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“Free enterprise is widely acclaimed in the United States. Politicians,
generally, declare in favor of it; editorialists frequently laud it; Chambers
of Commerce have writing contests about it; even automobile stickers
praise its virtues. Yet much of our enterprise is restrained, restricted,
hampered, regulated, controlled, or prohibited.”
— Clarence B. Carson, PhD
Free Enterprise: The Key to Prosperity

What Dr. Carson is making clear is that “by our practice, we say

that we believe in free enterprise—except... Except for public utilities.
Except for the railroads. Except for mail delivery. Except for medical
services. Except for housing, financing, and real estate transactions.
Except for large corporations. Except for education. Except for
interest rates. Except for farmers. Except for small business. Except
for industrial workers. In short, a case could be made that Americans
believe in free enterprise except in whatever activities they happen to
be considering.”
Since what we are saying as a country is speaking so loudly that
nobody can understand what we are saying perhaps for the sake of
clarity we should simply ask the question—what is free enterprise?
Obviously, the opposite of free enterprise is enterprise that is
restricted, hampered, controlled or all together prohibited. But
in order for a truly free enterprise system to exist it must be
institutionally supported and protected by those that recognize that
the engine of free enterprise is individual initiative. The great pillar
that holds up individual initiative in a society is private property, not
just in the individual, but also in what the individual produces. In
this way an individual is free to sell, trade, or convey to another what
is rightfully his in the first place. In essence, free enterprise is the life
force of our subsistence.

Lara-Murphy Report
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In the classical liberal tradition, the theoretical ideal of a government
that prohibits and punishes the violation of the rights of those who
peacefully use their creative energies and assets in a productive way, is
a government that can be a supplement to, and consistent with, free
enterprise. Unfortunately, this is not what we have today.
No one seems to question that without human enterprise we would
all be bankrupt, consequently the main argument is whether human
enterprise should be free or hampered. There is and has been for
many years a concerted effort by those who oppose the system of
free enterprise to plan and control virtually all economic activity in
the land. They propose that government must directly supervise and
basically take over the operation of the economy. Today, in 2018,
many of us would say that this form of government intervention in
the market is gaining the upper hand and placing our prosperity in
doubt.
Mere constitutional promises of important freedoms such as freedom
of the press, of speech, of religion, of property and such, slogans
we often repeat and hear, are meaningless if there is governmental
control and bureaucratic planning of all economic life. We must learn
to recognize that whoever controls our sustenance ultimately controls
us.
Those who truly understand and favor free enterprise are the ones
who are actually working to maintain and uphold human freedom.
Those people are you. This is why we are so appreciative of your
mutual support and for your own individual efforts in the spread
of the freedom message. Keep up the great work and have a great
Holiday Season!
Yours truly,
Carlos and Bob

Lara-Murphy Report
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PULSE ON THE MARKET
Wa r r en W or r i ed

Massachusetts Senator (and potential Democratic presidential candidate in 2020) Elizabeth Warren
recently had an exchange with the nation’s chief bank regulator, Fed Governor Randal Quarles,
according to CNBC. “Leveraged loans”—meaning loans to companies already carrying significant
debt—are currently at $1.1 trillion. Warren reportedly told Quarles, “I’m not sure that I see much
distinction between what you’re doing now and what the Fed was doing in pre-2008, and I think that’s
deeply worrisome…I’m very concerned that the Fed dropped the ball before and they may be dropping it
one more time.”
Well, what was it they said about a stopped clock? We agree that Warren is definitely right to be
worried, as even occasional readers of the Lara-Murphy Report surely know by now. However, the
solution isn’t to pile on more top-down regulations (such as arbitrary capital requirements or reserve
ratios), or to scold Fed and other officials to be more attentive. No, the correct solution is to take
away the welfare and safety net propping up the banks. If there were no “lender of last resort” and
no such thing as a bank deemed “too big to fail,” then perhaps bankers would not get so caught up
in each round of frenzied loan activity followed by massive busts.
As it is, the current system gives us the worst of both worlds: Cartel privileges and bailouts screw up
incentives so that banks are overly aggressive during the boom, and then shoddy/corrupt regulation
doesn’t prevent them from taking advantage of the rigged system at the public expense.

There Goes the Sun

A recent story on CNN made the rounds on social media. Carrying the title, “Dimming the sun:
The answer to global warming?” the article by Matthew Robinson predictably drew alarmed scorn
from conservatives, who don’t want pointy-head academics messing with the atmosphere that God
gave us, thank you very much.
However, this is not a new idea, and it actually is one retort (among several) to those who want the
State to intervene in energy, transportation, food production, and even family size, all in the name
of slowing climate change.
Pulse on the Market
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PULSE ON THE MARKET

For full details, see Murphy’s article from 2009 available at: https://www.econlib.org/library/
Columns/y2009/Murphygeoengineering.html. But here’s the basic idea: In the wake of volcanic
eruptions (such as Mount Pinatubo) there is a measurable drop in global temperatures, because the
soot in the air partially blocks out incoming sunlight. Therefore, if humans ever find themselves in
a situation with intolerable global warming, one technique to “buy some time” is to inject sulfur
dioxide into the stratosphere (using planes, helium balloons, or even large naval guns). This would
partially counteract the extra heat-trapping of the atmosphere due to increased concentrations of
carbon dioxide, so that global warming could be slowed or even reversed without massive changes
in the global economy necessary to drastically cut emissions of carbon dioxide.
There are downsides to this proposal—obviously. But the huge benefit is that it would be
relatively cheap; the Harvard/Yale study covered in the recent CNN article estimated that the
sulfate proposal would cost a little more than $2 billion annually to keep it running. In contrast, if
government intervenes with subsidies and taxes to force a rapid conversion to carbon-free energy
and transportation, the global costs could easily be one hundred times as high.
To be sure, proposals like this are not a long-run solution. But the point is, it would be tremendously
expensive to rapidly switch to electric vehicles and wind/solar power. The option of “geo-engineering”
(which includes other proposals, such as planting trees that have been bred to absorb more carbon
dioxide) gives humanity more breathing room, in case it turns out that the more pessimistic
projections are accurate. They are analogous to an ambulance giving an injured person life support
on the way to the hospital. In contrast, the interventionist response—to rule out these techniques
that could buy a decade or two if needed, while the cost of electric vehicles and solar power comes
way down—would be to knock down the nearest building and erect a hospital, so that ambulances
aren’t necessary.

