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WHAT THE PUBLIC NEEDS TO KNOW ABOUT 

WILLIAM NORDHAUS 
AND THE UN’S CLIMATE 
CHANGE AGENDA
BY  Robert  P.  Murphy

William Nordhaus is one of this year’s 
economics Nobel winners, for his work 
on climate change. Ironically, his own 
model shows the UN’s latest goal would 
be a cure far worse than the disease.

Economic  Deep  End

THE WEALTH EFFECT
BY  L .  C arlos  L ara

The height of the stock market and 
even the strength of the dollar itself 
ultimately rest on public confidence 
in our financial system. And right now 
there’s not much to be confident about.
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Interview 

Gary Wolfram is Murphy’s old teacher 
at Hillsdale College. He has a wealth of 
economic wisdom, derived from theory 
and from experience in politics.
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Learn more in person from Lara, 
Murphy, and other Austrian economists, 
at these upcoming appearances.

LARA-MURPHY REPORT
Mises stressed the primacy of change 
in the life of acting man. Much of 
modern economics goes awry when 
it focuses on a static condition and 
neglects money and entrepreneurship 
in dealing with change.
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“In the universe there is never and nowhere stability and immobility. 
Change and transformation are essential features of life. Each state of 
affairs is transient; each age is an age of transition. In human life there 
is never calm and repose. Life is a process, not a perseverance in a status 
quo. Yet the human mind has always been deluded by the image of an 
unchangeable existence.” 

— Ludwig von Mises

People are uncomfortable with change. The primary reason for this 
discomfort is that it forces an adjustment to the modifications of the 
new environment. It particularly irritates the lethargic types who also 
have to adapt to new ways of thinking. Thinking, especially sound 
sober deliberation, can be exhausting. Change will also harm special 
interest groups and endangers established forms of production and 
consumption. The way things are now is preferred.

Mises points out that long ago the outstanding examples of the type 
of people that exemplified this group were the aristocrats, the priests, 
the poets, and artists who looked down on the activities of the 
businessman as “unintellectual moneymaking.” In their arrogance they 
failed to see the intellectual capacity and thinking power required to 
operate a successful business enterprise. 

The beauty of capitalism, Mises points out, is that it provides an 
individual the chance to show initiative in new and dynamic ways. 
Profit is the prize of successful departure from the established norm. 
Loss is the punishment to those who hold on to outdated practices. 
Yet the sovereign consumers limit the businessman’s opportunity. 
All the businessman’s display of initiative can be in vain if it is not 
recognized by a sufficient number of satisfied customers. “Capitalism 
is essentially a system of mass production for the satisfaction of the needs of 
the masses.”
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Lara-Murphy Report

In much the same way our implementation of Privatized Banking is 
a system of mass production. It is implemented by the individual for 
his satisfaction, then naturally passed on one person at a time with 
the indirect intent of ultimately satisfying the masses. Managers of 
households and businesses are taught how to effectively secede from 
the established fraudulent commercial bank and Wall Street nexus 
into a new alternate system of “banking” that can free them from the 
financial stranglehold of our corrupt financial environment.

Its implementation removes the frustration and need to rant against 
our government. It frees us from the need to picket the streets 
demanding political and monetary policy changes, or to argue and 
debate with our economic adversaries. This solution is so simple 
and peaceful that it spreads on its own, once people experience its 
powerful capitalistic principles for themselves. 

Thousands are having their lives changed daily as they become a 
part of this great movement that, when it finally reaches its critical 
mass, will pour out as an unstoppable evangelistic explosion. It’s that 
powerful!

Will you consider joining us? It is the masses, when empowered by 
Nelson Nash’s Infinite Banking Concept (IBC), that will determine the 
course of our history, but its initial movement must start with you. If 
you are already with us on this quest, we can’t thank you enough for 
being a part of the 10%!

Yours truly,

Carlos and Bob
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As of this writing, the S&P 500 is down about 8 percent in the month of October alone. Many 
of the pundits on CNBC continue to assure viewers that “the fundamentals” are strong, but this is 
where we have a fundamental disagreement. Consider the following chart of 10-year and 2-year 
Treasury yields:

Brutal  O ctober  for  Stock s

It’s charts such as these that analysts use to determine if the yield curve “inverts.” Specifically, when 
the 2-year yield (red line) jumps above the 10-year yield (blue line), the yield curve is inverted. Since 
World War II, this type of outcome has “predicted” an ensuing recession, with uncanny accuracy. In 
the chart above, you can see that the gray recession bars follow a yield curve inversion.

