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Bring a Privatized Banking
Seminar to your city.
Present the powerful combination of • Demystifies Fractional Reserve Banking

Austrian Economics,
The Sound Money Solution
& The Infinite Banking Concept
to your Special Group

• 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.

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

Overview
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Lara-Murphy Report
February 2011 - Looking back at the world

we will

naturally see that our society has lost its way. We must
do our part to bring back the essence of the Constitution.

3

F e at u r e d

Building the 10%
IBC and Austrian Economics

People are doing the right things. Mises, Nelson Nash,
Ron Paul, Andrew Jackson...and you! BY L. CARLOS LARA

The Fed’s Accounting
Magic Trick

Accounting is all about tracking assets and liabilities...
unless you are the FED. BY DR. ROBERT P. MURPHY
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Economic Deep End

Pulse On The Market

Name Calling • Mobs Ponder
Opportunity’s Knocking • Waves of Inflation

Adventures in Economics
Interview With

Dr. Richard M. Ebeling

Economic Professor @ Northwod Univ.

Austrian Economic principles are coming into vogue
through several means. Dr. Ebeling travelled to Russia
to help resurrect new Mises light. Is it all too late?

One More Thing

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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ABOUT LARA
& MURPHY
L. Carlos Lara manages a consulting firm
specializing in corporate
trust services, business
consulting and debtorcreditor 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

February 2011
Dear Readers,
How did power, force and might move into the political center stage here in America? How did the enduring, or
eternal, move toward the temporal and the materialistic as the dominant force in the American experience?
Dr. Clarence Carson pointed out that the foundations of American constitutionalism, as well as the Constitution,
were philosophical, historical, traditional, rationalistic, and carried with them a substrata of religious sanctions. Even
minimal study into the history of our country by any average thinking individual will prove this to be absolutely
true. Our founders did draw extensively from the Judeo-Christian writings and beliefs. One of this belief ’s greatest
insights was that man, not only exists on a plane above all of the creatures, but that he is distinct from all other
animals intellectually and spiritually. It was a constitutionalism deeply planted in the natural law tradition and which
contained over 2,000 years of the best of political thought.
Natural law, which upholds our Constitution, is profoundly based on the metaphysical level of thought. Knowledge
of the physical comes to us by the senses; the metaphysical, on the other hand, comes to us by way of reason, and
the spiritual by way of faith, or revelation. However, the belief in the metaphysical (reason) was supplanted and the
foundations of constitutionalism were undermined in the course of the 19th century. Utilitarianism began to attack
the very concept of natural law. “Natural rights is simple nonsense,” they would say. Their belief was in “the greatest
good for the greatest number.” These thinkers argued that the law was not to admit mystical entities like rights,
natural, popular, or divine and absolutely no revelations from God. This onslaught of new thinking permeated this
period. Natural law, so far as it dealt with a fixed order in the universe, lost its appeal. Is it any wonder that all of this
eventually paved the way for today’s unlimited government by the people?
It was only a small jump for power, force and might to move to center stage in the political arena in the late 19th and
early 20th centuries. “Might makes right” became the new mantra and all policies were based on power rather than
upon rights or ideals.
What we must not forget is that many of those who worked to undermine constitutionalism were not themselves
disinterested parties. They were, in fact, interested in reducing the extent to which the United States Constitution was
an obstacle to change, reform and eventually the establishment of socialism. Once we can see the progression of our
social, political and economic environment in this context, the enemy becomes apparent and our intellectual battle
more determined. They have reduced us to a remnant, but they have not completely extinguished us. In this small
minority, the flame of liberty still burns bright.
Yours very 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
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Name Calling

Attacking the Messenger. Well Ron Paul had his first hearing as head of the subcommittee
on monetary policy. The official subject was the connection between Fed policies and
unemployment. His witnesses were Thomas DiLorenzo and Richard Vedder, who both
testified that the Fed exacerbates business cycles and leads to higher unemployment than
would occur with private money and banking. The primary response from Rep. William
Lacy Clay (a Democrat from St. Louis) was that DiLorenzo, as an Austrian economist,
subscribed to an obsolete and unscientific school of thought. He also linked DiLorenzo
to a “hate group” (his words), namely the League of the South. DiLorenzo’s work on
Abraham Lincoln was the main focus of the resulting discussion among economists and
policy wonks in the blogosphere. We actually think this is a good sign, that Ron Paul’s
critics chose to focus their fire on the biography of his lead witness, rather than the
content of the presentations.

Mobs Ponder

Riots Abroad... Yikes! It’s not a good time to be an autocrat, especially in the Middle
East. In addition to whatever other lessons we might draw, the historic events in Egypt,
Libya, and perhaps a growing list of countries show the importance of educating the
public. After the protestors in Egypt got their wishes and Mubarak stepped down, they
asked themselves the inevitable question, “What now?”

Opportunity’s Knocking

…Protests at Home. Although things aren’t as heated (so far) as they have been
elsewhere in the world, there are serious protests kicking up in the United States. Many
state and municipal governments are feeling the double-whammy of plunging tax receipts
and soaring expenditures on food stamps, unemployment checks, and other “safety net”
programs. When political leaders try to implement austerity measures, the affected interest
groups will cry foul. Tying in with our point above, this all underscores the importance of
educating the public. It’s not enough to say, “End the Fed!” We need to have an alternative
in mind. This is why Nelson Nash’s Infinite Banking Concept is so important; we don’t
need to set up a privatized banking system from scratch. The insurance companies are
there, waiting to pick up the slack from an imploding banking sector.

Waves of Inflation

Inflation Popping Up Everywhere. More and more investors and financial pundits
are finally seeing the light, that Bernanke’s resort to the printing press (metaphorically
speaking) is paving the way for serious price inflation. Even among the official numbers put
out by the Bureau of Labor Statistics, everything is rising except “core CPI,” i.e. consumer
prices with food and energy taken out. As oil breaks $100, and grocery stores raise prices
across the board, more Americans will wonder if Bernanke really has everything under
control, and if “deflation” is really the threat.