Pulse on the Market
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PULSE ON THE MARKET
K i m & K a n y e , K a p i ta l i s t s

With their $60 million mansion threatened by the California fires, celebrity couple Kim Kardashian
and Kanye West reportedly hired private firefighters to dig ditches and deploy other measures to
spare their home, and indirectly save their neighbors’ houses as well. Rather than praising their
resourcefulness and the indirect benefits they showered on their neighbors, naturally the typical
response in the media was outrage. How dare rich people save their house! They should have it burn
down just like everybody else!
Actually, private insurance companies fund firefighting services across the country, not merely
responding to a crisis in progress, but taking steps on the front end (like trimming brush) to reduce
the threat in the first place. Their motivation is the same as what makes the butcher sell you nice cuts
of meat: profit. If the insurance company stands to lose millions of dollars if a wealthy neighborhood
goes up in flames, it makes sense to pay private teams to do what they can to minimize the risk
before, during, and after wildfires break out.
To reiterate, the typical response was for people to complain about the privileges of the wealthy.
Yet the better reaction is to once again thank the market economy for aligning incentives such
that insurance companies, acting in pursuit of profit, are led by an Invisible Hand to minimize
fire damage. If the government were in charge of most food production, and the average people
were starving while a few rich people ate well, the solution would be: privatize food production
completely so that everybody can eat well. Instead, in our anti-capitalist society, people are effectively
complaining that wealthy people should get in bread lines along with the other comrades.

Pulse on the Market
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The Fed Has Painted Itself Into a Corner
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The recent plunges in the stock
market have illustrated the weakness of U.S.
financial markets. This comes as no surprise
to Carlos Lara or me, since ever since late
2008 we have been warning that the Federal
Reserve’s policies (then under the leadership
of Ben Bernanke) were setting up Americans for another giant crash.
With concerns over the yield curve inverting and President Trump calling on Chairman Powell to refrain from further rate hikes,
some readers might wonder if the Fed could
simply hold interest rates steady. However,
as I’ll show in this article, the U.S. economy finally seems to be returning to a more
usual pattern of consumer price inflation dynamics. There was a long period in the wake
of the financial crisis where even unprecedented infusions of liquidity were merely
absorbed by the markets, and did not lead
to alarming spikes in prices at the grocery
store. Yet as we’ll see, that grace period now
seems to be ended, meaning that Chairman

Powell and the other members of the Federal Open Market Committee will have little
choice but to continue with the “unwinding”
of their predecessors’ reckless policies.
In short, the Fed has painted itself into a
corner, and it finally seems that the time for
tough choices is upon its new leadership.

Blowing Up the Bubble
One quick and dirty way of gauging the
scope and direction of the Fed’s monetary
interventions is to look at the evolution of
its balance sheet over time. In Figure 1 we
chart the total assets held by the Federal Reserve System.
As Figure 1 indicates, total Fed assets were
about $850 billion going into the financial
crisis in the fall of 2008. Then they shot up
rapidly during each of the three rounds of
“quantitative easing” (QE). By the time of

Figure 1. Total Assets Held By Federal Reserve, 2006-present

The Fed Has Painted Itself Into a Corner
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To sum up, the Fed has been tightening in the sense of interest rate hikes
since late 2015, but it has engaged in “quantitative hardening” (QH)—if I
might coin a phrase—for all of 2018. It is not surprising in this environment
that the stock market has been getting pummeled.

the so-called taper, when the Fed gradually
slowed its asset purchases and transitioned
into a period of holding a constant balance
sheet, the Fed was sitting on some $4.5 trillion worth of assets.
Yet as I’ve noted with the red arrow in Figure 1, in early 2018 the Fed actually began
selling off assets. Remember that the Fed
had been “raising rates” periodically since
December 2015. But during that initial period of apparent tightening, the mechanism
through which the Fed “raised rates” was
simply to increase the amount it was paying commercial banks on their reserves held
at the Fed. In other words, at that point the
Fed wasn’t actually sucking reserves out of
the system through asset sales.
Yet as Figure 1 shows, all this year the Fed
The Fed Has Painted Itself Into a Corner

not only has continued paying banks to keep
their reserves at the Fed (the latest rate being
2.2 percent on an annual basis, announced
back in September), but the Fed has also
been letting its balance sheet shrink. When
the Fed lets an asset mature (or sells it off ),
the money it receives is effectively extinguished from the financial system. In a very
real sense, base money is destroyed. (This is
simply the mirror-image accounting of how
the Fed creates money when it buys a new
asset and adds it to its balance sheet. See
my book with Carlos Lara, How Privatized
Banking Really Works, for a thorough explanation.)
To sum up, the Fed has been tightening in
the sense of interest rate hikes since late 2015,
but it has engaged in “quantitative harden-
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ing” (QH)—if I might coin a phrase—for all
of 2018. It is not surprising in this environment that the stock market has been getting
pummeled.

Consumer Price Inflation Back to
“Normal”
Given the above analysis, why doesn’t
Chairman Powell and the other members of
the FOMC simply vote to continually postpone rate hikes? Indeed, if low interest rates
are “good for the economy” and rate hikes
have the potential to crash the markets, why
not just keep rates low forever?
The obvious answer is that such a foolish
policy would lead to the destruction of the
currency. Even in the mainstream Keynesian
paradigm, the central bank steers a course
between unemployment and consumer
price inflation. If a central bank singlemindedly focused on “stimulating the economy”

through a perpetual policy of easy money,
then even the Keynesians concede that we
would get runaway price inflation until the
currency ultimately collapsed.
For several years following the financial
crisis of 2008, it seemed that this commonsense framework had been overturned. Even
though the Fed pumped in trillions of dollars in high-powered base money (remember
Figure 1 above), official measures of consumer price inflation didn’t respond very aggressively. Indeed some of us (myself included!)
made erroneous predictions about how high
CPI inflation would run by particular dates.
The proponents of QE and other Keynesian interventions ran victory laps, laughing
at the fuddy-duddies who said you couldn’t
print your way to prosperity.
Regardless of the mechanics of the postcrisis years, it now seems that consumer
price inflation has returned to “normal,” in
that CPI is rising in the typical pre-crisis
range. Figure 2 gives the details.

