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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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there is an answer
We are not the first to try and solve these economic 
hardships.  History  has more than a view of the problem.  
The solutions are rediscovered as well.  By L. cARLOS LARA 

are the excess reserves 
Finally leaking out?

The new cash  flowing out of banks is what many hope for.  
Be careful what you hope for.   By DR. ROBERT P. MURPHy

pulse on the market
Hype Gone • Big Failure

Ron Paul Shake-up • False Positive 
S&P Rating Stirs Pot

Overview

grim Future ahead
interview  with dr. Joseph t. salerno

Dr. Salerno has read most of what you would want 
to know about the Austrian School.  The same 
Austrian School that continues to be absolutely 
correct about general and sometimes specific future 
economic conditions.  He does see a storm ahead.

events & engagements
You may want to learn more in person from Lara, 
Murphy, and other Austrian economists.  Here 
is where they will be in the coming months.
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lara-murphy report
August 2011 - The  world is catching on to what we 

already knew.     Let’s keep up the work and maybe 

the world will figure out how to be part of the  10%!
3
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CUSTOMER SERVICE
In order to subscribe to LMR, visit:

www.usatrustonline.com/store
and click on subscriptions.

To update your account information please visit the same 
online store, login and manage your account.

For questions or comments concerning LMR, its articles or 
anything about the publication other than advertising please 
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READERS
STATUS: LMR staff and its contributors warrant and represent that they are not 
“brokers” or to be deemed as “broker-dealers,” as such terms are defined in the 
Securities act of 1933, as amended, or an ”insurance company,” or “bank.”

LEGAL, TAX, ACCOUNTING OR INVESTMENT ADVICE: LMR staff and its 
contributors are not rendering legal, tax, accounting, or investment advice. All exhibits 
in this book are solely for illustration purposes, but under no circumstances shall 
the reader construe these as rendering  legal, tax, accounting or investment advice.

DISCLAIMER & LIMITATION OF LIABILITY: The views expressed in LMR 
concerning finance, banking, insurance, financial advice and any other area are 
that of the editors, writers, interviewee subjects and other associated persons as 
indicated.  LMR staff, contributors and anyone who materially contributes information 
hereby disclaim any and all warranties, express, or implied, including merchantability 
or fitness for a particular purpose and make no representation or warranty of the 
certainty that any particular result will be achieved.  In no event will the contributors, 
editors, their employees or associated persons, or agents be liable to the reader, or 
it’s Agents for any causes of action of any kind whether or not the reader has been 
advised of the possibility of such damage.

LICENSING & REPRINTS: LMR is produced and distributed primarily through the 
internet with limited numbers of printings.  It is illegal to redistribute for sale or for 
free electronically or otherwise any of the content without the expressed written 
consent of the principle parties at United Services & Trust Corporation. The only legal 
audience is the subscriber.  Printing LMR content for offline reading for personal use 
by subscribers to said content is the only permissible printing without express written 
consent.  Photo’s are from various public domain sources unless otherwise noted.

A BO U T  L A R A
&  M U R P H Y

L. CarLos Lara manages a consulting firm 
specializing in corporate 
trust services, business 
consulting and debtor-
creditor relations.  
The firm’s primary 
service is working with  
companies in financial 
crisis.  Serving business 
clients nationwide over a 
period of three decades, 
these engagements have 
involved companies in 
most major industries 

including, manufacturing, distribution and retail.  Lara 
incorporated his consulting company in 1976 and is 
headquartered in Nashville, Tennessee.

He married Anne H. Browning in 1970.  
Together they have three children and five 
grandchildren.

Dr. robert P. “bob” MurPhy received his Ph.D. 
in economics from New 
York University.  After 
teaching for three years at 
Hillsdale College, Murphy 
left academia to work for 
Arthur Laffer’s investment 
firm.  Murphy now 
runs his own consulting 
business and maintains 
an economics blog at 
ConsultingByRPM.com.  
He is the author of several 
economics books for the 
layperson, including The 

Politically Incorrect Guide to the Great Depression and the 
New Deal (Regnery, 2009).  

Murphy is an adjunct scholar with the Ludwig 
von Mises Institute.  He lives in Nashville, Tennessee 
with his wife and son.
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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

Lara-Murphy report
August 2011

Dear Readers,

It is now quite apparent that the recession was never over. The economy is actually worse than ever. Although the 
negative indicators have been everywhere, as usual it was the stock market that finally confirmed to the general public 
just how bad it really is.  Meanwhile Wall Street bankers are celebrating billion dollar profits and throwing lavish 
parties where rock stars are paid million dollar fees to entertain their guests.  

 The most recent data is revealing just how much money the Federal Reserve actually pumped directly into the coffers 
of these defunct banking institutions in 2008—not into the economy or for the benefit of Main Street. Predictably, 
the results have been what the Austrians have warned about for decades. While these special interest groups 
continue to rake in billions and live the life style of the rich and famous, America is left with millions of unemployed, 
staggering debt and an increase in the cost of living. This is, and always has been, the destructive power of inflation. 
Unfortunately, most people are unaware of how inflation comes about and are, therefore, powerless in preventing 
it.  Since our highest government officials mandated these massive bailouts in the first place, the belief is that they 
were congressionally authorized for the good of the country and all of its citizens. Here we must remind everyone of 
Bastiat’s famous statement.

“There is in all of us a strong disposition to believe that anything lawful is also legitimate. This belief is so widespread that 
many persons have erroneously held that things are ‘just’ because law makes them so. Thus, in order to make plunder appear 
just and sacred to many consciences, it is only necessary for the law to decree and sanction it”

This is the focus of our central message: The success of our combined efforts to help ourselves, our families, our 
businesses, and ultimately our country, rests entirely on our ability to see the nature of this problem with complete 
clarity. Without this understanding as a primary step, it is impossible to take the needed actions for correcting it. 
For this reason we must all study Austrian economics. Our next step is to fully expose the problem and make it 
comprehensible to as many people as possible, and as quickly as possible.

We can’t be naïve about the economic hardships ahead, but we must also keep perspective on the truly important 
things. As Nelson Nash reminds us, “This life is just a training camp.” So let us move ahead with this virtuous goal. 
Day in and day out, let us be about this business. Our motivation? THE TRUTH SHALL MAKE US FREE!

