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The annual “A Night of Clarity” is an unforgettable two-day event hosted in downtown Nashville. 
It first diagnoses The Problem from the perspective of Austrian economics, but then--in contrast 
to many other events coming from a libertarian perspective--offers The Solution as embodied in 
Nelson Nash’s Infinite Banking Concept. The stirring Friday talks come from some of the nation’s 
top Austrian speakers, while the Saturday workshop features lectures from the instructors of the IBC 
Practitioner’s Program. The Saturday workshop is geared TO THE GENERAL PUBLIC and serves as 
a comprehensive introduction to the power of IBC. It is the ideal destination to which Practitioners can 
bring new and existing clients to hear third-party experts explain the mechanics and benefits of IBC in 
a new and intuitive way.

www.nightofclarity.com

The former budget director under Ronald Reagan 
and author of the New York Times bestseller The 
Great Deformation names names and pulls no 
punches in his diagnosis of our fiscal mess.
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bOOK REviEw: 
CAPiTAL iN THE 
21ST CENTURy
BY  Robert  P.  Murphy

It is really shocking when a book this 
bad made such a splash among the 
elites.

Economic  Deep  End

bANK DEPOSiTS 
ARE RiSKy—NOw 
MORE THAN EvER
BY  L .  C arlos  L ara

The moment you put that deposit 
into the tube, the money is the bank’s 
property.

PULSE ON THE MARKET
Housing “Rebound” • Geithner 
Pressured • Fed Time Bomb • Soros 
Dumps Banks

ENvy LEADS TO 
DESTRUCTiON
Interview 

Larry Reed discusses the future of FEE 
and strategies for liberty.

EvENTS AND
ENgAgEMENTS
Learn more in person from Lara, 
Murphy, and other Austrian economists, 
at these upcoming appearances.

LARA-MURPHy REPORT
Piketty & Co. want to tear down ‘the 
1%’ but here at the LMR we want to 
build up the 10%.

One More  Thing

iN EvERy iSSUE

Dear  Readers

5 6 39

THiS MONTH’S fEATURES

218 32

Overview
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CUSTOMER SERVICE
In order to subscribe to LMR, visit:

www.usatrustonline.com/store
and click on subscriptions.

To update your account information please visit the same 
online store, login and manage your account.

For questions or comments concerning LMR, its articles or 
anything about the publication other than advertising please 

email: Lmrinfo@usatrustonline.com

For questions or comments concerning LMR advertising please 
email: Lmrads@usatrustonline.com

READERS
STATUS: LMR staff and its contributors warrant and represent that they are not 
“brokers” or to be deemed as “broker-dealers,” as such terms are defined in the 
Securities act of 1933, as amended, or an ”insurance company,” or “bank.”

LEGAL, TAX, ACCOUNTING OR INVESTMENT ADVICE: LMR staff and its 
contributors are not rendering legal, tax, accounting, or investment advice. All exhibits 
in this book are solely for illustration purposes, but under no circumstances shall 
the reader construe these as rendering  legal, tax, accounting or investment advice.

DISCLAIMER & LIMITATION OF LIABILITY: The views expressed in LMR 
concerning finance, banking, insurance, financial advice and any other area are 
that of the editors, writers, interviewee subjects and other associated persons as 
indicated.  LMR staff, contributors and anyone who materially contributes information 
hereby disclaim any and all warranties, express, or implied, including merchantability 
or fitness for a particular purpose and make no representation or warranty of the 
certainty that any particular result will be achieved.  In no event will the contributors, 
editors, their employees or associated persons, or agents be liable to the reader, or 
it’s Agents for any causes of action of any kind whether or not the reader has been 
advised of the possibility of such damage.

LICENSING & REPRINTS: LMR is produced and distributed primarily through the 
internet with limited numbers of printings.  It is illegal to redistribute for sale or for 
free electronically or otherwise any of the content without the expressed written 
consent of the principle parties at United Services & Trust Corporation. The only legal 
audience is the subscriber.  Printing LMR content for offline reading for personal use 
by subscribers to said content is the only permissible printing without express written 
consent.  Photo’s are from various public domain sources unless otherwise noted.

AbOUT LARA & MURPHy
L. CarLos Lara 
manages a consulting 
firm specializing 
in corporate trust 
services, business 
consulting and 
debtor-creditor 
relations.  The 
firm’s primary 
service is working 
with  companies 
in financial crisis.  
Serving business 

clients nationwide over a period of three decades, 
these engagements have involved companies in 
most major industries including, manufacturing, 
distribution and retail.  Lara incorporated his 
consulting company in 1976 and is headquartered 
in Nashville, Tennessee.

He married Anne H. Browning in 1970.  
Together they have three children and five 
grandchildren.

Dr. robert P. “bob” 
MurPhy received his 
Ph.D. in economics 
from New York 
University.  After 
teaching for three 
years at Hillsdale 
College, Murphy 
left academia to 
work for Arthur 
Laffer’s investment 
firm.  Murphy 
now runs his own 
consulting business 

and maintains an economics blog at 
ConsultingByRPM.com.  He is the author 
of several economics books for the layperson, 
including The Politically Incorrect Guide to the Great 
Depression and the New Deal (Regnery, 2009).  

Murphy is Senior Economist at the Institute 
for Energy Research, and a Research Fellow with 
the Independent Institute. He lives in Nashville, TN.
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Lara-Murphy Report

What do we mean by the 10%?  The ten percent is a purpose—an aim with great 
value. It is the tipping point to victory. It is a target that is not only specific, but its attainability can 
be and has been measured scientifically. There is no question among those of us that are striving to 
build it from among the masses that it can be achieved. Naturally, we have our share of naysayers 
that tell us that the goal is impossible and unrealistic, but it does not alter our course. 

“The “realism” of the goal can only be challenged by a critique of the goal itself, not 
in the problem of how to attain it. Then, after we have decided on the goal, we face the 
entirely separate strategic question of how to attain that goal as rapidly as possible, how 
to build a movement to attain it, etc.”

—Murray N. Rothbard • Libertarian Review, August 1978

At the heart of our movement is the moral worth of the individual, the one thing that can 
never be taken away. It advocates self-reliance and independence. This is why it opposes external 
interference, especially from the State and its bureaucracy.  Above all it is a peaceful movement that 
rejects aggression against humans and the property of others.

Believers in the ten percent movement understand and embrace laissez-faire capitalism in which 
private owners control the means of production whose goal is making profits in a market economy. 
They are against crony capitalism in which insider corruption, nepotism, and cartels dominate the 
system.

Our crusade advocates the Austrian School of economics, which believes in the purposeful 
actions of individuals and the organizing power of markets. It opposes Keynesian economic thinking 
and central banks that enable the commercial banks to fund loans at artificially low interest rates, 
thereby inducing an unsustainable expansion of bank credit leading to inflation and an unavoidable 
bust.

The incentive that drives the “from the bottom-up” flank of the ten percent movement is Nelson 
Nash’s Infinite Banking Concept (IBC). Its theory advocates becoming your own banker and spells 
out How Privatized Banking Really Works.

Yours truly,
Carlos and Bob

“it is the masses that determine the course of history,
but its initial movement must start with the individual.”