Figure 2. Twelve-Month Percentage Increase in Consumer Price Index (CPI), 1991-present

The Fed Has Painted Itself Into a Corner
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Chairman Powell will find it difficult to continue postponing rate hikes,
unless the economy actually crashes.

There are two important takeaways from
Figure 2. First, as the red line indicates, notice that year-over-year price inflation has
been steadily rising since late 2015. (Remember the chart above shows the percentage increase in prices; the upward trend at
the end of the chart shows that the rate of
price inflation is itself increasing. The chart
isn’t simply showing that prices are going up,
it’s showing that they’re going up at an accelerating pace.)

Conclusion

The green corridor in Figure 2 shows the
boundary of consumer price inflation falling
between 2 and 3 percent. As Figure 2 indicates, official government statistics report
that CPI increases have been in this corridor
since early 2017. Stepping back and surveying the entire chart, we see that this range of
CPI inflation has been the norm going back
to the early 1990s.

For years Carlos Lara and I have been
warning that the Fed’s policies of ultra-low
interest rates and monetary inflation were
setting us up for another crash. It now seems
that the Fed is entering the era of tough
choices, because Ben Bernanke painted his
successors into a corner.

The Fed Has Painted Itself Into a Corner

There are many legitimate objections to
the “official” government price inflation statistics, as well as the “official” unemployment
numbers. Even so, on its own terms, the government’s numbers say that consumer price
inflation is running hot, while the labor market is tight. Therefore Chairman Powell will
find it difficult to continue postponing rate
hikes, unless the economy actually crashes.
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A Closer Look At Businesses: Part I
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According to the Kauffman Index of
Startup Activity1 the share of new entrepreneurs who started businesses to pursue opportunity rather than from necessity is now
up more than 12 percentage points higher
than in 2009 at the height of the Great Recession. This of course is a very encouraging
nationwide trend and I extend my admiration to all those individuals who have ventured out into an endeavor where only about
half survives the first five years in operation.
Obviously, by any measure, these are certainly not great odds so I also applaud their
courage and their desire to start their very
own enterprise.
It’s difficult to know exactly why half of
these new business startups will eventually not make it and will be forced out of
business before their fifth anniversary, if not
sooner. What could it be? We will explore
some of those reasons in this article. Yet even
when I look back at the history of my own
business, I am not sure that I can pinpoint

exactly what has made the difference in my
company’s longevity. All I know is that my
business today looks nothing like the business I started 42 years ago, but then again
neither does the economy of 2018 resemble
the economy of 1976. I suspect that similar
and brand new economic challenges await
this new group of budding entrepreneurs.
Going into business is an intimidating big
step for anybody and if you are considering
it for yourself this article may actually be
helpful in drawing your attention to some of
the more indispensable elements of a business enterprise. My intention for this first
part of my summary is to merely present an
overview of some of the more core components of going into business for oneself, the
things you often hear about, but perhaps just
pass over entirely too quickly without giving
them enough serious thought. Who knows,
one or two points expressed in a particular
way in this article could potentially make the
vital difference in your success, or even per-

I am not sure that I can
pinpoint exactly what has
made the difference in
my company’s longevity.
All I know is that my
business today looks
nothing like the business
I started 42 years ago.

A Closer Look At Businesses: Part I
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What I will be pointing
out are the important
basics of a business
combined with some
significant historical
facts.

haps dissuade you from going through with
the venture altogether.
What I will be pointing out are the important basics of a business combined with
some significant historical facts in order to
provide a frame of reference. One such example would be simply answering the question: “What is a business?” With a 50% failure rate by the fifth year I am not going to
take it for granted that all those going into
business for the very first time know exactly
what they are getting into.

WHAT IS A BUSINESS?
Untold manuscripts in book form and otherwise have been written on this particular
subject so there are countless ways to define
a business. But certainly one main important component of a business is that it is an
economic activity involving a continuous proA Closer Look At Businesses: Part I

duction and distribution of goods or services
for the express purpose of satisfying human
wants. The main objective of these pursuits
is a monetary reward, commonly known as
a profit.
For all these undertakings to occur as described a business must have enough satisfied
customers buying its products and services
on a continuous and consistent basis, otherwise the business has no reason for being and
its lifespan will be short lived. Consequently,
another central feature of a business is that
they are inherently predisposed to many different kinds of risks and uncertainties that
will endanger the life of the business beginning very soon after it is born. To counteract
these life-threatening obstacles a business
must have a sound business plan from the
very start to carry it forward as a profitable
going concern.
While hundreds of thousands of businesses fail each year it’s noteworthy that the
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oldest and still operating non-farm business
in the United States is 395 years old! This is
the Avedis Zildjian Company,2 a cymbal and
drumsticks manufacturer based in Norwell,
Massachusetts.

200 years ago and yet are still in operation
to this day. All to say that a business, despite
the many headwinds it faces just to keep itself alive, has the potential to grow and prosper for a very long time into the future.

The Seaside Inn3 in Kennebunkport, Maine
is another business that has been in continuous operation under the same family since
1667. Before the arrival of motorized vehicles, inns such as this one not only provided
lodging for travelers, but they also provided
an assortment of other goods and services
like food, drinks, and even accommodations
for horses.

Of course behind and at the helm of these
businesses are individuals. A founder of a
business is an individual that is often referred to as an entrepreneur and it is he or
she who first conceives of the business concept (the idea), gives the business its name,
and establishes its primary business strategy.
Business founders (entrepreneurs) are also
known as businessmen or businesswomen.
At the same time they can also be referred
to as capitalists because their businesses own
their capital and are capable of producing
goods and services, which they sell, trade, or
convey to others. Capitalists, by the very nature of their economic activities, must con-

While these are only two examples of the
oldest businesses4 in the United States there
is actually a list of 80 to 100 such companies
engaged in commercial, industrial, and professional activities that were established over

The primary
means for getting
the attention of
the consumer
is through
marketing.

