclusion

We can’t predict the future. Maybe digital cur-
rencies will one day replace even commodities 
such as gold and silver. There is no hurdle to 
Bitcoin’s emergence as a full-blown money, that 
it hasn’t already overcome in its initial develop-
ment as a mere medium of exchange.

However, until humans achieve the age-old 
dream of alchemy, and can produce gold out of 
baser metals, I still predict that gold will be the 
market’s ideal money of choice. If governments 
would get out of the money and banking sec-
tors, I think we would see a quick re-emergence 
of gold as the worldwide money.
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Where Do You Put Your 
Money Now?
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telling us we will all live longer, no one is totally 
free from the fear of running out of money at a 
time when we are too old to work. Only a min-
iscule number of us can say they have enough 
money to eliminate worry, but even then, huge 
financial dislocations can occur virtually over-
night and the money vanishes. When we add 
to this the reality of rising taxes and chronic 
inflation, it is not difficult to see that the envi-
ronment is indeed perilous. Our problems are 
social and political in nature, but they hit us 
economically—in the one area most of us are 
ill-equipped to handle.

where Do you put your Money now?

Perhaps this question is better 
stated this way, “In an economic environment 
such as what we have today, where SHOULD 
you put your money now?” Even with that clar-
ification, it should come as no surprise that for 
a large portion of the population this question 
is meaningless. “What money?” they say. “I’m 
living paycheck to paycheck and just hoping I 
don’t get laid off!” Others have some money but, 
with today’s interest rates and the volatility of 
the markets, are getting virtually no return on 
that money and are terrified of losing what little 

I have now lived long enough to 
look back over more than half 
a century and know firsthand 
how our social, political, and 
economic environment has 

changed, and the effects of that 
change.

bit they do have. Still another group have some 
money, but have relinquished the management 
of it to others, and are praying that it will some-
how all work out in the end. 

In the midst of all this financial juggling no 
one can afford to get sick, or permanently dis-
abled, for these days we must all be working.  
Heaven forbid another party sues us by way of 
an unforeseeable accident or other purposes. If 
an untimely death takes away the main bread-
winner, that event alone can financially derail 
most households. But now, with the statistics 

If I still have your attention, allow me to con-
tinue to make this question resonate with you 
personally. Perhaps it may be helpful before I 
go any further to point out that among several 
financial skills acquired over the years through 
education, one main advantage I possess is that 
I have now lived long enough to look back over 
more than half a century and know firsthand 
how our social, political, and economic envi-
ronment has changed, and the effects of that 
change. Throughout this period, I made and lost 
substantial amounts of money and those lessons 
provided me an invaluable vantage point. This 
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insight now translates itself in a two-fold man-
ner. I find that I tend to analyze all money deci-
sions using the part of economics that concerns 
itself with single factors and the effects of indi-
vidual decisions—microeconomics. Additional-
ly, I combine my analyses with macroeconomics, 
or that which involves the overarching factors in 
our economic world, such as interest rates, gov-
ernment regulation, and monetary policy. Many 
years of experience now allow me to shift men-
tally back and forth between these two views as 
I study a financial move. Over time I came to 
realize after countless in-depth interviews with 
people in all walks of life that most individuals 
do not do this, in fact, cannot do this! They sim-
ply don’t know how. This is not something to be 
ashamed of, after all not everyone is trained this 
way; still, most people are embarrassed by it. 

The point is that financial illiteracy is a fact 
of life in the 21st century. The problem stems 
from the fact that financial subjects have always 
been elusive topics seldom taught at home or at 
school; consequently the average person today 
struggles immensely with financial matters. But 
it doesn’t stop there, as even the most sophisti-
cated financial professionals wrestle with unex-
plained fractures in the economy that defy ra-

where Do you put your Money now?