— how Privatized Banking Really Works

5 L M R  m A Y  2 0 1 4
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ReCent deveLoPMents that May be of InteRest to ReadeRs of the LaRa-MuRPhy RePoRt…

PuLse On the MaRket
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Pulse on the Market

SiNCE THE LAST bUbbLE wAS SUCH A HOOT…
According to the Wall Street Journal: “The Obama administration and federal 
regulators are reversing course on some of the biggest post-crisis efforts to tighten 
mortgage-lending standards amid concern they could snuff out the fledgling housing 
rebound and dent the economic recovery. On [May 13], Mel Watt, the newly installed 
overseer of Fannie Mae and Freddie Mac said the mortgage giants should direct 
their focus toward making more credit available to homeowners, a U-turn from 
previous directives to pull back from the mortgage market. In coming weeks, six 
agencies, including Mr. Watt’s, are expected to finalize new rules for mortgages 
that are packaged into securities by private investors. Those rules largely abandon 
earlier proposals requiring larger down payments on mortgages in certain types of 
mortgage-backed securities.”

If one wanted to purposely set the U.S. economy up for another boom and crash, 
it would be hard to beat the policies coming from the federal government and the 
Federal Reserve since the crisis struck in September 2008. As we explain in our book, 
How Privatized Banking Really Works, and as we’ve been pounding home in the 
Lara-Murphy Report ever since its inception, the Keynesian “stimulus” measures are 
not medicine. Instead, they are poison for the economy. It’s not a “fledgling housing 
recovery” and “economic recovery” worth pursuing if they are built on government-
backed relaxations of lending standards. 

Step back and think about it: The avowed purpose of Fannie Mae, Freddie Mac, and 
the other housing-specific regulations and subsidies is to encourage mortgage lending 
to, and home purchases by, consumers who would otherwise not be able to enter this 
market. Furthermore, the avowed purpose of lowering interest rates through Federal 
Reserve inflation is to stimulate financiers to take out loans and invest in projects on 
which they otherwise would pass. Now say what you will after years of such policies 
being in place, but don’t you dare then wonder—when everything falls apart—why 
“the free market” allowed such reckless lending and risky investments.

Housing “Rebound”

DOES gEORgE SOROS READ THE LMR?
The Wall Street Journal reports that billionaire investor and international man 
of mystery George Soros dumped shares of CitiGroup, JP Morgan, and Bank 
of America, and took long positions in gold mining and tech stocks. The moves 
happened in the first quarter of 2014, according to recent SEC filings.

Soros  Dump s  Bank s 
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Pulse on the Market

gEiTHER ALLEgES HE wAS ASKED TO LiE
Former Obama Administration Treasury Secretary Timothy Geithner’s new memoir 
Stress Test: Reflections on Financial Crises, contains the following revelation: “I 
remember during one Roosevelt Room prep session before I appeared on the Sunday 
shows, I objected when [Obama Communications Advisor] Dan Pfeiffer wanted me 
to say Social Security didn’t contribute to the deficit. It wasn’t a main driver of our 
future deficits, but it did contribute…Pfeiffer said the line was a ‘dog whistle’ to the 
left, a phrase I had never heard before. He had to explain that the phrase was code 
to the Democratic base, signaling that we intended to protect Social Security.” 

The irony here is that this “shocking” revelation is nothing of the kind—Geithner 
knows this is no big deal, because everybody already knows people in DC lie through 
their teeth from the moment they get on the work site. (It’s calling “spin” or “framing 
the narrative.”)

Geithner  Pressured 
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PHiLLy fED PRESiDENT PLOSSER wARNS ON ExCESS 
RESERvES
The President of the Philadelphia Federal Reserve, Charles Plosser, recently met 
with reporters in Washington. According to the Wall Street Journal’s MarketWatch 
blog:  “The way Charles Plosser sees it, the Federal Reserve is sitting on a ticking 
time bomb that could severely damage the economy unless the central bank reacts 
quickly to defuse the looming threat.
…
“These reserves are not inflationary right now,” Plosser said in a meeting Tuesday 
with reporters in Washington. Yet if borrowing begins to surge and those reserves 
start to pour out of the banking system, Plosser worries, “that’s going to put pressure 
on inflation.” The result: the Fed could be forced to raise interest rates faster and 
earlier than it would like and perhaps slam the breaks on the economic recovery.”

This is an issue we have been stressing from Day One here at the LMR. Contrary 
to their assurances, Fed officials do not have an “exit plan.” We may limp along in 
stagnation as Japan has been doing, but if and when there is a genuine return to 
normal economic conditions, the trillions in excess reserves will fuel bank lending 
and money growth in the hands of the public. The Fed will then be forced to choose 
between crashing the financial sector by rapidly undoing its balance sheet expansion, 
or it will have to let the dollar get pummeled. Either way, it’s going to be ugly.

Fed Time  Bomb 



8 L M R  m a y  2 0 1 488 L M R  m A Y  2 0 1 4

Book Review of thomas Piketty’s Capital in the twenty-First Century

Book Review of

Thomas Piketty’s 
Capital in the 

Twenty-First Century
by

Robert P. Murphy
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none of that matters, because the memo has 
gone out: The progressive interventionists are 
going to focus hard on “inequality,” and Pik-
etty’s book serves as a useful rallying banner for 
their agenda.

Piketty’s Argument

There are a few related themes in the book, 
(supposedly) reinforced with extensive empiri-
cal documentation and a rigorous theoretical 
underpinning. Piketty argues that the concen-
tration of both wealth and income came down 
sharply because of the expansion of govern-
ments in the 20th century, but that the trend 
has reversed since the “conservative revolu-
tion” ushered in Ronald Reagan and Margaret 
Thatcher (p. 42). Moreover, the way that the 

Thomas Piketty’s Capital in the Twenty-First 
Century (Harvard University Press, 2014) is an 
almost 700-page book written by an academic 
economist, filled with historical statistics and 
theoretical discussions of “Cobb-Douglas pro-
duction functions.” And yet, it somehow was the 
#1 bestselling book—across all categories!—on 
Amazon. What the heck is going on here?

The answer is the conclusion Piketty draws: 
He wants the governments of the world to co-
ordinate their efforts, sharing financial informa-
tion among themselves so that no human being 
on Earth can hide from confiscatory taxes on 
both wealth and income. It is because today’s 
self-described “progressives” share Piketty’s ha-
tred for economic inequality that they celebrate 
his book. Indeed, even his fans admit that Pik-
etty’s analysis suffers from fundamental prob-
lems; I’ll document several in this review. But 

Book Review of thomas Piketty’s Capital in the twenty-First Century

It is because today’s self-
described “progressives” 
share Piketty’s hatred for 
economic inequality that 
they celebrate his book.
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rich are dominating society is itself changing: 
More and more income is being generated not 
by highly talented individuals (such as hedge 
fund managers), but by the owners of “capital,” 
which Piketty broadly defines to include land, 
intellectual property, and all other non-labor as-
sets generating income.

