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“There are men regarded today as brilliant economists, who
deprecate saving and recommend squandering on a national scale
as the way of economic salvation; and when anyone points to what
the consequences of these policies will be in the long run, they reply
flippantly, as might the prodigal son of a warning father: ‘In the long
run we are all dead.’ And such shallow wisecracks pass as devastating
epigrams and the ripest wisdom.”
— Henry Hazlitt

O

ne of the most masterful explanations of Austrian
economics ever written, a book that gets through the typical
closed mind and actually teaches the masses the main
differences between good economics and bad economics, is
Henry Hazlitt’s Economics In One Lesson.
Written under the auspices of Mises himself, this book
was able to keep the reader from falling into the intellectual
weariness that often sets in when good economists naturally
employ a long chain of reasoning in explaining economic
truths. This was the glaring problem that Hazlitt discovered
was causing audiences to become bored and inattentive to the
freedom message.
His use of the Parable of the Broken Window first expressed
by the great French economist, Frédéric Bastiat, allowed
Hazlitt to break through and drive home the fallacy that comes
from making a decision by looking only at the parties directly
involved in the short term, rather than looking at all the parties
directly and indirectly involved in the short and long term.

Lara-Murphy Report
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In our attempt to follow similar steps to opening the closed
mind, we are proud to announce the release of our new book
entitled The Case for IBC. Written with Nelson Nash and David
Stearns, this book is much different from How Privatized
Banking Really Works, which integrated Austrian economics
with the Infinite Banking Concept (IBC). Instead, The Case for
IBC distills the material we have been covering for years in our
live IBC Seminar for the general public.
Unique to this publication is its use of depicting the
business owner’s dilemma in managing cash flows in a world
of commercial banking that can quickly turn perilous. Seeing
it from this vantage point, audiences are drawn to the business
owner’s plight and discover how the power of IBC solves the
problem.
The “alternate bank”—the IBC solution—as described in this
new book actually shows individuals what IBC looks like and
how they can secede from this monetary regime one business and
one household at a time.
The Case for IBC is our newest stand-alone messenger for the
building of the 10%. We encourage you to take a look:
www.TheCaseForIBC.com.
Yours truly,
Carlos and Bob

Lara-Murphy Report
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PULSE ON THE MARKET
W a g e s U p, S t o c k s D o w n

WALL STREET ROCKY
The US stock market has been quite volatile this month, with the VIX indicator—the so-called
“fear index”—soaring. What was interesting is that stocks and bonds took a beating (which doesn’t
surprise us, since we’ve been warning that both asset classes were in bubble territory thanks to
Bernanke).
The standard explanation is that growing wage pressures—in other words, how rapidly wages are
rising—are showing signs that “inflation” (by which people mean rising prices) is heating up, so that
the Fed will have to continue hiking interest rates to cool off an “overheating” economy.
And so we may finally be coming to the end of the “Grace Period” that policymakers enjoyed after
the 2008 financial crisis. In normal circumstances, we would have seen a sharp fall in the USD and
spikes in CPI immediately after Bernanke’s Fed did things like double the Fed’s balance sheet in just
a few months. Yet in reality, the various rounds of QE were implemented against tepid consumer
price hikes, at least as officially measured.
Yet that long cycle is now apparently ending. Wage hikes are not back to where they were precrisis, but they—along with other indicators—seem to indicate that the Fed has run out of room to
maneuver. As it hikes rates, we’ll see just how much of our recent “recovery” was built on fundamentals
and how much was built on artificially cheap credit.

Gun Control M adness

TRUMP WANTS TO LOCK UP “SICKOS”
As this issue goes to print, the story keeps getting worse about the tragic shooting in Parkland, Florida
that took the lives of 17 students. We had already known that the FBI and police ignored dozens of
warnings over the years that people had given about the alleged shooter, but the latest revelation is
that the school’s armed “resource officer,” in addition to three more sheriff ’s deputies who responded, did