Now notice the present situation, where the 2-year is flirting with the 10-year yield. In terms of 
Austrian business cycle theory, we would say that as the Fed continues to tighten monetary policy, 
short-term interest rates rise while long-term rates (which reflect price inflation as well as tightness 
in the credit markets) may stay flat or even fall. Thus the Fed will bring to a close the unsustainable 
boom period that its unprecedented period of near-zero interest rates have fostered since the crisis 
of 2008.
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As we’ve been warning for years, the Fed has painted itself into a corner. As everyone from Donald 
Trump to the editorial board of the WSJ to the man on the street worries that continued rate hikes 
will crash the stock market, the central bank may find it impossible to postpone its announced 
schedule for tightening. This is because, at long last, wages (measured in nominal money terms) are 
finally growing at pre-crisis rates. Specifically, wages and salaries in private industry for September 
were up 3.1 percent over the prior 12 months. (CNBC headlines refer to this as the biggest jump 
“in a decade” but they seem to be ignoring one particular month more recently.) In any event, this is 
definitely a sign that standard “inflationary pressures” are rising, meaning that the Fed can’t be too 
carefree with maintenance of low interest rates.

Wage  Pressures  Building

To give just one other example of mounting problems, consider: According to CNBC, Southern 
California has suffered “its worst housing slump in over a decade.” Specifically, in September, the 
“number of new and existing houses and condominiums sold” is down almost 18 percent compared 
with September 2017’s numbers. That’s the worst hit for a September since 2007, when the chickens 
from the housing bubble were coming home to roost.

For those who haven’t seen it yet, please watch our video, “How to Weather the Coming Financial 
Storms,” available at: https://lara-murphy.com/video0916/. 

SoC al  Real  Estate  in  Trouble



8 L M R  O C T O B E R  2 0 1 8



9 L M R  O C T O B E R  2 0 1 8

What the Public Needs to Know About William Nordhaus and the UN’s Climate Change Agenda
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I realIze the tItle of my artIcle thIs 
month may sound uncharacteristically pro-
vocative and “click-baity” (for those familiar 
with that social media term), but it accu-
rately summarizes what I wish to convey to 
the LMR’s readers. In my capacity as Chief 
Economist for the Institute for Energy Re-
search (IER), I have specialized in the eco-
nomics of climate change for more than a 
decade. The recent awarding of the Nobel 
Memorial Prize in Economics to William 
Nordhaus, and the simultaneous release of 
a United Nations “Special Report” on mea-
sures to limit global warming, underscore 
the chasm between the peer-reviewed re-
search versus how the press is reporting on 
what “the experts” say.

To put it bluntly, the guy who just won the 
Nobel for his work on climate change has 
spent decades building a model that says 
the UN’s latest recommendations would be 

terrible for humanity. And yet only a few 
pieces in the Wall Street Journal and more 
obscure outlets even report on this. Even 
Nordhaus himself diplomatically answers 
interview questions to maintain the farce 
that the UN’s climate change agenda makes 
economic sense.

To be clear, I am not a “climate denier”—
which of course is a loaded term, designed to 
bully skeptics into silence. What I am say-
ing is that the peer-reviewed research that 
the UN itself cites, shows that the UN’s an-
nounced targets would cause many trillions 
of dollars worth of economic harm above 
and beyond spared climate change damages.

The Brittle Chain Leading to Aggressive 
Government Action on Climate Change

In a residential neighborhood in Chicago, 
I’ve seen signs covering lawns that pronounce 

What the Public Needs to Know About William Nordhaus and the UN’s Climate Change Agenda

To put it bluntly, the guy who just won the 
Nobel for his work on climate change has 
spent decades building a model that says 
the UN’s latest recommendations would be 
terrible for humanity.

several “bullet points” 
from a progressive 
Democratic perspec-
tive. In addition to 
declaring slogans 
such as “Black Lives 
Matter” and “No Per-
son Is Illegal,” these 
lawn signs say, “Sci-
ence Is Real.” (I am 
quoting from mem-
ory but I definitely 
have the spirit cor-
rect.) In context, I am 
quite certain that the 
people who made/
post the signs are de-
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claring their opposition to 
Republican politicians who 
have expressed sympathy 
for creationism and/or have 
expressed doubts about car-
bon taxes and other policies 
to discourage fossil fuel use.

This is a very effective rhe-
torical strategy, and yet it is 
extremely inaccurate. You 
may have heard that “97% of 
scientists” agree on climate 
change. But if you look up 
the source of such a figure, it 
means something like, “97% 
of the surveyed scientists 
agree that human-caused 
emissions of greenhouse 

1. The globe is getting warmer since 1750.

2. Human activities are at least partially 
responsible for this global warming.

3. The “natural” warming that will occur 
without government intervention at 
some point will be (or already is), on 
net, detrimental to human welfare.

4. It would be helpful to human wel-
fare if governments around the world 
were given the power to implement a 
uniform set of policies to coerce peo-
ple into emitting a smaller amount of 
greenhouse gases.

5. It would make Americans better off 
if the U.S. government were given the 
power to unilaterally engage in such 

What the Public Needs to Know About William Nordhaus and the UN’s Climate Change Agenda

In addition to declaring slogans such as “Black Lives 
Matter” and “No Person Is Illegal,” these lawn signs 
say, “Science Is Real.”

gases are at least partially responsible for 
raising the average global temperature since 
1750.” Neither I nor the “skeptic” climate sci-
entists who are quoted by free-market think 
tanks have a problem with that statement, so 
that makes us part of the “consensus.”

