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“Ah,” the Lord said, “you do not get the point. There is a Remnant 
there you know nothing about. They need to be encouraged and 
braced up because when everything has gone completely to the dogs, 
they are the ones who will come back and build up a new society; 
and meanwhile, your preaching will reassure them and keep them 
hanging on. Your job is to take care of the Remnant, so be off now 
and set about it.”

— Albert J. Nock, “Isaiah’s Job”

In our attempts to change the world for the better most of us 
design our messages to appeal to the masses because we want 
more than anything to have mass acceptance of the things we 
say and write. We do everything we can to get their attention. 

But as Albert J. Nock reminds us, the masses can be an 
unscrupulous lot, selfish and self-centered beyond belief. Be 
they rich or poor, the masses for the most part lack the intellect, 
will, and force of character to cling to important human life 
principles. “The line of differentiation between the masses and 
the Remnant is set invariably by quality, not by circumstance.”

The trouble with marketing to the masses, or what we may 
also call “the majority,” is that you can never command their 
attention unless your message is opportunistic because the 
masses mostly want to know what benefits them. If you can’t 
give them this, then they’re not interested in what you have 
to say. This causes the preacher to bastardize his message and 
twist it in such a way that Nock says only serves to “harden the 
masses in their sins.“ Meanwhile the Remnant is perceptive 
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Lara-Murphy Report

enough to recognize this sort of promotion and what prompts 
it, so it too turns its back on the preacher’s message.

Nock says that Isaiah worked under no such pettiness. He 
preached to the majority only in the sense that he spoke to 
the general public. They would either listen or not, but Isaiah 
knew the Remnant would always listen. They only require the 
best you have to give. They want the truth and can recognize it 
when they hear it. Give them that and they are content. This is a 
sobering reminder for all of us.

There are two things we can know about the Remnant and 
only two. The first is that they exist and second, that they will 
find you. They are the 10% and you can never underestimate the 
power of what they can do. 

Yours truly,

Carlos and Bob
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CHINA LAUNCHES YUAN-DENOMINATED CRUDE OIL FUTURES
On March 26, the Shanghai International Energy Exchange launched trading in yuan-denominated 
crude oil futures contracts, which “is the first time futures listed on China’s mainland to overseas 
investors,” according to an article in People’s Daily. Many analysts cited the move as yet one more 
crack in the edifice propping up the “petrodollar,” the post-1971 system by which global oil exports 
are notionally priced in U.S. dollars.

Economists can have reasonable differences of opinion on the significance of such developments. 
On the one hand, the mere convention that oil exporters do the accounting in terms of U.S. dollars 
by itself doesn’t constitute a huge global demand for $100 bills or U.S. Treasuries. So even if, over 
the next decade, Russia and other oil exporters shift their transactions into a different currency, the 
dollar’s exchange value need not plummet.

On the other hand, such crude “mechanistic” calculations seem very naïve. After all, there was 
presumably a reason that the U.S. and Saudi Arabia established the petrodollar system in the first 
place. At this point, if nothing else, the shift away from the dollar’s hegemony in the global energy 
market would be a psychological blow. And since the “fundamentals” of the Federal Reserve and 
U.S. government are so awful, investor confidence is really the only thing they have going for them. 
As the Russian and Chinese authorities accumulate gold stockpiles, while estimates of U.S. budget 
deficits continue to escalate, the prospect of a dollar and Treasury crash grows more likely.

Crude  Future  for  Petrodoll ar?

SENATE VOTES TO EASE BANK REGULATIONS
On March 14, the Senate voted 67-31 to pass a bill (which is still tied up in the House, as of this 
writing) that Doug Sword of Roll Call described as “the biggest bank deregulation since 1999 and 
would roll back parts of the 2010 Dodd-Frank financial overhaul.” Among the most significant of 
provisions, the bill would raise the threshold for “close scrutiny” of a bank by the Federal Reserve 

Dabbl ing With Dodd-Frank
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from the current $50 billion in assets up to a higher minimum of $250 billion.

As with most issues in our politicized business landscape, it is tricky to assess such proposals. Naturally, 
the best outcome of all would be a return to genuine laissez-faire in money and banking. However, 
given that the Fed stands as a “lender of last resort” and that the FDIC guarantees commercial bank 
deposits, the reduction in curbs on bank practices could lead to problems.

Besides the generic debate over business freedom and economic stability, recall Carlos’ July 2017 
LMR article in which he surmised that the government would alter capital requirements in order to 
help with the Fed’s asset unwinding. We will continue to monitor this issue as it develops.

ECONOMIC PERSONNEL CHURNING AT THE WHITE HOUSE
Trump’s former top economic advisor, Gary Cohn, resigned in early March from his position 
as director of the National Economic Council, reportedly over his profound disagreement with 
the president’s embrace of tariffs. Ironically, Trump replaced Cohn with Larry Kudlow, a staunch 
supply-sider who respectfully but publicly had voiced his disagreement about Trump’s tariffs before 
being tapped. If nothing else, the episode shows that Trump doesn’t necessarily surround himself 
with “yes men.”

Perhaps Kudlow (and the stock market falls) convinced Trump to back off his initial rhetoric 
regarding punitive tariffs? It’s hard to say with this particular Commander in Chief. There are so 
many other personnel changes that at this point, it’s probably wisest just to focus on the actual 
policies coming from Congress and the Administration, rather than guessing at what a particular 
appointment “means.”

T rump Turnover
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CHICAGO SEMINAR 19 MAY 2018
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We are pleased to announce that the IBC SEMINAR will be live in Chicago 
on Saturday, May 19th, 2018. The IBC Seminar is the Nelson Nash Institute’s 

premier Live Event for the public.

For years, through his seminars and best-selling book, R. Nelson Nash has been teaching the 
public how to “become your own banker.” Nash’s revolutionary approach is the Infinite Banking 
Concept (IBC), which uses specially designed Whole Life insurance policies as the perfect cash-
flow management vehicles.

David Stearns, the President of IBC LLC will open the Seminar and set the stage as Robert P. 
Murphy, Ph.D economist, and L. Carlos Lara, authors of the books The Case For IBC and How 
Privatized Banking Really Works present.