Pulse on the Market
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PULSE ON THE MARKET
not attempt to stop the shooting while it was in progress. (Police from another department arrived
on the scene to see the three deputies standing behind their vehicles with weapons drawn.)
In this context, proponents of the 2nd Amendment have understandably been imploring their fellow
citizens that “the authorities” can’t be trusted to provide help when push comes to shove.
In another disturbing twist, President Trump—perhaps seeking to placate those calling for outright
bans on certain weapons and to show that he was “doing something”—said:
“Part of the problem is we used to have mental institutions. And I said this yesterday — where you had a
mental institution where you take a sicko, like this guy — he was a sick guy, so many sides — and you bring
him to a mental health institution. Those institutions are largely closed because communities didn’t want
them. Communities didn’t want to spend the money for them. So you don’t have any intermediate ground.
You can’t put them in jail because he hadn’t done anything yet, but you know he’s going to do something.
“So we’re going to be talking seriously about opening mental health institutions again. In some cases,
reopening. I can tell you, in New York, the governors in New York did a very, very bad thing when they
closed our mental institutions, so many of them. You have these people living on the streets. And I can say
that, in many cases throughout the country, they’re very dangerous. They shouldn’t be there. So we’re going
to be talking about mental institutions. And when you have some person like this, you can bring them into
a mental institution and they can see what they can do. But we got to get them out of our communities.”
We realize this is a financial publication and so we won’t discuss the matter further, except to say: For
those who can quite plainly see all the accumulating violations of economic liberties that occur—step
by step, year by year, nibble by nibble—all in response to recurring financial crises, notice that the
same pattern plays out with civil liberties as well. It should be downright chilling when the president
of the United States laments that communities can’t lock people up who haven’t “done anything yet.”
Furthermore, this isn’t mere paranoia on our part. If you really want to ruin your day, go read the
Wikipedia entry on “lobotomy” to see the sordid history of these practices—conducted in the good
old days when State officials could lock up “crazy” people.
We don’t necessarily endorse everything he wrote on the topic, but for a systematic treatment of

Pulse on the Market
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PULSE ON THE MARKET
these issues from a libertarian perspective, see psychiatrist Thomas Szasz’s work on the dangerous
use of the concept of “mental illness” in the hands of a coercive power.

News Had a Bad Week

SCANDAL ROCKS NEWSWEEK
You may have heard that there was some type of scandal at Newsweek. Look at this jaw-dropping
“Note From the Editors” appended to the beginning of the February 20, 2018 article entitled, “WHY
IS THE MANHATTAN DA LOOKING AT NEWSWEEK’S TIES TO A CHRISTIAN
UNIVERSITY?”
“Note From the Editors: As we were reporting this story, Newsweek Media Group fired
Newsweek Editor Bob Roe, Executive Editor Ken Li and Senior Politics Reporter Celeste
Katz for doing their jobs. Reporters Josh Keefe and Josh Saul were targeted for firing before an
editor persuaded the company to reverse its decision. As we continued working on the story, we
were asked to take part in a review process, which, we ultimately learned, involved egregious
breaches of confidentiality and journalism ethics. We believe that subjects of the story were
shown parts of the draft, if not the entire piece, prior to publication by a company executive who
should not have been involved in the process. At an on-the-record interview with the subjects
of this story, a company official asked editors to identify confidential sources. On-the-record
sources were contacted and questioned about their discussions with Newsweek Media Group
reporters. We resisted their efforts to influence the story and, after learning of the review’s ethical
failings, the reporters and editors involved in this story felt they would be forced to resign.
At that point, a senior Newsweek Media Group executive said the company’s owners would
ensure independent review and newsroom autonomy going forward. This story was written
and edited Tuesday, free of interference from company executives.”
Yikes! Let’s hope our readers never need to see a similar note from the editors at the Lara-Murphy
Report!

Pulse on the Market
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PULSE ON THE MARKET
This pattern is becoming all too familiar in recent years, for example back in June 2017 when three
CNN journalists resigned in the wake of improper handling of a “Russia ties” story that was even
more strained and poorly sourced than its brethren.
It is unfortunate that modern American life has become so politicized that people no longer seem
to have a standard for truth, irrespective of ideology. Right-wingers and Left-wingers too often live
in their “bubbles,” consuming media as entertainment that serves to attack the other side and garner
points for the home team.
To be sure, we are no doubt guilty of bias ourselves, but we do try to cut through the “financial noise”
(as Nelson Nash likes to call it) and present the information and perspective to our readers that they
can’t get elsewhere.

Pulse on the Market
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Jerome Powell and the Fed
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As the warnings over imminent price
inflation and Fed rate hikes cause markets
to whipsaw, it is appropriate to spend an article summarizing the Fed’s official stance
regarding monetary policy. I’ll also discuss
the perspective of Jerome Powell, the newly
installed chair of the Federal Reserve. Those
of us armed with Austrian business cycle
theory should expect hard times ahead for
asset markets and the general economy, as
the Fed removes its truly unprecedented
“easy money” measures and lets interest rates
begin transmitting the truth about our economic fundamentals.