Carlos and Bob

Cover Photo from Flickr by: nateandchrissymeyst  | Above Photo from Flickr by: jimbenttree
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of interest to 
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Report…
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PULSE ON THE MARKET PULSE ON THE MARKET

Stock Markets Out of Control. Since our last issue, the big financial news of course has been the 
tremendous volatility in the stock market. On Thursday, August 4 the S&P 500 shed 4.8%, and then on 
the following Monday it dropped an ominous 6.66%. (As of this writing, the market is down almost 9% 
year-to-date.) August’s rollercoaster market reinforces two of the central themes in our book: (1) Mutual 
funds are not a safe place to keep your retirement savings, and (2) don’t think that Ben Bernanke’s 
money-printing has given us a “recovery.”

H
ype G

one

Yes, the Fed Bailed Out the Big Banks. We already knew the big picture, but data obtained through 
Freedom of Information Act requests has allowed Bloomberg News to give specifics on where the 
funny-money went. From August 2007 through April 2010, the Fed gave loans to financial institutions 
totaling some $1.2 trillion. Morgan Stanley was the chief beneficiary, owing the Fed more than $107 
billion at the peak. Wall Street bad-boy Goldman Sachs was indebted to the Fed for more than a year, 
with its debt peaking at $69 billion in early 2009. (Google “Bloomberg Fed liquidity lifelines” and 
follow the links to the data visualization tool to see the specifics by company.) Beyond the insanity of 
the numbers, keep in mind that the Fed wanted to keep all this a secret until it was forced, kicking and 
screaming, into divulging the data.

Big Failure

Ron Paul Can’t Be Ignored.  On the political front, the major news was Ron Paul’s near-tie for first 
with Michele Bachmann in the Iowa Straw Poll. Or rather, that should have been the news, yet Dr. Paul 
wasn’t on any of the Sunday talk shows following his impressive performance. The double-standard was 
so blatant that Jon Stewart, the host of Comedy Central’s hit “The Daily Show,” featured a segment 
showing just how biased the media had been when covering the event. Fortunately, enough people were 
sufficiently annoyed that the following week Ron Paul’s unfair treatment itself became the news story. 
Whatever happens, it’s undeniably good news when major media are forced to discuss these issues. On 
MSNBC’s “Morning Joe” they recently were discussing Dr. Paul’s chances, and along the way they ended 
up discussing Hayek, Mises, and the gold standard. Unbelievable!

R
on Paul Shake-up

Eurozone on the Brink of Collapse? Normally we’re the ones with dire warnings, but on this matter 
even the mainstream “serious” pundits are openly discussing the possible dissolution of the euro. As 
the fiscal and monetary crises in Europe fester, we ironically might see a rush into dollar-denominated 
assets, particularly Treasury securities. Yet don’t be lulled into a false sense of security: The United States 
too is vulnerable to investor abandonment, and for the same reasons. Just because the dollar might 
currently seem to be the only game in town, doesn’t mean Bernanke can continue with his reckless 
policies indefinitely.

False Positive
S&P R

ating Stirs Pot

The S&P Downgrade: Shooting the Messenger. In a nod to reality, in early August ratings agency S&P 
downgraded U.S. Treasury debt one notch to AA+. (This is a bit like a meteorologist telling Noah as he 
sealed up the ark, “I expect a slight chance of showers next week.”) Now as the critics of S&P pointed 
out, there was something fishy with the decision, because the clowns apparently made a $2 trillion 
mistake when analyzing the impact of the debt ceiling deal. (It’s a long and boring story, involving the 
choice of baseline when assessing tax hikes and spending “cuts.”) Yet for its part, the federal government 
engaged in some of its own hanky-panky. Shortly after the downgrade, the Justice Department decided 
it would investigate S&P for giving inflated ratings to subprime mortgages. Later in the month, S&P 
announced that its president, Deven Sharma, would step down by the end of the year. Hmmm, what 
a coincidence! In light of that, is anyone surprised that the other major ratings agencies (Fitch and 
Moody’s) haven’t downgraded the U.S. Treasury?
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from taxpayer money, who are 
now announcing publically that 
they are merely doing God’s 
work. How can there be such 
inconsistency? Could it be that 
we are only lamenting the fact 
that we were not astute enough 
to profit from the current times 
while others could? Are we 
intellectually inferior, or is it a 
question of simply not being in the 
right place at the right time? Or 
is it perhaps that our consciences 
have not yet been seared to the 
point of participating in what 
amounts to legalized theft.

These are questions that 
try the soul. In an economic 
environment such as ours it is 
easy to feel small, powerless and 
insignificant. We realize we need 
help in sorting all this out, but 
where do we go for this help?  
What can we actually do? More 
importantly, whom can we trust? 

In the very back of our book, 
How Privatized Banking Really 
Works, there is a section called 
Great Austrians. Among that 
list of men there is one who was 
arguably the greatest polemicist 
of free market economics who 

Sometimes we become so 
overwhelmed that we lose our 
perspective. That often quoted 
remark, “We can’t see the forest for 
the trees,” is applicable to anyone 
of us at any given time, resulting 
in a form of paralysis that can 
take hold us. In order to correct 
this common dilemma someone 
outside of ourselves must point 
out what we were not seeing and 
help us find our way once again. 
Once that help has been provided 
there is no mistaking the feeling. 
It is as though we were blind, but 
now we see. 

We could all use that 
kind of assistance today to see 
beyond our present disordered 
circumstances. Our country, in 
fact our entire world, is facing 
such horrendous economic 
problems. Not a day goes by that 
we do not witness the social and 
economic unrest here and abroad. 
The problems have gotten so big 
that we cannot help wondering, 
“Have we finally gone too far?” 
Our attempts to decipher these 
issues can be mind-boggling, 
inducing a despair of spirit. There 
are so many conflicting opinions 
on the best course of action that 
it is hard to make sense out 
of any of it. It is as though the 
entire human race has suddenly 
plunged into a state of confusion 
from which there is no return. 
What are we missing? Is there 
a dot, perhaps, that we have not 
fully connected?

We have certainly not 

overlooked the fact that the effects 
of the recession are now being 
felt everywhere. The suffering is 
real and Americans are genuinely 
concerned. They are witnessing 
financial tragedies happening all 
around them. Often these victims 
are their own neighbors and 
families. It becomes impossible 
to turn away from these realities 
especially when the magnitude of 
the suffering is increasing.  One 
of the most glaring examples 
of our broken economy is the 
staggering number of homes in 
foreclosure and the impact of 
that loss on millions of families.