PULSE ON THE MARKET
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BUILDING
THE 10%
IBC AND
AUSTRIAN
ECONOMICS

BY L. CARLOS LARA

Ta ke n f r o m a s p e e c h d e l i v e r e d t o t h e I B C T h i n k Ta n k , B i r m i n g h a m , A l a b a m a , F e b r u a r y 9 , 2 0 1 1

C.S. Lewis is perhaps one
of the world’s most recognized
British authors. He is also known
as one of the great defenders of
the Christian faith. However,
he was not always a Christian.
At one time, C.S. Lewis was an
avowed atheist.

In the introduction to one
of his most popular books, The
Problem of Pain, Lewis says that
when people would ask him why
he did not believe in God, this is
what he would say:

BUILDING THE 10%: IBC AND AUSTRIAN ECONOMICS

“Look at the universe we
live in. By far the greatest part
of it consists of empty space. It is
mostly dark and unimaginably
cold. Scientists tell us that of all the
heavenly bodies in this dark, cold
space, only the planet earth sustains
life. And, what is life like on earth?

FEBRUARY 2011
It is so arranged that all of the forms
of it can only live by preying upon
one another. In the lower forms this
process entails only death. In the
higher forms there appears a new
quality called consciousness, which
enables these creatures to experience
pain. The creatures cause pain by
being born, and live by inflicting
pain, and in pain they mostly die.
Now man, the most complex
of earth’s creatures, has yet another
quality which we call reason. This
enables man to foresee his own
pain. Consequently, acute mental
suffering continually plagues him.
He can foresee his own death, while
at the same time desiring to remain
permanent.
This special quality of reason
enables man, by a thousand
ingenious ways, to inflict a great
deal more pain to one another. This
power they have exploited to the
fullest! The history of man is largely
a record of crime, war, disease and
terror, with just enough happiness
thrown in to later agonize over
losing it. And when that happiness
is lost, the misery of remembering.

Mises and Austrian Economics

That is indeed a grim
picture of the world, which Lewis
portrays. It seems reasonable to
say that if you viewed the world in
this way, your individual conduct
would be one in which you would
want to grab all you could get,
while you can get it, (preferably
at the expense of someone else),
for after all, in the end we are all
dead anyway.
Incredibly this was very near
the view John Maynard Keynes
had in promoting his brand of
economics; in particular, this was
his rationale for deficit spending.
Why worry about passing on
the debt to future generations
when we can get what we need
now “in the long run we are all
dead,”(2.) Keynes was famously
known for quoting. As immoral
as this statement may sound to
us, Keynes convinced the world
of not only this error in the
1930’s, but also literally turned

LMR
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classical
economics
upside
down by preaching that saving
was bad and that inflation cures
unemployment. He openly spoke
and wrote about consumers
as being fools whose interests
should be ignored and that all
investment should be socialized.
It makes me wonder sometimes
if we are fully aware that most
major universities today, from
Harvard on down, and most of
this nation’s leaders are vested in
this sort of economic thinking!
There are three other themes
in Lewis’ extremely pessimistic
outlook that got my attention
when I first read it. Each one
of them made me think of
Ludwig von Mises and Austrian
Economics.
1. Pain: The first of these has
to do with this emphasis on pain.
Now, of course, it’s true that man
is the being that lives under this
condition. It is a condition that is
with him throughout this earthly

Every now and then the
creatures improve their condition
and what we call civilization
appears. But, all civilizations pass
away and if they shouldn’t—then
what?
The race is doomed anyway;
for the universe, they tell us is
running down. All stories will
come to nothing. In the end, all of
life will turn out to have been a
senseless contortion upon the idiotic
face of infinite matter.” (1.)
BUILDING THE 10%: IBC AND AUSTRIAN ECONOMICS
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journey. We Christians would
explain this as part of the nature
of our fallen world. As for man’s
exploitation of others, history
does bear the undisputable record
of all that man has done; the bad
certainly far outweighs the good.
Man is imperfect and fallible. It
is a fact of life.
And yet, in almost positive
terms, Mises tells us in the
opening pages of his most
renowned book, Human Action,
that the incentive that impels a
man to act is always some kind
of pain. “A man that is perfectly
content with the state of his affairs
would have no incentive to change
things.”(3.) Human beings who, for
some reason or another cannot
act are practically not human,
Mises tells us.

things eternal, for example:
man’s ultimate salvation beyond
this earthly life. From his point
of view, as an economist, there
may well have been a Garden of
Eden at one time in our distant
past where man simply plucked
his food from trees and did not
have to work, but that is not what
Mises observed we have today. Of
course, none of us would disagree
with him on that. His concern
with acting man was always with
the earthly, not the eternal; and
yet, he was well aware of the

responsibility to society to be
involved in this intellectual battle.
If we were to take this belief to
heart, then we could easily see
that we all have some serious
decisions to consider. And this
brings me to my third point.

evil thinking that permeates the
world. His famous dictum, is
evidence of where he stood, “do
not give in to evil—move boldly
against it”(4.) And then again, his
admonishment: “Everyone, in his
own interests, must thrust himself
vigorously into the intellectual
battle. None can stand aside with
unconcern while civilization is
sweeping towards destruction.” (5.)

Further along in his book,
C.S. Lewis makes an interesting
point about morality. Morality,
he says, is a mysterious element
we find in all developed religions.
The fact that all human beings
acknowledge some kind of
morality is widespread. “Humans
feel a certain way towards certain
actions that are best described by the
words ‘I ought’, or ‘I ought not.’”(6.)
These feelings invariably put us
in a position to have to make a
choice—or, we could stick our

3. Choice: Mises was about
individual
choice. Austrian
Economics is about individual
choice. This, I believe, aligns
with the type of thinking of this
audience. In this world choice is
essential! Here is what I mean.