THE FED TIGHTENS
The Fed has been raising the target of the
“federal funds rate,” which is the (annualized) yield on overnight loans of reserves
among banks. In Figures 1 and 2 below, I’ll
show the long history and then the zoomin, so you can understand just how unprec-

edented Bernanke’s easy-money policy was,
but also so you can see that it really is coming to an end.
To repeat, Figure 1 shows just how aggressive Bernanke’s zero-interest rate policy
(ZIRP) really was.
And now to zoom in on more recent activity, we see that short-term interest rates,
though still low in absolute terms, are now
rising fairly rapidly. I’ve included the tenyear Treasury yield as well in Figure 2, to
show that it’s also been increasing.
As Figure 2 starkly indicates, even though
the Fed technically began raising short-term
rates back in December 2015—exactly seven
years after the target floor had been brought
down to zero—the Fed mostly held pat
throughout 2016. But there have now been
four additional rate hikes since that opening
salvo.
As of this writing, the yield on the 10-year

Figure 1. Effective Fed Funds Rate, 1954-2018 (weekly averages)

Source: St. Louis Federal Reserve (FRED)
Jerome Powell and the Fed
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Figure 2. Effective Fed Funds Rate and 10-Year Treasury Yields, 2007-2018

Source: St. Louis Federal Reserve (FRED)

Treasury is at a four-year high, and if it rises
just a tad more will be at seven-year highs.

MORE RATE HIKES IN STORE
According to its most recent ( January 31,
2018) pronouncement,1 the members of the
Federal Open Market Committee:
…decided to maintain the target range
for the federal funds rate at 1-1/4 to 1
1/2 percent. The stance of monetary
policy remains accommodative, thereby
supporting strong labor market conditions and a sustained return to 2 percent
inflation.
In determining the timing and size of
future adjustments to the target range
for the federal funds rate, the Committee will assess realized and expected economic conditions relative to its objectives
of maximum employment and 2 percent
Jerome Powell and the Fed

inflation. This assessment will take into
account a wide range of information….
The Committee expects that economic
conditions will evolve in a manner that
will warrant further gradual increases
in the federal funds rate; the federal
funds rate is likely to remain, for some
time, below levels that are expected to
prevail in the longer run. [Bold added.]
Judging from the prices on interest rate
options, we can loosely say “the market” expects the Fed to raise the target fed funds
rate another 25 basis points at their upcoming (March 21) meeting with an 83 percent

We should take such figures with a
grain of salt, of course, but the prices in
the options markets do indicate a strong
belief that the Fed is going to hike
short-term rates at least twice this year.
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probability. By the December 19, 2018 Fed
meeting, “the market” assigns an 84 percent
probability that the target range will be between 175 and 250 basis points.2 (In other
words, that the Fed will hike rates an additional 2 - 4 times this year.) We should take
such figures with a grain of salt, of course,
but the prices in the options markets do indicate a strong belief that the Fed is going to
hike short-term rates at least twice this year.

WHO IS JEROME POWELL?
In this introductory article, let me just relay some of the basics of Jerome Powell’s
background (as gleaned from his Wikipedia
entry): He earned his BA in politics from
Princeton in 1975, and then his JD from
Georgetown in 1979. After working in law
in New York City for a few years, in 1984 he
began working at the investment bank Dillon, Read & Co., eventually becoming vice
president in 1990.
Jerome Powell and the Fed

Then things got political. Starting in 1990,
Powell worked a few years in the Treasury
Department (in the George H.W. Bush Administration). He eventually landed at the
powerful Carlyle Group, working there from
1997 – 2005.
In December 2011, in an apparent case of
horse-trading, Barack Obama nominated
Powell to Federal Reserve’s Board of Governors. Powell originally completed the unexpired term of Frederic Mishkin (who had
resigned), and after being reappointed and
confirmed by the Senate, Powell currently
has a spot on the Fed Board through the end
of January, 2028.
Of course, we are focusing so much atten-

Some observers are concerned
about the personal wealth of
many Trump appointees.
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tion on the biography of Jerome Powell because, back in November (2017), President
Trump formally nominated him to replace
Janet Yellen as chair of the Fed, and the Senate confirmed him in January. He officially replaced Yellen earlier this month (February 5).
Some observers are concerned about the
personal wealth of many Trump appointees.
For example, as it became clear that Trump
would likely nominate Powell, Bloomberg
ran an article by Stephen Gandel entitled,
“Powell Is Trump’s Kind of Rich.”3 The article alludes to an earlier Bloomberg piece
detailing “Trump’s $6 Billion Cabinet,”4 and
then explains:
On that score, Jerome Powell…should
fit right in. In fact, he’s probably wealthier than most people realize.

