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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
January 2011 - A new year and a fresh call to build
the 10% in an environment where the largest Federal
Goverment in U.S. history is grabbing for more power.
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Leviathan

Just how big is BIG GOVERNMENT? The growth rates
have changed for the worst if you like your governments
small. This beast needs to be chained! BY L. CARLOS LARA

Hey New Congress:
Don’t Raise the Debt Ceiling!

Are the chosen from last November endowed with enough
conviction to pass a big test? BY DR. ROBERT P. MURPHY
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Economic Deep End

Pulse On The Market

Looming Crisis • FedCasting? • Bad Bonds • Cash
Values @ Risk • Krugman Notice

Bearing the Market
Interview With Kevin Duffy

co-founder of Bearing Asset Management
Kevin steps through his thinking used to navigate
a successful asset management company as he
leans heavily on Austrian Economic principles.

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

December 2010
Dear Readers,

Why is it that amidst the striking evidence that our country is spinning out of control and is all but bankrupt, the

majority of the population seems to be oblivious to the fact? Are Americans asleep? Has their desperation finally
turned to helplessness? The situation is analogous to people lost at sea who die of thirst afloat an ocean of water.

Dr. Clarence P. Carson says that the political crises of our times are the result of government “becoming gorged with power
and running amok with undisciplined exercise of that power.” This phenomenon is worldwide and has been universally

observable in other countries in the 20th century. Nazi Germany is the most glaring example of the concentration
of power in the hands of a central government, but only because it was the most publicized. It was the Communist
(Bolshevik) government, which was a better example of government swollen to the bursting point. Its ideology, which
lasted 73 years, took away all private property and was thoroughly totalitarian. “No country in the world has been free
of this movement or tendencies in this direction.” Let it not happen here.

Unfortunately, America has been gradually moving toward socialism for quite some time. Now we are seeing a
grotesque growth in the size of our government. These two signs are clearly not good. Every American should be
alarmed and willing to do whatever is necessary to turn this around. A simple first step would be to insist that when

federal officials swear to uphold the Constitution…that they actually do it! As Mises argued, all governments, no
matter how oppressive, ultimately rest on public opinion. To get our government back under control we must first
shake the sleeping giant awake. Building the 10% as fast as we can will get this job done. Let’s do it!
Yours very truly,
Carlos and Bob
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Recent
developments
that may be
of interest to
readers of the
Lara-Murphy
Report…
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The Crisis Could Come Quickly. You know things are bad when the financial and political elites
start openly discussing how precarious the situation is. Robert Rubin, former Treasury Secretary
under Bill Clinton and currently the head of the Council on Foreign Relations, delivered a very
sobering report to attendees of the World Economic Forum in Davos, Switzerland. Rubin didn’t
mince words, writing, “The risks of our fiscal position are serious and multiple. [A]ll…have
begun to materialise or could do so in the near term, so we should act now.”

Looming Crisis

Does the Fed Know Something? In this context, it’s doubly alarming that the Federal Reserve
recently made a change in its accounting rules that it snuck under the radar for a few weeks. But
now financial analysts have caught on: If interest rates spike, causing the Fed’s massive bond
portfolio to take a hit, these losses will not affect the Fed’s equity. Rather than reducing the
Fed’s capital, these losses will be assigned as liabilities of the Treasury. Problem solved! Now it
is literally impossible for the Fed to go bankrupt, even in terms of the accounting. We can only
wonder if Fed officials suspect that interest rates may rise much sooner than they are telling the
public..

FedCasting?

Muni Bondholders Beware! The alarms over the municipal bond market are now becoming
commonplace. Meredith Whitney, an analyst who spotted the trouble at major banks early in
the financial crisis, has warned that state and local debt problems are “the single biggest threat to
the U.S. economy.” Inasmuch as some insurer’s assets are often concentrated in “safe” municipal
bonds, readers should be sure to investigate the matter for themselves.

5

Bad Bonds
Cash Values @ Risk

Cash Values in the Crosshairs. For those who like to worry, we’ve got even more bad news:
According to NAIFA, the Deficit Reduction Commission (which issued its recommendations
last month) proposed, without a formal vote, to eliminate all “tax expenditures” as a way of
staunching the bleeding. How is a “tax expenditure” different from a regular expenditure, you ask?
Well, a tax expenditure means that the government is “spending” money because it doesn’t take
more from somebody. Of particular relevance to our readers is the fact that if “tax expenditures”
are eliminated, then the cash value build-up in life insurance and annuities would be subject to
normal taxes.