“Acting man is eager to
substitute a more satisfactory state
of affairs for a less satisfactory. His
mind imagines conditions which
suit him better, and his action
aims at bringing about this desired
state.”(4.)
This statement is quite a
contrast in point of view and led
me to the second theme within
Lewis’ message.
2. An Evil Idea: The war we
fight is actually against an evil
idea. So, in effect, our battle is
over the minds of men.
It is important to mention
that Mises was an economist of
special caliber in the classical
tradition. But, what you will never
find in his writings are specifics
in the area of the spiritual, or

You see, Mises believed
that each one of us has a moral

BUILDING THE 10%: IBC AND AUSTRIAN ECONOMICS

FEBRUARY 2011

We do not know how far
back in humanity these feelings
go, Lewis explains, but some how
morality has come into existence,
yet it cannot be logically deduced
from the universe we live in.
Therefore, morality, he says, is a
jump that could not have possibly
been learned from religion.
Above all, he says, morality
has one characteristic that is too
remarkable to be ignored. All
men alike stand condemned by
their own codes and ethics. In
other words it is a moral law,
which is unanimously approved,
and at once disobeyed, leaving
man conscious of guilt. This
consciousness is neither logical
nor illogical, he says. It is either
some strange twist of the mind,
an inexplicable illusion, or else,
it is what we Christians call—
Revelation, the intervention of
the supernatural. In other words,
there is a God and He is not
indifferent to good and evil. (7.)
I conclude from all of
which I have read and studied,
that Mises would not argue
with Lewis’ facts anymore than
we would. He clearly states in
his own writings that there are
phenomena which cannot be
analyzed and traced back to
other phenomena. They are the
ultimate given. What he does say
is that “…what distinguishes man
from beasts is precisely that he can
adjust his behavior, deliberately by
deciding to do so. He is not a puppet.

Man must adjust his actions if he
wishes to succeed; therefore, human
action and social cooperation have
laws, and these laws must be studied
as a science.” (8.)
Consequently, you see,
Austrian Economics is much
more that economic theory, but
rather “It is the science of every
kind of human action. Choosing
determines all decisions. The person
who only wishes, the person who
only hopes, does not interfere actively
with the course of events, nor is that
person able to shape his own destiny.
Acting man chooses, determines,
and tries to reach an end.”(9.) Now
this is a science that should be
embraced by everyone in society,
especially the Christian, because
it gives Christians two powerful
harmonious messages to spread
to the world.
My main point to this
audience is this. Mises’predictions
are coming true; our society is
sweeping towards destruction.
In order to change the course of
events we must do all we can to
change the economic thinking of
this country, and we must do it
soon.

9

information and is distributing
it to the world. They have an
ingenious evolutionary approach
in the spreading of the Austrian
economic message by reaching
out to high school students and
undergrads, thereby, penetrating
colleges and universities.
But that is not all; they have
also reached out to businesses and
especially the entrepreneur. Their
most obvious goal is to elevate
future leaders who are well
informed in Austrian economics
and the good news is that they
are bearing fruit!
These individuals are the
future voice of America, and it’s a
strong growing voice that is now
being heard. Austrian economics
is repeatedly in the news and
can no longer be ignored. Bob’s
challenge to debate Dr. Paul
Krugman, the Keynesian Nobel

The Mises Institute

To this end, the Mises
Institute is leading the way. Their
efforts these past 28 years should
be applauded. We should, in our
own interest, make a decision to
support and join their efforts. The
Mises institute is an incredible
organization, which screens an
amazing amount of historical,
philosophical and economic

photo by: veritasnoctis - Flickr

heads in the sand and ignore
each of these options, which is a
choice itself.

LMR
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Prize winning economist, is
just one outstanding example.
However, there are many other
Austrians who are also doing
their part, in countless ways,
keeping Austrian economics
on the march. Much of this is
attributable to how the Mises
Institute has influenced their
lives.
Ron Paul

photo by: Justin Ruckman - Flickr

We must not forget
Congressman Ron Paul, who is
probably the most visible and
publicly known Austrian. Initially
driven into politics by Nixon’s
closing of the gold window in
1971, Paul has gained a strong
influence in Washington, not by
serving special interest groups,
but rather by educating others in

Austrian economics and the free
market.
As we all know, he was a
candidate for the presidency in
the last election and his popularity
soared in 2008 with the financial
crisis because he was the only
candidate that knew exactly what
had happened and why! This
year he is the new Chairman
of the Monetary Policy SubCommittee that oversees the
Federal Reserve. This is a huge
victory for all Austrians! Ending
the Fed has suddenly become a
real possibility.
Nelson Nash and IBC

But there is more, much,
much more. There is no greater
idea to come along in the last
decade, than the idea provided
by Austrian Nelson Nash and his
Infinite Banking Concept. Mises
once stated that the individuals
with the ability to change the
world had three distinct qualities:
(1.) common sense, (2.) sincere
conviction, and (3.) the courage
to tell the truth without fear.
Nelson Nash fits that description
perfectly.
Nelson has discovered and
shown what no one else prior
to him has been able to see, that
a very traditional, centuriesold financial instrument can
allow Americans to personally
secede from the current corrupt
monetary regime. Amidst this
debt-ridden society of ours,
Nelson’s outstanding contribution
comes just at the nick of time. As
we all know, his work has already