Because “r > g”—meaning that the real rate 
of return to capital exceeds the growth rate of 
real output (think real GDP)—Piketty argues 
that this dominance of the super-rich capital-
ists will only get worse in the coming decades. 
Although economists use a baseline model in 
which the shares of national income going to 
capital and labor remain constant (this is called 
a “Cobb-Douglas production function”), this 
mathematical model was really just chosen for 
simplicity. In reality, Piketty claims, we should 
expect that as the stockpile of capital accumu-
lates, the share of total income earned by the 
capitalists will also rise, leaving less and less 
available for the workers. It is precisely on this 

point that Piketty is such a pioneer, even among 
other progressive economists who study in-
equality. As Piketty explains:

The novelty of this [book’s approach] 
is that it is to my knowledge the first at-
tempt to place the question of the capi-
tal-labor split and the recent increase of 
capital’s share of national income in a 
broader historical context by focusing on 
the evolution of the capital/income ratio 
from the eighteenth century until now. 
The exercise admittedly has its limits…
but I believe that it gives us a better view 
of the major issues and puts the question 
in a whole new light. [Piketty p. 220]

It would be difficult to overstate the awe and 
almost reverence with which progressives have 
received and discussed Piketty’s book. (If you 
want to see an example, watch the first four 
minutes of Bill Moyers discussing it with Paul 
Krugman.1) Even when Larry Summers evis-

Book Review of thomas Piketty’s Capital in the twenty-First Century

Piketty claims, we 
should expect that as 
the stockpile of capital 
accumulates, the share 
of total income earned 

by the capitalists will also 
rise, leaving less and less 
available for the workers. 
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I am using the term very 
deliberately and carefully, 
because like Marx, Piketty’s 

ruminations on capital are full 
of dense scholarship, seemingly 

ironclad laws of history, 
proclamations of redistribution, 
and finally are imbued with the 

“correct” value system.

cerated the theoretical portion of the book, he 
made sure to say upfront that he thought Pik-
etty should get a Nobel Prize for the historical 
work.2

To understand this reception, you need to re-
alize the Marxist appeal of the book. Now note, 
I am not saying “Marxist” as a cheap slur. In-
stead, I am using the term very deliberately and 
carefully, because like Marx, Piketty’s rumina-
tions on capital are full of dense scholarship, 
seemingly ironclad laws of history, proclama-
tions of redistribution, and finally are imbued 
with the “correct” value system. The following 
quotation should give you a good idea of why 
certain people fell in love with the book. In con-
text, Piketty is warning his reader not to con-
clude that the probable drop in capital’s share of 
income (by ten percentage points) over the last 
two centuries means that “human capital” has 
risen in prominence and will play an increas-
ingly important role in the 21st century. On the 
contrary, Piketty tells us that the drop in (physi-
cal) capital’s share since the early 1800s is

surely significant but does not amount 
to a change of civilization. Clearly, skill 
levels have increased markedly over 
the past two centuries. But the stock of 
industrial, financial, and real estate 
capital has also increased enormously. 
Some people think that capital has lost 
its importance and that we have magi-
cally gone from a civilization based on 
capital, inheritance, and kinship to one 
based on human capital and talent. Fat-
cat stockholders have supposedly been 
replaced by talented managers thanks 
solely to changes in technology. I will 
come back to this question in Part Three 
when I turn to the study of individual in-
equalities in the distribution of income 
and wealth: a correct answer at this stage 
is impossible. But I have already shown 
enough to warn against such mindless 
optimism: capital has not disappeared 
for the simple reason that it is still use-
ful—hardly less useful than in the era of 
Balzac and Austen, perhaps—and may 
well remain so in the future. [Piketty p. 
224, bold added.]

Book Review of thomas Piketty’s Capital in the twenty-First Century
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If I had to pick a single paragraph to epitomize 
Piketty’s book, it would be the above. His entire 
book rests on (a) disdain for the idea that prop-
erty should yield an income (on page 240 he be-
gins an entire section entitled, “The Key Ques-
tion: Work or Inheritance?”), and (b) warnings 
to the reader that the trend of falling inequality 
established over the last 200 years might reverse 
in the future. 

What then is to be done? Piketty turns to this 
question in his fifteenth chapter:

today’s challenges. The ideal tool would 
be a progressive global tax on capital, 
coupled with a very high level of inter-
national financial transparency. Such 
a tax would provide a way to avoid an 
endless inegalitarian spiral and to con-
trol the worrisome dynamics of global 
capital concentration. [Piketty p. 515, 
bold added.]

Later in the chapter Piketty gets more spe-
cific, and recommends (recognizing that there 

Book Review of thomas Piketty’s Capital in the twenty-First Century

To regulate the globalized patrimonial 
capitalism of the twenty-first century, 
rethinking the twentieth-century fiscal 
and social model…will not be enough…
[T]wo fundamental institutions that 
were invented in the twentieth century…
must continue to play a central role in 
the future: the social state and the pro-
gressive income tax. But if democracy 
is to regain control over the globalized 
financial capitalism of this century, it 
must also invent new tools, adapted to 

is nothing magical about these precise num-
bers) that the top incomes should be taxed at 
a marginal rate of at least 80 percent (p. 512), 
while the largest fortunes should be subject to 
an annual marginal tax rate of 5 percent (p. 530). 
To repeat, Piketty thinks that the wealthiest in-
dividuals should have the top bracket of their 
wealth taxed at 5 percent per year.

Now that we’ve sketched out Piketty’s thesis 
and policy recommendations, let’s explore some 
of the numerous errors.

Piketty thinks that the 
wealthiest individuals should 
have the top bracket of their 
wealth taxed at 5 percent 

per year.
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Meet George Jetson: Wage 
Slave

The most obvious problem with Piketty’s 
book is that he wants to make workers poorer, 
just so long as it will hurt rich capitalists even 
more. No economist denies that as the stock-
pile of “capital”—again, which Piketty broadly 
defines to include real estate and all forms of 
non-human wealth—expands, that the absolute 
wages of the workers will rise. After all, if work-
ers have more tools, machines, and equipment 
augmenting their labor, they are going to be 
more physically productive per hour, and hence 
will be paid more.

Yet the continual increase in the workers’ stan-
dard of living is not enough to placate Piketty 
and his fans. Indeed, Nobel laureate Robert 
Solow admits that capital accumulation will 
make the workers better off in absolute terms, 
but worries that they might be worse off rela-
tive to the capitalists.3 If Piketty and Solow saw 

a vision of the future that looked like The Jet-
sons, they wouldn’t marvel at the unbelievable 
convenience and luxury that the family enjoys, 
all provided by George’s two hours of labor per 
week.4 No, rather than thanking capitalism for 
providing flying cars to the average family, in-
stead Piketty and Solow would be complaining 
about how unfair it was that a short bald guy got 
to own Spacely Sprockets all by himself.

Book Review of thomas Piketty’s Capital in the twenty-First Century

The most obvious problem 
with Piketty’s book is 

that he wants to make 
workers poorer, just so 
long as it will hurt rich 
capitalists even more.
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Income and Wealth Are 
Created, Not “Distributed”

The progressive Left’s obsession with eco-
nomic inequality is entirely erroneous. It rests 
on a zero-sum-game mentality, where the rich 
can only get richer if the poor get poorer. Con-
sider the following passage from Piketty:

[I]t is important to note the considerable 
transfer of US national income—on the 
order of 15 points—from the poorest 90 
percent to the richest 10 percent since 
1980. Specifically, if we consider the 
total growth of the US economy…from 
1977 to 2007, we find that the richest 10 
percent appropriated three-quarters of 
the growth. [Piketty p. 297, bold added.] 

Piketty’s language is nonsensical on two dif-
ferent counts. First of all, income and wealth 
are created, not “distributed” among different 
groups. Imagine hearing someone say, “At birth 
the fraternal twins were about the same size, but 
by age 10 there had been a considerable trans-
fer of height—on the order of 15 percentage 
points—from the sister to the brother. Specifi-
cally, if we consider the total growth of the twins, 

from 1977 to 1987 we find that the brother ap-
propriated three-fifths of the growth.”