But there is an even more 
disturbing fact. Not everyone in 
society is suffering! In fact, just 
the opposite is true. There are 
many who are directly profiting 
exponentially from these chaotic 
times and actually support 
them. We have a whole class of 
people that are enthralled with 
current events just as they are. 
In certain echelons some are 
actually taking credit for having 
been instrumental in averting 
even worse disasters had it not 
been for their timely actions. 
There are billionaires who have 
profited enormously directly 

B Y  L .  C A R L O S  L A R A

Photo from Flickr by: Dimitri N.
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has ever lived. His essays in 
support of free trade in particular 
remain models to this day. His 
name is Claude Frederic Bastiat 
(1801-1850). It is Bastiat, and 
Austrians like him, who were 
the impetuous for our book. The 
ideas in our book are actually 
their ideas. Bastiat, however, 
offers the most enlightening 
answers to questions of our day. 
His essay The Law was a classic 
exposition of the proper role of 
government in protecting natural 
rights. If the government ever 
seized performing this legitimate 
function and began taking from 
one group and giving handouts 
to another, then the government 

was engaged in legalized plunder. 
According to Bastiat,

The state is the great fictitious 
entity by which everyone seeks to 
live at the expense of everyone else. 
(1.)

The Law has become 
the Austrian’s handbook. I 
personally do not go very far 
without it and always reach for 
it when this chaotic environment 
swells up around me. Here 
we can find a perspective that 
transcends time. For this reason 
I am recommending that we 
go back into it and examine 
some of its main principles. 

In this tiny manuscript, just 
75 short pages in length, we 
find the truthful explanation 
as to why things are the way 
they are. I cannot emphasize 
enough how important this 
is—understanding the problem 
clearly is what provides the path 
for the solution. A problem well 
explained and understood is half 
solved. (2.)

In the very first page of his 
book, Bastiat begins by reminding 
us that we are created beings. 
We are not God. Immediately 
the question of who is actually 
in control of the world and 
everything in it is answered and 
established. Bastiat was obviously 
not writing to the atheist, but 
even those of us who believe in 
God and his sovereignty often 
forget this fundamental truth. 

God spoke the universe 
into being out of nothing. By 
the power of his word and his 
will, God makes things happen 
simply by decree. 

To understand where Bastiat 
takes us from here we must rely 
on our Judeo-Christian heritage 
as support. It is not so much that 
he will be teaching us something 
new, but rather that he is helping 
us focus on the entirety of our 
situation.

The supreme gift that we 
have from God is life, he says. This 
gift encompasses our physical 
being, our ability to reason, and 
our sense of morality. God has 
placed us in the midst of natural 
resources whereby we apply our 
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unique faculties to them and 
create products we need to sustain 
ourselves. This is the origin of 
private property. Man, Bastiat 
says, is summed up in these three 
qualities, individuality, liberty 
and property.  No matter what 
any scholar, politician, or dictator 
may say to the contrary, these 
three gifts from God precede any 
human laws and are superior to 
them.

What is LaW? 

Law, Bastiat says, is the 
collective organization of the 
individual right to defend 
oneself. And what is it that 
we are defending? It is our 
personhood, our freedom and our 
private property. If every person 

has the right—even by force—
to defend his person, his liberty 
and his property, then it stands to 
reason that a group of men can 
organize and support a common 
force to protect these rights all of 
the time. But this collective force 
can have no other function and 
cannot destroy the same equal 
rights of others. To do so is a 
perversion of the law.

Bastiat insists that if a 
nation were founded on this 
premise alone, order and justice 
would prevail. In addition to this, 
government intervention in our 
lives would be so minimal that 
our desires and their satisfactions 
would develop naturally in a 
rational manner. Bastiat put it 
this way,

If everyone enjoyed the 
unrestricted use of his faculties and 
the free disposition of the fruits 
of his labor, social progress would 
be ceaseless, uninterrupted and 
unfailing. (3.)

The Fatal Tendency of Man

But no sooner has Bastiat 
laid out what would be the ideal 
government structure that he 
reminds us of man’s fallen nature 
and his inclination to break the 
law. 

But there is also another 
tendency that is common among 
people. When they can, they wish 
to live and prosper at the expense 
of others. This is no rash accusation. 

Photo from Flickr by: smlp.co.uk
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Nor does it come from a gloomy and 
uncharitable spirit. The annals of 
history bear witness to the truth 
of it: the incessant wars, mass 
migrations, religious persecutions, 
universal slavery, dishonesty in 
commerce, and monopolies. This 
fatal desire has its origin in the very 
nature of man—in that primitive, 
universal, and insuppressible 
instinct that impels him to satisfy 
his desires with the least possible 
pain. (4.) 

We are now getting to the 
heart of our universal problem. 
Though we live in a world that 
contains natural resources, they 
are scarce. Man must constantly 
produce to satisfy his wants, but 
just as surely as that he must 
also economize. He must save 
back a potion of his production 
in order to invest in tools that 
will help facilitate and increase 
his products. It’s hard work and 
it is never-ending.  Since man is 
naturally inclined to avoid pain 
and since work is painful, some 
men steal in order to avoid it. 
This is the problem that neither 
religion nor morality can stop. 
Only when stealing becomes 
more dangerous and more painful 
than working does it end. The 
force of law, therefore, must be 
made to protect private property 
and punish stealing in order for 
society to function and prosper. 
However, Bastiat is quick to 
admit that the great difficulty 
in formalizing this structure 
and orchestrating its proper 
performance of duty is that man 
is inherently tainted. No matter 
what institution he becomes a 
part of he soon tarnishes it. 

James Madison, writing 
in the Federalists Papers (1787-
1788), described it this way:

Ambition must be made to 
counter ambition. It may be a 
reflection on human nature, that 
such devices should be necessary to 
control the abuses of government. 

If men were angels, no government 
would be necessary. If angels were 
to govern men, neither external nor 
internal controls on government 
would be necessary. In framing 
a government which is to be 
administered by men over men, 
the great difficulty lies in this: you 
must first enable the government to 
control the governed; and in then 
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next place oblige it to control itself. 
(5.)

This is what ultimately 
perverts the law. Man is 
incapable of obeying it! But now 
here comes the real essence of 
Bastiat’s message: the law, instead, 
of checking injustice becomes the 
invincible weapon of injustice. 
With it, the legislator can destroy 
personal independence and man’s 

freedom, and confiscate his 
property using legal means. In 
the beginning, only a few practice 
this perversion because the 
making of the law is limited to a 
small group. But soon thereafter 
the victimized rebel against the 
injustice. When they notice that 
the law is organized for the profit 
of those that make the law they 
too try to get into law making. 

They either wish to stop legal 
theft or share in it themselves. 
When this latter purpose prevails 
among the masses of a nation 
they, in turn, seize the power to 
make the laws. Woe to the nation 
that reaches this point.