The Seminar is fast paced, explaining IBC to the newcomer and also defusing some of the 
toughest objections. Whether you are running a household or a multi-million-dollar business, you 
owe it to yourself to attend the IBC Seminar.

10AM-3PM
Cost: $59.95 per person, additional guest only $20 more.

Lunch included with your registration

Hyatt Lodge At McDonald’s Campus
2815 Jorie Boulevard, Oak Brook, IL 60523

https://events.r20.constantcontact.com/register/eventReg?oeidk=a07ef8gwook7c779217&oseq=&c=&ch=
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One Of the big stOries in March was 
President Trump’s imposition of tariffs on 
steel (25 percent) and aluminum (10 percent), 
along with his threats to engage in a broader 
trade war—he actually used that term—with 
China. The U.S. stock market responded 
negatively when the rhetoric heated up, and 
improved when it seemed that cooler heads 
would prevail. Economists across the politi-
cal spectrum were almost unanimous in their 
condemnation of the tariffs, and warned that 
an outright trade war would be disastrous for 
all participants.

In the present article I’ll summarize the 
standard economist’s case against tariffs, and 
then I’ll respond to some of the nuances that 
Trump’s defenders have brought up in our 
real-world situation.

The Case for Free Trade / Against 
Tariffs

As the section title suggests, I’m making 
here a “case for free trade,” but I’m also mak-
ing a more narrow “case against tariffs.” Nor-
mally economists would use these phrases 
interchangeably, but it’s important to stress 
that U.S. tariffs make Americans poorer re-
gardless of whether other countries have tariffs 
in place or not. I’ll come back to that point 
later in the article, but I wanted to explain 
upfront why I was being so specific in the 
section title.

Most obvious: A tariff is a tax on the activ-
ity of Americans buying foreign goods. Sup-

porters of protectionism are claiming that 
raising taxes on commerce involving Ameri-
cans is going to make Americans richer.

A lot of people think the particulars of “who 
pays the tax” are important. Well, strictly 
speaking, because the tariffs are expressed 
in percentage terms, the U.S. government 
is making American importers pay a higher 
total price to get their imports. However, the 
formal party on which the tariff falls isn’t re-
ally relevant, because prices can adjust. In 
practice, when Uncle Sam levies a tariff on 
a particular import, it means that Americans 

What’s Wrong With Tariffs?

U.S. tariffs make Americans 
poorer regardless of whether 
other countries have tariffs in 

place or not.
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particular numbers, the total tariff revenue of 
$3,800 is split up with $2,800 borne by the 
buyer and $1,000 borne by the seller. This is 
true, even though we assumed the tariff is 
officially levied entirely on the buyer, and the 
same distribution of the burden would oc-
cur if the tariff were officially levied entirely 
on the seller. (In the latter case, what would 
happen is that the official sticker price would 
rise above the original $20,000.)

Incidentally, both sides in the tariff debates 
often get this subtlety wrong. Supporters of 
tariffs wrongly claim that foreign sellers bear 
the full burden of a tariff (“it’s a tax on for-
eigners not Americans”), while opponents of 
tariffs wrongly claim that tariffs are “passed 
on” dollar-for-dollar to American consum-
ers. For example, critics of Trump claimed 
in early 2017—when Trump was threaten-
ing 20 percent tariffs on Mexican imports1 
—that the move would show up 100 percent 
in higher guacamole prices for American 
consumers. No, that’s not true: In general, 
a sales tax is split in some fashion between 
the buyer and seller, and that’s especially true 
with Mexican sales into the U.S.; Mexican 
farmers couldn’t simply sell their agricultural 
products on the same terms to the rest of the 
world, if they had the U.S. market restricted.

Tariffs Make Americans Poorer

Just as it would be foolish for a typical 
household to try to make its own clothes 
and grow its own food, likewise it makes 
economic sense for the people in a coun-

pay more out-of-pocket for it, while foreign 
producers receive less into-pocket for it.

For example, if an American wants to im-
port a car made in Japan for $20,000, and 
then the government slaps the transaction 
with a 20 percent tariff, the outcome might 
be something like: The Japanese exporter 
reduces the sticker price (accounting for 
exchange rates) to $19,000, and then the 
American has to pay a total of $19,000 + 
$3,800 = $22,800 for the car—because the 
base $19,000 flows overseas to the seller, 
while the U.S. government taxes that base 
amount by 20% to get its cut of $3,800. So 
compared to the original scenario, the Amer-
ican is paying $2,800 more out-of-pocket 
for the imported car, while the Japanese ex-
porter is receiving $1,000 less. So with these 

What’s Wrong With Tariffs?

In practice, when Uncle Sam 
levies a tariff on a particular 

import, it means that Americans 
pay more out-of-pocket for it, 

while foreign producers receive 
less into-pocket for it.
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If the U.S. 
can make itself 
richer by erect-
ing a tariff wall 
around its bor-
ders, what if we 
cut the U.S. in 
half down the 
middle, and 
slapped a 20 
percent tariff on 
any commerce 

try to specialize in their areas of expertise, 
to make more of those items than they will 
use internally, and to sell the excess on the 
world market. Then, with the money (for-
eign exchange) raised, the citizens can im-
port things from abroad on better terms than 
these items can be produced domestically.

If you’ve never seen a numerical demon-
stration of the logic of “comparative ad-
vantage,” I strongly encourage you to read 
Chapters 8 and 19 of my introductory eco-
nomics textbook. (Don’t be embarrassed if 
you’re an adult and you see that this is a book 
for kids; this is important stuff.) The case for 
eliminating trade barriers is really one of the 
most well-established in economics, going 
back centuries. My book is online for free 
at: https://mises.org/library/lessons-young-
economist. 

What’s Wrong With Tariffs?

The case for eliminating trade 
barriers is really one of the most 
well-established in economics, 

going back centuries.

Henry George pointed out that “What 
protection teaches us is to do to ourselves in 
time of peace what enemies seek to do to us 
in time of war.” Or, as John Cochrane updat-
ed it to modern times, the Trump Adminis-
tration is seeking to impose trade sanctions 
on rogue regimes, even while threatening 
to do similar actions to the U.S. itself. (As 
I asked on Twitter: Won’t tough sanctions 
make Iran great again?)

between the western states and the eastern 
states? Wouldn’t that “create jobs” in both 
halves, making all Americans richer?