The other main problem with the income and 
wealth distribution talk is that these percentiles 
do not refer to the same people. The “top 1%” was 
not the same group of people even from 1980 to 
1990, let alone from 1977 to 2007. Mobility is 
much larger than many Americans would think. 
For example, two college professors studied lon-
gitudinal US data over 44 years and reported:

It turns out that 12 percent of the popu-
lation will find themselves in the top 1 
percent of the income distribution for at 
least one year. What’s more, 39 percent 
of Americans will spend a year in the top 
5 percent of the income distribution, 56 
percent will find themselves in the top 10 
percent, and a whopping 73 percent will 
spend a year in the top 20 percent of the 
income distribution. [Hirschl and Rank5]

Book Review of thomas Piketty’s Capital in the twenty-First Century

Income and wealth are 
created, not “distributed” 
among different groups.
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I’m not claiming that things are this exagger-
ated in the real world, but just to drive home 
the point: Suppose the poorest one percent of 
income earners each suddenly earned $1 billion 
in income next year, while everybody else had 
the same income as this year. The way Piketty 
crunches his numbers, he would be aghast to 
report that the richest one percent saw their in-
comes soar, and in fact they appropriated 100% 
of the income gains that year. In other words, 
the most egalitarian, upwardly mobile move we 
can imagine—in which the bottom 1% are en-
riched and placed at the top, so that everybody 
else moves down a percentage notch—would 
appear as the worst imaginable outcome in the 
statistics that Piketty reports.

Blunders, Both Serious and 
Petty

Besides the fundamental problems we’ve dis-
cussed above, the book is also filled with simple 
blunders. For starters, a bombshell report just 
came out in the FT, where Chris Giles alleges 
that Piketty’s historical data series on wealth 
concentration are filled with inaccuracies that 
upset his whole case.6 Below I’ve reproduced the 
most damning chart, which contrasts Giles’ es-
timates of wealth concentration in the UK with 
Piketty’s.

Book Review of thomas Piketty’s Capital in the twenty-First Century
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around 9 to 18 percentage points, in the worst 
case with Piketty  reporting a figure that is al-
most triple the actual value (about 29% instead 
of 11%, just eyeballing the bottom lines).

Yet beyond the discrepancy in values for given 
years, step back and look at the overall histori-
cal trend if the red lines are correct (as opposed 
to Piketty’s blue lines): We see that wealth in-
equality continued its downward trend even 
throughout the Thatcher years, and after a spike 
upward during the 1990s, is now (if we use the 
lower data points for 2010) at the lowest level in 
recorded UK history.

Now I am not an expert on British (or even 
US) wealth concentration estimates, so I cannot 
definitively say that Giles’ data series are more 
trustworthy than Piketty’s. However, I did catch 
Piketty making stuff up when it came to tax 

In the figure on the previous page, the top lines 
refer to the total amount of wealth (“capital” in 
Piketty’s broad definition) owned by the top 
10% of wealth owners. The bottom lines show 
the amount owned by the top 1% (obviously 
it’s lower). The blue lines show the estimates as 
Piketty charted them in his book, while the red 
lines show the FT analysis (which has different 
options for the year 2010, based on whether one 
includes the “ONS Wealth and Assets survey or 
not”).

As the figure shows, there is an enormous 
discrepancy in Piketty’s figures and those that 
the FT computed. In addition to the figure for 
the top 10% being off by up to 27 percentage 
points–the discrepancy that originally caught 
Giles’ attention–we also see that, depending on 
which data point one uses for 2010, Piketty’s 
figure for the wealth held by the top 1% is off by 
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rates: Piketty claims (pp. 506-507) that Herbert 
Hoover had cut the top rate to 25% while FDR 
jacked it up to 63% in 1933, when it fact it was 
under Calvin Coolidge (in 1925) when the top 
rate fell to 25%, and it was under Hoover (in 
1932) when the top rate was idiotically raised 
to 63%.

Diana Furchtgott-Roth at the Manhattan In-
stitute caught Piketty making a similar move, 
where he inconceivably claimed that the US 
federal minimum wage was stagnant under 
Presidents Reagan and the two Bushes, whereas 
it was raised under Clinton and Obama. It’s not 
worth quoting, but Piketty’s dates and dollar fig-
ures are just flat out wrong, as Furchtgott-Roth 
documents in her post.7 Contrary to Piketty, the 
minimum wage went up at various times under 
both of the Bushes; it wasn’t a Democratic mo-
nopoly.

Call In the Austrians: 
Interest Is Not Due to 
“the Marginal Product of 
Capital”

In the 1880s, the great Austrian economist 
Eugen von Böhm-Bawerk famously critiqued 
what he called the “naïve productivity theory of 
interest.” Earlier economists had tried to explain 
the ability of capitalists to earn a net return on 
their investments by pointing to the physical 
productivity of capital goods. For example, you 
can certainly harvest more crops with a tractor 
than without one. Doesn’t it therefore stand to 
reason that if a capitalist invests $10,000 in a 
tractor, he will be able to rent it out and earn, 
say, $20,000 total over its lifetime, earning a nice 
rate of return on his money?

Book Review of thomas Piketty’s Capital in the twenty-First Century
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Böhm-Bawerk showed, 
the productivity of a 
physical capital good 
(such as a tractor) by 
itself couldn’t explain 
the rate of return on 

financial capital.
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Yet Böhm-Bawerk pointed out the basic fal-
lacy involved with this “naïve” reasoning. The 
physical productivity of the tractor explains its 
gross rental price in the market; if the tractor 
allows for $1,000 more in crops to be harvested, 
then sharecroppers will be willing to pay up to 
$1,000 to the capitalist to rent out the use of 
his tractor. But the initial purchase price of the 
tractor presumably takes this information into 
account. In order for the capitalist to make a net 
return, the initial purchase price must already 
have discounted those future gross rental earn-
ings into a present-value sum that is lower than 
the lifetime earnings. In other words, Böhm-
Bawerk showed, the productivity of a physical 
capital good (such as a tractor) by itself couldn’t 
explain the rate of return on financial capital.

The Austrian economists are quite familiar 
with these subtle issues, and most follow Lud-
wig von Mises in holding a “pure time pref-
erence theory” of interest. Yet sophisticated 
mainstream economists are also aware of the 
problems, and realize that it is an elementary 
confusion to think that interest is determined 
by “the marginal product of capital.”

Alas, Thomas Piketty in his book devoted to 
the earnings of capitalists, falls prey to the fal-
lacies that Böhm-Bawerk smashed more than a 
century ago. For example, in this passage Pik-
etty shows that he thinks of the return to capi-
talists being due to the increment in output due 
to additional machinery, land, and other forms 
of physical “capital”: 

Technology naturally plays a key role. If 
capital is of no use as a factor of produc-
tion, then by definition its marginal pro-
ductivity is zero. In the abstract, one can 
easily imagine a society in which capital 

is of no use in the production process: 
no investment can increase the produc-
tivity of farmland, no tool or machine 
can increase output, and having a roof 
over one’s head adds nothing to well-
being compared with sleeping outdoors. 
Yet capital might still play an important 
role in such a society as a pure store of 
value: for example, people might choose 
to accumulate piles of food (assuming 
that conditions allow for such storage) in 
anticipation of a possible future famine 
or perhaps for purely aesthetic reasons 
(adding piles of jewels and other orna-
ments to the food piles, perhaps). In the 
abstract, nothing prevents us from imag-
ining a society in which the capital/in-
come ratio ß is quite high but the return 
on capital r is strictly zero. In that case, 
the share of capital in national income, α 
= rXß would also be zero. In such a so-
ciety, all of national income and output 
would go to labor. [Piketty pp. 212-213]

For those who have truly studied capital and 
interest theory, the above passage is utterly con-
fused. Elsewhere I have given a thought-exper-
iment counterexample to show the dangers in 
Piketty’s framework—specifically, I showed that 
people could make loans and earn interest even 
in a world with no physical capital goods8—but 
for our purposes let’s use something more con-
crete. Specifically, we are trying to see the dan-
ger in flipping back and forth between thinking 
of “capital” as a collection of physical machinery 
and other tools, versus “capital” as the summa-
tion of the monetary prices of these things.