Instead of rooting out the 
injustices found in society, they make 
these injustices general. As soon as 
the plundered classes gain political 
power, they establish a system of 
reprisals against other classes. They 
do not abolish legal plunder. (This 
objective would demand more 
enlightenment than they possess.) 
Instead, they emulate their evil 
predecessors by participating in 
this legal plunder, even though it is 
against their own interests. 

It is as if it were necessary, 
before a reign of justice appears, 
for everyone to suffer a cruel 
retribution—some for their 
evilness, and some for their lack of 
understanding. (6.)

Is this not our situation 
today? Granted we may need 
to pause here and take a deep 
breath. The truth can sometimes 
be unnerving. But what we 
really need to do is call upon our 
belief in God’s providence. R. C. 
Sproul, commenting on Adam’s 
Smith’s famous book, The Wealth 
of Nations, points out that Smith 
tried to discern the normal laws 
governing economic affairs, such 
as the law of supply and demand. 
He was attempting to detect, in 
the history of economic action 
and reaction, the invisible hand of 
God. His conclusion was that the 
affairs of men and the world are 
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ultimately ordered and governed 
by God, whose rule is invisible. 
(7.) We can become more alert to 
the invisible hand when we look 
to the past and see how God has 
worked in our own lives. There we 
find critical turning points that 
often took place in ways we were 
unaware of at the time. According 
to God’s providence, which is at 
the core of the Judeo-Christian 
faith, there are no accidents or 
chance meetings of people; God 
guides all of our footsteps.

This in no way is meant to 

imply that we are mere puppets. 
We have freedom and power, but 
we have no freedom, or power 
beyond the freedom and power 
given to us by God. He remains 
sovereign over all things in 
bringing his will to pass. In this 
life drama it is clear that there is 
a mixing or a flowing together of 
events where God has one holy 
purpose and man has another. 
Biblical history proves this point 
time and time again. The story of 
Joseph and his brothers is a prime 
example of this mystery. Joseph’s 
brothers meant his suffering for 

evil; but God had ordained that 
through their free choices he 
would bring Joseph to Egypt 
and ultimately save the people of 
Israel.

It is in that great mystery 
and promise that our hope 
ultimately rests. Even though 
we find injustice all around us, 
God can bring good out of evil. 
Without the concept of divine 
providence we would miss the 
comfort, consolation, and the 
joy of knowing that God stands 
above and beyond all things. As 
the great Hebrew writer pointed 
out:

All things work together for 
good to those who love God, to those 
who are the called according to His 
purpose. (8.)

And again,

No temptation has seized you 
except what is common to man. And 
God is faithful; he will not let you be 
tempted beyond what you can bear. 
But when you are tempted, he will 
also provide a way out so that you 
can stand up to it. (9.)

There is an Answer
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In our book How Privatized 
Banking Really Works, Carlos 
and I devoted the first section to 
“The Quandary.” We explained 
that our monetary and banking 
system was rigged, and that 
powerful interests were skimming 
wealth from the rest of us. We 
pointed a finger specifically at 
the Federal Reserve System and 
its pernicious role in inflation as 
well as the boom-bust cycle.

However, beyond the 
general (and gigantic) problem 
of a central bank, we intended 
“The Quandary” to refer to a 
more immediate threat. Namely, 
Ben Bernanke had injected an 
obscene amount of money into 
the financial system while bailing 

out the world’s richest bankers.

As we explained in the 
book, the danger was that our 
fractional reserve banking system 
would allow the commercial 
banks to create multiples of new 
money, pyramided on top of 
the amount that Bernanke had 
directly injected.

For various reasons, at the 
time we wrote the book the 
“excess reserves” were staying 
bottled up at the Fed. Yet we 
warned that when they started 
to leak out into the broader 
economy, consumer prices across 
the board would begin rising 
quickly and the Fed’s chickens 
would have come home to roost.

I regret to say that that day 

of reckoning may be a lot closer 
than most people believe. Recent 
data suggest that at long last, the 
commercial banks are doing what 
they typically do after a massive 
round of Fed asset purchases: 
They begin pyramiding new loans 
(and hence newly created money) 
on top of the Fed’s injections.

In the present article I’ll 
explain the basic situation and 
then offer some thoughts on how 
things may play out.

Textbook 

“Open Market Operations”

To truly understand our 
current quandary, it’s necessary 
to review the mechanics of our 
fractional reserve system.

BY DR. ROBeRt P. MuRPhY

Figure 1



16 L M R  A u g u s t  2 0 1 1

ARE THE EXCESS RESERVES FINALLY LEAKING OUT?

The way we teach things in 
introductory macro classes, the 
Fed decides it wants to “stimulate” 
the economy by lowering 
interest rates. The way it actually 
accomplishes this is to engage 
in “open market operations.” 
Specifically, the Fed starts buying 
assets, which (before the present 
crisis) were typically government 
bonds.

Obviously the Fed doesn’t 
have money saved up somewhere 
to buy these bonds. Instead, the 
Fed writes a check drawn on 
itself, and gives it to the seller 
of the government bonds. (The 
Fed doesn’t buy U.S. government 
bonds directly from the 
Treasury, but instead buys them 
secondhand from a dealer in the 
private market.)

When the seller of the 
government bonds deposits 
the check—let’s say it’s for $10 
million—his own checking 
account balance rises by $10 
million. However, after the 
transaction is cleared, the seller’s 
own commercial bank itself now 
has $10 million more in reserves 
on deposit with the Fed. (Notice 
that the operation itself doesn’t 

change the capital position of the 
commercial bank: Its assets show 
an extra $10 million on deposit 
with the Fed, while its liabilities 
show that it owes an extra $10 
million to its customer in the 
form of his checking account 
balance.)

Now if we had a 100% 
reserve banking system, that 
would be the end of the story. 

The Fed would have created $10 
million out of thin air—just by 
writing a check on itself that by 
law cannot bounce—and the 
seller of the government bonds 
would have that new money in 
his checking account. The total 
money stock in the economy 
would have risen by $10 million.

Unfortunately, we don’t 
live in a world of 100% 
reserve banking. Instead, the 
Fed’s regulations only require 
commercial banks to keep about 
10% of their customers’ checking 
balances set aside as “required 
reserves.”

For example, if a particular 
commercial bank’s customers 
have a total of $10 billion in 
checking balances, then the 
Fed insists that the commercial 

bank keep about $1 billion set 
aside in reserves. These required 
reserves can consist of actual 
paper currency (green pieces of 
paper with presidents on them) 
in the commercial bank’s vaults, 
or the required reserves can also 
be satisfied by the commercial 
bank’s electronic deposits with 
the Fed.