Now to be sure, there are sophisticated ar-
guments for a particular set of (modest) tar-
iffs, that might be able to survive my general 
critique above. This LMR article is not in-
tended to be a rigorous peer-reviewed article 
that could slay all PhDs. Instead, I’m just 
showing that the man-on-the-street’s opin-
ion of “protective” tariffs is utterly confused.

Tariffs Don’t “Create Jobs”

It’s funny that in our present political cli-
mate, so many people hate Trump that he 
is unwittingly provoking liberal Democrats 
into declaring their love for free trade. If 
only Trump would spend a week tweeting 
his support for the Fed, perhaps we could 
get Nancy Pelosi to call for shutting down 
the central bank.

Anyway, those who are supporting Trump 
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for its imports is with its exports. If Ameri-
cans stop buying as many imports (because 
the tariff makes them artificially expensive), 
then the dollar strengthens and makes U.S. 
exports seem more expensive to foreigners. 
Therefore the workers in U.S. export indus-
tries are poorer.

In the long run, wages adjust so that ev-
erybody can get a job, who’s willing to work 
(and has at least enough productivity to earn 
the minimum wage). Tariffs don’t create jobs 
on net, they simply rearrange the distribution 
of jobs across sectors. But by forcing Ameri-
cans to produce goods that could have been 
imported at lower cost, tariffs make overall 
production less efficient and therefore re-
duce per capita income earned by workers.

Also, we must keep in mind that the whole 

primarily do so because they think a tar-
iff on foreign imports will “create jobs here 
at home.” After all, if U.S. consumers “buy 
American,” then it seems obvious that this 
will help U.S. workers.

Such reasoning might sound obvious but 

What’s Wrong With Tariffs?

A specific tariff can help workers 
in a particular industry, but only by 
making workers in other industries 

poorer.

The Trump Administration is 
seeking to impose trade sanctions 

on rogue regimes, even while 
threatening to do similar actions to 

the U.S. itself.

it’s wrong, at least if we mean U.S. workers 
in general. A specific tariff can help workers 
in a particular industry, but only by making 
workers in other industries poorer. What’s 
worse, the losses to the losers outweigh the 
gains to the winners, so that per capita in-
come is lower.

It’s true, for example, that a tariff on im-
ported steel would raise wages for workers 
in the U.S. steel industry. But it would lower 
wages for those workers in industries that 
use steel, because now one of the inputs into 
their product is more expensive.

A tariff on imported steel would also reduce 
wages for all U.S. exporters, such as farm-
ers. Consider: the new tariff would make it 
harder for foreign steel producers to sell into 
the United States and earn dollars. So that 
would make it harder for foreigners to buy 
U.S. exports. There’s nothing mysterious go-
ing on here: One of the ways a country pays 
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but foreigners want to buy (say) $1.3 trillion 
of American stocks, bonds, and real estate, 
then the foreigners need to send us $300 bil-
lion worth of cars, TVs, jeans, etc. in order to 
pay for the excess assets that they are acquir-
ing. It would be crazy for Americans to give 
foreigners ownership rights on U.S. financial 
assets for nothing.

Now, just because I’ve walked through the 
accounting, doesn’t mean that I’ve sudden-
ly transformed a “trade deficit” into a good 
thing. On the contrary, a trade deficit could 
be consistent with a country that has a strong 
economy or a weak economy.

point of earning money wages as a worker is 
so that you can buy things with money as a 
consumer. A tariff clearly hurts every Amer-
ican in his or her role as a consumer, because 
tariffs make goods more expensive.

The “Trade Deficit” By Itself Could 
Signal Economic Health or Sickness

One of the biggest stumbling blocks in the 
debate over tariffs is the term “trade deficit.” 
President Trump himself seems to think of 
the country as a giant corporation, and that a 
“trade surplus” is like a profitable year, while 
a “trade deficit” means the company is losing 
money.

Yet that’s not the right way to think about 
it. A current account deficit (which is the 
broader category that includes a “trade defi-
cit”) is the accounting mirror image of a cap-
ital account surplus. So if you see that Amer-
icans want to buy more foreign goods than 
foreigners want to buy of American goods, 
that is a trade deficit and strikes many peo-
ple as bad. On the other hand, if foreigners 
want to invest more in American financial 
assets than Americans want to invest in for-
eign assets, then there is a “capital account” 
surplus which means there must be a “cur-
rent account” deficit which (for our purposes 
in this article) is basically the same thing as 
a trade deficit.2

Think of it this way: If Americans only 
want to buy (say) $1 trillion in foreign 
stocks, bonds, and real estate during the year, 

What’s Wrong With Tariffs?

A trade deficit could be consistent 
with a country that has a strong 
economy or a weak economy.

Go back to the corporate analogy: If a 
company is issuing bonds because it wants to 
build new factories and expand operations, 
then it has a “trade deficit” with the rest of the 
world that year—all of the money the com-
pany spends on construction crews, concrete, 
roof shingles, etc. means that the company is 
“importing” more goods than it is selling to 
its customers. (If the company financed the 
new factories out of current earnings, then it 
wouldn’t need to issue bonds.) Yet this com-
pany is obviously not in trouble just because 
it has a “trade deficit,” and notice too that the 
company might be very profitable that year. 
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Again, I am just showing that “trade deficit” 
is not the same thing as “losing money” the 
way a business owner thinks of that phrase.

On the other hand, we could imagine a 
company issuing bonds because it is unprof-
itable and has to raise funds to buy more raw 
materials etc. in the hopes of a better per-
formance next year. In this case, the “capital 
account surplus” is a sign of weakness.

So when it comes to the United States, our 
current account deficit (and related trade 
deficit) is the accounting flipside of a capi-
tal account surplus. Foreigners are invest-
ing more in U.S. assets than vice versa. But 
that information by itself is neither good nor 
bad news. If the U.S. has a great business 
climate and foreigners want to join the en-
trepreneurial party, then it’s a sign of health. 
On the other hand, if U.S. households and 
governments are running up debt because of 
irresponsible overspending, then all of the 
“capital flowing into the country” is alarm-
ing. Imagine a teenager buying thousands of 
dollars in jewelry on credit cards, and tell-
ing his furious father: “Look at all the capital 
that outsiders want to invest in me!”