What’s happening here is a classic bait-
and-switch. Activists cite very bland re-
sults—based on simply chemistry and 
physics—and then jump effortlessly to the 
radical conclusion that governments around 
the world should try to limit global warming 
to 1.5 degrees Celsius, which might require 
a fundamental transformation of life for bil-
lions of people.

In reality, here is a more transparent chain 
showing the various links in the argument:
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“climate mitigation policies,” even if 
other governments didn’t reciprocate.

6. The U.S. government has the moral 
right to implement policies regarding 
climate change.

I personally endorse claims 1) and 2), and 
I’m agnostic about 3). (Keep in mind that 
as the world gets warmer, fewer elderly peo-
ple die in the winter, and that higher CO2 
concentrations are good for agriculture.) 
I definitely disagree strongly with claims 4) 
through 6).

Now of these claims, the only ones that nat-
ural scientists (like chemists, physicists, and 
those called “climatologists”) have expertise 
in, are 1) and 2). Claim 3) definitely involves 
the natural science of climate change, but it 
also involves economics. Claims 4) through 
6) involve much more economics, and what 
might be called political economy, and even 
political philosophy. Just because someone 
has published a computer simulation of sea 
ice levels through the year 2300, doesn’t 

make him qualified to weigh in on these lat-
ter claims.

Nordhaus vs. the United Nations

Those who follow such news announce-
ments might have noticed that on Monday, 
October 8, the UN announced a “special re-
port” on various ways that governments of 
the world could try to limit global warming 
to 1.5 degrees Celsius. (These figures usually 
mean cumulative warming since a pre-indus-
trial benchmark temperature, say in the year 
1750. Already the world has warmed about 
1 degrees Celsius.) The following snapshot 
shows the Guardian headline,1 which was 
typical in that news cycle:

 The backdrop here is that the Paris Agree-
ment on Climate Change2—drafted in late 
2015 and signed by virtually all nations of 
the world in April 2016—officially adopted 
a goal of limiting climate change to un-
der 2 degrees, but wanted to shoot for 1.5 
degrees. Then the United Nations’ special 

What the Public Needs to Know About William Nordhaus and the UN’s Climate Change Agenda

Figure 1. Example of Popular Media Treatment of UN Report
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of a 1.5°C target for global warming.

The only problem is, Nordhaus’ work does 
no such thing. Things get technical pretty 
fast here; I refer the interested reader to my 
IER columns on this issue for more details.5 
But for our purposes here, let me reproduce 
a very damning figure from a recent academ-
ic publication from Nordhaus, in which he 
showcases the results from the 2016 calibra-
tion of his model.

In my Figure 2 (which I have reproduced 
from what was Figure 4 in a version of Nord-
haus’ article, available online), the blue “Opt” 
line shows what happens with temperatures 
under an “optimal” carbon tax, which Nord-
haus recommends. Notice that Nordhaus is 
not a laissez-faire guy; he wants the govern-

What the Public Needs to Know About William Nordhaus and the UN’s Climate Change Agenda

body, the Intergovernmental Panel on Cli-
mate Change (IPCC), was instructed to give 
guidance on how the governments of the 
world might meet the ambitious 1.5°C tar-
get. That was the special report3 that the UN 
released on October 8, the same day that the 
Nobel Memorial Prizes in Economics were 
announced.

The popular media accounts (such as the 
NYT4) linked Nordhaus’ award of the No-
bel, with the UN report. This seemed to fit 
the standard narrative beautifully: Nordhaus 
wins the Nobel for his pioneering work on 
the economics of climate change, and the 
UN relies on the cutting edge science, right? 
So it would only stand to reason that Nor-
dhaus’ work backs up the UN’s calls for mas-
sive government intervention in the pursuit 

SOURCE: William Nordhaus (2017)6
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ments of the world to enact a tax on green-
house gas emissions in order to slow climate 
change.

Even so, look at the blue line in Figure 2: It 
reaches 3.5 degrees of warming by the year 
2100. That is a full two degrees Celsius above 
the UN’s latest announced goal.

I realize that to an outsider, this might not 
seem like a big deal, but the difference is 
enormous. To give you some idea, the UN’s 
own estimates imply that if we were just go-
ing to levy a tax in order to make emissions 
drop enough to hit the UN’s goal, then it 
might take a tax on gasoline at something 
like $40 per gallon in a decade or two, in or-
der to induce the right behavior from indi-
viduals and businesses. (Again, refer to my 
IER articles, linked in the footnotes, to see 
the full explanation.)

Conclusion

The economics of climate change is a very 
technical, complex subject. It is true that cer-
tain commentators on the right in U.S. poli-

tics have said ill-informed things like “cli-
mate change isn’t real.” 

However, activists have themselves con-
tributed to this problem, when they try to 
link the very notion of “the climate is chang-
ing” with the claim that “governments ought 
to take measures to slow the process.”

Beyond the rhetoric of commentators, we 
have a much more serious problem in which 
popular media outlets lead the public to be-
lieve that, say, the work of new Nobel lau-
reate William Nordhaus upholds the UN’s 
latest call for aggressive measures on climate 
change. Yet as I’ve shown above, this is not 
true at all. Although Nordhaus is a conven-
tional mainstream economist who favors a 
carbon tax, his own model shows that the 
UN’s policy goal would cause trillions of 
dollars in net damage to humanity. 