Now we see the problem: 

In our hypothetical scenario, 
when the Fed writes a check 
for $10 million in order to buy 
government bonds from a guy 
in the private sector, that man’s 
commercial bank sees its reserves 
go up by $10 million while its 
customers’ total checking balances 
also go up by $10 million. But 
since regulations only require 
that customer checking balances 
be backed up by (roughly) 10 
percent in the form of required 
reserves, this means that our 
hypothetical commercial bank 
now has $9 million in “excess” 
reserves. It can lend that money 
out to other customers, without 
breaking the rules concerning 
reserve requirements.

Carlos and I carefully spell 
out the whole process in our 
book. Suffice it to say, when all 

Two weeks ending… Required Reserves (millions) Excess Reserves (millions)
July 13, 2011 $77,022 $1,634,381
July 27, 2011 $77,986 $1,607,779

August 10, 2011 $81,303 $1,601,995
August 24, 2011 $81,635 $1,577,806

Source: Federal Reserve H3 release, August 25, 2011, at: http://federalreserve.gov/releases/h3/current/h3.htm

Table 1
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is said and done, the Fed’s initial 
injection of $10 million (which it 
creates out of thin air in order to 
add $10 million of government 
bonds to its balance sheet) can 
end up allowing the commercial 
banking system to grant new 
loans to their own customers 
totaling $90 million. Thus what 
seemed at first glance like the 
creation of $10 million in new 
money, actually turns into the 
creation of up to $100 million in 
new money.

Reality Versus Textbook

As I said, the discussion 
in the above section is standard 
macroeconomics, right out of 
the textbook. It’s why so many 
economists were horrified when 
they saw how much new money 

Ben Bernanke was injecting 
into the system—they knew 
that in conventional times, the 
commercial banks would multiply 
the inflation several-fold.

Yet something happened 
on the road to hyperinflation, 
which discredited the warnings 
of massive inflation in the eyes of 
some critics. For various reasons, 
the commercial banks weren’t 
lending out the new reserves.

We can see the normal 
historical pattern, and the 
contrast of our recent experience, 
in Figure 1. Note that “excess 
reserves” historically are very 
close to $0, as far back as the 
chart goes. This is what we’d see 
if the commercial banks quickly 
make the maximum amount 

of new loans anytime the Fed 
injects new reserves through 
open market purchases.

Yet Figure 1 also shows us 
that since the fall of 2008, excess 
reserves have gone through the 
roof…and stayed there. What 
happened is that Bernanke 
bought more than $1 trillion in 
government debt and mortgage-
backed securities, creating the 
money out of thin air (as always). 
But rather than lending out these 
“excess reserves,” the commercial 
banks just sat on them. This is 
a major reason that Bernanke’s 
policies have not caused prices to 
rise as much as some economists 
feared initially.

There are several possible 
explanations for why the 

Figure 2
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commercial banks are behaving 
so differently during the last three 
years, compared to the previous 
decades. For one thing, when a 
commercial bank makes a new 
loan, it’s not merely concerned 
about its reserve situation. The 
bank also has to consider its 
capital position. If a bank’s capital 
(or what is also called shareholder 
equity) took a beating because 
of asset writedowns, it may be 
reluctant to make new loans and 
place itself at further risk.

Another consideration is 
that the Federal Reserve began 
paying interest on excess reserves 
in October, 2008. There were 
technical reasons given for this 
decision (which do not concern 
us in this article), but the upshot 
is that the Fed is currently 

paying commercial banks to not 
make loans to their customers. 
The incentive is small—only 
0.25 percentage points on an 
annualized basis—but it is still 
ironic, since the general public 
was led to believe that all of the 
financial shenanigans were done 
to “keep credit flowing to Main 
Street.”

Finally, the collapse in 
lending is no doubt partially due 
to the state of the economy itself. 
Sound, established businesses 
are not eager to borrow, because 
they already have excess capacity, 
while banks are reluctant to lend 
to unproven upstarts, since things 
are so bleak.

All in all, it made sense 
that the commercial banks 

would sit on their hands for 
years, slowly recapitalizing their 
balance sheets by keeping excess 
reserves parked at the Fed and 
earning a guaranteed 25 basis 
points. Especially since yields 
were terrible everywhere, and 
consumer prices seemed tame 
because of high unemployment, 
the economy seemed to be in an 
(awful) equilibrium.

From 2009 and into the 
first half of 2011, the people 
warning about a collapsing dollar 
looked foolish, in the eyes of 
many. Although there were some 
odd signs—such as the boom 
in commodity prices, particular 
gold and silver—many people 
thought Bernanke was on top of 
things. Surely the Fed wouldn’t 
let inflation get out of control!

Figure 3
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Are The Excess 

Reserves Leaking Out?

This awful equilibrium 
may be slipping away. The Fed’s 
latest release shows that required 
reserves have been rising, while 
excess reserves have been falling. 
(See Table 1.)

Notice that this is exactly 
what we would see, if the 
commercial banks had begun 
pyramiding new loans on top 
of Bernanke’s injections. By 
extending new loans to their own 
customers, the commercial banks 
can increase the amount that 
they need to keep as required 
reserves. Thus, by granting new 
loans, the commercial banks can 
transform some of their “excess 

reserves” into “required reserves.” 
That’s why the data in Table 1 are 
so ominous.

However, there are other 
things at play here. For example, 
if people are withdrawing actual 
currency from the banks, in 
order to bolster their holdings 
of physical cash, then that would 
also show up as a drop in excess 
reserves. For another thing, if the 
Fed buys or sells assets, then this 
will affect the total reserves in 
the system and can thus monkey 
with “excess reserves” as well.

To more conclusively see 
whether the commercial banks 
have begun lending again (and 
thus creating more money), 
we can look directly at lending 
activity. Figure 2 shows that 

commercial and industrial 
loans (what the Fed classifies as 
“business loans”) have rebounded 
nicely, after collapsing in the 
wake of the financial crisis.

Figure 3 shows that 
individual consumer loans too 
have begun to recover. (Don’t 
be thrown by the sharp spike in 
early 2010. That is an artifact of 
a reclassification of some of the 
categories of consumer debt. The 
true figure was still falling until 
recently.)