BUILDING THE 10%: IBC AND AUSTRIAN ECONOMICS

influenced thousands and his
idea is destined to spread to the
entire country simply because it
truly works.
Austrians have always
believed that if enough people
can learn the basic principles
of Austrian economics, and in
particular, the Mises-Hayek
Theory of the Business Cycle,
then the public would force
government to change its
destructive ways. The problem
has always been that it would
take a long time to accomplish
this. Nelson’s idea revealed to
Bob and me that the practice
of IBC could not only benefit
Americans immediately, but
could also help accelerate the
goal of all Austrians.
The discovery that IBC
actually
mutes
inflationary
credit expansion completely
transformed
our
thinking.
We were able to see IBC in
a totally different light. The
more Americans practice IBC,
the more it helps starve the
beast. Cash flows and deposits
from Americans move into the
Insurance companies and away
from the commercial banks.
Furthermore, the practice of IBC
does not contribute to the national
inflation problem. Traditional

FEBRUARY 2011
bank financing triggers fractional
reserve banking and increases the
money supply and is disastrous
to the dollar’s purchasing power.
Borrowing from our own policies
to finance our needs eliminates all
these problems. This is extremely
good news and it needs to be
broadcast everywhere!
Night of Clarity

For this reason Bob and I
wrote our book and launched
the Night of Clarity in Nashville,
TN this past July. If you were
there, you know we were serious
about spreading this message.
The desire to bring the Austrian
community and the followers
of IBC together has become a
passion because we believe that
this powerful combination can
change history.

The Sound Money Solution

Besides the combination of
Austrian economics and IBC,
there is also the Sound Money
Solution, which is an integral
part of this new idea. The Sound
Money Solution first ties the
dollar back to gold, then privatizes
the institutions of money and
banking, and finally eliminates
the Federal Reserve itself.
Many Austrians, especially
the famous Murray Rothbard,
and of course Ron Paul, have
supported the Sound Money
Solution for decades, even though
the probability of its acceptance
was near impossible. But the
most astonishing discovery
Bob and I made was that the
practice of IBC was actually
the implementation of Step 2

LMR
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of the Sound Money Solution.
Furthermore, it could be done
immediately by anyone! As of
this date, most Austrians have no
idea this is possible! We obviously
need to communicate this very
important piece of the IBC
message, not only to Austrians,
but also to all Americans.
The idea that we can actually
do this without government’s
permission is awesome to say
the least, yet, the IBC strategy
is perfectly legal and most
importantly, it’s peaceful. We do
not need angry mobs running
through the streets, or marching
on Washington. We don’t need
to fire a single shot! Rather
than revolution, this strategy
is secession from the existing
order, and secession is a strategy
Austrians already believe in. They

BUILDING THE 10%: IBC AND AUSTRIAN ECONOMICS
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are simply unaware that it can
be accomplished through the
practice of IBC. Because of this,
we can expect more and more
individuals, once they are told
about it, to adopt the strategy.
I should emphasize right
here, that the spreading of the
IBC message is not volunteer
work. It’s certainly not patriotism;
it’s not even religious! Like
Adam Smith’s invisible hand over
the market, its message naturally
spreads because it has a builtin incentive. IBC agents are
capitalists and the personal selfinterest is very much at work.
IBC agents are paid well for
their professional efforts, as they
should be, but their prospects,
their fellow Americans, are
equally rewarded. Because of this,
they in turn continue to spread
the message to others. It is truly
a win-win process. In the end,
all outcomes benefit society and
we build a unified front that can
turn the direction of the country
around.
Andrew Jackson

The goal then is to accelerate

the teaching of Austrian
Economics, The Sound Money
Solution and IBC. As a very
first step we should combine our
efforts with the Mises Institute
in reaching the masses as fast as
we can. Additionally, we should
increase our knowledge of
Austrian economics and to this
end, Bob and I are doubling
our efforts in reaching out to
audiences everywhere. The dates
of this year’s Night of Clarity are
July 22nd and 23rd and I promise
you that it will be bigger and
more exciting than last year’s.
Our theme is President Andrew
Jackson and how he killed the
2nd Bank of the United States,
the precursor to our own Federal
Reserve. We do not want to say
too much more about this year’s
NOC right now for fear of giving
away some very special surprises
we have in store for you. Just
make sure you are there and we
promise that you will not be
disappointed.
Bottom Line

The bottom line is that
we need to reach out to all

Americans with this message,
especially, those individuals who
talk to people about their money.
That means reaching out to more
economists, more attorneys,
more CPA’s, in fact, all financial
professionals, the entire 750,000
of them that are in this country.
If we can accomplish that, and
they in turn spread the message
to others then we are assured of
getting there. We will reach our
goal and hit the 10%!
It’s up to us to keep the
ball rolling, so in closing, let
me remind you of this. “It is the
masses that change the course of
history, but its initial movement
must come from the individual.”
(10.)
Practicing IBC epitomizes
that initial movement.
Mises argued that all
governments, no matter how
oppressive,
ultimately
rest
on public opinion, therefore,
building the 10%, as fast as we
can, would surely get this job
done. Let’s do it and have faith
that God will see us through to
the end.

Building The 10%
IBC and Austrian Economics
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THE FED’S ACCOUNTING
MAGIC TRICK
by Dr. Robert P. Murphy

These are dangerous times
for investors. On the one hand,
the “recovery” seems completely
artificial and manipulated, so that
the rise in the stock market could
collapse at any moment. On
the other hand, more and more
analysts are openly worrying
about serious price inflation, and
even the collapse of the dollar—a
scenario in which bonds would
take a beating.
Underlying the complexities
of navigating these choppy
waters is the fact that Ben
Bernanke has been the FDR
of monetary policy these past
few years. Just as the New Deal
completely revolutionized the
role of the federal government
in American life, so too has the
Great Recession given Bernanke
the pretext to enlarge the Fed’s
powers to a degree that would
have been inconceivable just five
years ago.

In short, the Fed changed
the rules so that now, it is literally
impossible for it to become
insolvent. It has implemented
accounting procedures so that
even if the Fed lost $1 trillion
on its bond portfolio in a single
afternoon, its liabilities would
fall by a corresponding amount,
keeping the Fed’s capital intact.