Yet such is the poor state of news coverage 
in this country that I might be labeled a “sci-
ence denier” in some quarters for pointing 
out this inconvenient truth.

What the Public Needs to Know About William Nordhaus and the UN’s Climate Change Agenda
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cy is the exact opposite. The Japanese people 
trust the yen so much they literally hoard it. 
In fact, the Japanese savings rate is an in-
credible 51% as of June 2018! Compare this 
to our meager 3.1% savings rate here in the 
U.S. and we can’t help but to be surprised. It 
seems inexplicable that its society should be-

one of the greatest awakenIngs we 
can experience happens when we recognize 
that our monetary systems rest entirely on 
our confidence. In other words, when ana-
lyzed from a purely materialistic viewpoint, 
our beliefs in the financial strength of the 
U.S. dollar and the U.S. Treasury are what 
actually keeps our economy propped up. Our 
trust in these monetary instruments sustains 
us.

But since confidence is psychological in na-
ture it is immensely fragile and can, under 
certain conditions, evaporate in the minds 
of people in an instant. We have plenty of 
historical evidence to back up this claim and 
we don’t need to go back any further than 
the 2008 financial crisis to prove this to our-
selves. The idea that “this time it will be differ-
ent” has been proven wrong time and again.

Of equal importance is understanding that 
confidence in a nation’s money is built up in 
a society over time and eventually becomes 
a self-reinforcing mechanism. But once that 
confidence is lost it’s nearly impossible to 
win it back. The country of Venezuela is the 
most recent example of a currency crash that 
was caused by the people’s loss of trust in 
their government’s money. Long before the 
recent Venezuelan events in current head-
lines, its citizens had already abandoned the 
bolivar and considered it to be so worthless 
that they got rid of it as fast as they could by 
trading it in the black market for U.S. dol-
lars. 

Alternatively, the confidence the Japanese 
people display toward their country’s curren-

Since confidence is psycho-
logical in nature it is immensely 

fragile and can, under certain 
conditions, evaporate in the 

minds of people in an instant.

The Wealth Effect

have in this way especially after two decades 
of continuous Quantitative Easing (QE) by 
their central bank, which has by now mone-
tized half of the country’s debt, and has done 
it all with negligible signs of price inflation! 
What’s going on? The Japanese seem to be 
of a mindset that keeps them from spend-
ing their money. Consequently, this self-en-
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affairs. No matter what our particular invest-
ment strategy may be, or what methods we 
plan on using to weather the coming financial 
storms, the recognition of the frailty of this 
trust factor in our monetary systems must be 
front and center in our thinking at all times 
as we analyze the market forces that play out 
daily in our own economy. If our currency 
should ever fail it will be because confidence 
in it has evaporated. Consequently, our over-
all financial strategy should include a rem-
edy for that particular event should it occur. 

Since this is certainly an important fac-
tor in the management of our economic re-
sponsibilities I am often asked if there is one 
main barometer for measuring the changing 
attitudes of people regarding this confidence 
issue and the currency, especially now under 
our present economic environment. 

Understanding the Consumer 
Price Index (CPI)

Gauging the direction of the national and 
global economy is the work of economists 
and the number of indicators they use to 
predict these directions is as varied as the 
different economic schools of thought to 
which they belong. But certainly one indica-
tor that has been used by all of them since it 
was first established in 1913 is the Consumer 
Price Index (CPI).1 

The CPI is a way to measure the “cost of 
living,” or what is often referred to as the 
“purchasing power of our currency.” The CPI 

forcing mechanism may have contributed to 
keeping consumer price increases in check. 

It’s as though the people of Japan have ad-
justed to their economic reality of low, and 
even negative interest rates, since anyone 
under 40 has never really known anything 
any different. To be clear, Japan’s problems 

The Wealth Effect

The recognition of the frailty of 
this trust factor in our monetary 
systems must be front and center 

in our thinking at all times.

are much more numerous and certainly more 
complex than what I am stating here, but the 
psychological conditioning aspect that seems 
to be harnessing prices cannot be ignored. 
And, because it is mental in scope, we should 
also recognize that this mindset could easily 
vanish in a flash, especially if the yen’s pur-
chasing power should suddenly decline. 

This brings us back to our own domestic 



18 L M R  O C T O B E R  2 0 1 8

ened to spiral out of control. 

Federal Reserve Chairman Paul Volker 
acted quickly and decisively by increasing 
interest rates in order to stop price infla-
tion’s dangerous spread. His actions were 
tough and literally shocked the nation into 
submission, including myself in my own 
personal business affairs. His actions sent 

examines the weighted average of certain 
prices of a basket of consumer goods and ser-
vices, like food, beverages, apparel, housing, 
medical care, recreation, and transportation, 
just to name a few. 