A Closer Look At Businesses: Part I
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The consumer,
by their buying
or not buying,
determines the
future of any
business.

stantly compete with other capitalists for the
purchasing power of the consumer who is the
ultimate source of the sought after profit.
The primary means for getting the attention
of the consumer is through marketing.

COMPETITION AND BUSINESS
Like it or not, competition is also an essential component of businesses. Every consumer market gives rise to many businesses
seeking to serve it. Additionally, the demand
for a certain product or service can be here
today and gone tomorrow because the wants
and the needs of consumers are constantly
changing. This in turn gives rise to newer
forms of businesses eager to fulfill the new
demand and that adds to the existing competition within the same consumer market.
For this reason, how a product or service is

A Closer Look At Businesses: Part I

to be marketed to consumers is vitally important to the welfare of the newly formed
business and why it is part of the overall
business plan at conception.
Even though a business plan is laid out at
the outset, marketing problems do develop
quite quickly in the life of a new business
when competition from other similar businesses and new start-ups enter the field and
begin to run away with revenue. Depending
on the type of business and its market share
this can lead to marketing wars as businesses ramp up their advertising in an effort
to lure back the consumer. This is why entrepreneurs must fully understand the buying habits of their customer and they must
know how to market to them as their desires
change over the course of time.
Mises, the great defender of capitalism and
entrepreneurship, has a poignant observa-
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tion about businessmen stating that “...as a
rule capitalists and entrepreneurs are not saints
excelling in the virtues of self denial,”5 which
in a sense implies that competition among
businesses in trying to woo consumers can
become fierce (cutthroat) at times often
pushing the “self-interest” envelope into the
area of selfishness. Who among us has not
witnessed that form of human behavior in
action to know exactly what Mises meant?
In fact those who oppose the market system that capitalists operate in often say that
it pits men against one another in a quest
for material gain and draws from them baser
human motives, such as greed.
Unfortunately, this incorrect view of business competition by those who oppose the
free enterprise system has been one of the
main drivers of government intervention in
the market economy, which has spawned all
kinds of regulatory measures that result in
hindrances to the economic activity of businesses. These advocates claim that without

government regulation in the marketplace,
businesses will take advantage of the consumer by forcing them to buy inferior products and services while charging them whatever the market will bear. In reality this is
far from the truth, yet government intrusion
in the markets is continually on the rise and
it is a force that the new entrepreneurs will
have to contend with in their quest to survive as a business.
It’s also very important for entrepreneurs
to realize that in any market economy, unhampered by government or not, the consumer always has the upper hand in the
buying and selling negotiation. Businesses
should know this without a shadow of a
doubt. The consumer, by their buying or not
buying, determines the future of any business. There is a reason for the age-old adage that says, “the customer is always right.”
In effect, the customers are the real bosses
in the market economy and by their buying
habits force businesses to obey their orders.

If you are going to start
a business you must
understand up front that
“Uncle Sam” is going to
be your partner in the
venture.

A Closer Look At Businesses: Part I
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One of the saddest
statistics is the one
that shows that
startups by the
millennial age group
(individuals age
15-34) have been
steadily declining
since 1990.

The point being that in order to be profitable businesses must never lose sight of their
customer’s wishes and mange their affairs in
such a way that will satisfy them.
These few business traits that I have mentioned thus far are some of the more intrinsic, but there is still a lot more to consider in
growing a business. In addition to having to
anticipate the needs of the fickle consumer,
constantly competing with other businesses
in the marketplace, and dealing with excessive government regulations, there is still
business taxation and financing that must be
dealt with. These last two in particular also
pose significant problems for a young business startup, as we shall see.

BUSINESS STRUCTURES
If you are going to start a business you must

A Closer Look At Businesses: Part I

understand up front that “Uncle Sam” is going to be your partner in the venture. This is
why businesses are sometimes referred to as
taxing entities and when entrepreneurs start
out they have different accounting structures
to choose from for the new enterprise. The
main U.S. business structures as of 2018
are the Sole Proprietorship, Partnerships, SCorporations, C-Corporations, and the Limited Liability Company (LLC). The Limited
Liability Company (LLC) and the similar
PLLC (which is specially designed for professional services) are the newest business
structures that only became available in all
states in 1996.6
Selecting the appropriate business structure for a new enterprise is a very important
decision with two main considerations—
the tax rate and the creditor liability exposure. Most newly formed businesses pay the
most attention to the taxing rate aspect of
the business structure and not enough at-
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tention to the creditor liability exposure.
This is evident in the latest SBA national
statistics (2016)7, which show that 86.4%
of small businesses are sole proprietorships,
or as the name implies, a business owned
and operated by a single natural person. In
a sole proprietorship the tax passes directly
to the individual at the individual’s tax rate,
but there is no legal separation between the
individual and the liabilities of the business.
Consequently, a lawsuit from an angry creditor of the business can potentially shut down
the entire company and seize the individual’s
personal assets. This may be one explanation
for the high mortality rate of so many business startups since the majority of them are
sole-proprietorships, hence immensely vulnerable.
A partnership is a business relationship
between two or more individuals who come
together to operate a business. Each partner
contributes assets (or startup capital) and
share in the profits and losses of the business, which are recorded on each partner’s
individual tax returns. Partnerships are also
tax flow-through business entities.
Incorporating a business releases its owners from financial responsibility of business
obligations. Depending on the nature of the
business this may ultimately be the most
important factor in deciding what business
structure to use. But tax considerations require extra scrutiny when selecting either an
S-Corporation or a C-Corporation. Once
again, the nature of the business or the business’s primary strategy may be the deciding
factor on which business structure to select.
A Closer Look At Businesses: Part I

For example, businesses that have intentions on selling shares of stock as part of
their business plan will generally select a Ccorporation. This is why you find that most
large businesses, which engage heavily in
selling stock shares, are C-corporations.
The popularity of the LLC in recent years
came about from the fact that this business
structure combines the pass-through taxation benefits of a sole-proprietorship or a
partnership with the limited-liability benefits of a corporation. In effect the LLC is a
hybrid business structure.
Nevertheless, individuals considering a
startup should investigate all aspects of each
of these business structures in consultations
with professionals that can properly weigh
the selection of the business structure in
relationship to the primary strategy of the
business. Some startups will grow into very
large complex companies very quickly and
changing business structures in midstream
can be difficult and expensive, so it pays to
start off on the right foot from the beginning.