Income
If we are going to attempt to answer this 

question properly, the most important thing not 
to overlook is where our money comes from.  If 
you are employed, self-employed, or employed 
by your own business, money flows to you and 
into your coffers—typically your bank account. 
This is how we are able to pay for taxes, our liv-
ing expenses, insurance, and hopefully save a 
portion of it for emergencies, big ticket expen-
ditures like college tuition and weddings, and 
provide for our old age. We do this primarily 
to keep from going into debt. Consequently, 
our number one priority is to keep that cash 
flow going, perhaps creating several cash flow 
sources, so that if one dries up, the others keep 
coming in. I have stated what for most readers 
would be an elementary fact, but bear with me 
as I expand and frame my point.

Here it is helpful to realize that while there 
are millions of employees in the U.S., and simi-
larly, millions of self-employed individuals con-
sisting of doctors, lawyers, accountants, and 
other professionals, there are only a few large 
businesses that employ more than 100 people. 

Financial illiteracy is a fact of life 
in the 21st century.

tional thinking and shipwreck their 
own financial destinies. Even I did 
not escape some of those brutal re-
alities. History has proven that this 
societal dilemma is nothing new, so 
the question we are asking begs for 
an answer right up to the present 
moment. 
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This may come as a surprise, but this statistic 
actually helps bring into focus the picture I 
want to begin to show. Actually, there are only 
981 companies that employ 10,000 people or 
more. Believe it or not, most corporations in 
the United States represent one individual and 
one employee.1 But incredibly the U.S. Federal 
Government, being also an employer, employs 3 
million individuals—more than any other entity 
in the world. Keep in mind that the government 
has no money of its own, so this payroll burden, 
complete with life benefits and healthcare, is 
carried directly by the taxpayer. 

In addition, it may also be helpful to get some 
idea of what these employed people actually 
make in annual incomes knowing that we too 
fall into one of these categories. According to 
the IRS, in 2008 there were 321,294 U.S. tax-
payers with an adjusted gross income of $1 mil-
lion or more. That’s 0.23% of all taxpayers in the 
United States, or one-quarter of one-percent of 
the U.S. population.2 A year ago, the New York 
Times published a list of the fifty highest paid 
CEOs and at the very top of that list was Tim 
Cook, Apple’s CEO at a whopping $378 mil-
lion; the man at the bottom of that list made 
$90 million!  While Wells Fargo’s top banker 
made $22 million, just this past week, again in 
the New York Times, it was announced that 
David Tepper, a hedge fund manager made $2.2 
billion all in one year. Three other hedge fund 
mangers on that list made over $1 billion each 
in 2012.3 As for the rest of the country, based on 
the Internal Revenue Service’s 2010 database, 
statistics for the remainder of the population 
are as follows:

Top 1%:   $380,354
Top 5%:   $159,619
Top 10%:   $113,799
Top 25%:   $67,280
Top 50%: > $33,0484

The Median Income per household as of 
2011 Census figures was $50, 100.5

Remember, these numbers represent annual 
incomes and not the net worth of individuals; 
still the disparity of the money flowing to indi-
viduals is alarmingly obvious. From this money 
flow we are compelled to make a living and save 
a portion of it or we are in big trouble. But no-
tice that even to replicate the median income 
level with passive income requires a huge pile 
of money approaching $1.5 million.  And that 
figure ignores the real ravishes of inflation. This 
is serious business for each one of us no matter 
who we are, how much money we have, or what 
level of financial competency we possess. 

Now that we have set the stage we are ready to 
examine one of the main points of this article—
a government policy instituted in 1974 that for-
evermore changed the future outcome for mil-
lions of Americans.