Jerome Powell and the Fed

Powell, who is already a Fed governor,
is a former Carlyle Group executive
and investment banker. Most reports
have pegged his wealth at as much as
$55 million. His actual net worth could
be double that. The $55 million figure
comes from his most recent financial
disclosure form. But that form leaves
off much of the value of what is likely
Powell’s largest asset, his investment in
the Vanguard Total Stock Market index
fund. [Bold added.]

He has spent decades (on and off) in high
finance, working for institutions that have
benefited from a cozy relationship with
the New York Fed in particular.
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The Bloomberg article explains that on his
disclosure form, Powell had merely checked
that his Vanguard holdings were “over $1
million.” However, he also reported that this
asset generated more than $1 million in income in the previous year, and so if we use
the dividend rate on this fund of 1.71 percent, then Powell’s actual wealth in this asset
alone is probably around $59 million, putting his total net worth around $112 million.

WHAT CAN WE EXPECT FROM POWELL?
To be sure, as a card-carrying Austrian
economist and libertarian in the tradition of
Murray Rothbard, I am no foe of wealth per
se. Furthermore, I don’t buy into the common narrative that Donald Trump’s billionaires and millionaires in government are
Jerome Powell and the Fed

likely to make bad decisions because they
lack the experience of the “common man.”
In general, I would much prefer people in
charge of the political apparatus who have
experience in the business world and know
how to make payroll, as opposed to people
whose entire careers were spent in “public
service”—meaning they never had a real job.
Even so, I am troubled by Powell’s background, now that he is chair of the Fed. It
would be one thing if he had made his millions by inventing and marketing a better
mousetrap. Yet he has spent decades (on and
off ) in high finance, working for institutions
that have benefited from a cozy relationship
with the New York Fed in particular.
So far I haven’t come across any “bombshells” in terms of Powell’s official statements
regarding monetary policy or the Fed’s regu-
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lation of the financial sector. But I am quite
sure that when the next crash comes, the Fed
will adopt “emergency measures” that are very
beneficial to the big players on Wall Street.

CONCLUSION
Although there are powerful insiders
among the world’s banking elite, they can’t
overturn the laws of economics. Primarily
under the “leadership” of Ben Bernanke, the
Federal Reserve has blown up unsustainable
bubbles in both Treasuries and equities. As
the Fed continues to tighten, those bubbles

will burst.
The new Fed chair, Jerome Powell, is unusual only in terms of his personal wealth.
As a product of the financial sector, we can
expect him to use the Fed’s new powers—
developed under Bernanke’s tenure—to
shower favors on his pals.
The Federal Reserve was ostensibly created
to limit the power of private bankers like J.P.
Morgan. In reality, the American public is
now more at the mercy of powerful bankers
than ever before. Only by taking politics out
of the financial sector can we have a sound
money and honest banking.
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With Freedom Comes Responsibility
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Note: Lara presented the following remarks
in February 2018 during the opening morning
of the Infinite Banking Concept (IBC) Think
Tank in Birmingham, Alabama.

Good morning and welcome to the
2018 IBC Think Tank! It’s so good to see
everyone. I see many familiar faces and a lot
of new ones too. Thank you all for making
the effort to be here.
You know it just now occurred to me that
we should start numbering these events like
the Super Bowl. If we did do that, this one
would be the 13th such gathering with the
first one being held here in Birmingham in
2005. Oh! and I also want to make sure I tell
you that, just like the Super Bowl, we are already making plans to move this conference

This one would be the 13th such
gathering with the first one being held
here in Birmingham in 2005.

With Freedom Comes Responsibility

around from city to city, with Dallas being our next possible location for this great
event. So stay tuned for more information
about that in the near future.
And, of course, a special welcome to all of
our guests! We’re delighted you are here. We
want to make a special effort to make you
feel comfortable during your visit with us,
to answer any and all of your questions and
make your IBC experience memorable.
I also don’t want to pass up the opportunity to say something about the energy level
in the air this morning because it’s inescapable. Can you feel it? Believe me it’s not just
the coffee, or the fact that the stock market
has plunged two days already the first part of
this week. No, we’re just like this every year
at the IBC Think Tank.
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We have 10 or 11 speakers who will soon
be speaking from this platform and I guarantee you that they are all highly excited right
now rehearsing their lines in their heads,
anxious to deliver their IBC message to us
and we are all just as anxious to hear it. Our
enthusiasm stems from the fact that IBC is
still one of the best-kept secrets in America.
It’s still one of the best kept secrets in Can-

finally understand it.
This is one reason why today I am very patient with people when I see them struggling
trying to understand what makes IBC work.
My primary goal is to help individuals “crack
the code” as soon as possible so that they can
go on and start living a financial stress-free
life and more importantly, pass the message