BUSINESS SIZE AND OTHER
IMPORTANT DEMOGRAPHICS
We come now to one of the most fascinating aspects of businesses and that is the matter of business size. It’s important because
it provides perspective. When we think of a
startup we naturally think in terms of a very
small business consisting of one or a few
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people. After all, it’s a startup. But we are
taken aback when we first learn that there are
28.8 million businesses in the United States
of which 23 million of them are owned and
operated by only one individual with no employees. These are the statistics put out by the
Office of Advocacy of the SBA as of June 2016.8
In fact; this government agency goes on to
define a small business as any business with
less than 500 employees, but at least one.
This represents 5.8 million small businesses.
According to the SBA numbers there
were only large businesses with more than
500 employees. The United States Census Bureau9 also provides statistics that vary slightly from those of the SBA, but not by much.
They actually go further and breakdown the
number of employees of these 18,600 larger
companies and show that there are only 981
businesses in the United States that have
10,000 employees or more. Other sources
list Walmart as the largest employer in the
US with 2.3 million employees followed by

Amazon with 566,000. Even so, out of the
total 118 million employees currently working in the US, 57 million (or 48%) are employed by small private businesses. This is an
impressive number we should not forget.
One of the saddest statistics is the one
that shows that startups by the millennial
age group (individuals age 15-34) have been
steadily declining since 1990. In other words
entrepreneurship is lower among millennials than among prior generations with predictions that it will remain relatively low for
decades into the future, according to a recent
U.S. Small Business Administration Advocacy
Research. In effect millennial entrepreneurs
are prominently missing and they represent
a population size greater than baby boomers. The trend is sad because new businesses
are the creators of both jobs and innovation
(new ideas), which translates into economic
growth for the nation. Although entrepreneurship has been rare among millennials
nevertheless some, like Mark Zuckerburg,

Besides the management
skills and talent required
to guide a business from
inception to maturity,
there is a maze of
legal structures and
government bureaucracy
that can make success
nearly impossible.
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have achieved recent remarkable success. For
others, success may be just around the corner
and that may help change future attitudes.

CONCLUSION
Small businesses are the core of the U.S.
economy, yet in examining what entrepreneurs must go through in order bring their
business ideas to fruition it’s a wonder the
mortality rate is not higher than it is. The
task is daunting and filled with all manner of
risks and uncertainties.
This article, by merely exposing some of
a business’s fundamental elements, introduces non-business owners or those possibly
considering starting up a business to a brief
summary of some of the key areas and pressure points that can spell success or failure
for a brand new business startup.
Besides the management skills and talent
required to guide a business from inception

to maturity, there is a maze of legal structures
and government bureaucracy that can make
success nearly impossible. Federal policy, especially when it fails to consider the smallness of initial startups, can easily overburden
small businesses with so much excessive regulation that just the mere cost of compliance
harms the viability of small businesses before they have a chance to get off the ground.
This of course can have a negative influence
on the attractiveness of starting a new business for others that are possibly considering
it.
Next month in Part II of this article we
will examine Financing. Financing is essential for business survival and growth and in
this next section we will examine all of the
financing options available to businesses as
well as creative alternatives that will make
this story have a happier ending, plus encourage many of you, our readers, to launch
out and become entrepreneurs—champions
of the free enterprise system.
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LARA-MURPHY REPORT: How did you go into
economics? Weren’t you originally planning on
being a mathematician? And did you go straight
into the free-market realm?
STEVE LANDSBURG: Well, I went to grad school
for math, which was then and is still my true
love. But just by coincidence, I happened to fall
in with a crowd of econ students. I lived in a
dorm where my next-door neighbor was Maury
Wolff, a brilliant econ student who gave it all
up to become one of the world’s best horseplayers. (And yes, he uses game theory.) Elsewhere
on the same floor there were several others who
were taking the first year graduate sequence,
studying with Dierdre McCloskey, Gary Becker, and Milton Friedman. Through them I met
others, and before long we had a regular lunch
group where I was the only non-economist.
They were all so starstruck and passionate that
it was impossible not to share their enthusiasm,
and I learned a fair amount of economics just so
I could keep up with the conversations and take
part in the fun.
At some point, I learned over the lunch table
that there was a lot of buzz in the economics
world about a paper by Gary Becker and George
Stigler, in defense of the proposition that “all
people have exactly the same tastes in all things
at all times and they never change.” (The wording in the paper is slightly less provocative, but
that’s how Stigler, who loved to be provocative,
first described it to me.) The paper, of course, was
meant to be taken seriously, not literally. What
they were really arguing is that when different
people make different choices, it’s a good idea
to look for explanations that don’t rely on unobservable things like tastes. I remember McCloskey scoffing at “explanations” like, “Why did the
man drink the motor oil? Because he had a taste
Economics as an Intellectual Thunderbolt

for drinking motor oil!”
At the time, I was probably looking for a way
to procrastinate over my math dissertation, so
I latched on to this and decided to do some research, looking for violations of revealed preference in British consumption data over time.
A violation would mean that the average Englishman in, say, 1910 chose to buy consumption
basket A even though consumption basket B

“Elsewhere on the same floor
there were several others
who were taking the first year
graduate sequence, studying
with Dierdre McCloskey, Gary
Becker, and Milton Friedman.
Through them I met others,
and before long we had a
regular lunch group where I
was the only non-economist.”

was cheaper (proving that he prefers A to B),
whereas the average Englishman in 1920 chose
to buy basket B even though by then, because of
price changes, basket A was now cheaper (proving that he prefers B to A). This would be evidence of a reversal in tastes. You can repeat this
experiment many millions of times by looking at
different sorts of consumption baskets—fruits,
alcoholic beverages, whatever. And it turns out
of these millions of opportunities, the number
of taste reversals you observe is exactly zero.
Now that was a very eye-catching result, not due
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to any brilliance on my part, but just because it
happened to be lying there in the data and I was
lucky enough to stumble on it. I wrote a paper
and brought it to McCloskey, who shared it
with Stigler and Becker, and soon they were all
prodding me to switch from math to economics,
which was of course immensely flattering and
exciting.

under quite general conditions, competitive
markets maximize social welfare. [Editors’ note:
“Welfare” in this context means well-being, not payments from the government.] Before you’ve studied economics, nothing could seem less likely;
once you’ve digested a few simple ideas, nothing
could seem more obvious. It’s easy to point to
examples where competition leads to disastrous

“As for whether I was a
free-market guy from the
beginning, the answer is yes,
absolutely. Part of what blew
me away about economics
was the power of the welfare
theorem—the fact that under
quite general conditions, competitive markets maximize
social welfare.”