Employee Retirement 
Income Security Act (ERISA)

This is the Act, signed into law by President 
Gerald Ford in 1974, that made 401(k)s pos-
sible.6 Prior to this time corporations, like gov-
ernment, provided their employees retirement 

The time had arrived for huge profit making by Wall Street fund managers; 
unfortunately it came at the expense of the financially ignorant.
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income and health benefits for life known as 
Defined Pension Plans, however, several cases of 
corporate abuse of these trust funds led to pen-
sion reform. One of the biggest problems cor-
porations were having was losing trust money 
in poor investments. Other cases involved cor-
porations illegally dipping into these funds for 
their own use to shore up poor company cash 
flows. So the law was indeed created to protect 
the employee from the abuses of the employer. 
But once enacted, it also greatly benefited the 
employer, by transferring the expense of retire-
ment benefits and their management to the em-
ployee. In the new Defined Contribution Plan, 
the employer was to match whatever amount 
the employee put into the 401(k) retirement 
fund—what so many employees call “free mon-
ey,” but in essence it actually cut the employer’s 
employee retirement cost in half—a significant 
savings to the employer. If the employee contrib-
uted nothing, the employer’s cost went to zero. 
The new plan spread slowly at first and started 
with smaller companies, then it spread to the 
larger corporations until soon it had become a 
multi-trillion dollar business for the financial 
services industry. But what was the most cata-
strophic part of all of this is that the employees 
of that era, through no fault of their own, were 
financially illiterate. They were not investors 
who were capable of managing their own retire-

There are so many contradictory 
voices coming at us from 

government, the media, and the 
financial services industry that it is 

hard to know who is right, much less, 
whom to trust.
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ment. No one knew this better than the Wall 
Street connection and so the mutual fund rose 
to prominence as the ideal employee invest-
ment vehicle for the 401(k) retirement plan. The 
time had arrived for huge profit making by Wall 
Street fund managers; unfortunately it came at 
the expense of the financially ignorant. Today, 
we see the results of this tragedy everywhere!

Investing
No American in 2013 should be under the il-

lusion that someone is dutifully watching over 
his or her retirement next egg. We live in a world 
where survival of the financial fittest is para-
mount, yet the task for the individual American 
continues to be daunting. We have been forced 

to become speculators when we can least afford 
to put our money at risk. At times it is bewilder-
ing and hopeless. There are so many contradic-
tory voices coming at us from government, the 
media, and the financial services industry that it 
is hard to know who is right, much less, whom 
to trust.

At this point in my message, I can only at-
tempt to simplify your investment choices as 
best I can without having a clue about your own 
personal situation. If you have read this far, you 
want to pile up as much money as you can with-
out losing any of it. My suggestions are only 
illustrative and should not be construed as in-
vestment, tax, or legal advice, but start here, by 
examining this diagram: 
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When President Nixon took us off the Gold 
Standard in 1971, John Exter, a board member 
of the Federal Reserve System panicked, think-
ing that the currencies of the world would all 
collapse and so created this pyramid of collaps-
ing values. The idea of the pyramid is that in 
a collapsing economy you want to move down 
the pyramid and not be caught owning any of 
the assets at the top because they are the least 
liquid. Study all of the asset classes carefully and 
know that seldom does one individual ever have 
the practical skill and ability to cross purchase 
these assets in such a way so as to diversify an 
investment portfolio and obtain a high rate of 

out a questionnaire revealing that you are an ac-
credited investor (wealthy) and able to sustain 
the losses should they happen. The returns on 
these hedge funds can sometimes be hefty, but 
the fees and the investment entry amounts are 
steep and the risks are very high. 

Next to the hedge fund is the mutual fund. It 
is virtually the same idea, but the mutual fund 
industry, unlike the hedge fund industry, is reg-
ulated. Consequently, they are denied access to 
the swashbuckling investment maneuverings of 
the hedge fund. Still, they are a stock market 
investment vehicle and susceptible to market 
volatility.  Plus, the risk is totally on you. Fully 

One gold coin will 
triple in price overnight 
if the dollar crashes so 
keep enough coins at 
the ready should that 
happen—physically 

own it and hide it.

return with no losses. Maybe a savvy investor 
can do it with one, two or three asset classes, but 
not all, for example: a piece of rental property, 
a small business, muni-bonds, individual stocks, 
etc. Only funds can allow you to buy and sell 
these continuously, but you pay a hefty fee for 
that management service and the risk is all on 
you. If you are a millionaire and can sustain huge 
losses, the hedge fund is an option. You must fill 

95% of all Defined Contribution Plans, such as 
401(k)s, 403(b)s, and IRAs, are made up of mu-
tual funds.