“We Don’t Have Free Trade!”

Generally speaking, most people who sup-
port Trump’s tariffs would stipulate the 
standard case for free trade. (Even here, 
however, there are exceptions. For example, 
Daniel McCarthy3 and Pat Buchanan4 have 
both written articles arguing that the typi-

cal economist’s case for free trade focuses 
narrowly on efficiency and ignores impor-
tant other factors.) The way these defenders 
of tariffs usually argue against the logic I’ve 
presented so far in this article is to point out, 
“But we don’t live in a world of free trade!”

That of course is entirely true; we don’t live 
in a world of free trade. (Sigh.) But so what? 
If you review the arguments I summarized 
earlier in this article, notice that I was always 
making claims about unilateral U.S. govern-
ment actions. In other words, I wasn’t simply 
saying, “If the whole world embraced free 
trade, then the whole world would be rich-
er.” Rather, I was saying that whatever the 
other governments of the world are doing 

What’s Wrong With Tariffs?

The way these defenders of tariffs 
usually argue against the logic I’ve 

presented so far in this article is 
to point out, “But we don’t live in a 

world of free trade!”
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with their tariff policy, it will make average 
Americans poorer compared to that baseline if 
the U.S. government enacts its own tariffs.

Consider an analogy with other types of 
government meddling with the economy. 
For example, it reduces global production 
and even the U.S. standard of living, when 
the Venezuelan government debases its cur-
rency and enacts price controls. (Obviously, 
these policies reduce Venezuelan living stan-
dards much more, but my point is, Ameri-
cans in general are slightly hurt by awful 
government policies in South America.) 
From this observation, does it follow that 
the American government should “level the 
playing field” by debasing the dollar and en-
acting price controls here in the USA?

Of course not. If the Venezuelan govern-
ment is going to hurt its own people (and 
us), we only compound the problem if the 

U.S. government adds additional harms to 
Americans. So by the very same token, if 
other governments around the world make 
their own people (and us) poorer by enacting 
tariffs, import quotas, and other restrictions 
on trade, we don’t “level the playing field” by 
enacting our own versions of those same an-
ti-trade policies. No, that just makes us (and 
the rest of the world) even poorer still.

“Trump Is Just Negotiating”

Another sophisticated defense is that 
Trump doesn’t really intend to keep up tar-
iffs for long. Instead, he is merely threaten-
ing them in order to negotiate better deals 
with U.S. trading partners.

There may be some truth to this, but on 
the other hand some of Trump’s key people 
(such as economist Peter Navarro and Com-
merce Secretary Wilbur Ross) are defending 
the benefits of tariffs, full stop. And the pres-
ident himself on Twitter and during speech-
es has made comments that suggest tariffs 
are necessary to restore U.S. manufacturing 
jobs, at least in today’s world with Chinese 
“dumping” and other strategies.

To repeat, given what every other govern-
ment is doing, the addition of a U.S. tariff 
on top of all that, simply makes Americans 
even poorer. Now, if the threat of that tariff 
causes other governments to relax their own 
restrictions, so that the threatened tariff is 
never enacted, then it’s possible we end up 
better off.

What’s Wrong With Tariffs?

I want the proponents of tariffs 
to be clear about what they’re 

suggesting. It’s akin to negotiating 
with Mexico by threatening to drop 
a nuclear bomb on Laredo, Texas.
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What’s Wrong With Tariffs?

However, even in this case, I want the 
proponents of tariffs to be clear about what 
they’re suggesting. It’s akin to negotiating 
with Mexico by threatening to drop a nucle-
ar bomb on Laredo, Texas. Yes, it’s possible 
that the fear of radiation would cause the 
Mexican government to back down and give 
some concessions, which might help Ameri-
cans. But nobody should walk away think-
ing that nuking Laredo would make Texans 
richer.

The National Defense Argument

Finally, what about the national defense jus-
tification for the tariffs on steel and alumi-
num? Well, several analysts have pointed out 
that we get these imports primarily from our 
allies. Moreover, since the U.S. Navy com-
mands the high seas, it would be difficult to 
come up with a scenario in which the United 
States suffered on this score during a war.

But let me give two additional arguments. 
First, there’s nothing magical about govern-
ment officials and their ability to predict the 
future. We have futures markets (and forward 
contracts), after all. If tensions began heat-
ing up and it actually looked like the U.S. 
might have difficulty obtaining steel in (say) 
five years, then prices on commodities and 
derivative contracts would give Americans 
the incentive to start stockpiling reserves (of 
steel products, etc.).

In the same vein, if it truly made economic 
sense to build up the capacity for U.S. steel 

plants to expand production, then the pros-
pect of high prices during an embargo would 
lead mill owners to make the necessary in-
vestments and other preparations. After all, 
the federal government doesn’t have to force 
fireworks suppliers to get ready for the 4th 
of July. Likewise, there are market mecha-
nisms—where private investors have their 
own money on the line—that lead to the 

Donald Trump is at his worst 
economically when it comes to 

international trade.

most efficient preparation for possible im-
port disruptions (and consequent spike in 
domestic demand).

Note that U.S. steel production in 2017 
was already the 4th highest in the world, at 
81.6 million metric tons. It’s just that we use 
more than we produce, with “apparent steel 
consumption” of 106.2 million metric tons.5  
So if U.S. producers maintained the ability to 
rapidly expand production by (say) 10 per-
cent, then during a major war with imports 
disrupted, the high price of steel would dis-
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What’s Wrong With Tariffs?

courage other consumption and leave plenty 
of steel for the war effort. (I should admit, 
however, that the market would only yield 
these beneficial outcomes if politicians re-
frained from “windfall profits taxes” and the 
like. Government officials need to let prices 
do their job.)

Finally, one last point on the national de-
fense argument: Strictly speaking, if the gov-
ernment wants to ensure an adequate supply 
of tanks, helicopters, armor-plated mine-
sweepers, etc., then it could have an explicit 
appropriation in the Pentagon budget to 
keep mothballed steel plants ready in case 
imports were disrupted, or they could pay 
above-market prices for steel that was pro-
duced exclusively for use by the U.S. military. 
The point is, it’s crazy to slap a tariff on the 
entire country, making steel more expensive 
for everyone, because we’re worried about a 
small possibility that a few key product lines 
could hit bottlenecks in a military conflict if 
there’s a steel shortage.