We can illustrate the danger with the follow-
ing diagram, which was used by Mother Jones 
and comes from a paper co-authored by Piketty:
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The above chart shows income inequality, but 
there are similar charts showing that the con-
centration of wealth also surged in the late 1920s 
and in the mid-2000s. The obvious conclusion 
drawn by many progressives is that inequality 
is a terrible thing, which sets the economy up 
for a massive crash. Why look, unprecedented 
inequality led to the Great Depression, and 
more recently the tax cuts and deregulation of 
the Bush era set us up for the Great Recession! 
The way to protect ourselves (so argue many 
progressives) down the road is to prevent such 
excesses in the first place, through confiscatory 
taxes on the richest of the rich.

Yet hold on a moment. Suppose for the sake 
of argument that the Austrians are right about 
the boom-bust cycle. Specifically, suppose it was 
loose monetary policy in the 1920s that pushed 
down interest rates and thereby fueled the stock 

market bubble (which crashed in late 1929), 
and that again it was loose monetary policy and 
low interest rates in the 2000s that fueled the 
housing/stock bubble (which led to a crisis in 
September 2008). In standard Austrian theory, 
the malinvestments that went hand-in-hand 
with the artificially low interest rates were un-
sustainable, meaning that the economy had to 
have a recession in order to reallocate resources 
to more sensible projects.

The interesting thing is that if this standard 
Austrian story is correct, then notice that the 
income and wealth data would have the very 
same pattern that alarms Piketty & his fans 
at Mother Jones. Soaring stock and real estate 
prices would naturally swell in the hands of the 
richest Americans, while income concentration 
would also become more skewed because of the 
capital gains accruing from the price apprecia-
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tion. Yet what Piketty would diagnose as “r > 
g” and the rich plowing savings back into their 
fortunes, would instead be an artificial jump in 
prices caused by loose money. If the Austrians 
are right about the boom-bust cycle, then the 
solution is of course sound money, not confisca-
tory taxes.

Conclusion

After all of the above, you might be tempted 
to excuse Piketty’s numerous, fatal errors be-
cause after all, his goal is to help poor people. 
Ah, but even this limited defense won’t work. 
You see, the book is filled with shocking quo-
tations making it perfectly clear that Piketty’s 
proposed taxes are not designed to raise reve-
nue, but instead are designed to prevent people 
from creating large wealth and incomes in the 
first place.9

I must admit, I learned a lot from reading 
Piketty’s book. Specifically, I learned how many 
self-styled progressives today are willing to sac-
rifice the standard of living of billions of poor 
people, in order to prevent a few people from 
becoming really rich. 

r > g
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Very few Americans have paid enough 
close attention to the particulars of a law that 
began to be formulated shortly after the finan-
cial crisis of 2008 and was ratified January 21, 
2010. This lack of awareness on the part of the 
public is certainly understandable.  First of all 
you don’t see much of it in the news and, sec-
ondly, who would want to take the time to read 
it or struggle trying to understand it? The docu-
ment itself is nearly one thousand pages long 
and some estimate that by the time the IRS and 
other government regulators get done with it, 
the final document could be thirty times larg-
er. In other words, it’s a long way from being 
completed. It has 243 rules, calls for 67 studies, 
22 periodic reports and has created three new 
government oversight agencies with the SEC, 
the Federal Reserve and the FDIC having ex-

panded powers. It is the most sweeping over-
haul of the financial markets since the Great 
Depression. Even the Volker Rule provisions, 
named after a former Federal Reserve Chair-
man, were reinstated (subject to limited excep-
tions) into the law by a Senate bill. This pro-
hibits U.S. banks from most proprietary trading 
including owning, sponsoring or investing in 
hedge funds. The overall intent of this massive 
enactment is to provide increased preventive 
regulation in order to strengthen the financial 
markets in case of another crisis. Additionally, it 
provides for an expedient liquidation process for 
any insolvent financial institution, including the 
regulatory tools to implement the liquidation. 
More specifically, it is aimed to increase Wall 
Street transparency and investor protection as a 
means of bolstering investor confidence to draw 
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them back to the capital markets. Yet, one can-
not help to conclude that there really must be 
a giant crash out there somewhere in the hori-
zon, for even our own government officials, who 
were caught completely off-guard when the last 
one occurred, have definitely gone into a state 
of preparedness with the passing of the Dodd-
Frank Wall Street Reform and Consumer 
Protection Act.1

from bailouts To bail-ins

The parts of this document that have raised 
the most eyebrows by those that have actually 
looked into it are the sections that indicate that 
“too- big- to- fail” institutions will not be bailed 
out by taxpayer dollars this next time around. 
Instead they will be shored up by making use of 
“contingent capital”2 and in certain critical sit-
uations “bail-in” capital3 pooled together from 

the failed institution’s own stockholders and 
creditors. This part in particular has good news 
and bad news implications, depending on how 
you see the economic world. But think what you 
will, this new strategy is actually prudent on the 
part of our officials. If there is one thing that 
the general public did finally understand, even 
though it may have taken them three years to 
make full sense of it, is that they were royally 
hammered by the previous bailouts. If Congress, 
or the President, attempt to use taxpayer bail-
outs again there will no doubt be a thundering 
outcry in the streets. 

Today there are also three critical masses or 
bubbles we did not have six years ago and our of-
ficials know this all too well. Any of these could 
actually blow, if not at the same time, then cer-
tainly one at a time in falling dominoes fashion. 
These are the U.S. dollar, U.S. Treasuries, and 
the stock market. Plus, we are now so intercon-
nected to the rest of the financial world and play 
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such a central role in that theatre that the global 
ramifications when another crisis occurs will be 
astronomical. Regardless of these comprehen-
sive and far-reaching preventive measures to 
deal with our world  dilemma there are still cer-
tain significant problems within our economy, 
money, and banking systems that contain dire 
consequences for us as individuals that this new 
law can only serve to magnify. This article is di-
rected at pointing to several of the most critical 
issues with a recommendation that they should 
be taken seriously and to offer a few suggestions 
of what one can do to steer around them.

what is bail-in Capital?

Since contingent capital is given so much 
of the limelight for being able to provide the 
preventive measures to mitigate systemic risk, 
one of the first questions to answer is “What 
exactly is contingent capital?”  Basically, they 
are hybrid securities that are issued by financial 
institutions intended to provide a safeguard or 
shield under critical scenarios when it is difficult 

for the institution to raise cap-
ital. They are, however, noth-
ing new. Rating agencies view 
contingent capital securities 
favorably because of their loss-
absorbing features.  The insur-
ance industry has used them 
for decades, which should not 
surprise any of us due to the 
conservative nature of this sec-
tor. But utilizing them in an 
industry like banking where 
liquidity crises are endemic is 
different, especially with the 
new caveats that are being re-
quired. Among other things, 
these new regulatory directives 
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if Congress, or the President, attempt to use 
taxpayer bailouts again there will no doubt 
be a thundering outcry in the streets.

emphasize increasing the quality of the capital 
base in financial institutions in order to help 
banks remain a going concern at the time of 
crisis, as opposed to filing for bankruptcy. These 
capital threshold requirements are spelled out 
in detail in the International Reforms known as 
Basel III4 formulated by the European Union, 
if anyone is interested in digging deeper. In fact, 
the European Union has already passed its ini-
tial phase into law as of January 2013 and the 
completed framework is to be fully phased in by 
2018. Though the Dodd-Frank Act has not of-
ficially mandated the exact requirements of Ba-
sel III to be incorporated for the U.S. as of this 
date, the intention is to mirror the quality of its 
capital thresholds. 