A word about gold: Notice that it appears at 
the very tip of the pyramid. It’s there because 
gold is real money. The annals of history have 
long proven that, but in a world of fiat currency 
it has very limited purposes. If the currency col-
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lapses only then does it become your only source 
of emergency money. One gold coin will triple 
in price overnight if the dollar crashes so keep 
enough coins at the ready should that happen—
physically own it and hide it.

Life Insurance
All investors should have life insurance. 

Without life insurance the investor, as well as 
his household and all his assets, are completely 
exposed. With life insurance the investor miti-
gates his risks and sometimes completely elimi-
nates them altogether. Here in the insurance 
sector you can find special riders on life insur-
ance products that protect income in the case of 
permanent disability, long-term care provisions 
for old age, and death benefits that can self com-
plete your life-long savings plan for your benefi-
ciaries immediately. Plus, the tax benefits are ex-
cellent. But as with any financial product, know 
what kind of insurance you are buying. Certain 
life products, such as term and permanent life 
insurance that is connected to the stock market, 
shift the risk from the insurance company to the 
policy owner—a natural consequence of striving 
to either lower your cost of insurance or striv-

ing for a higher rate of return. Make sure you 
understand this difference, but never conduct 
your affairs without adequate life insurance to 
protect you.

Banking
Finally and in conclusion, we come to bank-

ing. Everyone should start a bank. Simply be-
cause it is the most profitable business you can 
be in. Unfortunately, we can’t do that unless we 
have multi-millions of dollars and an approved 
bank charter. However, there is something into 
today’s world known as a banking policy that 
can be started with a much smaller amount of 
capitalization. With this banking policy you can 
“become your own banker.”  What does this 
mean? Remember that flow of money I wrote 
about earlier in this article? Banking policies al-
low you to keep that flow of money going in-
definitely, even into future generations—a form 
of dynasty trust. Here is away to be able to fi-
nance all of your life’s big-ticket purchases, such 
as cars, weddings, college tuition, retirement 
income, and even home purchases! This is one 
of the greatest cash flow strategy discoveries of 
this century.

No American in 2013 should 
be under the illusion that 

someone is dutifully watching 
over his or her retirement

nest egg.
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To get one of these banking policies your 
first step should be to read Becoming Your Own 
Banker, by R. Nelson Nash and How Priva-
tized Banking Really Works by L. Carlos Lara 
and Robert P. Murphy, Ph.D. Next, contact the 
www.Infinitebanking.org website for an autho-
rized IBC Practitioner in your area. Once you 
meet with the IBC Practitioner and he or she 
explains to you how these policies work they 
will take you into the safe and conservative life 
insurance sector and select a permanent life in-
surance policy that will cover you for your whole 
life, in fact, it is called a “dividend-paying whole 
life insurance policy.” If you are too old or un-
insurable, don’t worry; you can own banking 
policies on others with an insurable interest. Re-
member, this is not an investment, it is a policy 

These banking policies 
are incredible and their 

use is limited only by your 
imagination.
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watching over your cash values. Since it’s not a 
stock market product, there will be no market 
volatility. The insurance company is so conser-
vative it will invest in mostly the yellow- and 
orange-colored areas in the Exter pyramid stay-
ing as close to the yellow-colored area as pos-
sible. It will be obtained from a mutual com-
pany where the policy owners are the owners of 
the mutual company, and yes, it does pay tax-
free dividends (up to a point, and assuming the 
policy is designed appropriately). These banking 
policies are incredible and their use is limited 
only by your imagination. In an economic en-
vironment such as what we have today, where 
do you put your money now? Are you kidding? 
Right here!

that affords you all of the benefits 
we mentioned earlier, with the 
insurance company assuming all 
of the risk and fiduciary duties of 
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LARA-MURPHy REPORT: How did 
you discover Austrian economics?