After I finished my dissertation in math, the
Econ department at Chicago offered to hire me
as a post-doc. I was quite torn, because I was
also being offered jobs in math and I knew that I
loved both subjects. The tiebreaker was probably
the fact that I loved Chicago too—the neighborhood, the university, the city—and economics was giving me a chance to stay there. Fortunately, I’ve managed to stay involved with both
math and economics my whole life, which has
been an enormous blessing.
As for whether I was a free-market guy from
the beginning, the answer is yes, absolutely. Part
of what blew me away about economics was the
power of the welfare theorem—the fact that
Economics as an Intellectual Thunderbolt

outcomes. The fact that competitive markets (as
opposed to competition generally) manage not
only to avoid those disasters but to achieve the
best possible outcomes—and the fact that one
can easily understand why and how this happens, using some simple principles that in turn
are widely applicable to understanding so much
else—came as an intellectual thunderbolt.
I was blown away, too, by the power of Chicago-style applied price theory—the ability
to explain so much of human (and sometimes
non-human!) behavior by making a few simple
assumptions (behavior is generally driven by a
purpose; people respond to incentives; markets
must clear) and taking them seriously. The fact
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that the theory had so much explanatory power
forced me to treat all of its implications with respect, and many of those implications argue for
the power of markets as a force for good.
LMR: At the Institute of Economic Affairs (IEA)
you gave the 2017 “Hayek Lecture” on the question, “Is the world overpopulated?”1 Can you
summarize your main points?
SL: Whenever the subject of overpopulation
comes up, there’s always someone in the crowd

“There’s always someone in
the crowd who thinks he can
shut down the discussion by
asking a rhetorical question
like, “How many people can
the earth support?” That’s
the guy who has absolutely
nothing to contribute.”

who thinks he can shut down the discussion by
asking a rhetorical question like, “How many
people can the earth support?” That’s the guy
who has absolutely nothing to contribute. His
point, apparently, is that there’s such a thing as
too many people. But that tells us absolutely
nothing about whether we’ve currently got too
many or too few. After all, there’s a limit to how
much I can exercise, but you wouldn’t want to
conclude from that alone that I’m currently exercising too much.
The main point—which you can find spelled out
in my books The Big Questions and Fair Play—
is that if you want to know whether the world
has too much or too little of something, you’ve
got to start by looking at the incentives faced by
the decisionmakers. The world probably has too
much pollution, because the people who choose
to pollute don’t fully account for how their
choices affect others. We probably have too few
volunteers picking up trash along roadways, because the people who do that are not fully rewarded for the value of their efforts; many of the
benefits accrue to others. So if you want to know
whether the world has too many people or too
few, you’ve got to look at the incentives faced by
the decisionmakers who are deciding whether
or not to create more people—that is, you’ve got
to look at the incentives faced by parents and
prospective parents when they’re choosing their
family sizes.
It’s important to realize that costs and benefits
that are felt by the family are irrelevant to the
social question. Families are perfectly capable of
weighing the private costs and benefits of childbearing, and to stop when the costs (to them) of
an extra child exceed the benefits (to them). And
we have scads of evidence—across time, across
cultures, and around the world—that families

Economics as an Intellectual Thunderbolt
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“Ideas in fact are especially
valuable precisely because
they can be copied an unlimited number of times, and
each idea makes the next
idea easier to find.”

do respond to changes in those costs and benefits exactly as you’d expect them to, if they were
making rational choices. It’s only when those
costs and benefits spill over onto other people
that we have a potential social problem.
It turns out that many of the costs that people
associate with a growing population are not in
that spillover category. Take resource consumption: We all know that, insofar as you consume
only what you produce, or only what you trade
for, you’re not imposing costs on the rest of the
world. But what about all the wealth you inherit? The answer is that you’re taking that wealth
not from the world generally, but (in most cases)
from your siblings—siblings whom your parents
cared about. If your parents thought it was worth
bringing you into the world even though it was
going to cut your older brother’s inheritance in
half—and if they made that judgment even, as
is usually the case, if they cared very much about
your older brother—then there’s no reason for
anyone to second-guess that judgment.
So the big question is: When families decide to
have another child, what are the spillover (or, in
economic jargon, external) costs and benefits?
The big potential spillover costs are that the child
could grow up to be a thief, a conqueror, a major
Economics as an Intellectual Thunderbolt

polluter, or a ward of the state. Some of the big
potential benefits accrue to everyone (outside of
the birth family) who cherishes that child as a
friend, a mate, a business partner, an employer,
an employee, a customer, a supplier, or for that
matter an organizer of the local birdwatching
society. There are also huge potential benefits
from the ideas that child will generate throughout his or her lifetime, ranging from small ideas
like, “Let’s put on a play!” to big ideas like, “Let’s
make computer chips out of silicon!”
New ideas are the engines of progress; the reason
we are not now all living at the subsistence level
(as nearly all human beings did until a couple
of hundred years ago) is that around the time of
the Industrial Revolution, people started to value ideas, to invest in coming up with new ideas,
and to copy each others’ ideas. Ideas in fact are
especially valuable precisely because they can be
copied an unlimited number of times, and each
idea makes the next idea easier to find. (We’ve
just been reminded of this by the Nobel prize to
Paul Romer, who really pioneered the rigorous
modeling and measurement of how ideas drive
economic growth.)
My guess—and I can’t prove this—is that by and
large, we’re still at a point where in most cases,
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the spillover benefits of additional children outweigh the spillover costs. If that’s true, then having another child is like picking up trash in the
park—you’re not fully rewarded for it and so you
probably do too little of it. In other words, the
world is underpopulated.
Again, I’m not entirely sure that’s the right conclusion, but here’s what I am sure about: Tallying up external costs and benefits is the only
conceivable way to think usefully about this
problem. After all, even if everyone chooses to
have a dozen children and the whole world ends
up impoverished as a result, that’s not a social
problem—it’s an instance of people voluntarily

little of X?”
I just want to add that there’s some ambiguity
about what we mean by the “right” population.
In this discussion, I’ve focused on whether a larger population would make the world better or
worse for those of us who are currently alive. But
a broader view would also account for the fact
that if we increase the world’s population from
seven billion people to eight billion, an additional
billion people would receive the gift of life itself.
That could be an additional reason to support
more population growth, and if you buy into it,
then the population should be even larger than
my cost-benefit calculations would suggest.