Krugman Notice

Goliath

David versus
. We’ll end on a happy note: The Austrian School’s theory of the
business cycle is getting a little more respect these days. In fact, Paul Krugman—Nobel laureate
and champion of Keynesian deficit spending—felt the need to devote one of his NYT blog posts
to criticizing an article written by one of your humble authors (Murphy). Murphy’s response to
Krugman got picked up by ZeroHedge and other trendy financial blogs. (If you’ll forgive the
self-promotion, check out KrugmanDebate.com for more details.)

PULSE ON THE MARKET
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L E V I AT H A N
BY L. CARLOS LARA
LEVIATHAN
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In the book of Job, chapters
40 and 41, there is a reference
to an exceedingly large and
frightening creature. Scholars
and theologians have argued
over this strange creation that is
mentioned in the Hebrew Bible.
Some believe it is a fire breathing
sea monster while others think
it to be the image of Satan. But
whatever it is, the description
given details a creature of vast
size that can drink up the entire
Jordan River without quenching
its thirst.
“Look at the behemoth…
his tail sways like a cedar… Can
anyone capture him by the eyes or
trap him and pierce his nose? Can
you pull in the leviathan with a
fishhook? Any hope of subduing
him is false; the mere sight of him is
overpowering. His snorting throws
out flashes of light; his eyes are like
the rays of dawn. When he rises up,
the mighty are terrified; they retreat
before his thrashing.” (1.)
From this reference, and
five others like it in scripture,
the term Leviathan came to be
understood as a being of gigantic
proportions. In 1651 Thomas
Hobbes used the term Leviathan
as the title of his book on politics.
(2.)
However, in more recent times,
the term Leviathan has become
synonymous with an immense
totalitarian government.
Whether or not our United
States has reached the level of
totalitarianism is not so much
the point as it is to recognize that
government intrusion in our lives
has certainly increased. As for its
size, there is no mistaking that it
has indeed become a monstrously

large being.
There are many ways
in which we can describe
the immensity of the U.S.
government. By simply listing
receipts, expenditures and debt
over the course of time, we can
demonstrate very convincingly its
progressive growth. For example,
receipts (revenue) in 1830 were
a mere $25 million and actually
fell back down to $20 million
in 1840. However, by 1900 they
had spiraled to $567 million (a

half billion dollars). Eighty–eight
years later (1988) they reached
$1,000 billion (one trillion). By
2008, just twenty years later,
they had almost tripled to $2.5
trillion!
The same picture can be
drawn with expenditures. The
net outlays in 1800 were only $11
million. They were $40 million
in 1850, $521 million in 1900,
$43 billion in 1950, $326 billion
in 1975 and $1 trillion in 1988.
In 2008 total expenditures were
LEVIATHAN
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$3 trillion. Currently the U. S.
national spending stands at $3.7
trillion and the budget deficit is a
ridiculous $1.3 trillion! (3.)
We should probably pause
and consider for a moment how
much money a trillion dollars
represents because we can so
easily lose sight of the fact that
it is an unbelievable amount of
money. Millions, billions and

is 32,000 years! This is simply
mind-boggling! Once we start
analyzing the national debt that
totals several trillions, we begin
to get the picture of the monster
whose thirst cannot be assuaged.
At best, it underscores the
growth of fiscal irresponsibility
of the U.S. government. For
most of the 19th century, the
national debt was not a major
concern in the consciousness of

the world safe for democracy.”
However, the 1920’s would be
the last major attempt to reduce
the national debt. After the
1930’s the growth in our national
debt became a constant. It rose
dramatically during WWII and
was at $245 billion by 1945. In
1980 it stood at $907 billion and
hit $1.8 trillion in 5 years (1985).
Incredibly, it soared to $3.2
trillion by 1990. This represented

$1,000,000,000,000
T R I L L I O N
trillions are so frequently talked
about in the media that we have
become numb, or desensitized
to their true meaning, unless we
compare them to something we
can visualize. For example, if we
stacked a trillion $1 bills on top
of one another, they would reach
nearly 68,000 miles into the sky!
That mental picture is staggering,
especially if we now take that
visual and apply it in terms of the
federal deficit cited above.
Another way to look at
the magnitude of the trillion
number is to realize that a
million seconds is about 11½
days while a billion seconds is
32 years, but a trillion seconds
LEVIATHAN