But you must also be aware that the CPI 
also excludes certain other prices such as in-
vestments (stocks, bonds, mutual funds, etc.), 
life insurance and real estate. Due to this dis-
crimination in prices the CPI can at times be 
puzzling, even to the sophisticated bankers 
of the Federal Reserve because predicting its 
direction is not an exact science. This may 
be because individuals are subjective in their 
decision-making, especially when it comes 
to how they spend their money. These deci-
sions are emotional decisions.

What we can understand from the CPI is 
that when CPI prices rise, it means that our 
cost of living has gone up because the pur-
chasing power of our money has declined. 
Obviously, this can create a very negative at-
titude among all of us and has a very direct 
effect in our confidence factor toward our 
money and, by extension, our government. 
Hence, “price inflation” is dreaded by every-
one so a close watch is constantly kept on 
its up or down movements, especially by the 
Federal Reserve.

Recalling one event from history can em-
phasize this case in point. After President 
Nixon closed the gold convertibility window 
internationally ending the Bretton Woods 
Agreement of 1945, inflation in the United 
States and abroad soared. It reached 14.8%2 
here in the U.S. in March of 1980 and threat-

The Wealth Effect

You must also be aware that 
the CPI also excludes certain 

other prices such as investments 
(stocks, bonds, mutual funds, 
etc.), life insurance and real 

estate.

the commercial bank’s prime rate spiraling 
upwards to 21½% at one point! Millions of 
Americans were devastated, but eventually, 
over time, the CPI settled into the 2% to 
3% range as an annual increase that we now 
have, and confidence in the nation’s mon-
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effect that would “help increase confidence”4 in 
our economy. Keep in mind that we were 
struggling to emerge from a serious reces-
sion during the time of this program. More 
specifically, the ongoing purchases of over 
$2 trillion in U.S. Treasuries and Mortgaged 
Backed Securities by the Fed, beginning in 
2008 and ending in 2014, was intended to 
make stock prices rise and Bernanke noticed 
with approval that “long term interest rates fell 
when investors began to anticipate this addi-
tional action,”5 on the part of the Fed each 
quarter.

etary system was eventually restored.

However, Consumer Price Inflation as re-
flected by the CPI is vastly different from 
the price inflation attributed to the other as-
set classes not included in the basket of pric-
es of the Consumer Price Index. Here I refer 
to stocks, bonds, mutual funds, real estate, 
in fact, the entire spectrum of investments, 
which are left completely out of the CPI. 

Point being that the Federal Reserve’s 
near-zero interest rates and QE program di-
rectly inflated these specific asset classes over 
the past decade. This is where the real eco-
nomic harm has been committed and where 
the real danger currently lies. When these 
inflated asset prices reverse course, which is 
only a matter of time before they do, it will 
create immense havoc for commercial banks 
as a starting point and potentially spread to 
the entire financial system as a whole. This is 
why Bob and I have stated repeatedly that all 
that Ben Bernanke’s QE Program actually 
accomplished was to set us up for a much 
bigger financial meltdown than what we all 
experienced in 2008.

The Wealth Effect

In Chairman’s Ben Bernanke’s Op-ed col-
umn for The Washington Post dated Novem-
ber 5, 20103 he made it perfectly clear that 
his near-zero interest rate policy and QE 
program would directly drive up prices in 
the the stock market, and that it would be 
done deliberately in order to create a wealth 

The Wealth Effect

Federal Reserve Chairman Paul 
Volker acted quickly and deci-

sively by increasing interest rates 
in order to stop price inflation’s 
dangerous spread. His actions 

were tough and literally shocked 
the nation into submission, in-
cluding myself in my own per-

sonal business affairs.
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anemic returns. Additionally, due to the cri-
sis, many companies stopped paying divi-
dends to their stockholders. In order to pre-
vent a sell off of their company shares many 
companies used the Fed’s low interest rates 
to issue their own corporate bonds and used 
the cash to buy back their own corporate 
shares.

By reducing the number of outstanding 
shares, a company’s earnings per share (EPS) 

ratio are automatically increased. This cre-
ated a quick fix to their financial statements 
and made them look more attractive to stock 
investors. Other corporations, however, used 
the cash to buy out competitors. But many 
of these corporate acquisitions may have 
over leveraged these companies by carrying 
two, three, and even up to five times more 
debt than their company earnings (before 
interest, taxes, depreciation and amortiza-
tion—Ebitda). Yet many of their bonds were 
still given a BBB investment grade rating by 
the rating agencies.

I have repeatedly watched Bob Murphy 
show audiences exactly how Ben Bernanke 
inflated the stock market, as well as how 
other Fed Chairmen before him did the very 
same thing. But not only was the stock mar-
ket artificially inflated, so was the real estate 
market! As Ben Bernanke made clear, “…
Lower mortgage rates will make housing more 
affordable and allow more homeowners to refi-
nance.”6 When interest rates are kept incred-
ibly low, real estate speculators cannot resist 
the availability of cheap money and will take 
actions that will naturally drive up real estate 
prices on a national scale.