In essence, contingent capital instruments’ 
most important characteristic is that they are 
generally debt securities with conversion to 
equity features in the event of certain capital 
threshold triggers. The triggers are the points 
when the conversion mechanism is activated. 
These conversion features represent a form of 
shock absorber by creating immediate liquidity 
within the issuer’s capital structure at the time 
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of conversion. There are also regulatory triggers 
that cause actions by the regulatory authorities 
to be taken against the issuer at critical financial 
decline stages. With this latter trigger the pos-
sibility of a write-down of principal up to 100% 
can also occur. 

Bail-in capital, also referred to as “statutory 
bail-in,” is a completely different strategy. This 
step is utilized after the contingent capital secu-
rities have been converted to equity or the write 
down of principal occurs and such actions have 
not resulted in providing sufficient liquidity to 
keep the institution from going into insolvency. 
Under these circumstances, the authorities take 
over to create creditor claims made up from the 
stockholders and unsecured creditors of the in-
stitution. These claims are then written down or 

converted into equity in order to save the in-
stitution. However, under the Dodd-Frank Act, 
federal authorities will have a more expansive 
role in using statutory bail-ins and will be able 
to place large bank holding companies (BHCs) 
and significant nonbank holding companies 
in receivership under federal control with the 
FDIC5 acting as the receiver. These so-called 
“covered companies” make up a significant part 
of our entire financial markets in the U.S. and 
include some abroad as well. According to the 
American Bankers Association these compa-
nies’ stockholders, creditors, vendors, etc., will 
have no assurance in advance as to whether crit-
ical financial circumstances will be dealt with in 
Chapter 11 Bankruptcy, Chapter 7 liquidation, 
or federal receivership under Title II of the Act.

Bank Deposits are Risky—now More than ever
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“The goal of a receivership under Title II of 
the Act is to provide the authority to liquidate 
failing companies that pose a significant risk 
to the financial stability of the U.S. in a man-
ner that mitigates such risk and minimizes 
moral hazard. The authority provided in Title 
II of the Act is to be exercised in a manner that 
best fulfills that purpose, so that creditors and 
shareholders will bear the losses of the finan-
cial company.”6

American Bankers Association on Title 2
Orderly Liquidation Authority
The Dodd-Frank Act

Legally, bank Customer Deposits 
Are Loans

One of the first red flags this author wishes 
to raise is to simply remind the reader that our 
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According to the law, the 
commercial bank depositor is 
viewed as an unsecured creditor 
above certain dollar limits.

current legal framework treats commercial bank 
deposits as loans to that institution. Every time 
a bank depositor sends a deposit via the tube 
at the drive through window of the commercial 
bank, the legal title to his or her money changes 
immediately. The bank depositor upon making 
the deposit has just become a creditor of the 
bank. And, according to the law, the commercial 
bank depositor is viewed as an unsecured credi-
tor above certain dollar limits. Most Americans 
do not know this. They innocently assume they 
are simply having the bank temporarily hold 
their money for safekeeping to be withdrawn a 
short time later and although this process works 
in this manner most of the time, it doesn’t change 
the law. Under the classic case of Foley vs. Hill 
(1848) the ruling is that the banker owes the 
money to the depositor as a debtor and this has 
been the foundational banking law in the U.S. 
ever since. In light of the Dodd-Frank Act and 
the strategies to be used to save troubled banks 
we need to think twice about those bank depos-
its in the economic environment of our day.

The Events in Cyprus Are worth 
Remembering

In March of last year (2013) Cyprus citizens 
woke up one weekend morning to make their 
normal withdrawals from their ATMs only to 
discover that their money had been frozen.  This 
astonishing realization happened to thousands 
of depositors of the two largest banks in Cyprus, 
The Bank of Cyprus and Laiki Bank. When 
depositors went to their branch bank to deter-
mine the cause of the problem they discovered 
the bank was closed. To their dismay the bank 
remained closed for twelve days as banking of-
ficials and the Cyprus government negotiated 
the outcome for all of the money belonging to 
the shareholders and depositors of these banks. 
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In like manner to the bail-in capital strategy as 
outlined by the EU Basel III framework, as well 
as the Dodd-Frank Act, all shareholders of the 
bank and its unsecured creditors were given eq-
uity in a failed entity and/or a write-down on 
their principle balances. Only depositors with 
less than €100,000 on deposit were made whole. 
Businesses were hurt the worst since they gen-
erally tend to keep more money in the bank 
for cash flow purposes than individuals. These 
businesses were unable to access their money to 
meet payroll, pay expenses and suppliers causing 
many to go under, crushing the Cyprus economy. 
In a recent Reuters7 news release dated April 30, 
2014 the Bank of Cyprus was currently, a year 
later, in the process of releasing deposits still 
frozen under the recapitalization. Nevertheless, 
losses to shareholders and creditors of the banks 
have been reported to have reached 60% with 
some unsecured creditors receiving nothing. 

Some commentators have pointed to what 
happened in Cypress as the test for a bail-in 
strategy to mitigate systemic risk in the midst of 
a financial crisis. The results thus far have prov-
en to be positive in certain banking and govern-
ment circles by emphasizing that minimal tax-
payer bailout money was required and only one 
bank was lost.

what will Trigger The Next 
financial Crisis?

There are several crucial elements that could 
trigger the next financial meltdown. It is hard to 
know for sure what will set it off, but it will most 
likely be the same trigger as the last one—the 
derivatives market.8 Derivatives are extremely 
high-risk investment instruments claimed to 

Bank Deposits are Risky—now More than ever

Cyprus citizens woke up one weekend morning to make their normal with-
drawals from their ATMs only to discover that their money had been frozen.

27 L M R  m A Y  2 0 1 4



28 L M R  m a y  2 0 1 4

be “collateralized” because in bankruptcy they 
have been given super priority status over stock-
holders and creditors. Bankruptcy9, however, is 
a state of dwindling assets so we must keep this 
preferential status in perspective. For example, 
according to the Bank of International Settle-
ments, (the central bank for all central banks) 
says that the notional value of derivative con-
tracts worldwide is $700 trillion. In the United 
States alone the notional value of derivatives ac-
cording to the Office of the Controller of the 
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Currency (OCC) is $240 trillion. But the total 
worldwide GDP is estimated at only $75 tril-
lion! Even though these are vague concepts the 
disparity between these numbers is enormous. 
The almost ten-to-one ratio of derivatives ex-
posures to annual income shows just how lever-
aged our financial markets are, and how vulner-
able they will be in the event of another crash.

what About the fDiC?