PETER BOETTKE: I attended Grove 
City College and was exposed to the ideas of 
Austrian economics and free market econom-
ics in general by Professor Hans Sennholz, who 
I found just eye-opening as a lecturer and also 
so helpful in pointing me to the various au-
thors (classic as well as contemporary) whom 
I should read to learn more.  From there he 
hooked me up with FEE [the Foundation for 
Economic Education] and eventually IHS [the 
Institute for Humane Studies]. Walter Grinder 
and Leonard Liggio were the folks who alerted 
me to the educational opportunity at GMU 

Rizzo throughout most of the 1990s at NYU 
[New York University]—a top-10 conventional 
economics department that happened also to be 
the home of the Austrian Economics Program. 
We had very bright graduate students, and we 
worked out a program to bring in outside fac-
ulty members from the area who had a strong 
interest in Austrian economics, to regularly par-
ticipate in program activities (the center piece 
of which is the weekly seminar). This included 
Joe Salerno, Sandy Ikeda, Roger Koppl, Bill Bu-
tos, and Young Back Choi. We also sponsored 
a post-doc visitor. Anyway, my time as an as-
sistant professor at NYU was awesome and I 
owe Kirzner and Rizzo a lot for providing that 
start to my academic career (as well as other key 
faculty at NYU such as Andy Schotter, Roman 

Cultivating the next Austrian Giant

THE GREAT AdvANTAGE
of GMU over other schools has 
always been that the biggest 
names at GMU have always been 
sympathetic to the Austrian 
School—namely James Buchanan 
in the 1980s-2000s and vernon 
Smith in the 2000s.”

“

[George Mason University] to study Austrian 
economics at the graduate level. And at GMU 
in the early 1980s I had just great professors of 
economics who respected the Austrian econom-
ics tradition and encouraged students to pursue 
Austrian economics as a research program, in-
cluding the most radical implications of the 
school methodologically, analytically, and even 
ideologically.

After GMU I was given the great opportunity 
to work alongside of Israel Kirzner and Mario 

Frydman, and Jess Benhabib who I learned so 
much from).

LMR: You have built an important component 
of today’s Austrian movement in your position 
at George Mason University. How do you see 
your role?

PB: Well I moved to GMU in 1998. At 
that time, the Center for the Study of Market 
Processes had transformed from the gradu-
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Dragos Aligica, and Fred Sautet (he has since 
moved to Catholic University). In addition, we 
have a huge number of PhD students interested 
in Austrian economics. 

So we have several PhD courses in Austrian 
economics, two weekly seminars, we edit three 
scientific journals, three academic book series, a 
variety of fellowships, and we provide research 
support for faculty and students.

After years of building in 2012 we formally 

ate teaching and research center of the 1980s 
to a more policy-oriented program and moved 
outside of economics. This had created a gap 
in the Austrian economics part of the depart-
ment, which had been so strong in the 1980s. 
I was hired to help try to rebuild that program 
within the economics department.  I had great 
senior colleagues—Karen Vaughn and Richard 
Wagner who supported my efforts, as well as 
Tyler Cowen. Of course, the great advantage of 
GMU over other schools has always been that 
the biggest names at GMU have always been 

Cultivating the next Austrian Giant

iT iS iN THE 
BLENdiNG
of human action 
and spontaneous 
order analysis that 
i think the greatest 
opportunity for the 
advancement of 
our ideas within the 
economics profession 
is to be found.”