Conclusion

Unfortunately, Donald Trump is at his worst 
economically when it comes to international 
trade. The financial markets rightly respond-
ed negatively when Trump enacted tariffs on 
steel and aluminum, and threatened more ag-
gressive actions as the debate ensued.

Tariffs are taxes. They distort production 
and make people poorer. Yes, a specific tariff 
can help the workers and shareholders in a 
particular industry, but only by hurting other 
workers and the consumers.

Even if other governments are engag-
ing in unfair trade practices, Uncle Sam 
doesn’t “level the playing field” by slapping 
more taxes on goods that Americans want 
to import. That just takes away options from 
Americans and makes them poorer. If the 
Chinese government wants to hurt its own 
people (and slightly hurt us too), we don’t 
make things better when the U.S. govern-
ment hurts Americans (and slightly hurts 
the Chinese too).
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the World PoPulation 
CloCk1 is currently registering 
7.6 billion people on the planet. 
Among those 7.6 billion people, 
Forbes2 has identified only 2,208 
individuals who are billionaires 
from 72 different countries.  
Based on this information our 
chances of ever becoming a bil-
lionaire are pretty slim —some-
where around 0.00002%.

What’s more, the United States 
ranks third in the world, next to 
China and India, as the most 

“roughly 80 percent (of revenue for the federal 
government) comes from the individual in-
come tax and the payroll taxes that fund the 
social insurance programs. Another 9 per-
cent comes from the corporate income tax, 
and the rest is from a mix of sources.”3 All 
total the government took in $3.3 trillion in 
in taxes in 2016, with data such as this al-
ways running a few years behind.

Although big incomes don’t always corre-
late to wealth in terms of balance sheet as-
sets, the Internal Revenue Service’s Statistics 

It’s a stimulating 
thinking exercise that 
provides a perspective 
about big incomes and 

who has them.

Interest-Only Loans

populated country on earth and in 2018 reg-
istered 540 billionaires on its own home turf, 
again according to Forbes. One point of rel-
evant curiosity is that our President, Don-
ald Trump, is listed as number 69 on that 
list and is probably one of the most closely 
watched billionaires in the world. But then 
again, all billionaires are always under scru-
tiny. Their big incomes, wealth, and lifestyles 
are tremendously alluring to most of us.

Also relevant to this article is this perspec-
tive. According to the Tax Policy Center 
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Gross Income (AGI) of at least $59,380,503.  
In other words, this is the minimum amount 
of money you would have to have made to be 
classified with this group. Their average Ad-
justed Gross Income was $152,016,289. This 
gives you a good picture of why these people 
are indeed unique.

One other point of interest is this. With 
this much money these particular individuals 
paid a total of $51.3 million in income taxes 
or 3.53% of the $1.45 trillion in individual 
income taxes collected that year. Even more 
impressive was their average tax rate, which 
was only 23.9 %. Compare that to what your 
tax rate is and you will agree that the 0.001% 
actually do seem to receive a lot more tax 
breaks than the rest of us and these statistics 
from the IRS’s bulletin underscore that fact.

On the other hand, the much publicized 
“One Percenters, (1%),” these are the individ-
uals who are often portrayed as the rich and 
powerful, actually paid 39.3 % of all income 
taxes collected that year. Notably there are 
1.4 million individuals in that category and 

of Income4 report, like the Forbes 400 List, is 
also always of special interest. In their latest 
issue that was just released to the public, the 
IRS has once again disclosed the incomes 
and tax shares of the 0.001%. 

This elite group of individuals had always 
been left undisclosed from these public re-
cords until 2015. I remember when they 
first came out with this report based on 
2012 data.  They were fascinating to study. 

Interest-Only Loans

Even more impressive was 
their average tax rate, which 

was only 23.9 %. Compare 
that to what your tax rate is.

I did a presentation on this IRS report in 
a St. Louis seminar in November 2015 that 
was captured on film and later placed on 
YouTube here: https://www.youtube.com/
watch?v=XPU1WcL8WMA  

It’s a stimulating thinking ex-
ercise that provides a perspective 
about big incomes and who has 
them. 

This year’s (2018) report based 
on 2015 data was equally intrigu-
ing. The top 0.001%, which repre-
sented only 1,412 tax returns from 
the entire 141.2 million returns 
filed that year, had an Adjusted 
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ings of the “carried interest tax loophole,” 
which allows managers of certain private 
equity funds to treat the bulk of their earn-
ings as long-term capital gains.5 But most 
analysts that study the financial moves of 
the wealthy assume that, not just Buffett, 
but most wealthy individuals borrow against 
their assets to support their lifestyles rather 

the numbers do add up to make that dif-
ference. Yet their minimum Adjusted Gross 
Income was, by comparison to the 0.001% 
group, a mere $480,930.

By studying this report carefully we can eas-
ily see why the top 4% of high-income earn-
ers, which includes the 3%, 2%, 1%, 0.01% 
and the 0.001% pay 56.4%, or more than half 
of the country’s individual income taxes. It’s 
well worth accessing a copy of this 12-page 
report and studying it. You can access a copy 
from the references section at the end of this 
article. It does a great job of spotlighting 
where money is concentrated in the U.S.

Is this why Warren Buffett 
says he pays less income tax 
than his secretary?

We’ve all heard the story where Buffett has 
confessed that he pays less income tax than 
many of his own employees, even his own 
secretary. But how does he actually accom-
plish this? Some believe that it is the work-

Interest-Only Loans

The top 4% of high-income 
earners, which includes the 
3%, 2%, 1%, 0.01% and the 
0.001% pay 56.4%, or more 
than half of the country’s 
individual income taxes.

than pay themselves income. “How so,” we 
ask? 