In the present article I’ll
explain last month’s obscure
accounting
rule
change,
announced in a standard weekly
report put out by the Fed. It
took two weeks for the financial
bloggers to fully digest the
bombshell implications of the
announcement.

In truth, the Fed was never
in danger of insolvency, the way
other businesses are. For a real
business in the private sector, an
accounting liability is a genuine
claim on the business’ assets,
held by another party. But with
the Fed, its “liabilities” consist
largely of Federal Reserve notes

?!

What Liabilities
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(i.e. dollar bills in your wallet
or purse) and electronic bank
reserves on deposit with the
Fed. If you try to turn in your
“claim” on the Fed (such as a $20
bill), they will offer you nothing
but equivalent Federal Reserve
notes in return (such as two $10
bills). After abandoning the gold
standard, the Fed’s “liabilities” are
an accounting fiction. They are
as bogus as the Social Security
“trust fund.”
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A Battle of Ideas, Not Guns

Because the Fed was never in
danger of default—since it doesn’t
owe anybody anything—the real
danger of its possible insolvency
was political, or you could even
say metaphysical. Specifically, if
the U.S. central bank had taken
a large hit on its assets, wiping
out its capital (or equity), the
politicians and Bernanke would
have come up with some on-thespot justification for allowing
it to continue its operations as
usual.
Yet in that case, something
would have happened in the
mind of the public. A seed would
have been planted. Deep down,
investors and businesspeople
would have realized, “This system
is rigged. These guys don’t play by
the rules.”
Although readers of the
Lara-Murphy Report have likely
reached such a conclusion years
ago, we must realize that most
Americans still believe in the
basic decency and integrity of our
monetary and banking system.
As Mises argued, repeating an
insight going back to David
Hume, all governments no matter
how oppressive, ultimately rest
on the consent of the governed.
The events in Egypt, Libya, and
elsewhere are confirming this
basic truth. Once the masses
withdraw their support for a
regime, it tumbles.
This is why the Fed’s
accounting
change
is
so
instructive. To repeat, there was

THE FED’S ACCOUNTING MAGIC TRICK
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never any practical danger; even
if the Fed’s balance sheet showed
an equity position of negative
$1 trillion, nothing would have
stopped Bernanke from creating
more money and buying more
assets.
But the people behind the
scenes at our central bank knew
better than to rely on brute
force. Like Mises—and like all
rulers—they understand the
importance of molding public
opinion. Rather than having the
Fed risk insolvency—and then
challenging the critics to do
something about it—the officials
decided to change the rules of the
game. Now, insolvency is literally
impossible for the Fed.

After I explain exactly what
the Fed announced, and spell out
its implications for insolvency, I’ll
return to the important question:
What does this move signal
about our economic future?
An Exercise in Doublespeak:
The January 6th Rule Change

Among its other notable
features, the Fed’s accounting
rule change, announced in the
standard weekly H.4.1 update
in early January, is a monument
to obscurantist jargon. (1.) It is
no wonder that people in the
financial community at first
didn’t even realize something
significant had happened. Would
you have raised an eyebrow at the
following?
Full Text of the Fed’s
Announcement

The Board’s H.4.1 statistical
release, “Factors Affecting Reserve
Balances of Depository Institutions
and Condition Statement of
Federal Reserve Banks,” has been
modified to reflect an accounting
policy change that will result in a
more transparent presentation of
each Federal Reserve Bank’s capital
accounts and distribution of residual
earnings to the U.S. Treasury.
Although the accounting policy
change does not affect the amount of
residual earnings that the Federal
Reserve Banks distribute to the U.S.
Treasury, it may affect the timing
of the distributions. Consistent
with long-standing policy of the
Board of Governors, the residual
THE FED’S ACCOUNTING MAGIC TRICK

earnings of each Federal Reserve
Bank, after providing for the costs
of operations, payment of dividends,
and the amount necessary to
equate surplus with capital paidin, are distributed weekly to the
U.S. Treasury. The distribution
of residual earnings to the U.S.
Treasury is made in accordance
with the Board of Governor’s
authority to levy an interest charge
on the Federal Reserve Banks based
on the amount of each Federal
Reserve Bank’s outstanding Federal
Reserve notes.
Effective January 1, 2011,
as a result of the accounting policy
change, on a daily basis each Federal
Reserve Bank will adjust the balance
in its surplus account to equate
surplus with capital paid-in and, in
addition, will adjust its liability for
the distribution of residual earnings
to the U.S. Treasury. Previously
these adjustments were made only
at year-end. Adjusting the surplus
account balance and the liability for
the distribution of residual earnings
to the U.S. Treasury is consistent
with the existing requirement for
daily accrual of many other items
that appear in the Board’s H.4.1
statistical release. The liability for
the distribution of residual earnings
to the U.S. Treasury will be reported
as “Interest on Federal Reserve notes
due to U.S. Treasury” on table 10.
Previously, the amount necessary to
equate surplus with capital paid-in
and the amount of the liability for
the distribution of residual earnings
to the U.S. Treasury were included
in “Other capital accounts” in table
9 and in “Other capital” in table 10.
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Say What?

Despite
the
hilarious
claims of promoting a “more
transparent presentation,” clearly
the above description was not
meant to edify. Whoever crafted
the announcement did a great
job making it seem technical,
inconsequential, and downright
boring. Nothing to see here, folks,
keep moving along.
The Old Switcheroo

To
understand
the
magic trick, all we need to
remember is that numbers can
be negative. Specifically, the Fed
announcement seemed harmless
because the author only handled
the case of what to do with
a surplus. In that (common)
scenario, when the left-hand side
of the Fed’s balance sheet goes
up because its assets earn interest
and dividends, then the righthand side would go up in the
Capital account.