Finally, let’s look at an actual 
monetary aggregate to make sure 
that all of this activity really 
means that the quantity of money 
is growing. Figure 4 shows what is 
called M1. This includes currency 
and checking deposits held by the 

Figure 4
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general public. So when people 
ask, “How much money is in the 
economy, pushing up prices?” M1 
is a much better statistic than the 
total amount of reserves in the 
banking sector. (Another popular 
aggregate is M2, which is broader 
than M1. I haven’t included it 
here, but the graph of M2 shows 
the same pattern as that of M1.)

As Figure 4 indicates, the 
quantity of money held by the 
public rose sharply in the latter 
days of 2008. It actually continued 
to grow, albeit sluggishly, in the 
following years. But in the past 
few months M1 has taken off 
very quickly.

Conclusion

The Fed’s recent timidity—

in spite of whipsawing financial 
markets and the cries for 
Bernanke to “do something”—
suggest that they know full well 
that the honeymoon is over. 
Bernanke may be reluctant to 
announce another round of 
massive asset purchases, since he 
can see the euro on the brink of 
collapse and he can peruse Fed 
charts showing loan and money 
growth as well as we can.

Unfortunately, even if he 
recognizes the gravity of the 
situation, there are few good 
options at this point. If he sits 
back and watches things unfold, 
it currently appears that the 
banks will continue making new 
loans, causing the money stock 
and hence prices to begin rising 
ever more rapidly.

On the other hand, If 
Bernanke tries to arrest the 
process by shrinking the Fed’s 
balance sheet and raising interest 
rates, then he will plunge the 
economy back into a deep 
recession. More significant, he 
would crash the major banks, 
which he spent so much money 
bailing out in the first place.

Naturally we will monitor 
this developing situation and 
keep LMR readers informed. As 
of right now, though, we feel we 
must remind our readers of the 
warning from our book, near 
the end of section 1 on “The 
Quandary”:

The threat of double-digit 
price inflation is very real. The 
collapse of our entire monetary 
system is possible. The trigger has 
already been pulled. The banks at 
this very moment are sitting on 
more reserves than they have ever 
had in the history of banking in 
the United States!...[V]ery few 
can understand [the] ramifications 
without first having the knowledge 
of the function of fractional reserve 
banking. You can now see it in its 
proper light. This is indeed a terrible 
situation. (p. 160)
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Lara-Murphy Report: Not all 
of our readers may realize this, 
but you are one of the pillars of 
the modern Austrian School, 
particularly in the tradition of 
Murray Rothbard. How did you 
become interested in Austrian 
economics?

Joe Salerno: Thank you 
for that somewhat hyperbolic 
introduction. I consider it a 
great honor to be mentioned as 
a noteworthy participant in the 
tradition of Murray Rothbard.  
The books that he published in 
the 1960s were the main source 
of the modern revival of Austrian 
economics in the mid-1970s 
and his intellectual influence 
continues to be one of the 
dominant forces animating the 
Austrian movement today. Of 
course Rothbard always spoke 
of himself as in the praxeological 
tradition extending back through 
Mises to Carl Menger and Eugen 
von Böhm-Bawerk. And he 
actually worked in this tradition 
and wrote a great treatise as well 
as applied studies extending it 

rather than merely talk about 
how others should conduct their 
research.  

I became interested in 
Austrian economics as a result 
of a series of happy coincidences.  
When I entered college I was a 
Goldwater conservative who was 
becoming increasingly influenced 
by the writings of Ayn Rand.  I 
rapidly shed the last vestiges of 
conservatism in my freshman year 
when I discovered libertarianism, 
and I soon found myself on the 
road to becoming a full-fledged 

libertarian with strong anarcho-
capitalist leanings.  I had also 
decided to declare an economics 
major but I quickly became 
disenchanted with the statist 
policy implications that seemed 
to follow from the mainstream 
economics I was being taught 
in my classes, particularly in the 
macroeconomics courses.   One 
day in my junior year I was 
avidly perusing the cover article 
of New York Times Magazine 
on libertarianism where I came 
across references to “the Austrian 
School” and to Murray Rothbard.  

I do not understand why 
people who predicted that 

Bernanke’s quantitative 
easing programs would 

result in inflation are being 
called Chicken Littles.  

Joseph T. Salerno received his Ph.D. in economics from 
Rutgers University. He is currently a professor of economics 
in the Finance and Economics Department in the Lubin 
School of Business of Pace University in New York. He is the 
editor of the Quarterly Journal of Austrian Economics and 
Academic Vice President of the Ludwig von Mises Institute. 
Salerno has authored or co-authored three books and edited 
several others.  His most recent book, Money: Sound and 
Unsound, was published in 2010.  Salerno is frequently 
interviewed on broadcast and online radio shows and has 
appeared on C-SPAN and Fox News television programs.
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During my five semesters of 
economics courses, I had never 
heard either one mentioned.  
When I later mentioned 
Rothbard at the campus YAF 
(Young Americans for Freedom) 
office, one of the officers of the 
chapter handed me a small 
booklet entitled Depressions: Cause 
and Cure written by Rothbard.  I 
rushed back to my dorm and 
read the booklet and the scales 
immediately fell from my eyes.  
I learned more about inflation, 
depression, and business cycles 
during the forty-five minutes it 
took me to read the booklet than 
I had from my two semesters of 
introductory and intermediate 
macroeconomics. 

I also happened to be taking 
a History of Economic Thought 
course with a very learned 
Jesuit professor during the same 
semester.  When we came to the 

chapter on the early Austrian 
School, the professor, who had 
a low-key but very effective 
classroom manner, suddenly 
became very enthusiastic.  He 
told us that the birth of the 
Austrian school was a unique 
event in intellectual history 
because never before had a group 
of such brilliant men consciously 
collaborated so closely in 
developing a common approach 
to economics.  I was hooked, and 
the following summer I began 
reading every Austrian book 
that I could lay my hands on.  So 
by the time I enrolled in grad 
school, I was pretty well versed 
in the works of Rothbard, Mises, 
and Hayek and determined to 
pursue a vocation of teaching and 
writing Austrian economics. 

 
LMR:  Can you give us a 

sense of the growth in popularity 
of the Austrian School, since you 
became active in it? 

JS: Sure, let me start with a 
personal anecdote.  During the 
summer before my senior year in 
college, I found a job as a janitor 
for a large corporation.  I worked 
quickly and efficiently and usually 
completed my assigned tasks by 
the early afternoon.  I spent the 
rest of the day reading Austrian 
books in the cleaning supply 
closet illuminated by a dingy 
yellow light bulb overhead.  One 
day I was reading Rothbard’s 
America’s Great Depression and 
distinctly recall feeling totally 
alone and wishing that there was 
someone—anyone—that I could 
discuss this exciting work with.  
But there was no one else, or so I 

thought at the time.  In fact, there 
were others like myself, isolated 
in libraries, dorm rooms, coffee 
shops—if not janitor’s closets—
devouring works by the great 
Austrian masters like Rothbard, 
Hayek and Mises.  Israel Kirzner 
had not really arrived on the 
scene yet until the publication 
of his path breaking work on 
Competition and Entrepreneurship 
in 1973.   