Well, let’s think about it. Do we doubt for a 
moment that a billionaire like Buffett could 
walk into his bank and ask for an interest-
only loan (with some of his wealth serving 
as collateral) to pay for his annual personal 
expenditures of, let’s say, one million dollars 
($1,000,000) a year? I don’t think so.  Not 
only would the bank rush to give it to him, 
they would probably only charge him 1% in-
terest or less because Buffett most likely has 
an enormous amount of money on deposit 
in their coffers. Let’s not forget that banks 
make money from deposits. But bottom-line 
the simple reason for this low rate is because 
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it’s virtually zero-risk for the bank.  After 
all, Buffet has the assets to cover the loan if 
things should go wrong. 

This is why Buffett could walk in to the 
same bank the following year and request an 
additional million dollars. There is no ques-
tion that the bank would give it to him. This 
would be the case even if Buffett hadn’t even 
paid the principal or interest on the first loan! 
In fact, is there any doubt on the part of any 
of us that he could not repeat that same pro-
cess each year for the next 10 years, if he lives 
that long? And, why wouldn’t he repeat this 

low interest rates are always available to the 
ultra rich, but the average Joe—even if he 
has a steady job, always pays his bills on time, 
and has an excellent credit score—cannot do 
this sort of thing.

There are other reasons why the bank would 
be so accommodating.  For example, if it will 
lead to more business between Mr. Buffet 
and the bank it will naturally result in enor-
mous term flexibility and an attractive rate. 
In effect the ratio between the amounts of 
money on deposit compared to the amount 
being borrowed actually drives the lending 
rate. But Buffett, Gates, Bezos and wealthy 
individuals like this can walk into any bank 
and practically demand this sort of profit-
able negotiation because it works for both 
parties.

Why not just spend your own 
money? 

The reason Buffett wouldn’t just spend his 
own money is because his money is already 
somewhere else working hard earning much 
more interest and dividends than the cost of 
borrowing. It’s more profitable to place your 

Interest-Only Loans

scenario, after all, that money would come 
into Buffett’s possession income tax free be-
cause it’s in the form of loans.

After ten years with $10 million in loans 
plus all that accumulated interest still due, is 
the bank worried? The answer is no. He has 
the assets to easily pay it all off when ever. 
If he should die in the process his estate’s 
Executor will write a check for it. He’s good 
for it and that’s what we all recognize as le-
verage.

These incredibly flexible loan terms and 

This is why Buffett could, 
without paying off the loan, 

walk in to the same bank the 
following year and request 

an additional million dollars.
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because it’s still one of the best-kept secrets 
around. Discovered and created by R. Nel-
son Nash, the entire idea is explained in de-
tail in his book, Becoming Your Own Banker 
written in 2000.

Since Nash is also a student of Austrian 
economics like Bob and me, we came along 
later and wrote How Privatized Banking Re-
ally Works in 2010 because we saw that IBC 

investments up for collateral on loans than 
to tap into those investments.  

In addition to this, the analysts say that 
the wealthy work very diligently at mini-
mizing their tax liability, which is one of the 
primary reasons they are wealthy. Besides 
market volatility and inflation, taxes greatly 
erode wealth, and individuals like Buffett 
know this. This is why the wealthy, through 
their high-priced tax advisors, are constant-
ly seeking out tax-advantaged strategies to 
minimize the tax bite and this maneuver 
that we have been discussing is certainly one 
of them.

IBC allows you and me to live 
like the Warren Buffets of 
the world.

Fortunately there is a strategy very similar 
to Buffet’s idea that is available to the aver-
age household and closely held business. It’s 
called The Infinite Banking Concept (IBC), 
and if you have never heard of it it’s mostly 

Interest-Only Loans

provided a solution, not only for the indi-
vidual, but also for the general economy at 
large. This year (2018) Nelson Nash, Da-
vid Stearns, Bob and I have teamed up and 
just released a new book entitled, The Case 
for IBC, which provides even more “how to 
steps” for getting IBC started in your life. 
You can obtain a copy at www.thecaseforibc.
com   But if you want a complete immersion 
in IBC you should attend one of our live 
IBC Seminars for the general public put on 
by the Nelson Nash Institute and presented 

These incredibly flexible 
loan terms and low interest 

rates are always available 
to the ultra rich, but the 

average Joe—even if he has 
a steady job, always pays 
his bills on time, and has 

an excellent credit score—
cannot do this sort of thing.
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by Bob and myself. You can learn 
more about the IBC Seminar at 
https://ibcseminar.com.

One thing for sure, IBC works 
best with those that keep a close 
watch over their incomes and ex-
penditures using their tracking 
methods as a way to gauge their fi-
nancial performance. These are in-
dividuals that as a rule understand 
cash flow and how to best optimize 
it in order to save and invest their 
money. If you already understand 
the fundamentals of cash flow management, 
then you will certainly understand IBC and 
be able to see beyond the banking and life 
insurance terminology associated with it.

For those that are already familiar with 
IBC and are actually practicing IBC then 
you have recognized already how IBC liter-
ally mimics what Buffett and other wealthy 
people do. In fact, all of the principles dis-
cussed in An IBC Tax Strategy, an article that 
appeared as a three-part series last year in 
the LMR in a real way resembles the Buf-
fett strategy.  Besides the tax benefits found 
within the IBC strategy I specifically mean 
the following:

1. Accesses and Control Over Your 
Money. If you have cash value in your 
policy (alternate bank) then you have 
contractual right to loans whenever you 
need them.

2. Flexibility of Repayment Terms.  Al-
though an outstanding policy loans roll 

over at interest, you can pay them back 
on your own schedule, or even not at all 
if you wish.

3. Uninterrupted Compounding Of 
Your Money. Whatever amount you 
borrow—that same amount continues 
to earn money in the form of interest, 
dividends and equity in your policy for 
as long as you live and as long as your 
policy remains in force.

So yes, relatively speaking, IBC allows av-

Interest-Only Loans

If you already understand 
the fundamentals of cash flow 

management, then you will 
certainly understand IBC and be 
able to see beyond the banking 
and life insurance terminology 

associated with it.
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erage people like you and me to live like the 
Warren Buffett’s of the world.

Conclusion

What this article has attempted to dem-
onstrate is that the multi-millionaires and 
billionaires of the world are, because of their 
immense wealth, separated into a class unto 
themselves. In a way, because of their wealth, 

they have managed to separate themselves 
from the everyday fray the average individ-
ual has to contend with. In effect, the im-
mensely wealthy have managed to secede 
from the monetary regime that is imposed 
on everyone else.