But the one stimulus that Ben Bernanke 
says the QE program will directly impact 
are bond rates. “Lower corporate bond rates 
will encourage investments.”7 Indeed! When 
yields are at nearly zero for a prolonged peri-
od of time, fixed income (bond) investors are 
forced to chase after yields anywhere they 
can find them, which motivates corporations 
to arbitrage the cheap Fed money against the 
going market rate by issuing their own cor-
porate bonds. This type of cocktail mixture 
can become lethal as it stimulates the “junk 
bond” market, which it has done. Unfortu-
nately, for some companies it has grown into 
a potential $1 trillion dollar time bomb! 

The Fed’s Cheap Money Can Be 
Deadly

During the economic recession associated 
with the 2008 financial crisis, many corpo-
rations experienced weak sales growth and 

The Wealth Effect
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The Wealth Effect

Levered Up: CHART10

Many companies used the Fed’s low in-
terest rates to issue their own corporate 

bonds and used the cash to buy back their 
own corporate shares.

Bloomberg intelligence iden-
tified “50 of the biggest cor-
porate acquisitions over the 
last five years and found that 
they contributed to a surge in 
debt rated bottom investment-
grade tier (BBB) bonds that 
pushed their leverage to levels 
typical of junk-rated peers.”8 
These bonds now represent al-
most 50% of the $2.47 trillion 
of U.S. corporate debt rated in 
the BBB market. As Bloom-
berg analysts see it, “Any hic-
cup in the economy or exodus 
of investor cash will lead to a 
surge of downgrades to junk 
rating. And if it were to hap-
pen en masse, it could over-
whelm the $1.3 trillion U.S. 
speculative-grade debt market 
and potentially cause the weak-
est borrowers to lose access 
to capital.”9 When deprived 
of cash and credit a company 
cannot survive.

Assets Are 
Collateral For 
Lenders

Keep in mind that assets 
support loans. Consequently, 
when assets are inflated in the 
way they are now, not only does 
everyone feel “wealthier,” but 
it also promotes bigger loans. 
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But what happens when these assets deflate? 
Suddenly the borrower’s collateral will no 
longer cover the loan. This forces banks and 
other lenders to act to seize and protect their 
collateral. 

Since commercial banks tend to over col-
lateralize themselves thereby becoming the 
secured creditor in bankruptcy proceedings, 
banks will deliberately push many compa-
nies into these courtrooms in order to get 
paid. But if the rout in asset deflation occurs 
en masse then banks will have a much big-
ger problem to face, which is investor panic 
and bank runs. If the rout is severe enough 
it can have a devastating effect on the entire 
U.S. financial system due to the systemic risk 
problems inherent in banks.

This is why a program of low interest rates 
and QE cannot be maintained forever and 
the Federal Reserve knows this all to well. 
While they can temporarily inflate asset 
prices to psychologically give us that artifi-
cial wealth boost they also know it can go 
too far and, in fact, it already has. This is why 
they are persistently raising interest rates de-
spite President Trumps’ displeasure. 

In response to these interest hikes the stock 
markets are reacting wildly and real estate 
sales are slowing down. The trick, of course, 
is to bring these asset prices down gradually 
and somehow avoid the dreaded panic that 
sets off the bank runs. The problem is that 
when matters get to where they are now, it’s 
every man (investor) for himself and that’s 
when our individual actions, when done en 
masse, create the avalanche.

Are we there yet? As always this is difficult 
to pinpoint precisely. For example, and just to 
illustrate the varying sentiments that are tied 
to stock market investing: Recently, there 
were flash reports circulating from several 

The Wealth Effect

When assets are inflated in the 
way they are now, not only does 
everyone feel “wealthier,” but it 
also promotes bigger loans. But 
what happens when these assets 
deflate? Suddenly the borrower’s 

collateral will no longer cover 
the loan.

news sources that individual stock investors 
(that is, “Mom and Pop” investors) had for the 
past several weeks been the ones buying the 
“dips” after each major stock market plunge 
while institutional and hedge funds were the 
net sellers! (This is data gathered from Bank 
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of Americas’ Merrill Lynch Brokerage Ser-
vices.).11

I don’t know about you, but this news 
strikes me as so unbelievable that I don’t 
even know how to properly comment on 
it except to call it pure gullibility—a sort of 
“pin the tail on the donkey,” scenario. Unfor-

of diverse investor attitudes. This one comes 
from an emergency phone call that was re-
ceived by my attorney just three days ago. He 
is allowing me to share it with you because it 
was a message that was very hard for him to 
believe since it came from his stockbroker—
and stockbrokers normally don’t say this sort 
of thing. Basically, he told my attorney and 
I quote— “sell every stock position you own— 
immediately!” 

One thing is certain, we cannot ignore 
that the stock market as well as the real es-
tate market are very emotional markets and 
we never know when human sentiment to-
ward them will change all at the same time. 
Nevertheless, as the stock market continues 
to lose ground most sophisticated investors 
are beginning to realize that they could now 
lose serious money in the stock markets, so 
thoughts of capital preservation are definite-
ly reaching a new high. Risk-reward strate-
gies are shifting. There is movement toward 
the safety and quality found in short term 
U.S. Treasuries where yields are now rising 
above the CPI’s inflation barometer. 