Americans, although wars have
always increased the national
debt. But early on in our history,
Jeffersonians and Jacksonians
were always inclined to reduce
the debt. Indeed during President
Jackson’s term in office, the
national debt was finally paid off !
The debt increased again
during the Civil War to $2.4
billion and shrank back to $1.2
billion by 1900. World War
I brought another dramatic
increase reaching $24 billion.
Presidents Harding and Coolidge
ran budget surpluses every
year in office, whittling down
a sizable portion of the debt
incurred during the war to “make

an increase of three thousand
times over what it had been in
1900! Yet, astonishingly, after
all we have said what a trillion
dollars represents, our national
debt now stands at an amazing
$14 trillion! This is a problem
that will probably take an act of
God to solve.
We
should
probably
emphasize that the growth
of government should not be
tempered with the idea that this
growth is justified because of our
increased population and/or the
physical size of the country. “The
area of the United States was
approximately three times what
it had been in 1800 by 1850; the

January 2011

population was 4½ times what it
had been; and the outlay of the
government was less than four
times what it had been. That is a
way of saying that the increases
in government expenditures
from 1800 to 1850 was more
or less proportional to the
increase of population and size
of the country.” (4.) By 1900 the
size of the country did increase
dramatically from 2,991,665
to 3,618,770 square miles. The
population also increased to 76
million from 23.1 million, but
the outlays were 13 times what
they had been in 1850. By 1950

the area of the country was the
same, the population was at 151
million, but expenditures were
at $43 billion, or 75 times more
than they had been in 1900. This
disproportionate
comparison
of outlays to other increases
continues to be seen in like
manner up to our present 2011.
Although the population has
doubled, the size of the country
has increased only slightly
compared to the huge trillion
dollar leaps in expenditures.
In short, the large increases
in receipts, expenditures and
in public debt have been only

LMR
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remotely related to the increases
to the population and size of the
country.
What can be affirmed is
that the value of the money
has been significantly reduced,
especially since the 1930’s. This
severe devaluation does tend to
exaggerate the monetary figures;
nevertheless, devaluation is a
direct result of our uncontrolled
government and serves to
highlight its powerful sway in the
20th century to the present day.
Finally, we come to an
LEVIATHAN

10

LMR

January 2011

area of government growth that
produced the behemoth we have
today. What we are referencing
are the various cabinet level
departments in government.
Obviously, the initial departments
like the Department of Foreign
Affairs (Department of State),
The War Department, The
Treasury Department, The Post
Office Department (Postmaster
General), and The Justice
Department were certainly
reasonable appendages for any
type of national government.
However, department making
ended by 1789 and remained
unchanged for over 50 years.

One thing that can be said
of the departments formed after
WWII is that their purpose is
primarily the redistribution of
wealth. However, the growth in
these governmental bodies that
best illustrates the gigantic size
of Leviathan is the “independent
agency.” The very first of
these agencies, the Interstate
Commerce Commission, was
established in 1887. Today there
are now hundreds of such agencies
of the United States government.
You will easily recognize some of
these listed below:

In 1849 the Department of
Interior was formed, followed by
the Department of Agriculture
in 1862 but the real growth in
departments occurred in the 20th
century.

Communications Commission

The Dept. of Commerce
and Labor: 1903

Health, Education and
Welfare Dept.: 1953

The Dept. of Housing and

Urban Development: 1965
The Dept. of

Transportation: 1966
The Dept. of

Energy: 1977
The Dept. of

Veterans Affairs: 1989
LEVIATHAN

these bodies are not entirely
independent from the rest of the
government, they do wield great
power — without constitutional
checks and balances!
The Central

Intelligence Agency
The Federal

Reserve System
The Export-Import Bank
The National Aeronautics and
Space Administration

The Federal

The Tennessee

Valley Authority

National Labor

Relations Board

The General

Accounting Office

The Securities and

Exchange Commission

Equal Employment

Opportunity Commission

The Federal Trade
Commission

The Farm

Credit Administration

Commodity Futures

Trading Commission

The Federal

Trade Commission

Environmental

Protection Agency

The Small Business
Administration

Occupational Safety and

Health Review Commission

We should also point out
that some of these agencies
actually make administrative laws
and do enforce them. Although

The Social Security
Administration

(5.)