Fortunately there is a way out for us too. 
We too can secede from our current mone-
tary regime one household and one business 
at a time. It’s called IBC.
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“A Little Righteous Indignation Is Warranted”
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LARA-MURPHY REPORT: How did you discover Austrian Economics?

LARRY REED: My ideological journey has its roots in a visceral (but not at 
first very thorough or philosophical) anti-communism. In August 1968, a month 
short of my 15th birthday, I participated in a demonstration in downtown Pitts-
burgh against the Soviet invasion of Czechoslovakia. It was sponsored by Young 
Americans for Freedom, which I immediately joined. That put me instantly on 
the mailing list for publications from the Foundation for Economic Educa-
tion, the organization I have led now for ten years. This is a story I’ve told in 
here: http://www.thefreemanonline.org/columns/ideas-and-consequences/the-
sound-of-freedom/. When I published my first article with FEE in 1977, it was 
very Austrian as you might imagine from its title, “A Critique of Mathematical 
Economics.”

[Note from the Editors: Reed was originally featured in the Lara-Murphy Report 
back in August 2012 and then again in May 2014.]

“A Little Righteous Indignation Is Warranted”

In August 1968, 
a month short of 
my 15th birthday, 
I participated in 
a demonstration 
in downtown 
Pittsburgh against 
the Soviet invasion 
of Czechoslovakia.”

As I read articles from FEE by Henry Hazlitt, Ludwig von Mises, Hans 
Sennholz, and others of the Austrian School in my teens, my interests gravitated 
from a narrow hostility to tyranny and oppression to an ever-deeper understand-
ing of what makes humans tick, one person at a time. I was captivated from the 
start by the Austrian emphasis on rigorous methodological individualism, which 

“
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has framed the way I see the world in all the 40+ years since. After hearing a 
lecture by Hans Sennholz at a convention in New Jersey in March 1971, two 
months before my high school graduation, I made plans to transfer from the 
University of Pittsburgh (where I was scheduled to begin my undergraduate 
studies in September) to Grove City College. I attended Pitt only one semester 
and was able to get into Grove City starting in January 1972. For the next three 
and a half years, I soaked in every jot and tittle of Austrian economics I could get 
my hands on and my head around. Since Sennholz was one of only four people 
who had earned his PhD under the tutelage of Mises, it was almost like getting 
my Austrian economics from the great man himself. Sennholz was a fabulous 
inspiration and a terrific teacher.

“A Little Righteous Indignation Is Warranted”

For the next three and a half years, 
I soaked in every jot and tittle of 
Austrian economics I could get my 
hands on and my head around. Since 
Sennholz was one of only four people 
who had earned his PhD under the 
tutelage of Mises, it was almost like 
getting my Austrian economics from 
the great man himself.”

I should mention as well that during that one fall 1971 semester at Pitt before 
moving on to Grove City College, I gave my Keynesian economics professor fits. 
I was already well-read and self-educated in the work of Mises, Rothbard, and 
other Austrians by that point. I recall so well the time when my Pitt prof (he 
was indeed the pits) “explained” the business cycle in typical, infantile Keynesian 
fashion. In response, I drew from Rothbard and asked him, “How do you account 
for the common features of every cycle, namely, a sudden and general cluster of 
business errors, a greater fluctuation in capital goods industries than we find in 
consumer goods industries, and an inflation of money and credit prior to the 
downturn?” His dismissive, uninformed non-reply confirmed the wisdom of my 
decision to stop subsidizing his idiocy and get some real economics. 

“



31 L M R  M A R C H  2 0 1 8

LMR: When we last interviewed you, FEE was in the midst of moving from 
New York down to Atlanta. How has that transition been? 

LR:  The move to Atlanta was seamless and enormously beneficial, just as we 
planned it. In anticipation of it, new staff were added in Atlanta over several 
years so by the time we parted with the old property in Irvington, New York, 
most of our team was already in place in Georgia. Though we will always have 
many great memories of our ancestral headquarters in New York, moving made 
eminently good sense. We’ve cut our operating costs in half and avoided a mil-
lion dollars in upkeep over the next decade. The main building in Irvington was 
130 years old and didn’t fit our business model anymore. We designed the new 
office specifically to meet our needs—and have applied the savings to program 

“A Little Righteous Indignation Is Warranted”

When a few people 
several years ago 
questioned the 
move, I usually 
responded with 
the question, “Do 
you still live in the 
same house in which 
you were born?” In 
almost every case, 
the answer was 
“No” and it was for 
the same reason we 
moved.”

expansion. In fresh, new accommodations, we are attractive to young staff and 
reaching in one month more of our targeted audience than we reached in a year 
as recently as a decade ago. By all measures, we are breaking records and that’s 
in no small measure due to having made the right decision about where to be 
domiciled. When a few people several years ago questioned the move, I usually 
responded with the question, “Do you still live in the same house in which you 
were born?” In almost every case, the answer was “No” and it was for the same 
reason we moved—to change with the times, get the biggest bang for the buck, 
and take advantage of new opportunities.

“
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LMR: Our readers will be particularly interested to hear about the award you 
recently bestowed on Nelson Nash, discoverer of the Infinite Banking Concept 
(IBC). Can you explain?

LR: Nelson Nash is a dear and mutual friend, so you know how deserving he 
is of just about any award and accolade that comes his way. His history with 
FEE goes back more than half a century. He knew our founder and was greatly 
influenced by him. Nelson has been a devoted missionary for all the right ideas—
especially sound money and banking, financial independence, personal character 
and the Austrian School of Economics.

“A Little Righteous Indignation Is Warranted”

In mid-March at our Atlanta headquarters, we were proud to surprise him 
with our “Blinking Lights Award.” It gets its name from a Polish couple who 
were active in the anti-communist underground in the 1980s. When they were 
broadcasting a message of liberty from clandestine, illegal radio, they wanted to 
find out how many people were listening. While on the air one evening, they 
asked listeners, “If you believe in liberty for Poland, please blink your lights.” 
That brave couple (she is still living, at age 77) then went to their window and 
discovered that “all of Warsaw was blinking.”