However, because the Fed
remits its excess earnings to the
Treasury, the rule change would
effectively skip the middleman.
Rather than reflecting an increase
in asset values (which would
show up on the left-hand side of
the balance sheet) by increasing
Capital on the right-hand side,
instead the Fed will now directly
mark up the Liabilities account
on the right-hand side. Both
sides of the balance sheet will still
move in tandem; the accounting
change simply eliminates one of
the intermediate steps (namely,
taking an increase in Capital on
the right-hand side, and moving
it to the Liability account which
is also on the right-hand side of
the balance sheet).
It’s true, in the case of surplus
earnings, the accounting move has
no real significance. (Although it
should still be pointed out, that
the Fed is clearly an institution
“more equal than the rest” when
it gets to unilaterally announce
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the accounting rules it will apply
to its books.)
No, the real power of the
Fed’s rule change shows up in the
case of losses. Originally, before
the change, if the Fed had lost, say,
$70 billion on its bond portfolio,
then it would have marked down
the left-hand (Asset) side of the
balance sheet accordingly.
In order to make the rightand left-hand sides balance,
obviously the Fed would then
have to reduce the right-hand
side of the balance sheet by $70
billion as well. A typical firm
would have marked down its
capital (or shareholder equity).
If the Fed had originally
possessed, say, $50 billion, then
the hypothetical $70 billion hit
would have wiped it out. At that
point, its assets would have been
less than its liabilities, which is
the definition of insolvency.
Now,
however,
after
the January 6th rule change,
insolvency is impossible. If the
Fed takes a $70 billion hit to its
Assets, it will reflect the loss on
the right-hand side of the balance
sheet by putting a negative
entry under its liabilities to the
Treasury. In other words, the Fed
would be saying, “Right now we
owe the Treasury negative $70
billion.”
Such accounting jujitsu
would allow the Fed to show
assets exceeding total liabilities,
because one of the liabilities
would be a hugely negative
number. The Fed’s original capital

THE FED’S ACCOUNTING MAGIC TRICK
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of $50 billion would be intact.
The three tables below illustrate
the Fed’s handling of our hypothetical
scenario, before and after the rule
change.
A Look Inside Bernanke’s Mind

Now that we’ve walked through
the mechanics of the rule change,
we have to ask: What does it tell us
about Bernanke’s private views on
the future? Why would the Fed make
such an odd move, unless it thought
its assets were in serious trouble?
Since the advent of the financial
crisis, the Fed has added more than
$1 trillion of mortgage-backed
securities, Fannie and Freddie
bonds, and Treasury securities to its
portfolio. There are all sorts of things
that could go wrong to crush the Fed’s
assets, but three main categories are:
(1) rising interest rates, (2) increased
default rates on mortgages, and (3)
a default (full or partial) by the U.S.
Treasury itself.
Since Bernanke has taken steps
to cover his posterior in the event
one or more of those events occurs,
it is safe to assume that we all should
prepare for the worst. The problem
is, we don’t get to invent our own
accounting rules.

THE FED’S ACCOUNTING MAGIC TRICK

FEBRUARY 2011

LMR

19

Hypothetical Fed Balance Sheet, Starting Position
ASSETS
LIABILITIES
$2 trillion in government bonds
$1 trillion in paper Federal Reserve notes
$950 billion in commercial bank reserves
CAPITAL
$50 billion
ASSETS: $2 trillion
LIABILITIES + CAPITAL: $2 trillion

Hypothetical Fed Balance Sheet, Assuming $70 billion loss,
BEFORE Jan 6 Rule Change
ASSETS
LIABILITIES
$1.93 trillion in government bonds
$1 trillion in paper Federal Reserve notes
$950 billion in commercial bank reserves
CAPITAL
($20 billion)
ASSETS: $1.93 trillion
LIABILITIES + CAPITAL: $1.93 trillion

Hypothetical Fed Balance Sheet, Assuming $70 billion loss,
AFTER Jan 6 Rule Change
ASSETS
LIABILITIES
$1.93 trillion in government bonds
$1 trillion in paper Federal Reserve notes
$950 billion in commercial bank reserves
($70 billion) owed to Treasury
CAPITAL
$50 billion
ASSETS: $1.93 trillion
LIABILITIES + CAPITAL: $1.93 trillion

The Fed’s Accounting Magic Trick
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Adventures
In Economics
An Interview With

Dr. Richard M. Ebeling

Economics Professor : Northwood University
Dr. Richard M. Ebeling is
professor of economics at Northwood
University in Midland, Michigan.
He served as president of the
Foundation
for
Economic
Education (FEE) from 2003 to

2008, was the Ludwig von Mises
Professor of Economics at Hillsdale
College in Hillsdale, Michigan
(1988-2003) and served as the vice
president of the Future of Freedom
Foundation (1990-2003). Ebeling
is the author of hundreds of articles
and several books on Austrian
Economics and free market policy
themes.
Lara-Murphy
Report:
You have spent your whole
career promoting and teaching
Austrian economics—in fact,
one of us is a former Ebeling
student! From your perspective,
what has happened with the
Austrian movement as a whole?