“The way you make cars out
of wheat is this: You plow
farmland; you plant seeds; you
reap the harvest; you load the
harvest on boats and ship it
overseas to one of your trading
partners, and the boats come
back with cars on them.”

choosing the joy of a large family over the joy of
material wealth. It’s only a problem if my large
family intrudes on your life—and once again,
we’re back to tallying up the externalities.
Of course there’s a broader lesson here: Not only
is this the only conceivable way to think usefully
about the population issue, it’s the only conceivable way to think usefully about any question of
the form, “Does the world have too much or too

Economics as an Intellectual Thunderbolt

LMR: Can you explain the “Iowa Car Crop” argument for free trade (taken from your book,
The Armchair Economist)?
SL: I should say first that I stole this argument
from David Friedman, but it’s far too good not
to steal. The observation is that we have two
ways to produce cars in the United States: We
can make them out of steel, as they do in Detroit, or we can make them out of wheat, as they
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do in Iowa. The way you make cars out of wheat
is this: You plow farmland; you plant seeds; you
reap the harvest; you load the harvest on boats
and ship it overseas to one of your trading partners, and the boats come back with cars on them.
As far as its economic effects, that’s exactly
equivalent to inventing a machine that turns
wheat into cars. If that machine is outlawed—
or equivalently, if your government imposes restrictions on foreign trade—that’s good news for
the traditional car manufacturers in Detroit, bad
news for the non-traditional car manufacturers

“Finding a new trading
partner is exactly like
inventing a new technology—
it’s a machine for turning
one thing into another thing,
and it doesn’t make a bit
of difference whether the
machine is powered by gears
or by commerce.”

(otherwise known as farmers) in Iowa, and of
course bad news for every American who wants
to buy a car.
On balance, trade restrictions have to make domestic citizens collectively worse off. That’s easy
to prove with a few lines of formal argument,
but the nice thing about David’s Iowa Car Crop
story is that it’s so easy for people to grasp. Of
course it would be a mistake to ban a new technology just because it might put some people
out of work. Electric light bulbs put a lot of
Economics as an Intellectual Thunderbolt

candlemakers out of work; personal computers
caused a lot of typewriter factories to close; the
Internet has been really bad news for the people
who published twenty-volume hardbound encyclopedias. But if you say that these disruptions
were worth it, almost everyone instinctively gets
it. So here’s a chance to take that intuition and
show people that it applies more generally. Finding a new trading partner is exactly like inventing a new technology—it’s a machine for turning one thing into another thing, and it doesn’t
make a bit of difference whether the machine is
powered by gears or by commerce.
That doesn’t mean that all tariffs are ill-advised.
That’s because the government is always going
to demand a certain amount of revenue, and
they’ve got to get it by taxing something, which
always entails some deadweight loss. The problem is to spread taxes around among goods in
a way that keeps the total deadweight loss as
small as possible. Sometimes that does mean
taxing foreign goods at a higher rate than domestic goods; sometimes it means exactly the
opposite. But that’s an entirely separate set of
issues from those that are addressed by the Car
Crop story. The point of the story is that most
of the usual arguments (usual in the sense that
they’re the ones we usually here from pundits
and politicians, not from economists) are not
just bad; they’re completely indefensible.
LMR: In another one of your classic expositions,
you used an NFL analogy to explain the Lucas critique of hydraulic Keynesianism. Can you
boil down the issues for our readers in an abbreviated form here?
SL: This might be another stolen idea; my memory is hazy. I’m almost sure it emerged from
a conversation with Chuck Whiteman, but
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whether it was his idea, or mine, or whether it
somehow emerged from bits and pieces we each
contributed—or whether one or the other of us
was at that moment stealing it from someone
else—all of that is lost to the mists of history,
unless Chuck remembers (or unless someone
can point me to an earlier source).
Anyway, the story is about a National Football
League commissioner who, for some reason,
wants to discourage punting. He notices that
punting almost always occurs on the fourth
down, and figures he can therefore mostly eliminate it by changing the rules so that teams get

“The story is about a National
Football League commissioner
who, for some reason, wants
to discourage punting. He
notices that punting almost
always occurs on the fourth
down, and figures he can
therefore mostly eliminate it
by changing the rules so that
teams get only three downs.”