So when we find a person we know who has devoted a lifetime to courageously 
speaking the truth no matter what the odds for success or obstacles may be, we 
think of him or her as a candidate for this award. We especially prefer to give it to 
people like Nelson, who has done so much good work and never for the purpose 

Nelson Nash is a dear 
and mutual friend, 
so you know how 
deserving he is of 
just about any award 
and accolade that 
comes his way. His 
history with FEE goes 
back more than half 
a century. He knew 
our founder and was 
greatly influenced by 
him.”

“
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of fame or fortune, just because he wanted to make the world both a better and 
freer place. In Nelson’s case, though we informed him of it in March, we will give 
it to him in person before a very large audience at our big FEEcon conference 
in Atlanta in early June. (Details for the conference available at: https://www.
feecon.org/.)

LMR: Since last we spoke, there have been significant changes in the American 
political mood. Most obvious, Trump’s election was a big shock to most observ-
ers, but people differ on what it means. Do you interpret it as a healthy rejection 
of “the system” or as an alarming move towards strong-man politics?

LR: I think it’s some of both, but hopefully more of the former than the lat-
ter, to be sure. As government has grown immensely, it predictably has become 

“A Little Righteous Indignation Is Warranted”

remote, arrogant, intrusive, costly and increasingly ridiculous. People were des-
perate in 2016 to shake it up, infuse it with some new blood and, generally to get 
it off their backs. They also had been lied to so often they were willing to try just 
about anything or anybody without ties to “the Establishment.” I applaud that 
sentiment, because it’s understandable and justified. 

What I find troubling is a considerable undercurrent of, as you put it, “strong 
man” sympathies. You see that in protectionist demagoguery; in the continuing, 
destructive and futile drug war; and in rhetoric like “we’re going to tell compa-
nies where they can locate.” None of that is in keeping with the principles of a 

As government 
has grown 
immensely, it 
predictably has 
become remote, 
arrogant, 
intrusive, costly 
and increasingly 
ridiculous.”

“

https://www.feecon.org
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free society. I applaud things like deregulation, cutting taxes and putting people 
in the judiciary who believe in limited government and property rights, but all 
that is offset by an unconscionable explosion in federal spending and expansion 
of government in numerous areas. So the Trump Administration is a mixed bag 
at best. Another Clinton Administration wouldn’t have even made an occasional 
mistake in the right direction, but we should be doing so much more and better 
than we are under Trump. I’ve written a lot about parallels between trends today 
and those that brought about the decline and demise of the ancient Roman Re-
public. I’m as concerned as ever about those trends but the last thing I will ever 
do is give up the fight. And I remain optimistic for the long term.

LMR: Do you think the strategy of free-market evangelists (for lack of a better 
term) is different today, compared to the early days of FEE when Leonard Read 
was trying to keep the flame of classical liberalism from being snuffed out? Or 

“A Little Righteous Indignation Is Warranted”

I’ve written a lot about parallels between trends today and those that 
brought about the decline and demise of the ancient Roman Republic. I’m 
as concerned as ever about those trends but the last thing I will ever do is 
give up the fight.”

“
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“A Little Righteous Indignation Is Warranted”

should we emulate the style and habits of Read?

LR: In hindsight, Leonard’s style and strategy seem right to me for those 
times. He, his colleagues at FEE, and a relatively small number of courageous, 
like-minded friends of liberty around the globe faced a world where classical 
liberal ideas were almost forgotten. They could be easily ignored, and were! That 
required a particular approach to once again gain credibility in the public square. 
Leonard chose a generally non-confrontational, self-improvement method that 
proved to have considerable appeal.

Today, the self-improvement message is as important as ever because you can’t 
impart what you don’t possess. If you don’t know the message well or how to 

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.

communicate it effectively, you’re not going to light fires in the minds of others. 
Or if you lack character, you and your ideas will be a turn-off. 

But where I might part a little with Leonard is on the confrontation part. 
While keeping our standards of speech and conduct high, I think we must chal-
lenge more forcefully than ever the bad ideas we face. We will forever have one 
hand tied behind our backs if we go into intellectual battle with the assumption 
that “the other side” is simply misinformed. That’s certainly a problem, but so 
are some prevalent and pretty lousy motivations, such as the lust for power, the 
desire to push other people around, to steal what you want if you think it’s for a 
“good” cause, to lie and deceive to get your way. The expressions I’d like to hear 
our side use more often in debate are things like “How dare you!” and “Shame on 
you!” and “Why the lies and double standards?!” A little righteous indignation is 
warranted when you’re up against ideas so rotten they threaten the very founda-
tions of civilization itself. Just don’t forget to smile and to warmly welcome the 
first signs that an opponent is finally having second thoughts.

While keeping our standards of speech and conduct high, I 
think we must challenge more forcefully than ever the bad 
ideas we face.”

“
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EVENTS & ENGAGEMENTS

Events And Engagements

SOME EVENTS MAY BE CLOSED TO GENERAL PUBLIC. 
FOR MORE INFORMATION ON EVENTS CONTACT: RPM@CONSULTINGBYRPM.COM

NOTE: MANY OF THESE EVENTS ARE OPEN TO THE PUBLIC. CONTACT US FOR FURTHER DETAILS.

APRIL 14, 2018
NASHVILLE, TN

Lara and Murphy join Jeff Deist of the Mises Institute to 
discuss the state of the economy. 
Details at: www.mises.org/events

APRIL 16, 2018
NEW YORK, NY

Murphy debates George Selgin on fractional reserve banking. 
Details at: www.thesohoforum.org

MAY 19, 2018
CHICAGO, IL

Lara, Murphy, and David Stearns present the IBC Seminar 
for the general public. Details at: www.IBCSeminar.com



http://lara-murphy.com/podcast
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+

If you don’t like giving large sums of money to banks and mortgage companies to 
finance your cars, homes, boats, capital expenditures for business needs or any thing 
else you need to finance, then you are going to really like this alternative.  The rebirth 
of PRIVATIZED BANKING is underway.  You can take advantage of the years of 

experience that these three authors in these two books are offering you. 

Go to LARA-MURPHY.COM to find these and other fine books.
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