Our enthusiasm stems from
the fact that IBC is still one of
the best-kept secrets in
America.

ada and it is still one of the best kept secrets
anywhere else in the world where a dividend
paying Whole-Life policy can be obtained.
Now having said that, I should also add
that IBC is simple, yet it can be difficult for
some people to comprehend. If you happen
to be one of those people in the audience
here today, let me assure you that I can totally relate. I am one of those who was very
slow to get IBC. In fact I am embarrassed to
tell you just how long it actually took me to
With Freedom Comes Responsibility

on to others. I am sure most of us here today
feel exactly the same way.

On Building the Ten Percent
In trying to come up with an inspirational
message to leave you with this morning; one
that would fit the title of my prepared talk,
I reached into the annals of Austrian Economic history and pulled from there one of
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the most inspirational speeches ever given to
fellow Austrians.
Since I consider all Authorized IBC Practitioners as fellow Austrians, I think there are
several key points in this speech that are also
appropriate for all of us as we continue to
take our message to the world.
Over the years I have read several versions
of this particular speech and no matter which
version I read it always moves me. One year
in particular (2008), it motivated me so
much that I deliberately set out to convert
Bob Murphy to IBC. That is how powerful
it has been for me. It’s also the main reason why I quoted a part of this speech in our
book How Privatized Banking Really Works
as a way to emphasize the need for the building of the 10%. You can find it in the Introduction to the book on page 16.
Ironically it’s a very pessimistic speech
the way it starts off with references to the
speaker’s personal discouragement. He la-

ments over how socialism had already taken
over basically all of Europe and was now fast
encroaching on the United States. There is
in this speech this tremendous sense of powerlessness to be able to do anything about it
and very sadly he says, “In all these years of
striving to get the freedom message out, what
have I accomplished?”
But Henry Hazlitt, the speaker, still ends it
with a most positive note in which he says,
“…in spite of this I am hopeful!” I love that!
Hope—it’s such a powerful thought process.
Isn’t it?
Henry Hazlitt is by far one of my most favorites of the Austrian giants. He is the most
recognizable of the American born Austrian
economist because of his association with
big name publications such as the Wall Street
Journal, The New York Times and Newsweek.
However, once he became an Austrian
thinker his writing style changed. He began
telling the truth and, of course, it got him
in trouble. He wound up losing his job at

But Henry Hazlitt, the speaker,
still ends it with a most positive
note in which he says, “…in spite
of this I am hopeful!” I love
that! Hope— it’s such a powerful
thought process. Isn’t it?

With Freedom Comes Responsibility
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The occasion for this particular speech and
what he says to that audience is what is really
interesting and is very special for our purposes
today. It took place at the University Club
in New York City in honor of Hazlitt’s
70th birthday.

each one of those prestigious posts. Still, we
all know him best because of his blockbuster
bestseller, Economics In One Lesson—a phenomenal book!
But the occasion for this particular speech
and what he says to that audience is what is
really interesting and is very special for our
purposes today. It took place at the University Club in New York City in honor of Hazlitt’s 70th birthday. Now, take careful note
of this date because it was November 29th
1964. That’s 53 years ago! In the room were
what we might say was the whole of the
Austrian School of economics at that time.
Some of the guests had come to the occasion from abroad, so it was an international
gathering. Yet I have read in various accounts that say that there were probably no
With Freedom Comes Responsibility

more than 50 people in the room. Amazing!
Compared to the worldwide fame Austrian
economics now commands, the phenomenal
growth it has experienced since that time,
makes that occasion all that more remarkable!

Freedom Must Not Perish
Now, I certainly wasn’t in the room that day,
I was only 17 and getting ready to graduate
from high school at the time. Bob Murphy
who is today one of America’s leading Austrian scholars along with Ben Powell, who
is our dinner speaker tonight, weren’t even
born yet. Ron Paul was not in the room and
neither was Nelson Nash. Nelson would
have been 33 at the time, but he was already
a convert to this way of thinking beginning