Of course, the entire list
is actually too numerous to

January 2011
document here, but the main
point we are stressing is that the
list is extensive. Furthermore,
this list does not take into
account Government Boards,
Committees, and Quasi-Official
Agencies. Nor should we omit
mention of the enormous expense
these organizations create. We
should also point out that the
United States Constitution
does not directly authorize the
majority of these institutions.
How our Constitution was
evaded, ignored or reconstructed
can only be explained by the
motivating power of socialism.
Since the idea behind the
socialist ideology is to provide for
the material, intellectual, artistic,

LMR
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psychological and spiritual well
being of the individual, it has
spawned large scale redistribution
of goods within the country,
and from country to country, as
demonstrated by our foreign aid
programs. In the end individuals
and families lose control of their
possessions and ultimately their
freedom.
The case for restraining this
out of control government has
never been stronger than in the
year 2011. “It is true that we live
in a very different world from our
Founding Fathers and that our
solutions cannot always be the
same as theirs, but our problem
is the same — the harnessing of
power.” (6.)
Dr. Clarence B. Carson
in his book, Basic American
Government, quotes an article,
written by the late Clyde
N. Wilson in 1992 entitled
“Restoring the Republic.” In this
article, Wilson makes a profound
point that is the essence of our
message today.

spiritual crisis…But the restraint
of power is a necessary first step
for all progress…Leviathan has
gotten loose from the harness our
forefathers so skillfully fashioned for
him. He has knocked over the fence,
laid waste our gardens, and waxed
fat on our substance. We must look
at our husbandry, but first we will
have to chain the beast.”(6.)

“Restoration of the Republic
will not in itself solve all of our
problems because the ends of human
life do not rest in government and
because modern society is in deep
Leviathan
Bibliography
1. The NIV Study Bible, International Version, Book of Job, Chapters 40 and 41, Zondervan Bible Publishers, Copyright 1985
2. Wikipedia Leviathan (book) http://en.wikipedia.org/wiki/leviathan_(book)
3. United States receipts and expenditures: www.burkmaneconomics.com/pdf/economic%20data/T8.pdf
http://www.bls.gov/emp/ep_table_408.htm http://www.infoplease.com/ipa/A0104655.html
4. Clarence b. Carson, Basic American Government, Copyright 1993, 2001, Pages 347-355,
American Textbook Committee, 3105 Fourth Avenue, Phenix City, AL 36867-3309
5. United States Government Departments, USA.gov http://www.usa.gov/Agencies.shtml
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Bailout.
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HEY NEW CONGRESS:
DON’T RAISE THE DEBT CEILING!
by Dr. Robert P. Murphy

Depending on how the
numbers shake out, the Treasury
will hit its statutory debt ceiling
before summer. With the debt
growing at jaw-dropping rates,
now is the perfect chance for the
newly elected Tea Party-backed
officials to show how serious
they were about rolling back
the Obama agenda. The feds

will spend whatever the people’s
representatives authorize, and so
the only way to truly get spending
under control is to take away the
credit cards.
UNLEASHING THE GENIE

In 1917 Congress gave the
Treasury the authority to issue

debt as it saw fit, in order to
provide flexibility for financing
the war effort. However, the
representatives and senators
weren’t completely foolish: They
knew enough to put a cap on
how much total debt the Treasury
could have outstanding, at any
given time.

HEY NEW CONGRESS: DON’T RAISE THE DEBT CEILING!
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Over the years, Congress
has always raised the debt ceiling
in order to facilitate further
government borrowing and
spending. The result has been a
mushrooming debt, as the chart
below indicates.
Not since the Coolidge
Administration (in the 1920s)
has there ever been a serious effort
by the federal government to
actually pay down its outstanding
debt.
WHERE WE NOW STAND

Currently the statutory debt
ceiling is $14.294 trillion. As of

January, the actual debt stood at
just over $14 trillion. At present
rates of spending, and with
projected revenues flowing into
federal coffers, analysts estimate
that the feds will hit their credit
limit anywhere from late March
to May. (1.)
WHICH DEBT FIGURE?