“

sympathetic to the Austrian School—namely 
James Buchanan in the 1980s-2000s and Ver-
non Smith in the 2000s. When the biggest guns 
in your department find the project worthy and 
essential, it makes efforts a lot easier.

So since I moved to GMU in 1998, we have 
been able to add great faculty that work with-
in the Austrian tradition such as Larry White, 
Pete Leeson, and Chris Coyne, and we have 
added other research faculty such as Virgil Storr, 

launched our F. A. Hayek Program for Advanced 
Study in Philosophy, Politics, and Economics at 
the Mercatus Center—we have 9 dedicated fac-
ulty, and roughly 25 fellows at various stages of 
graduate education. It is a very exciting time at 
GMU, and we are developing a variety of new 
programs, for example, the Adam Smith Fellows 
program. You can find all of this on the web at 
the Graduate Student Programs site (under the 
leadership of Virgil Storr) and the F. A. Hayek 
Program site.
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LMR: You have said that the best reading of 
Mises is a Hayekian one, while the best read-
ing of Hayek is a Misesian one. What did you 
mean?

PB: Great question.  I see the blending of 
these two great scholars as the best way forward 
for the Austrian School as a progressive research 
program in modern economics and political 

Cultivating the next Austrian Giant

cussions of spontaneous order and the creative 
powers of a free civilization. It is in the blending 
of human action and spontaneous order analy-
sis that I think the greatest opportunity for the 
advancement of our ideas within the econom-
ics profession is to be found (e.g., consider the 
work of Israel Kirzner).

LMR: Recently Robert Higgs lamented that 

i cONSidER
Mises the greatest 
economist that ever lived 
and Hayek the greatest 
scholar of economics and 
political economy.”

“

economy. I understand the differences between 
the two, in fact sometimes significant differenc-
es. But I am not talking about “faithful” reading 
in the statement above. What I am encourag-
ing graduate students to do in that statement is 
to read Hayek’s work in economics and political 
economy that emphasizes the logic of human 
action and the hard core of economic science, 
while in reading Mises’s work look for his dis-

there are no “giants” today in our ranks, of the 
caliber of a Mises, Hayek, or Henry Hazlitt. 
What’s your take?

PB: I agree, we don’t have such giants right 
now.  I wrote a paper on Hazlitt last year that 
is coming out in HOPE [History of Political 
Economy], and in doing that research I was 

WHiLE iT’S TRUE
we don’t have giants, we 
have more people teaching 
the giants in the university 
than ever before.”

“
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blown away at the amazing talents of Hazlitt. 
I consider Mises the greatest economist that 
ever lived and Hayek the greatest scholar of 
economics and political economy, and Hazlitt 
(along with Bastiat) the greatest popularizer of 
the core truths of economic science and political 
economy. 

But while it is true that we don’t have giants, 
we have more people teaching the giants in the 
university than ever before. So that is exciting. 
And also the invisible college of the internet is a 
great tool for the spread of these ideas. So while 
we don’t have individual giants, we have mul-
titudes of teachers of the ideas of these giants. 
We need more and more no doubt, but I am 
confident that this spread of the ideas of Mises-
Hayek-Hazlitt will continue and that out of the 
students of these teachers a giant will no doubt 
emerge that we don’t know yet and will have no 
way of knowing until it happens. Genius is very 
rare, but it isn’t non-existent.  And a new genius 

like a Mises or a Hayek or a Hazlitt will emerge 
in this new century and push the intellectual 
agenda forward. I am very optimistic about that.  
But that is also why we who are the teachers 
of the genius of Mises and Hayek in particular 
must continue to make their research program 
exciting to new generations of students and to 
demonstrate continuously how it is a viable op-
tion within the scientific literature. We have to 
keep working harder and harder because we be-
lieve the ideas are so vital not only to human 
understanding but ultimately to human well-
being.

LMR: What key insights from other schools 
of thought do you think the Austrians need to 
absorb into our analysis?