23

LMR

FEBRUARY 2018

in 1957.
I will, however, tell you who was in the
room that day. F A Hayek, who went on to
win the Nobel Prize in economics for the
Austrian Business Cycle Theory 10 years later,

was in the room. So was Leonard Read, Nelson’s mentor. Nelson would meet Read for
the first time two years later in 1966. And,
the old man himself was in the room, Ludwig von Mises. He would have been 84 at the
time and would die 9 years later.
Now Hazlitt, who had tremendous respect
for Mises, used this occasion to both encourage and, believe it or not, actually chastise his
fellow Austrians that day. He did it by brilliantly referencing a section from George
Orwell’s famous book 1984. By the way, the
book was actually written in 1948 and was a
chilling prophesy about the future—a world
in the grips of totalitarianism. How many of
you have read it? As you know, it is a very
dark and pessimistic book.
Hazlitt reminds his audience that the hero
of the book is a guy by the name of Winston
Smith who is portrayed as a regular guy—an
average person, neither necessarily brilliant
nor courageous. But Winston Smith has
been keeping a secret diary and in it he has
written these words: “Freedom is the freedom to say that two and two makes four.”

Now Hazlitt, who had
tremendous respect for Mises,
used this occasion to both
encourage and, believe it or
not, actually chastise his fellow
Austrians that day. He did it by
brilliantly referencing a section
from George Orwell’s famous
book 1984.

With Freedom Comes Responsibility

Now “The Party” has discovered this secret
diary and the inquisitor who is questioning
Winston is this guy named O’Brien. O’Brien
has Winston strapped to some sort of torture rack whereby merely moving a lever, he
can inflict excruciating pain on him. In fact,
he tells Winston he can move the lever just
enough to easily break his backbone.
Then he starts to give Winston a good
steady dose of the pain and holds up the
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four fingers of his left hand, and says, “How
many fingers am I holding up?” Winston
knows that the required Party answer is five,
but Winston can’t say anything but four and
says so. So O’Brien moves the lever even
more, inflicting greater agonizing pain on
Winston, and says, ‘Think again Winston.
How many fingers am I holding up?” Winston says four. The pain is increased again
and again and Winston keeps saying four,
four, four. But eventually the pain becomes
so great that Winston gives in, but not until
he has put up one hell of a fight.
What Hazlitt tells the people in the room
next is awe-inspiring. He says, “None of us is
yet on a torture rack; we are not in jail; we’re
getting various harassments and annoyances—we’re called nasty names, but what we
mainly risk is our popularity. So, before we
are in the position of a Winston Smith, we
can surely have enough courage to keep saying that two plus two equals four. This is the
duty that is laid upon us.”

What Hazlitt tells the people in
the room next is awe-inspiring.
He says, “None of us is yet
on a torture rack; we are not
in jail; we’re getting various
harassments and annoyances—
we’re called nasty names, but
what we mainly risk is our
popularity.

Public Opinion Must Change
But he doesn’t stop there. He says, “This
brings us to our main problem. Every
American ‘leftist’ today calls himself a liberal. The irony is that we in this room are
the true liberals. We are the ones that believe
in limited government and the maximization of liberty for the individual. We’re the
ones that believe in free trade, free markets,
free enterprise, private property in the means
of production, in brief, we are for capitalism
With Freedom Comes Responsibility

and against socialism. Why have those of us
who believe in human liberty been so ineffective?”
Then he tells them what he thinks the real
reason is. “It is because we are hopelessly
outnumbered.” Our voices are drowned out
by all the noise. “But there is even another
greater reason. Collectively, we just haven’t
been good enough.”
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“We haven’t convinced the majority. Is this
just because the majority won’t listen to reason? Surely people will listen to reason if
they are convinced that it is reason.” Somewhere, we’re missing something. “There
must be some missing argument, something
that we haven’t seen clearly enough, or said
clearly enough, or, perhaps, just not said often enough.”
“A minority” he says, “is in a very awkward
position. The individuals in it can’t afford to
be just as good as the individuals in the majority. If they hope to convert the majority
Every American ‘leftist’ today
calls himself a liberal. The
irony is that we in this room
are the true liberals.

they have to be much better—and the smaller the minority, the better they have to be.
They have to think better, they have to
know more, they have to write better and
speak better. Above all, they all have to have
far more courage. And they have to be infinitely patient.”
Gentlemen-Ladies, here in this room today, Hazlitt is so right. We have a standard to
uphold for the benefit of the general public.
Let’s not forget that ultimately they represent public opinion and we need for public
opinion to change—don’t we?
Yes, it’s true that the Nelson Nash Institute
With Freedom Comes Responsibility

and the Practitioner Program is a ‘self-regulating organization,’ but with that freedom
comes an awesome responsibility. Some of
us still don’t quite understand exactly what
all this entails—one reason why we have to
help each other raise and maintain that standard.
Nevertheless, with each passing day, each
passing week, month and year I see our ranks
growing and the quality of our financial professionals growing with it. That alone, in and
of itself, is cause for great encouragement. I
see great things ahead for all us and there
are plenty of reasons to be immensely excited about the future. And “our old man,”
our direct connection to this great Austrian
heritage, at age 86, is still in the room.
So I end this message borrowing from Hazlitt’s most memorable lines in this great
speech, where he ends saying.
Yet, in spite of this, I am hopeful! So be of
good cheer: be of good spirit. If the battle is
not yet won, it is not yet lost either.
Thank you!