Before continuing with
the analysis, we should make
an important distinction: The
figures above refer to the “total
federal debt,” which includes
“intragovernmental
debt,”
meaning the debt that one part

HEY NEW CONGRESS: DON’T RAISE THE DEBT CEILING!

of the government (the Treasury)
owes to other parts (like the Social
Security “trust fund”). However,
when economists discuss things
like a given country’s “debt-toGDP ratio,” they use a smaller
figure, counting only the “total
debt held by the public.” For
the U.S., this smaller figure (as
of December) was $9.4 trillion,
because $4.6 trillion of the
debt was actually held by other
government agencies. (2.)
Which debt figure—the
$9.4 trillion or the $14 trillion
one—is right? Well, it depends
how we treat the significance of

January 2011

the “intragovernmental debt.”
For example, if we don’t view
the Social Security “trust fund”
as a genuine asset, then by
consistency we shouldn’t get too
worked up about the Treasury’s
obligations to this same “trust
fund.” If the Treasury defaulted
on that portion of the debt, what
citizens lost in Social Security
checks would be offset dollar-fordollar by reductions in interest
payments on the federal debt.
On the other hand,
somebody could argue that there
are important differences across
individuals—some are counting

on Social Security for their
retirement, while others have
large incomes and pay significant
amounts to the IRS to service
the federal debt—and that we
shouldn’t just lump everyone
into a common pool of “citizens.”
After all, it would be absurd to
argue, “A federal default on all
its debt would be a wash, because
the group ‘all Earthlings’ would
see counterbalancing gains and
losses.” So if we can agree that
that argument would be absurd,
then maybe we shouldn’t be so
cavalier about dismissing the
Social Security trust fund as an
accounting gimmick.

LMR
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To rephrase the point: If
the federal government defaulted
on the bonds held by the Social
Security Administration, there
would be major winners and losers.
Retired people living primarily
off Social Security checks—and
who had no other income on
which they were paying taxes—
would be devastated, while young
professionals with high incomes
(and hence tax liabilities) would
be delighted.
So we see, the different
debt totals are both relevant,
depending on how we treat the
intragovernmental component.

HEY NEW CONGRESS: DON’T RAISE THE DEBT CEILING!
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But if we are going to insist that
the Treasury securities held by
the Social Security trust fund,
and all other intragovernmental
debt, are just as legitimate as
the Treasury securities held by
private investors, then we need to
reckon the federal debt as 95% of
GDP, not the figure of about 64%
that the press commonly reports.
In other words, the only way to
“save” Social Security and other
cherished programs—by insisting
that we treat their holdings
of Treasury debt as legitimate
assets—is to simultaneously
make “the national debt” that
much worse.

WHAT ABOUT THE TREASURY

?

DEBT HELD BY THE FED

For readers of the LMR, a
particularly interesting question
is the Treasury debt held by the
central bank, i.e. the Federal
Reserve. In our book How
Privatized Banking Really Works,
Carlos and I argued that one of
the easiest steps in “ending the
Fed” would be for the Treasury
to repudiate that portion of its
bonds held on the Fed’s balance
sheet.
As of this writing, the

HEY NEW CONGRESS: DON’T RAISE THE DEBT CEILING!

Federal Reserve held some $1.1
trillion in Treasury securities.
(3.)
Note that this is not part of
the “intragovernmental” debt,
because technically the Federal
Reserve is not part of the U.S.
government.
We should pause to reflect
on how significant that figure
is. Of the $9.4 trillion in U.S.
Treasury debt held outside the
government
itself—including
all the Treasury securities held
by private individuals around
the
world,
multinational
corporations, and even foreign
central banks—almost 12 percent

January 2011

of the global total is held by the
Federal Reserve! What’s worse,
that percentage may increase
sharply over the coming years,
if Bernanke continues with
successive rounds of “quantitative
easing” and foreign lenders
become skittish about the value
of the dollar. In short, the specter
of the Fed “monetizing the
debt”—something that most
people ascribe to Zimbabwe—is
already upon us.

operation, because most of the
interest payments going to the
Fed are recycled right back to
the Treasury in what is called
“seignorage.” And we can’t work
up too much sympathy for the
Fed—which would see its “equity”
destroyed by such a move, at least
in terms of standard accounting—
since the Fed bought those assets
by creating money out of thin air.