PB: Again great question.  I tend to think of 
the pre-Keynes and pre-[Paul] Samuelson eco-
nomics and the post-Keynes and post-Samu-

WE WHO ARE THE
teachers of the genius 
of Mises and Hayek in 
particular must continue 
to make their research 
program exciting to new 
generations of students 
and to demonstrate 
continuously how it is a 
viable option within the 
scientific literature.”

“
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elson counterrevolutions. So first, the emphasis 
must be on microeconomics and relative price 
economics. Second, the emphasis in microeco-
nomics must be on exchange and not optimiza-
tion. Third, the emphasis in economics in gen-
eral should be on exchange and the institutions 
within which exchange takes place.  Keynes and 
Samuelson clouded all of these by the empha-
sis being on excessive aggregation and excessive 
formalism. As a result economics from 1950-

[Mancur] Olson, [Elinor] Ostrom, and [Oliver] 
Williamson, you will find at the core of those 
contributions insights from Mises and Hayek.

Going forward, I do think there are very cool 
developments happening in complexity theory 
(see the work of Scott Page), in philosophy (see 
the work of David Schmidtz and Gerald Gaus), 
and in politics (see the work of Chandran Ku-
kathus on multiculturalism and Barry Weingast 

i THiNK THE fiNANciAL
crisis offers us a great opportunity 
for a return of the Austrian theory 
of the business cycle to the core of 
economic teaching.”

“

1980 was in a horrible state of affairs and need-
ed revision on several fronts. This came from 
a counterrevolution of the time that included 
Public Choice economics, property rights eco-
nomics, the new economic history, and the new 
institutional economics in general. We need to 
learn from all these great thinkers in economics. 
By the way, for Austrians it is important that the 
secret history of this counterrevolution be told, 
especially the role played by the Volker Fund 
summer seminars for young economics profes-
sors (which were based on Mises’s Human Ac-
tion). If you read a lot of the contributions of 
[Armen] Alchian, [ James] Buchanan, [Harold] 
Demsetz, [Ronald] Coase, [Douglass] North, 

on market-preserving federalism). So just a lot 
of very interesting stuff going on, and I think 
the financial crisis offers us a great opportunity 
for a return of the Austrian theory of the busi-
ness cycle to the core of economic teaching, just 
as the focus on institutions and economic de-
velopment gives us a great opportunity to put 
the comparative political economy of Mises and 
Hayek at the center of modern political econo-
my.  We all have our work cut out for us, but it 
is so exciting a time and so many great young 
people coming into the field writing books and 
articles and teaching all over the US and UK.  



Events and
Engagements 

2013
April 20 • New York City, NY

Murphy gives strategies for spreading the message of liberty at LibertyFest event.

•
June 3 • New York City, NY

Murphy debates Warren Mosler on Austrian Economics versus Modern Monetary Theory 
at Columbia University.

•
June 8 • New York City, NY

Murphy gives presentation on Austrian economics with Tom Woods.

•
June 17-21 • Lancaster, NH

Murphy serves as MC for several events at Porcupine Freedom Festival.

Some events may be closed to general public. 
For more information: LMrevents@usatrustonline.com
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A brand new educational program designed exclusively 
for the financial professional

includes brand-new video lectures from NELSON NASH

Learn the economics of life insurance that you won’t get 
anywhere else!

for full details see www.infinitebanking.org

Infinite Banking Concepts LLC • 2957 Old Rocky Ridge Road • Birmingham, AL 35243
www.infinitebanking.org
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+

If you don’t like giving large sums of money to banks and mortgage companies 
to finance your cars, homes, boats, capital expenditures for business needs or any 

thing else you need to finance, then you are going to really like this alternative.  The 
rebirth of Privatized Banking is underway.  You can take advantage of the 
years of experience that these three authors in these two books are offering you. 

Go to usatrustonline.com click: store and look for both of these books 
among the other fine books.

BAILOUT
FUnd YOUr Own