Even so, it’s still all a dicey maneuver mov-
ing capital away from risk to safety before it 
all comes crashing down all around you. It’s 
like a game of musical chairs and you defi-
nitely don’t want to be the last man standing. 

Conclusion

Trying to time the stock market is impos-
sible, but as the markets rise and fall more 

The Wealth Effect

If the rout in asset deflation oc-
curs en masse then banks will 

have a much bigger problem to 
face, which is investor panic and 

bank runs.

tunately, this is nothing new. I have actually 
witnessed this sort of behavior before, just 
prior to the 2008 crisis, but one would think 
that people would eventually learn not to do 
this sort of thing.

Add to this example another case in point 
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precipitously each time it’s difficult not to 
begin anticipating when its time to cash out. 
As long as we have an equal amount of buy-
ers and sellers the sloshing back and forth 
can continue for some time, but once the di-
rection is all selling, each of us will know if 
we acted in time, or not.

Bob’s and my strategy for these turbulent 
times has not changed and has actually be-
come more relevant than ever as the time of 
reckoning draws nigh. It’s a simple yet well-
balanced formula divided into three easy to 
understand steps. These steps can be found in 
many of our LMR articles or you can simply 
watch the video How To Weather The Coming 
Financial Storms, which you can find here: 
https://lara-murphy.com/video0916/ to gain 
an understanding of its fundamentals.

It all boils down to this. At its very essence 
our economic philosophy rests in our belief 
in learning to become our own bankers. To 
learn the origins and theory of this amazing 
concept read the book that started it all, Be-
coming Your Own Banker by R. Nelson Nash: 
https://infinitebanking.org/product/becom-
ing-your-own-banker/ 

Also, read our newest book that covers all 
these privatized banking principles in a fresh 
new light, The Case For IBC—How To Se-
cede From Our Current Monetary Regime One 
Household At A Time, by R. Nelson Nash, L. 
Carlos Lara and Robert P. Murphy, PhD: 
https://www.amazon.com/Case-Nelson-
Carlos-Robert-Murphy/dp/0999778609 

It’s not too late to get started and the posi-
tive results are incredibly quick. There is a 
way out of this flawed monetary system and 
the sooner you incorporate it into your own 
financial affairs, the sooner you can relax.
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Editors’ Note: Robert Murphy had Dr. Wolfram as a professor as an undergrad at 
Hillsdale from 1994-1998, and as a colleague when he taught at Hillsdale from 2003-
2006.

Lara-Murphy Report: How did you learn about Austrian economics?

Gary Wolfram: It was a little different than most stories. I was attempting to 
qualify for the Olympic Trials in the marathon so was able to get a one-year vis-
iting position at Washington State University where the world record holders in 
every track distance event were running. One day I was in the library and came 
across a book titled Human Action. For some reason I took it off the shelf and 
opened it to the chapter on markets and began reading it. I thought, “This is the 
best description of how markets work that I have ever seen.” So I took it out of 
the library and began reading it. This led me to read more Mises and Hayek and 
I eventually became enamored with the field.

LMR: You are also heavily influenced by the Public Choice school of econom-
ics. What are their contributions, that supplement the insights of the Austrians?
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Gary Wolfram is the William E. Simon Professor of Eco-
nomics and Public Policy, as well as the Director of 
Economics and Political Economy at Hillsdale College. 
As president of Hillsdale Policy Group, Dr. Wolfram is a 
consultant specializing in taxation and policy analysis. 
His recent book is titled, A Capitalist Manifesto: Under-
standing the Market Economy and Defending Liberty. 
Dr. Wolfram’s public policy experience includes serving 
as Congressman Nick Smith’s Chief of Staff, Michigan’s 
Deputy State Treasurer for Taxation and Economic Policy 
under Governor John Engler, and Senior Economist to 
the Republican Senate in Michigan. Wolfram received his 
Ph.D. in Economics from the University of California at 
Berkeley, and has taught at several colleges and univer-
sities, including Mount Holyoke College, The University 
of Michigan, and Washington State University. He has 
contributed to national publications such as The Wall 
Street Journal, Forbes, Human Events, American Specta-
tor, and National Review. He was named Hillsdale Col-
lege’s Professor of the Year for 2004 and received the 
Emily Daugherty Award for Teaching Excellence in 2011. 
In 2003, Michigan Runner magazine also named him one 
of the top 25 runners in Michigan of the past 25 years.
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GW: Mises in his little 1927 book, Liberalism, points out that once government 
intervenes in the market it creates unintended consequences. He points out that 
this leads to demand for more government action to deal with the unintended 
consequences, and then further government intervention until you get central 
planning. This analysis from Mises is a precursor to Public Choice theory. 

Public Choice theory focuses on the political process and problems with “gov-
ernment failure” rather than “market failure.” Mises, again in Liberalism, explains 
why limited government is a foundation of liberal thought. You are much more 
likely to believe in limited government when you understand that rationally ig-
norant voters will elect representatives who respond to all sorts of incentives 
related to the demands of special interest groups, than if you see “government” as 
the person who went to benevolent dictator school.

Legislation is a Battle

“Public Choice theory 
focuses on the political 
process and problems 

with “government 
failure” rather than 
‘market failure.’”