In any event, repudiating
the portion of the federal debt
held by the Federal Reserve
would largely be an accounting

What about the Treasury
debt held by the public besides
the Federal Reserve? Treasury
Secretary Geithner and others

?

A LARGER DEFAULT

LMR
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warn that if Congress doesn’t
raise the debt ceiling, the
world financial markets will
go into panic because the U.S.
government will default on its
existing obligations.
This is a classic political
scare tactic. If we look at the
numbers, we see that the
Treasury has plenty of cashflow
to make its debt payments. Let’s
remember that the Treasury still
rakes in quite a bit of money in
revenues—it took in $604 billion
(seasonally adjusted) in the third
quarter of 2010. (4.) In FY 2010
the annual debt service was some
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$414 billion, working out to an
average of about $104 billion per
quarter. (5.)
Although the numbers won’t
be quite the same going forward,
the debt service will soak up only
about one-sixth of the incoming
revenues. The bottom line is that
the government doesn’t need to
default on its existing obligations,
even if Congress doesn’t raise the
debt ceiling. Congress would just
have to slash spending in other
categories.

large spending cuts. Even hot
on the heels of their crushing
electoral victories, prominent
Republicans are reluctant to
recommend any specific things
they would cut, besides the
time-honored “waste, fraud, and
abuse.”

tell their constituents that they
simply had no choice but to slash
their favorite pork projects. As
proponents have enthusiastically
pointed out, saying no to a
debt ceiling increase would be
a balanced budget amendment
with teeth.

CONCLUSION

We should never forget that
the government has no resources
of its own. To insist that the
government “honor its debts” is
merely to insist that politicians
extract more from working
Americans to pay those who
lent to the government. Maybe
this is a good idea, or maybe it
isn’t, but let’s stop talking as if
the government is a profitable
business.
Politically, it is very difficult
for elected officials to propose

1.
2.
3.
4.
5.

Perhaps the biggest virtue of
the upcoming showdown on the
debt, is that it is a relatively easy
way for budget hawks to lock in
their spineless colleagues. It’s safer
to vote “no” on raising the total
debt, while remaining agnostic
about what to cut. Then, once that
decision is made, politicians can

Hey New Congress: Don’t Raise the Debt Ceiling!
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The “Seen” and the “Unseen” of Private Banking
Our Infinite Banking Concepts Think Tanks promote
economic education through the sharing of IBC success
stories, case studies, and advanced private banking ideas.
Learn about new materials and products.
Watch live presentations from financial services
professionals and noted published economic educators.
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Robert Murphy will be on the agenda. If you know you will attend, please let me know as
soon as possible at david@infinitebanking.org.”
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BEARING THE MARKET
An Interview With

Kevin Duffy

Co-Founder of
Bearing Asset Management

Kevin Duffy is co-founder
and principal of Bearing Asset
Management along with Bill
Laggner. They primarily manage
the Bearing Fund, a global macro

hedge fund, which ranks in the
top 10 percent of its peers since its
inception in 2002. Informed by
Austrian economics, the duo wisely
shorted a whole cast of characters
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before the credit bubble burst in
2008, such as homebuilders, banks,
mortgage
insurers,
subprime
lenders, Fannie Mae, and Freddie
Mac.

January 2011
Lara-Murphy
Report:
How did you discover Austrian
economics?
Kevin Duffy:
Lew
Rockwell appeared on CNN’s
Crossfire in the spring of 1989 as
a guest of Pat Buchanan debating
the Exxon Valdez oil spill. Lew
took the side of corporate
Exxon, up against hysterical
environmentalists,
anticapitalists and the mainstream
media – all out for blood, and a
ship captain who violated their
own rules. His calm demeanor
and common sense encouraged
me to learn about his upstart
think tank, the Ludwig von
Mises Institute, which was based
in Burlingame, California at the