What would you say to today’s
young libertarians and Austrians,
who take it for granted that the
average person on Wall Street
has probably at least heard of
Austrian business cycle theory?
Richard Ebeling: When I
first became interested in Austrian
Economics as a teenager back in
the 1960s, there was virtually no
Austrian School – most certainly
not mentioned in the classroom.
Keynesian Economics was riding
high, with its argument that only
Big Government could keep the
economy on an even keel through
manipulative monetary and fiscal
policy. And socialist central
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More
than
thirty-five
years later the world is a very
different place. There are
colleges and universities where
a student can take courses in
Austrian Economics, and even
study Austrian Economics as a
specialized field in an economics
graduate program, such as at
George Mason University in
Virginia. Every year I teach a
course on Austrian Economic
Theory at Northwood University
in Midland, Michigan, as well
as incorporating Austrian ideas
in all my other classes, as part
of an economics department
that is free market and Austrian
“friendly.”

planning was considered the
ideal for “third world” countries
to rise out of poverty; it was also
said to be a good thing if more
government control, regulation,
and income redistribution could
be introduced here at home in
America, as well.
This was the message
that I was getting from all my
undergraduate professors while I
was studying economics. To speak
up in my classes and suggest the
relevancy and importance of the
ideas of the Austrian Economists
was to invite ridicule, sarcasm, and
verbal attack from both professors
and fellow students. The attitude
was that the Austrian argument
for a free and competitive market
process was out-of-date and as
dead as the Dodo bird.
I had to learn all my real

economics understanding by
reading on my own. That is how
I found out about and came to
appreciate the ideas of those
earlier, leading members of the
Austrian School – Carl Menger,
Eugen
von
Böhm-Bawerk,
Ludwig von Mises, and Friedrich
A. Hayek.
I had the luck to be invited
to a unique Austrian Economics
conference sponsored by the
Institute for Humane Studies
in June 1974, where I had the
wonderful opportunity to meet
Murray Rothbard, Israel Kirzner,
and Henry Hazlitt, and a handful
of other young people who,
like myself, had discovered the
Austrian tradition on their own
(many of whom are prominent
members of the Austrian School
today).

There are Austrian-oriented
institutions and think tanks, such
as the Ludwig von Mises Institute
in Auburn, Alabama, for instance,
that offers a vast print and online
library of all the great works of
the Austrian Economists, and
where an interested student
can attend conferences on
Austrian ideas. Excellent online
courses are regularly offered
(including by Bob Murphy) and
online articles are published
virtually
everyday
applying
Austrian ideas to contemporary
economic policy issues for an
increasingly worldwide audience.
And there are vibrant and
challenging Austrian blogs such
as “Coordination Problem” and
“ThinkMarkets.”
Most certainly, the current
economic crisis has served as a
powerful catalyst for economists
and business analysts to find in
the Austrian theory of money
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and the business cycle a clear,
coherent, and empirically relevant
explanation of how government
manipulation of interest rates
and monetary expansion create
the distortions and imbalances
throughout the economy that
set the stage for an inescapable
recession following a false boom.
It has provided a far better
explanation for understanding
how we got in to the present
mess, and why only allowing the
economy to self-correct can put

America back on the path of a
well-coordinated and sustainable
market system of freedom and
prosperity.
These are wonderful times
to be an Austrian Economist.
The insights and contributions
of great Austrian thinkers, like
Mises and Hayek, are helping to
clear away the intellectual rubble
and misguided policies created by
Keynesian and collectivist ideas.
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LMR:
Ironically, just
when it seems everything is
finally clicking for those who are
interested in spreading the ideas
of liberty, the U.S. government at
least seems to be accelerating its
slide into a form of corporatism,
if not outright socialism. You
have studied the history of
liberty quite extensively. Is our
pessimism accurate, or does every
generation of liberty-lovers think
they face the worst threat ever?
RE: Ludwig von Mises
always emphasized that “trends
can change.” He pointed out that
they have changed in the past
and will most likely do so again
in the future. One of the most
frustrating, yet promising things
in life is that the future always has
an element of unpredictability.
I lived a good part of my life,
like many of us, in the shadow of
the Cold War. As an economist
I understood why socialism
could not and did not work as an
economic system, why a socialist
economic system always resulted
in political tyranny and loss of
personal freedom.
But who among us, who
lived through that time, really
expected to see the end of the
Soviet Union in our lifetime,
unless it came about either
through a terrible and bloody
civil war within Soviet Russia
or through a catastrophic global
nuclear war? And, yet, in the
late 1980s and early 1990s, the
contradictions and corruptions
of the Soviet system began
to unravel. And within a few,
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short years the Soviet system
imploded, and only with the loss
of a relatively small number lives
of brave souls during those last
years.
I was in the Soviet Union
working as a consultant on
market reform and privatization
1990-1991, and I saw with my

In Human Action, Ludwig
von Mises refers to the “reserve
fund” of wealth and capital
in a prosperous society that a
plundering government can draw
upon for a long time to feed its
gluttonous drive for power and to
provide the favors and privileges
for special interest groups that
keep the political elite in control.

taxes, crushing government debt
burdens and huge unfunded
liabilities adding up to tens
of trillions of dollars (such as
social security and government
healthcare programs), strangling
regulations
that
hinder
competition and innovation,
and inflationary misdirection
of capital and labor that throw
market supplies and demands out
of balance.
If we are at such a turning
point, such a change in trends,
what will be crucial in determining
the direction it all takes will be
the power and influence of the
ideas that explain to our fellow
citizens how the crisis has come
about, why government is no
longer – and never was – the
answer, and why a reborn system
of individual liberty and free
market capitalism is essential in
the decades to come.
The responsibility of making
that case falls upon all of us who
care about liberty.

own eyes heroic Lithuanians in
Vilnius and Russians in Moscow
who died fighting for freedom
against Soviet tyranny. But as a
whole Soviet socialism went out
with a whimper, and not a huge
bloody bang. Who, honestly,
predicted that this great change
would happen this way, at that
time?