LMR: How many times do you estimate that you’ve taken an undergraduate 
class through Frédéric Bastiat’s The Law? Why is a booklet from the 19th cen-
tury still so important to study today?

GW: I have been using The Law in the course I developed at Hillsdale, Introduc-
tion to Political Economy, since the Spring semester of 1989. Two semesters a 
year for nearly 30 years, would be approximately 60 classes. If you count multiple 
sections of the same class it is probably about 100 times. 

Bastiat’s book is important because he points out, in 1850, what will happen 
when governments engage in what he calls “legalized plunder,” that is, when 
government takes from one person and gives to another or the purpose of the 
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law is to give one person an advantage over another. Probably the most impor-
tant insight is that the plundered classes will attempt to engage in the making 
of the law by violent or other means. Now he had just seen revolutions in France 
in 1830 and 1848. In the US today we don’t have violence (at least not usually) 
but we use lobbyists and massive campaign organizations to either engage in le-
galized plunder for ourselves or to protect ourselves. Special interest groups will 
dominate the political process once so much is at stake.

Legislation is a Battle

Anyone running for office saying they will stop special interest groups from de-
termining what is going on is blowing smoke. Campaign finance reform will do 
nothing other than change the way that people finance campaigns and protect 
incumbents. If the Senate Banking Committee can eliminate competitors, I will 
certainly spend lots of money making sure I am protected no matter how you have 
written legislation to try to keep me from doing it. Bastiat also says all issues will 
become political—how about what a certain nominee wrote in his high school 
yearbook, or whether major league baseball pitchers use performance-enhancing 
drugs. He says that we will lose our sense of what is just and unjust. Suppose we 
had a law that taxed a single mom with three kids working in a textile factory 
in East Los Angeles to give money to an 85-year-old billionaire. Would anyone 
say this is just? Well if you called it Social Security everyone would say it is just. 

“Bastiat’s book is 
important because he 
points out, in 1850, 

what will happen when 
governments engage in 
what he calls ‘legalized 

plunder.’”
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LMR: There’s a lot of focus on inequality nowadays. For people whose primary 
concern is to help the poor, what policies do you recommend? 

GW: First we need to distinguish between focusing on inequality and helping 
the poor. We must avoid what Mises termed the politics of envy. Why should 
I care how wealthy Oprah is? I should care how wealthy are the poor. And as 
Mises pointed out 100 years ago, market capitalism is the only way to produce 
wealth for the masses. Central planning cannot overcome the problem of how 

Legislation is a Battle

“Suppose we had a law that 
taxed a single mom with 
three kids working in a 

textile factory in East Los 
Angeles to give money to 
an 85-year-old billionaire. 
Would anyone say this is 
just? Well if you called it 
Social Security everyone 

would say it is just.”

to get people to work hard or take on the risk of innovation, nor can it solve the 
problem that information is decentralized, so it cannot possibly know how to al-
locate resources to most efficiently produce what consumers desire. 

The only way to truly help the poor is to have institutions that allow everyone 
to be productive, and that means market capitalism. If you don’t believe market 
capitalism helps the poor, simply ask yourself where you would like to be born 
if you knew you were going to be the poorest person in that country. You would 
certainly pick Hong Kong over Venezuela, or Canada over Republic of Congo. 
Take a look at the countries in the top 25% of the Fraser Institute’s Index of 
Economic Freedom and those countries in the bottom 25% and you will see if 
you are poor you are ten times wealthier if you are in the top 25% of economic 
freedom.
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LMR: In addition to being an academic, you’ve also spent a lot of time advis-
ing political officials. Do you have a favorite anecdote that illustrates the chasm 
between blackboard economics and the real world of how legislation is actually 
made?

GW: I would say I quickly saw the importance of having a multi-client lobbyist 
when I first became the senior economist for the Michigan Senate Republicans. 
There was a bill that would have applied the sales tax on the purchase of a car to 
the value of the car minus the trade-in value. But this only worked if you bought 
a new car. So the used car dealers were going to lose valuable late model cars to 
new car dealers. I told the used car dealers association president that they bet-
ter hire one of the multi-client lobbyists to keep this from happening. And they 
hired one of the new multi-clients who won the battle over an older multi-client. 
This created quite a stir and established the new multi-client firm. Today there 
are many more multi-client firms, but the point is that legislation is a battle 
rather than an economist figuring out the efficient solution and turning it over 
to the benevolent dictator to implement.

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.

“The only way to 
truly help the poor is 
to have institutions 
that allow everyone 

to be productive, and 
that means market 

capitalism.”
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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.

OCTOBER 21-28, 2018
US/MEXICO

Murphy joins Tom Woods to host the “Contra Cruise.” 
Details at: www.ContraCruise.com

OCTOBER 13, 2018
FORT WORTH, TX

Lara, Murphy, and Stearns present the IBC Seminar for the 
General Public at the Omni Hotel. For more details and to 
register, go to: www.ibcseminar.com
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Learn the economics of life insurance that you won’t get 
anywhere else!
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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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FUND YOUR OWN