We rely on the FDIC guarantee far too heavily. 
Of course we all know that our deposits in banks 
are protected for amounts under $250,000, but 
we should never forget that things change dra-
matically in a financial crisis, now more so since 
the passing of the Dodd-Frank Act. In reality 
the FDIC is funded by the premiums paid by 
banks and thrifts for this insurance coverage, but 
it’s a mere fraction of coverage and will always 

The fDiC is funded by the premiums paid by banks and thrifts for this 
insurance coverage, but it’s a mere fraction of coverage and will always 
remain a fraction in terms of the total scope and size of bank deposits.
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remain a fraction in terms of the total scope and 
size of bank deposits. Recall that in 2009 dur-
ing the midst of the last crisis there were over 
1,200 banks that were underwater and the FDIC 
went $8 billion in the hole! Now it is certainly 
true that the FDIC has a line of credit with the 
Treasury Department, but here we are again, re-
lying on the taxpayer to bailout the banks. This 
is the one thing the Dodd-Frank Act is trying 
to eliminate, and in so doing, would force the 
stockholders and creditors of the failed bank to 
take the direct hit in order to ultimately save the 
banking system. We should not be surprised if 
that ultimately means the abandonment of the 
$250,000 guaranteed threshold. Perhaps the fol-
lowing stats will make my point even clearer. The 
current total funds in the FDIC coffers stands at 
$47.2 billion, but the total deposits in U.S. banks 
is $10.1 trillion! That means that the FDIC can 

actually cover only ¼ of 1% of the total of U.S. 
bank deposits. In a major crisis this could be-
come a painful problem for millions of us.

what Can we Do?

In light of the evidence it’s easy to become de-
pressed about the entire situation, but we must 
try not to succumb to it. Instead we should stay 
on top of these critical issues by staying in-
formed. Here at the LMR we make every effort 
possible to filter through all the noise and give 
you the real story from an Austrian perspective 
in order to guide your thinking.  Read it often 
and, if you are a financial professional, have your 
clients read it. This study will prevent the de-
ception of the misleading statistics often com-
municated by mainstream economists and gov-
ernment officials who so often trick people into 
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making grievous financial mistakes. Recognize 
that a financial reversal can hit an individual 
very hard and it may take years to recover and 
in some cases there is no recovery. Regardless 
of what you see and hear, the economy is still 
very sick and is being propped up by artificial 
stimulus. This will invariably lead to more fi-
nancial trouble. There is no real pool of savings 
in the U.S. to bring about true recovery because 
the system is totally against savings. They want 
everyone to become a speculator. If you must 
invest, and sometimes we all have to, be careful 
where and how you invest. So the first recom-
mendation is to stay watchful and conservative.

Secondly, we are definitely in an environment 
where the whole house could potentially come 

down. That’s the unfortunate situation. To deal 
with this kind of problem we need emergency 
money. We need just enough gold or silver to 
get us through a few months if all hell breaks 
loose. Even if you buy it in the form of jewelry 
as gifts for your spouse that can be later melted 
down, get some gold or silver. In a severe crash 
it will rise dramatically in price and may serve 
to dig you out of a deep financial hole when you 
most need it.

Yet in the interim, Americans all need to use 
dollar-denominated assets, because that is still 
the underpinning of the economy. For those 
who have not been introduced to Nelson Nash’s 
Infinite Banking Concept (IBC), I strongly urge 
you to get in touch with an Authorized IBC 
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Practitioner to review your household or busi-
ness financial situation. You can find an Autho-
rized IBC Practitioner of your choosing here: 
https://www.infinitebanking.org/finder/ The 
drawback to owning just gold or silver is that 
you can’t easily spend it (i.e. it is relatively illiq-
uid), so it has to remain in the category of emer-

gency money for when the emergency 
actually arises. But with an IBC policy 
we get the savings, the protection, and 
the access to our money we need in 
spite of our perilous economic envi-
ronment. Mutual Life Insurance com-
panies who sell the IBC-structured 
policy are renowned for conservatism 
as far back as the Great Depression. 
In comparison to Wall Street and the 
commercial banking system, they held 
firm and protected their policyholders, 
not with bailout money from the Fed 
or the government, but by the market. 
So, keep very few dollars in commer-
cial banks and sweep all excess dollars 
into your IBC policy. The fact that de-

positors are now targeted to become the source 
of bailout money to prop up a failed bank is rea-
son enough to act now on this last suggestion 
for your own personal safety and that of your 
household or business.
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Lawrence (Larry) W. Reed is the 
President of the Foundation for 
Economic Education (FEE), formerly 
headquartered in Irvington, New 
York but finalizing a move to Atlanta, 
Georgia this October. He previously 
served for two decades as President of 
the Mackinac Center for Public Policy, 
which under his leadership emerged as 
the largest and one of the most effective 
and prolific of over 40 state-based “free 
market” think tanks in the country. 
Reed holds a B.A. degree in Economics 
from Grove City College (1975) and an 
M.A. degree in History from Slippery 
Rock State University (1978), both in 
Pennsylvania. He taught economics at Michigan’s Northwood University from 1977 to 1984 
and chaired the Department of Economics from 1982 to 1984. He designed the university’s 
unique dual major in Economics and Business Management and founded its annual, highly-
acclaimed “Freedom Seminar.”

main building at Irvington is 140 years old and 
would have required considerable capital in-
vestment over the next decade—funds we felt 
would be much better used for programs and 
publications. Other buildings on the grounds 
are not “up to code” and would be expensive to 
refurbish. The cost-of-living in New York, just 
north of the Big Apple, is extremely high. By 
moving to Atlanta, we will cut our operating 
costs by half and avoid a small fortune in future 
capital expenditures. Furthermore, we’re no lon-
ger a place that the world must come to; we are 
a place that takes its message to the world. So 
we need office space, that’s all. No need for on-
campus housing and tiny lecture rooms as we 
had in Irvington.

So while we will miss Irvington and will pre-

Lara-Murphy report: We first in-
terviewed you in the August 2012 issue of the 
Lara-Murphy Report, but we wanted to have 
you back because you are such a pillar in the 
libertarian movement (and to remind our read-
ers that you are the opening speaker once again 
on August 15 at this year’s Night of Clarity in 
Nashville!). The last time we spoke, you men-
tioned that the Foundation for Economic Edu-
cation (FEE) was preparing to move its head-
quarters from New York down to Atlanta. As 
its president, can you update us on the move, as 
well as FEE’s activities in general?

Larry reed: I’d be happy to! After nearly 
seven decades in Irvington, we will finally com-
plete our move to Atlanta this fall. The decision 
to relocate was made about six years ago. The 
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serve its valuables on appropriate display in 
Atlanta, the economics of the issue made 
the move a very sensible decision and one 
that I personally advocated when I was 
chairman of the FEE board back in the 
1990s. Atlanta offers a friendlier economic 
climate, easier access, a stronger local base 
of support, and many other opportunities 
we can take advantage of now but couldn’t 
before. I knew our founder, Leonard Read, 
and I think he would approve. Not many 
people still live in the house in which they 
were born 70 years later; they moved, and 
usually for a lot of good reasons. In our case, 
though we will always value our heritage, 
we are first and foremost an educational 
organization devoted to liberty and free 
markets. We are not a museum. In Geor-
gia, we can better fulfill our mission, reach 
far more people and do it all at far lower 
cost than if we had stayed in New York.

For the next two years, we will be housed 
in offices in north Midtown Atlanta and 
can take our time scouting out a perma-
nent headquarters, likely to be within a two 
or three miles. We’re growing rapidly again 
because we’ve implemented sound man-
agement principles, a solid strategic plan 
and targeted programs and publications 
aimed at reaching “newcomers” to liberty 
in high school and college. That means we 
need offices that will serve that growth and 
afford us maximum opportunities for more 
of it.