26

LMR

FEBRUARY 2018

“Too Little Truth in Accounting”
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Bill Bergman is the Director of Research for
Truth in Accounting, a nonprofit dedicated
to educating and empowering citizens with
truthful government financial reporting. Bill also
teaches finance courses at Loyola U. Chicago.
Truth in Accounting’s website is
truthinaccounting.org, where Bill blogs at
truthinaccounting.org/news/type/bills-blog.

LARA-MURPHY REPORT: How did you discover the Austrian School of economics?
BILL BERGMAN: I didn’t exactly “discover” it, unless it’s like Christopher Columbus bumping into America while trying to find something else. America
already existed, of course, and so did the Austrian School, before I discovered it,
anyway.
In my grad school studies at the University of Chicago, I gained a lot of respect
for the “Chicago School” of economics, at least in the area of the economics of

“I’ve gained a lot more respect for what I know
about the Austrian perspective as I’ve gotten
older and, hopefully, wiser.”

regulation. Sam Peltzman was my favorite professor, in part because of his thorough introduction to the likes of George Stigler. That experience also included
my first semi-thorough introduction to the Public Choice school of economics,
and leaders like Mancur Olson and James Buchanan.
But I didn’t have much significant contact at all with anything called “Austrian
School” until after I left the Federal Reserve Bank of Chicago in 2004. I recall
“Too Little Truth in Accounting”
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not getting much out of the first formal presentation into Austrian perspectives
that I listened to. Austrian triangles and such just didn’t get me going.
However, I’ve gained a lot more respect for what I know about the Austrian
perspective as I’ve gotten older and, hopefully, wiser. Some of the works of the
history of money and banking, certainly, and the cautionary notes about the val-

“I am very sympathetic to arguments (like
Murphy’s) that folks blaming “free markets”
and “capitalism” for developments like those
leading into and during the 2007-2009
debacle are blaming the messenger, not the
root cause.”

ue of mathematical models, are two important takeaways I’ve had. Robert Higgs
has grown into one of my favorite fonts of wisdom. And over time, I’ve stopped
thinking about Murray Rothbard as someone “out there,” but someone with valuable lessons to offer. Those include his introduction to Juan de Mariana in “The
Learned Extremist,” (see: https://mises.org/library/learned-extremist-juan-demariana) and how de Mariana helped lay the foundation for John Locke and

“Too Little Truth in Accounting”
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others championing limited government and popular sovereignty.
LMR: You originally reached out to us because one of us (Murphy) had written
an article for FEE, claiming that the popular movie The Big Short misunderstood
how government intervention distorted the role of the ratings agencies in the
housing boom and bust. Can you summarize this issue for our readers?
BB: I really liked Robert Murphy’s article “How the Big Short Misleads on
Credit Rating Agencies,” (see: https://fee.org/articles/the-big-short-and-theratings-agencies/) which he wrote a couple years ago for the Foundation for
Economic Education. I am very sympathetic to arguments (like Murphy’s) that
folks blaming “free markets” and “capitalism” for developments like those leading
into and during the 2007-2009 debacle are blaming the messenger, not the root
cause. The moral hazard associated with the implicit and explicit government
safety nets (ha) for our financial system are hardly market forces, except to the
extent that you can identify rationally risky behavior as a market force, arising
naturally on a bed of corrupt government intervention.
But I thought Murphy went a little overboard when he criticized the treatment
of credit rating agencies in The Big Short. For one thing, you can only do so much
in so little time in a movie on topics like those covered in The Big Short. I thought
the movie provided a valuable, entertaining and approachable if not inspiring introduction to for a general audience. More sophisticated viewers should be sensitive to the downsides on any arguments that we need to fix market failures with
government solutions. For example, we need to be aware and concerned about

“Too Little Truth in Accounting”
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fixer-uppers who don’t recognize that government failures may not just be worse
than market failures, but actually cause things called “market failures.” And in
his critique, Murphy valuably underscores some of the central problems caused
by government’s decisions to use credit ratings in financial market regulation, a
topic that could have gotten greater emphasis in this otherwise great movie.
But I don’t think The Big Short let government off scot-free, not by any stretch,
just by blaming greedy credit rating agencies. Mark Baum’s “They knew the taxpayers had their backs” is still ringing in my ears. The credit rating agencies were
one part of a huge gravy train, supported by public capital available on the downside, and that message also comes through in the movie.
LMR: Following up, we understand you had done some earlier work on this very
topic, of how government regulations themselves provided support for the private ratings agencies?