only three downs. To his astonishment, it doesn’t
work. Teams start punting on the third down.
The problem is that we have two competing
theories here: One is that teams typically punt
on the fourth down and the other is that teams
typically punt on the last down. If all your data
comes from a world in which the fourth down
is the last down, then there is no way, even in
principle, that your data can distinguish the true
theory from the false one. The commissioner
noticed that the data support the false “fourth
down” theory, but failed to notice that the same
data equally well support the true “last down”
theory.
How could the commissioner have done better?
Not by gathering better data! Whatever data
you collect will still fit both theories equally
well. Instead, the only sensible course is to stop
and reflect on why teams choose to punt when
they do—to build a theory of what they’re trying to accomplish and what incentives they face.
Equipped with that theory, you’re far better able
to forecast the effects of a prospective policy
change.
The Lucas Critique is the observation that, at
least in the mid-to-late twentieth century, a lot
of macroeconomists—and particularly those
who described themselves as Keynesians—
were repeatedly falling into the same trap as
our mythical football commissioner. Particular
instances of this were already well understood,
but Lucas drove home the extent to which the
fundamental error was imbedded in the fabric
of the whole Keynesian enterprise.
One well-known instance is in consumption
theory, where ample statistical evidence shows
that a person who earns an extra dollar will typi-
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cally spend an extra ninety cents and save the remainder. (There’s room to quibble over the exact
amount; take the ninety cents for illustration.)
That’s the linchpin of the traditional Keynesian model: If I can put an extra dollar in Alice’s
pocket, she’ll buy an extra 90 cent bagel from
Bob the baker, putting 90 cents in Bob’s pocket,
so he’ll spend an extra 90 percent of that to buy
a chocolate from Carol the confectioner, and on
and on we go.
But Milton Friedman had pointed out in the
1950s that there is more than one explanation
for Alice’s observed behavior. Theory One is that
every time she earns an extra dollar, she spends
an extra 90 cents. Theory Two is that every time
she earns an extra dollar she either spends the
entire thing (if she thinks her income has risen
permanently) or spends almost none of it (if she
thinks that her income has risen temporarily).
If 90 percent of all income hikes are perceived
as permanent, then, on average, Alice will spend
90 percent of all her income hikes. The data (at
least as we’ve presented it so far) can’t distinguish between the two theories. So if you really want to understand consumption behavior,
you’ve got to first think hard about what Alice
is probably trying to accomplish, and use your
insights to make some predictions about which
theory is correct. You’ll also want to come up
with creative ways to test the validity of your
framework. Friedman did this brilliantly with
consumption, and Lucas’s point was many economists had failed to grasp how desperately the
same sort of brilliance was needed for analyzing
other components of the Keynesian machine.
Lucas was guided by his own Critique when
he looked at data on the Phillips Curve, which,
throughout the 1950s and 1960s, seemed to
show a strong correlation between inflation and
Economics as an Intellectual Thunderbolt

employment. Lucas (following through on ideas
of Friedman and Edmund Phelps) observed
that most of the inflation in those decades was
widely unexpected, so the data could not distinguish between a theory that says inflation causes
employment and a rival theory that says unexpected inflation causes employment. ( Just as,
when fourth downs are always last downs, the
data can’t distinguish between a theory that says
fourth downs cause punting and a theory that
says last downs cause punting.) Lucas addressed
this problem with a deep analysis of the reasons

“The Lucas Critique is
the observation that, at
least in the mid-to-late
twentieth century, a lot of
macroeconomists—and
particularly those who
described themselves as
Keynesians—were repeatedly
falling into the same trap
as our mythical football
commissioner.”

why inflation might be related to unemployment, and changed macroeconomics forever.
LMR: You’ve got a brand new book coming out,
Can You Outsmart an Economist? (More details
available at: http://www.outsmartaneconomist.
com/) Can you summarize the contents, and
give us one or two fun examples?
SL: Oh, yeah, absolutely! It’s a book of puzzles
and brain teasers, designed to teach lessons
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about economics, statistical inference and related matters. Often the lesson is, “Think beyond
the obvious.”
Here’s one: An experimenter places two pigs in
a box. One pig is very large and the other is very
small. At one end of the box is a lever that dispenses food into a bowl at the other end of the
box—several pigs’ length away. Which pig eats
better?
The obvious answer is that the big strong pig
takes most of the food. The correct answer is
just the opposite. If the big pig presses the lever,
the little pig waits by the bowl and eats most of
the food as soon as it’s dispensed. The big pig
comes running to get his share, pushes the little
pig out of the way, and takes what’s left—which
might be just enough of a reward to get him to
push the lever again tomorrow. The small pig, by
contrast, has absolutely no incentive to push the
lever. He knows that if he does, the big pig will
wait by the bowl and won’t be pushed away.
A little bit of thinking yields the correct answer,
which, incidentally, has been verified experimentally in labs. The immediate moral is that
it can pay to be small. The bigger moral is that
if you want to predict behavior, it pays to think
carefully about incentives.
Or: Data show that physically attractive college
teachers are consistently rated more highly by
their students. Does that prove that students
care about physical attractiveness?
The obvious answer is yes, it certainly seems
that way. The correct answer is that this is exactly what you’d expect to see in a world where
some careers—not necessarily teaching—reward physical attractiveness. Beautiful people
Economics as an Intellectual Thunderbolt

“It’s a book of puzzles and
brain teasers, designed
to teach lessons about
economics, statistical
inference and related matters.
Often the lesson is, ‘Think
beyond the obvious.’”
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“So of course the
more beautiful
teachers are, on
average, doing a
better job.”

have a natural competitive edge in modeling,
acting, and retail sales. Therefore (on average of course) a beautiful person who chooses
to teach is a person who gave up a lot of other
good opportunities—presumably because he or
she really prefers teaching. By contrast, the less
beautiful teachers (again on average) might be
in the classroom just because they’re not wanted
anywhere else. So of course the more beautiful
teachers are, on average, doing a better job.
There are many others. When a university (in
this case the University of California at Berkeley) admits 46% of its male applicants and only
30% of its (equally qualified) female applicants,
can we infer gender discrimination? The lawyers who brought suit against Berkeley certainly
thought so—until it was revealed in court that

the discrepancy is entirely explained by the fact
that women were applying disproportionately
to the most selective programs at Berkeley. In
the department that took only about 6% of its
(male and female) applicants, three out of five
applicants were female. In the department that
took roughly 65% of its (male and female) applicants, 353 of the 370 applicants were men.
Sometimes the fun is in recognizing a puzzle
that everyone else has overlooked. Why do people stand still on escalators but not on stairs?
Why aren’t all buildings the same height? Why
does Sony care whether its TVs are sold at a discount? You might think that the only puzzle is
why anybody would raise questions with such
obvious answers. But the obvious answers are
wrong. To find out why, buy the book!2

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

FEBRURARY 6-7, 2019
BIRMINGHAM, AL

Lara and Murphy present at the IBC Practitioner Think
Tank

FEBRUARY 16, 2019

Murphy speaks on the economy for Mises Institute

ORLANDO, FL

SOME EVENTS MAY BE CLOSED TO GENERAL PUBLIC.
FOR MORE INFORMATION ON EVENTS CONTACT: RPM@CONSULTINGBYRPM.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
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+
FUND YOUR OWN

BAILOUT
If you don’t like giving large sums of money to banks and mortgage companies to
finance your cars, homes, boats, capital expenditures for business needs or any thing
else you need to finance, then you are going to really like this alternative. The rebirth
of 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.