But the reserve fund of
private sector wealth for the
government to eat from finally
and inevitably must reach its
end, Mises argued. That is, very
possibly, what we are witnessing
here in the United States and
some other parts of the world
today. America and countries in
Europe are facing major fiscal
crises caused by blood sucking

LMR:
In the previous
question, we said it was “ironic”
that the growing popularity of
the Austrian and libertarian
movements, is occurring precisely
as the federal government and
Federal Reserve amass more
powers. But is this actually to be
expected? In other words, does
the public not bother to worry
about “abstract” things such
as economic freedom and civil
liberties, when the nation is at
peace and the unemployment
rate is 3%? Are Americans only
now looking to the Austrians

ADVENTURES IN ECONOMICS - INTERVIEW WITH DR. RICHARD M. EBELING

FEBRUARY 2011
because they might be able to
avert the brewing disaster?
RE: Perhaps it is a part of
human nature to often take the
psychological attitude that, “if it
ain’t broken, it don’t need fixing.”
And for decades, in spite of the
occasional inflationary boom and
bust cycle, it seemed to many that
the American interventionistwelfare state was both desirable
and sustainable. The current
fiscal crisis that is hitting both
the Federal government and the
majority of state governments
across America is forcing people,
as voters and taxpayers, to rethink

most other economists, have
demonstrated beyond any doubt
that only a functioning and free
market economy can provide
the means for achieving this
coordination through a price
system that tells the truth about
the changing conditions of supply
and demand, and leaves people at
liberty to competitively discover
and take advantage of mutual
gains from trade that results in
rising standards and qualities of
living for all in the long run.
Whether the growing
number of Austrian Economists
can succeed in helping to stop
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as the gold standard, along with
the total privatization of banking
and the financial system.
The Austrians offer the
clearest and most persuasive
arguments, in my view, as to why
and how this needs to be done.
LMR: For our final question,
could you give the highlights
of your famous acquisition of
Ludwig von Mises’ “lost papers”?
Many of our readers might not
realize that you are a real-life
Indiana Jones.
RE: Actually, I’m a big fan

...understanding why politicians and bureaucrats
have neither the wisdom nor the ability to
manage a complex and ever-changing market...
not only what government can
afford to do, but also what it is
government should do.
An essential part of this
rethinking about the role
of government in society is
understanding why politicians
and bureaucrats have neither the
wisdom nor the ability to manage
a complex and ever-changing
market order in which multitudes
of millions of people interact and
coordinate their diverse wants
as consumers with their abilities
and talents as producers.
The Austrians, more than

this massive monetary and fiscal
madness before it becomes
the disaster to which it must
otherwise lead, only the future
will tell. But either way, there is
only one path back to freedom and
prosperity: radically reducing the
size and intrusion of government
into our personal lives and
market activities, by drastically
cutting state and federal taxing
and spending and eliminating
the
interventionist-welfare
state; and ending our system of
monetary central planning by
abolishing the Federal Reserve,
and returning to a commoditybacked monetary system such

of those Indiana Jones movies, so
thank you for that comparison
and compliment!
Ludwig von Mises, as
many of your readers may know,
was one of the most influential
Austrian Economists of the
twentieth century. He explained
why socialist central planning
could not work; why government
intervention leads to insoluble
distortions that prevent markets
from effectively functioning;
and why government monetary
manipulation is the source of the
booms and busts of the business
cycle.
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...socialist
central planning
could not work;
He lived and worked in
Austria through much of the
1920s and 1930s, and was viewed
as a forceful enemy of both Soviet
socialism and German Nazism.
By the time Hitler invaded
Austria in March 1938, Mises was
teaching in Geneva, Switzerland,
but he had kept part of what had
been his old apartment in Vienna.
The Nazis came looking for him
at that apartment. He was safe
in Geneva, but they boxed up
and took away all his papers,
correspondence,
manuscripts,
and family and professional
documents. For the remainder of
his life, he believed the Nazis had
destroyed all of these materials.
In fact, they ended up in a
small town in Bohemia, where
the Nazis stored all the vast
collections of papers, documents
and archival collections that they
plundered from all the countries
they occupied during the war.

This huge cache of material was
captured by the Soviet Army at
the close of the war, and ended
up being housed in a special
KGB archive in Moscow that
Stalin ordered to be built in
the late 1940s. And there they
remained, closed to every one
except the Soviet secret police
and the Soviet foreign ministry
until the 1990s.
My wife, Anna, and I found
out in 1996, that Mises’papers had
survived the war and were in this
archive. Anna is originally from
Moscow and, using her friends
and contacts in the post-Soviet
government, arranged for us to
gain access to Mises’ papers in
this archive. We spent nearly two
weeks in October of 1996 going
through Mises’ papers, which
turned out to be around 10,000
pages of materials, and returned
to the U.S. with photocopies of
virtually the entire collection.

Liberty Fund of Indianapolis
contacted me shortly after our
return, and offered to publish
a selection of these papers. I
have served as the editor of this
project, overseeing the translation
process and editing the papers
for publication in a three-volume
set under the title of the Selected
Writings of Ludwig von Mises.
Two of the three volumes have
already been published, and the
third volume should be out by
late 2011 or early 2012.
It gives a unique insight into
Mises, not as the grand theorist
of the free market and critic of
socialism, interventionism, and
inflationism. But, instead, we see
Mises as the detailed economic
policy analyst during the years
before and after the First World
War when he made his living as a
senior staff member at the Vienna
Chamber of Commerce. For
those who sometimes wonder,
“Well, how do you apply Austrian
Economics to the real world of
economic policy and practice?”
here it is, by the leading voice of
Austrian Economics during the
last one hundred years.
Preparing these papers for
publication has been one of the
most thrilling and rewarding
experiences of my long years as
an economist.
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Engagements
2011
March 18 • Chicago, Illinois

Lara and Murphy Present: Privatized Banking for National Private Client Group.

july 14-16 • Las vegas, Nevada

Murphy and Lara Present: Privatized Banking Session at “FreedomFest”

JULY 22-23 • nashville, tennessee
NIGHT OF CLARITY

Another star-studded event focusing on Andrew Jackson’s slaying of the central bank.

Some events may be closed to general public.
For more information email LMRevents@usatrustonline.com
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Private Jet?
maybe...

Private Beach?
one day...

Private Bank?
YES!
P R I VAT I Z E D B A N K I N G

usatrustonline.com

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.