Thus, my own perception in 
the early 1970s was that Austrian 
economics was completely 
unknown to the rest of the world.  
This perception, I daresay, was 
shared by the handful of other grad 
students and young academics 
who were likewise immersed in 
studying Austrian economics 
at the time by themselves or in 
small reading groups—people 
like Roger Garrison, Richard 
Ebeling, Mario Rizzo, Gerry 
O’Driscoll and so forth.  Now 
the Austrian conference held 
at South Royalton, Vermont in 
1974, which brought together 
thirty young Austrians including 
myself to hear lectures by 
Rothbard, Kirzner and Ludwig 
Lachmann fundamentally 
changed the situation and 
brightened our outlook 
immeasurably.  But even so, if 
someone were to describe to us 
then the media attention, public 
acclaim, academic influence and 
Internet presence that Austrian 
economics would attain forty 
years hence, we would have all 
thought that he was spinning 
a delusional tale of speculative 
fiction that did not contain even 
a shred of plausibility.  
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So it would be literally true 
to say that in the past thirty-
five years popularity of Austrian 
economics has grown beyond my 
wildest dreams.

LMR:  We’ve heard some 
people warn that the Austrians 
should be careful not to ally 
themselves too closely with 
“current events” and especially 
political figures, even Ron Paul. 
They fear that the scientific field 
of Austrian economics will get 
discredited, much as supply-side 
economics has a bad taste with 
a lot of people for its association 
with a certain political agenda. 
What do you think?

JS:  First I think that, unlike 
supply-side economics, which 
was almost wholly a policy driven 
discipline that emerged out of 
a specific political movement, 
Austrian economics began as 
a purely scientific movement 
nearly 150 years ago unrelated 
to any political trend.  I do think 
that it is of utmost importance, 
however, to always maintain 
a rigid distinction between 
Austrian economics as a value-
free or “positive” science and 
the socio-political philosophy 
that probably most Austrian 

economists tend to advocate 
nowadays, which is libertarianism 
or classical liberalism. Austrian 
economics explains the essential 
causal relations existing among 
the various economic phenomena 
that we observe in the world 
around us.  That is, in economic 
affairs, it explains “what is” and 
is completely silent about “what 
ought to be.”  For example, it tells 
us that the U.S. financial crisis 
was mainly caused by the Fed’s 
inflationary monetary policy of 
2001-2005, during which the 
money supply was expanded 
by about $2 trillion.  It does 
not and cannot tell us whether 
this development was “good,” 
“just,” or “socially beneficial.” In 
addition, the knowledge of causal 

laws we derive from economics 
also enables us to predict the 
broad pattern of effects—
what Hayek called a “pattern 
prediction”—that will result from 
various government policies and 
programs as well as from large 
shifts in consumer preferences or 
radical technological innovations.  
Thus, we can predict, if the 
government, anywhere or at any 
time, imposes a price ceiling below 
the equilibrium price on any 
good or service, from apartments 
rentals to human organs, then 
there will be a shortage of the 
good; the good will be rationed 
by queuing, bribery, favoritism; 
and black markets for the good 
will emerge.  

From the Austrian perspective, therefore, I 
see a grim medium-term future for the U.S. 
economy.  I think the Fed will introduce yet 

another round of quantitative easing...

Photo from Flickr by: Red Barnes
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Of course, economists will 
not be able to foretell the exact 
timing or precise quantitative 
dimensions of these effects, 
because economics is a science of 
human action and therefore there 
exists no constant relationships 
among any economic quantities.  
Nonetheless, reasonably accurate 
qualitative forecasts can still be 
made.  Let me give a concrete 
example.  Based on the Austrian 
business-cycle theory, many 
Austrians predicted that the 
Fed’s “quantitative easing” 
programs would prevent the 
decline of overblown asset 
prices and production costs after 
the financial meltdown, thus 
prolonging and intensifying the 
recession-adjustment process.  
And this is exactly what has 
occurred.  Here we are more 
than two years after the recession 

officially ended and entrepreneurs 
and firms are still reluctant to 
invest while unemployment still 
remains at recessionary levels.    

Now, having said this, I do 
not believe that it is improper 
or a violation of the canons of 
value-free economic science for 
an Austrian or any other kind 
of economist to comment on 
current events, advocate specific 
policies, or even support the 
economic program of a particular 
candidate.  In fact Mises always 
believed that it was the duty 
of the economist to deploy his 
scientific knowledge to advocate 
for a free society.  Rothbard 
wrote and spoke vigorously in 
defense of the purely free market.  
And Hayek instructed us that it 
was “the duty and the privilege” 
of the economist to point out to 

the public the hidden, and often 
deleterious, long-run effects, as 
opposed to the obvious short-run 
effects, of economic policies.  But 
these men all recognized that the 
advocacy of economic policies of 
any kind required the economist 
to make ethical judgments that 
were arrived at independently 
of economic theory.  Rothbard, 
in particular, argued that 
mainstream economists slipped 
implicit value judgments into 
economic theory under the 
guise of “welfare economics,” 
pretending to pronounce 
scientific judgments concerning 
what policies were most likely to 
improve or even optimize social 
welfare.  Rothbard concluded that 
these economists should basically 
shut up about policy or reveal 
for all to see the rational system 
of ethics from which they were 
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drawing their value judgments.  
Nor was it legitimate, Rothbard 
contended, for economists to 
argue that economists’ policy 
prescriptions were value-
neutral just because they were 
simply acting as advisers to the 
policy-makers on how to most 
effectively attain their goals.  Was 
the German economic planner 
Hjalmar Schacht really acting 
as a purely scientific economist 
when he advised Hitler and his 
Nazi regime on what economic 
policies would enable them to 
attain their ends most efficiently?  

Regarding the support 
of some Austrian economists 
for Ron Paul as a candidate for 
president, I see no problem with 
this as long as they do not claim 
that their support is derived 
purely from economic theory.  It 
probably would be prudent for 
these economists especially when 
endorsing Dr. Paul’s economic 
policies to make it explicit that 
their endorsements are based on 
value judgments deduced from 
a political philosophy that is 
informed by economic reasoning.  