time. I immersed myself in The
Free Market newsletter, started
reading Murray Rothbard, and
attended the week-long Mises
University at Stanford in the
summer of 1990, taking classes
with Austrian economists like
Walter Block, Roger Garrison,
Joe Salerno, and even Rothbard.
LMR: As a co-founder
and manager of the Bearing
Fund, the financial scene isn’t of
merely academic interest. Has
your knowledge of Austrian
economics helped you in your
business? Any specific examples
you can share?
KD: In Human Action,
Ludwig von Mises wrote, “The
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entrepreneurial idea that carries
on and brings profit is precisely
that idea which did not occur
to the majority. It is not correct
foresight as such that yields
profits, but foresight better than
that of the rest. The prize goes
only to the dissenters, who do not
let themselves be misled by the
errors accepted by the multitude.”
Investing is an entrepreneurial
endeavor
in
which
the
competition is hampered by
interventionist dogma, so in that
respect Austrian economics is an
unfair advantage.
During the late 1980s
Japan Inc. was on a roll as
their stock market accounted
for 50% of the world’s market
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capitalization. The financial press
and its pundits were lamenting
America’s decline, predicting
Japan’s dominance by the end of
the century, and calling for the
U.S. to adopt various industrial
policy schemes. An Austrian
framework made sense of the
nonsense.
Austrian Business
Cycle Theory explained that the
boom in Japan was fueled by
cheap credit and unsustainable.
The so-called cooperation of
business and government was a
euphemism for a corrupt system
of political patronage; Milton
Friedman even pointed out that
the Ministry of International
Trade & Industry (MITI) was
originally opposed to auto
exports in the late 1960s.
As the bubble burst in the
early 1990s, the government
responded with public makework projects and propping
up failed banks. After reading
Rothbard’s
America’s Great
Depression, I thought, “My God,
they’re doing the exact same thing
in Japan, virtually guaranteeing a
long depression.”
LMR: In late 2008, it
seemed the big banks were on
the ropes and that the financial
world was ending. Yet now, most
people think the crisis was solved
by TARP and the Fed. What do
you say? Are the big banks out of
the woods?
KD: We’ve seen this movie
before, except the subtitles were
in Japanese. Healthy systems
remove waste and correct error;
unhealthy systems subsidize

failure and pile on more
malinvestment. The big banks
are like the teenager who keeps
wrecking his car because a rich
uncle always buys him a new one,
in this case the taxpayer and saver.
The objective of TARP
was to prevent a financial panic
that would have decimated
the large politically-connected
banks and given market share
to more conservative lenders
and allocators of capital. In that
respect is was a huge success.
As with any government
wealth transfer, the benefits are
visible but the costs hidden. In the
last 2½ years the system appears
stabilized: GDP and stock
prices are marginally higher and
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interest rates have stayed low.
Meanwhile, the real economy
is drained while the political
economy is engorged. Housing
is moribund, unemployment
stubbornly high, and household
net worth down over $4 trillion.
The saver has been turned into a
speculator as the Fed expanded
its balance sheet $1.6 trillion.
The taxpayer is on the hook
for another $6 trillion in debt.
And the beat goes on as the
most reckless lenders from the
previous boom play the spread
game with free money via the
Fed and raise cheap capital under
the assumption that friends in
high places will always come to
their rescue, crowding out private
investment in the process.
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If all goes according to plan ...
it would take at least 6 years
to climb out of the hole.
Despite
this
massive
assistance, the big banks still have
a long way to go before digging
out of their hole. U.S. commercial
banks have already taken $1.2
trillion in losses and experts like
Chris Whalen of Institutional
Risk Analytics expect another $3
trillion in write downs. The Big
5 (Bank of America, Citigroup,
JPMorgan, Goldman Sachs, and
Wells Fargo) alone have raised
$138 billion in common equity
so far, in large part to repay
TARP, restore confidence, and
put lipstick on the bailout pig.
After raising over $500 billion in
common and preferred equity, the
entire banking system will need
another $850 billion according to
the IMF, in order to bring Tier 1
capital up to Basel requirements.
If all goes according to plan
– low rates, high spread income,
stable housing market, hospitable
capital markets, and no hiccup in
the economy – it would take at
least 6 years to climb out of the
hole. Further, the government
must keep its creditors from
getting nervous as many of the
big banks exchanged impaired
mortgage assets for Treasury
securities.