“I was concerned about what Frank Partnoy
and others had identified as the “regulatory
license” value of credit ratings, that we were
outsourcing our own responsibility to others,
cementing their position on a gravy train, and
that we would rue the day if they were inflating
the ratings.”

BB: Back in the early 2000s, working as a financial markets policy analyst at the
Federal Reserve Bank of Chicago, I developed a catalog of all the references
to credit ratings in Federal Reserve regulations and operating practices, for instance, in the area of bank capital requirements, and recommended studying how
to eliminate all of them. I was concerned about what Frank Partnoy and others
had identified as the “regulatory license” value of credit ratings, that we were
outsourcing our own responsibility to others, cementing their position on a gravy
train, and that we would rue the day if they were inflating the ratings.
Longer story short, issues in that area were central to the meltdown in 20072009. But in the early 2000s, they just sneered at me. “Stop working on this.
“Too Little Truth in Accounting”
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Work on something else.” That was the message.
LMR: We’ve found in our own work—which of course is very critical of central
banking—that we can often rely on data and even research articles put out by
Federal Reserve staff economists. In your experience, do researchers have the
freedom to write on whatever topics they desire, or do they know not to bite the
hand that feeds them?
BB: See answer to above question.
LMR: Are you concerned about the stock and/or real estate markets nowadays?
Plenty of analysts are warning they’re in bubble territory.

“I am concerned Treasuries may be in bubble
territory, so I guess that means I’m concerned
about stock and/or real estate markets too.”

BB: I am concerned Treasuries may be in bubble territory, so I guess that means
I’m concerned about stock and/or real estate markets too. More generally, I’m
concerned about the quality of government finances generally, and the truthfulness of government financial reporting. Our mission at Truth in Accounting
includes educating citizens about government finances and empowering them
with truthful, timely, and transparent information. (See for example: https://
www.truthinaccounting.org/news/detail/our-federal-governments-finances-deteriorated-further-last-year.)
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“Too many people are taking things for
granted. Makes you wonder about the ‘riskfree’ reputation of United States Treasury
securities.”

Last Thursday (Feb. 15), just before a federal holiday weekend, we had an example of the lack of public communication and discourse in this area. And speaking of Treasuries, the US Treasury issued the annual financial report of the US
government. To deafening silence, despite continued deterioration in our public
purse. Not a peep in the mainstream media the following day.
Too many people are taking things for granted. Makes you wonder about the
‘risk-free’ reputation of United States Treasury securities.

Note: The economists and financial professionals interviewed in the LMR are given the
freedom to express their views, without necessarily implying endorsement from the editors.
“Too Little Truth in Accounting”
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EVENTS & ENGAGEMENTS
NOTE: MANY OF THESE EVENTS ARE OPEN TO THE PUBLIC. CONTACT US FOR FURTHER DETAILS.

FEBRUARY 10, 2018

Nash, Lara, and Murphy present the IBC Seminar for the
general public.

FEBRUARY 26, 2018

Murphy presents on the economics of climate change at
Ramapo College.

FEBRUARY 27, 2018

Murphy debates the Yale Political Union on climate change
policy.

BIRMINGHAM, AL

MAHWAY, NJ

NEW HAVEN, CT

SOME EVENTS MAY BE CLOSED TO GENERAL PUBLIC.
FOR MORE INFORMATION: LMREVENTS@USATRUSTONLINE.COM
Events And Engagements

A brand new educational program designed exclusively
for the financial professional
Includes brand-new video lectures from NELSON NASH
Learn the economics of life insurance that you won’t get
anywhere else!
For full details see www.infinitebanking.org

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

3636

LMR
L M RSEPTEMBER
F E B R U2010
ARY

2018

+
FUND YOUR OWN

BAILOUT
If you don’t like giving large sums of money to banks and mortgage companies to
finance your cars, homes, boats, capital expenditures for business needs or any thing
else you need to finance, then you are going to really like this alternative. The rebirth
of PRIVATIZED BANKING is underway. You can take advantage of the years of
experience that these three authors in these two books are offering you.
Go to LARA-MURPHY.COM to find these and other fine books.