LMR:  Can you tell us about 
your new book?

JS:  The title of my book 
is Money: Sound and Unsound 
and it was published in 2010 by 
the Ludwig von Mises Institute.  
The book is a collection of essays 
that I have written on monetary 
topics over the past twenty-
five years.  It also contains an 
introduction in which I relate 
these essays to recent monetary 
and financial developments and 

assess what I believe to be their 
specific contributions to Austrian 
monetary economics.  The essays 
originally appeared in a wide 
variety of publications.  Although 
some are more technical than 
others, they are all written in 
plain English and can be read 
without much difficulty by the 
literate layperson.

  
The essays cover a broad 

range of topics and I will 
mention only a few here.  One 
essay develops a definition of the 
money supply which draws from 
the insights of Murray Rothbard.  
What I call the “true” money 
supply (TMS) is then compared 
and contrasted with the official 
monetary aggregates constructed 
by the Fed.  Another essay 
describes and classifies different 
kinds of deflation and argues that 
most kinds are socially beneficial 
in their effects.   How inflation 
generated by central bank money 

creation conceals the true cost of 
war is the subject of a third essay. 
There are four essays dealing 
with the gold standard and two 
that trenchantly criticize Alan 
Greenspan as a clueless and 
dangerous inflationist.  The latter 
were published during the period 
that the “Maestro” [the title given 
to Greenspan by a biographer—
ed.] was at the height of his 
influence and power.  There is 
also an essay on the cause of 
currency crises and how they 
can be prevented.  A tandem of 
essays defends the Rothbardian-
Austrian view that the cause 
of the Great Depression can be 
traced to the Fed’s inflationary 
policy of the 1920s against the 
Friedmanite-monetarist view 
that the Great Depression 
was precipitated by the Fed’s 
contractionary monetary policy 
of the early 1930s.  The latter two 
essays also reveal the untenability 
of the claim made by some 
free bankers that the Austrian 
and monetarist explanations 
somehow can be conjoined to 
give an integrated and coherent 
account of the emergence and 
development of the Great 
Depression.

LMR: Finally, what’s your 
long-term view of the U.S. 
economy and the dollar? Some 
of us were worried about massive 
price inflation once Bernanke 
began his unprecedented 
interventions, and we are now 
being ridiculed as Chicken 
Littles. What do you think?

JS: I do not understand 
why people who predicted that 
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Bernanke’s quantitative easing 
programs would result in inflation 
are being called Chicken Littles.  
Even the most narrow-minded 
macroeconomist should have 
been jolted back to reality by 
the latest CPI numbers which 
are flashing unmistakable signs 
of inflation.  Up until recently, 
however, mainstream economists 
were able to deny the reality 
of inflation because of their 
preposterously narrow definition 
of inflation as an increase of overall 
consumer prices, which 
tended to be very moderate.  
This was reinforced by their 
ingrained Keynesian notion 
that inflation cannot occur 
when there are unemployed 
resources or “slack” in the 
economy, of which the 
U.S. economy has plenty.   
Thus they were able to 
dismiss the two-year stock 
market boom, the upsurge 
in commodity prices, the 
recent surge of activity in the junk 
bond market, the bubble forming 
in agricultural land prices and 
hi-tech stocks, the depreciating 
dollar and other signals of 
inflation as isolated phenomena 
unrelated to monetary policy. 

Austrians, in contrast, view 
inflation as a multidimensional 
phenomenon which is caused 
by expansion of the money 
supply and includes interest 
rates artificially pegged below 
their “natural” levels, a rise in 
the price of foreign exchange 
(depreciation of the currency), 
and a boom in financial assets 
and commodity prices in addition 
to rising consumer prices.  

Additionally, Austrians argue 
that unemployment of labor and 
other resources is due not to a 
lack of “aggregate demand” but 
to a fundamental maladjustment 
of relative prices, particularly the 
relationship between product 
prices and input prices, that 
is, “costs of production.” For 
Austrians, unless and until output 
prices and production costs 
are properly aligned and profit 
margins restored, no amount of 
“quantitative easing” will cure 

unemployment and stimulate 
investment spending. Thus 
Austrian predictions of inflation 
amid continuing unemployment 
and sluggish growth have turned 
out to be right on the money, so 
to speak.

From the Austrian 
perspective, therefore, I see a 
grim medium-term future for 
the U.S. economy.  I think the 
Fed will introduce yet another 
round of quantitative easing, 
which is essentially what they 
have promised via the August 
9 FOMC announcement that 
interest rates will be held at 
current levels through mid-2013.  
If you read between the lines 

in this FOMC announcement 
you can also see that the Fed is 
attempting to stoke inflationary 
expectations to stimulate people 
to spend money more rapidly.  
Thus the announcement states 
that the Committee: (1) expects 
inflation “to settle at levels at or 
below those consistent” with the 
Fed’s dual mandate to maintain 
stable prices and full employment; 
and (2) also “expects a somewhat 
slower pace of recovery” than it 
forecast at its previous meeting.   

This is Fedspeak for: “Since 
we see borderline deflation 
and lingering recession in 
the foreseeable future you 
can bet your (depreciating) 
bottom dollar that we will 
turn on the monetary spigot 
full blast.”  Unfortunately 
this policy will succeed 
only in ushering in an era 
of stagflation very much 
like the one we experienced 
in the 1970s with new 

financial bubbles, double-digit 
inflation and stagnant or negative 
economic growth.  

In the longer run I foresee 
the real possibility that the 
federal government will foist 
wage and price controls and 
rationing on the economy in 
order to avoid runaway inflation.  
All in all, the next few years will 
be very, very uncomfortable and 
possibly disastrous for productive 
Americans and their families.
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Private Jet?
maybe...

Private Beach?
one day...

Private Bank?
YES!

What you do with your money should be your 
own business.  Take the time to know how 
you can become a privatized banker of your 
money and create a platform for financial 
success you don’t often (actually never) hear 
about from the “experts” on cable news and 
radio.  You are going to make a difference 
for your family for generations if you create 
and maintain your own private bank.  Private 
financing can be your reality in a relatively 
short time.  Go to usatrustonline.com/store  and 
get the both of these books to learn how now. 

P R I V AT I Z E D  B A N K I N G 

u s a t r u s t o n l i n e . c o m
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Fund Your Own
Bailout.

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 P r i vat i z e d  B a n k i n g is underway.  You can take advantage of the years of experience that these three authors in these two 
books are offering you.  Go to: www.usatrustonline.com click: store  and look for both of these books among the other fine books.