LMR:
Following
up,
whatever happened to the
“mortgage-gate” crisis
that
looked so alarming in the fall
of 2010? For a while there
were major concerns about
the legality of foreclosing on
delinquent homeowners, because
of the shenanigans of slicing up
mortgages and bundling them
into various derivative assets. Yet
few people still talk about this.
Has the issue been resolved so
quickly?
KD:
According to my
business partner, Bill Laggner,
this issue is ongoing for several
reasons: A) deeds of trust are
typically
unavailable
when
lenders proceed with the
foreclosure process, B) many of
the originators during the peak
of the mortgage boom submitted
questionable
documentation
to the GSEs so put-back issues
continue, and C) securitized
mortgages have been crosscollateralized in numerous cases
so several mortgage-backed
securities
(MBS)
investors
actually have “shared interests”
in the same security. In other
words, there are complex legal
issues regarding where the losses
in the mortgage mess actually

reside, further delaying any
healthy market-clearing process.
LMR: Speaking of real
estate, you have argued that the
American taxpayers are on the
hook for a lot more than the
official debt figure (around $14
trillion), because of Fannie and
Freddie. Can you explain?
KD: Fannie and Freddie
issue debt in the marketplace
which now essentially resides on
the taxpayer’s balance sheet. In
addition, the GSEs guarantee
the MBS which were packaged
and sold to investors by the very
same big banks just rescued by
the taxpayer. So the guarantee
portfolio (roughly $7 trillion) has
default risk which could approach
$1.0-1.2 trillion spread out over
the next 5-7 years according to
Whalen.
LMR: Here at the LaraMurphy Report, we’ve been
stressing the fact that Bernanke’s
zero-interest-rate policy has
“rescued” the economy from the
housing collapse, in much the
same way that Alan Greenspan’s
very low interest rates “rescued”
us after the dot-com crash. In
other words, Greenspan merely

BEARING THE MARKET - INTERVIEW WITH KEVIN DUFFY

24

LMR

January 2011

postponed the day of reckoning
by fueling a false period of
prosperity. If that analogy is
correct, then does that mean right
now we’re in the midst of “good
times”? In other words, is there a
bubble right now, but things are
so bad that even the bubble feels
bleak? Even more important, is
another crash eventually coming?
KD: The Bernanke Fed
has done a tremendous job
of maintaining confidence at
the same time they’ve turned
the economic foundation into
quicksand. ZIRP (zero-interestrate policy) seduced savers into
taking on more risk in the search
for yield as $650 billion left
money market funds for bond
funds the past two years. (One
hundred billion dollars of this
poured into municipal bond
funds, an area now undergoing
tremendous stress.)
Risk is
clearly back in vogue as investors,

strategists, and economists are
taking their cues from the Fed’s
largess.
Mutual fund managers
hold just 3.6% of their portfolios
in cash, not far from the record
low 3.5% at the top of the credit
bubble in 2007. Market timers
at Rydex Funds have 80% of
their assets making bullish bets
versus 70% at the stock market
peak in 2007. The bubble today
is in expectations. According to
the Conference Board’s polling
of consumer sentiment, their
Present Situations Index has
collapsed 79% the past three
years while their Expectations
Index has rebounded sharply
from its early 2009 low to being
down only 5%.
Of course there is no free
lunch. The Fed and Treasury
have been playing a shell game

The day of
reckoning
...
has officially
arrived.
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of assuming much of the losses
of the big banks and GSEs,
attempting to prop up the
mortgage market, and trying to
stimulate the economy with more
borrowing and money printing.
Fiscal deficits now exceed 10% of
GDP and the Fed’s August 27th
trial balloon to monetize them
(i.e. hinting at QE2) has had the
unintended effect of raising longterm interest rates and blowing
bubbles further in everything but
housing.
Government
has
no
resources of its own so is incapable
of “rescuing” anyone unless they
allow others to drown. Similar
to Greenspan’s post-tech bubble
lifeline, Bernanke & Co. have
only succeeded in replacing a
credit bubble with a much greater
sovereign debt bubble. The sins
of the past haven’t been swept
under the rug; they’ve simply
been transferred to the taxpayer’s
balance sheet.
By the end of next year
interest on the federal debt could
exceed 30% of tax revenues,
historically a tipping point for
default in some form, either
explicit or by accelerating
currency debasement. The day
of reckoning, as some state
governors like New Jersey’s Chris
Christie are finally admitting to
their constituents, has officially
arrived.

Events
Engagements
2011
February 9-10 • Birmingham, Alabama
Lara and Murphy Present at

IBC THINK TANK SYMPOSIUM
(See ad on page 19.)

February 10 • atlanta, georgia
Murphy Presents: Lunch discussion on the Federal Reserve and the housing bubble.
(Debate with Atlanta Fed economist Jerry Dwyer.)
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.