LMr: In this issue of the LMR, one of us 
(Murphy) presents a detailed and scathing 
review of Thomas Piketty’s book Capital in 
the Twenty-First Century. Many libertar-
ians have been surprised by the gushing 
reception the book received (it spent some 
time at literally the #1 spot on Amazon 

“We are first and foremost 
an educational organization 

devoted to liberty and
free markets.

We are not a museum.”

“after nearly seven decades 
in Irvington, we will finally 

complete our move to
atlanta this fall.”
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back in April), inasmuch as it is riddled with 
theoretical errors, misreadings of the empirical 
literature that destroy his argument, and com-
pletely inexcusable misstatements of policy his-
tory. Yet the progressive disdain for the market’s 
creation of disparities in wealth and income is 
apparently so great, that it trumps all other con-
cerns. What do you make of this phenomenon, 
and how should the believer in individual liberty 
and property rights react? For example, should 
we tackle the progressive ideal of equality head-
on, or should we try to win these people over by 
focusing on things that a classical liberal sup-
ports, like equality before the law?

Lr: Piketty’s popularity so far has been among 
intellectual elites. I doubt that five percent of 
the population could tell you anything about his 
book or its thesis, though I have no doubt that 
many would be sympathetic. His message may 

sound lofty and sophisticated but it is rooted in 
an age-old, flawed temperament—attitudes of 
bigotry toward those better off and envy of what 
they possess. A certain portion of any popula-
tion will always find those attitudes appealing 
unless and until they realize that bigotry and 
envy lead only toward economic and spiritual 
destruction.

Certainly, we should all have a problem when 
people get rich because they use the power of 
government as a way to wealth. I hate cronyism, 
subsidy-seeking and politicking to get ahead. 
People who do that should be ashamed of them-
selves. That’s one of many reasons I’m for free 
markets because when markets are free and gov-
ernments are small, there’s a lot less of that bad 
stuff. But political redistributionists like Piketty 
are guilty of bigotry toward the successful. He 
makes no distinction between the subsidized, 
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“When people make sweeping generalizations against a 
group of people because of their color, we call it racism. 
When the Pikettys of the world do the same thing against 

a group of people because of their bank accounts, it’s 
supposed to be OK?”
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“an old friend of mine
used to say that switching 
from one party to the other 
was like ‘leaving a spoiled 

diaper on a baby
and just changing the

safety pin.’”

protected, and politically-connected rich 
and everybody else. When people make 
sweeping generalizations against a group of 
people because of their color, we call it rac-
ism. When the Pikettys of the world do the 
same thing against a group of people be-
cause of their bank accounts, it’s supposed 
to be OK? Well it isn’t. I choose not to dirty 
my hands by associating with such slimy 
motives.

As to the best way to respond to Pik-
etty, it depends on the audience and the 
time you have to make your case. To some 
people, numbers make all the difference so 
for them I think you want to point out the 
many errors he makes by playing games 
with figures. To others, logic and context 
are more important so for them I think you 
want to emphasize his false assumptions, 
his spurious conclusions, and his serious 
omissions. 

As you know, character means a lot to 
me. I’m not an end-justifies-the-means guy. 
If it’s dishonest, irresponsible, or disrespect-
ful of the rights and property of others, 
no batch of graphs and equations or lofty 
promises will make me say, “Then it’s OK.”  
I just don’t see how much good can come 
from lousy motives like bigotry and envy. 
Seizing 80% of someone’s earnings just be-
cause they’ve got it is never justified by how 
you propose to spend it once you’ve stolen 
it. What Piketty proposes is so ancient! It 
goes back to the first caveman who clubbed 
his neighbor because the neighbor bagged 
a bigger bird.

Even if I thought legalized theft against 
my better-off neighbor was a good idea, the 
last thing I want to do with the loot is give 
it to the politicians. In light of what they 

envy Leads to Destruction
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do with it these days, that’s the part of Piketty’s 
message that’s truly primitive.

LMr: We know you generally like to steer 
clear of politics, but we can’t resist: At this point, 
it is entirely possible that the usual libertarian 
stance of “there ain’t a dime’s worth of difference 
between the two parties” won’t be very compel-
ling in the 2016 election. Specifically, suppose 
the Republicans nominate somebody like Rand 
Paul, while the Democrats nominate somebody 
like Hillary Clinton. What should the lover of 
liberty do in a situation like this? Presumably 
the policies of a President Paul—even if he has 
to compromise in many ways to get elected and 
to push through his agenda—will be vastly pref-
erable to a President Clinton. Yet on the other 
hand, if the economy crashes as many of us have 
been warning, do we really want that happening 
the moment a fiscal conservative takes office?

Lr: I’ve heard that argument a lot over the 
last 40 years, namely, we shouldn’t elect some-
one vastly better than the other guy because our 
side will get the blame when the other guy’s bills 
come due. That’s an argument for never electing 
anybody BUT the other guy. I think it holds wa-
ter when there’s good reason to believe that the 
choices are all bad, which I admit does happen 
most of the time. An old friend of mine used to 
say that switching from one party to the other 
was like “leaving a spoiled diaper on a baby and 
just changing the safety pin.”

But with someone like a Rand Paul, you’ve got 
a potential candidate who—perhaps more than 
anyone since Grover Cleveland—has the right 
instincts and a deep appreciation for the values 
of liberty, individualism and minimal govern-
ment. He’s got a dad who, I’m quite confident, 
would help keep him on the straight-and-nar-
row. Rand is not in politics for the sake of it 

as most of them are in Washington. He would 
be an articulate educator-president, meaning 
he would use every opportunity to educate and 
inspire the American people in the values that 
gave us America in the first place. The hour is 
late for the country, and I would be happy to 
take a chance on someone of the caliber of a 
Rand Paul. That’s a personal view, not an official 
one from FEE because FEE takes no stand on 
politics or politicians. But you asked, and you 
received.

I also think, by the way, that it’s a huge gam-
ble betting on good things coming from disas-
ter. Sometimes they do, sometimes they don’t.

LMr: Speaking of President (Hillary) Clin-
ton, you once remarked at a talk at Hillsdale 
College that Bill Clinton was the worst or one 
of the worst presidents in U.S. history. This sur-
prised some of the students in the audience who 
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were probably expecting you to say Woodrow 
Wilson or FDR, but you explained that it had to 
do with character. Can you elaborate?

Lr: If I said Clinton was the worst, I reacted 
in haste or misspoke. For as long as I can re-
member, I’ve thought (and publicly stated) that 
Wilson was the worst (See http://tinyurl.com/
bnjh458, for example). There’s no question in my 
mind that Wilson was the worst in policy and 
among the worst in personal character too. In 
the years since his presidency, Clinton—whom I 
never have rated very highly—has risen slightly 
on the policy side but remains near the bottom 
in personal character. The guy even bombed 
some people in Africa to improve his standing 
at home. He was sleazy, dishonest and patho-
logically untruthful. His lust for power and the 
limelight is insatiable.

LMr: As we mentioned in the first question, 
you are returning to speak at our Night of Clar-
ity in Nashville this August. (Full details at www.
NightOfClarity.com.) This year the theme is “Cap-
italism vs. Corporatism.” Can you give our readers 
a taste of your perspective on this distinction? 

Lr:  I am really looking forward to the “Night 
of Clarity” in Nashville, where I’ll be talking 
about “The One Rockefeller It’s OK to Like.” It 
fits nicely into the theme. 

For one semester, I was a political science 
major. I quickly came to realize that “if it’s poli-
tics, it ain’t science.” For the same reason, I de-
spise the phrase, “crony capitalism.” If it’s crony-
ism, it ain’t capitalism. Maybe the phrase “crony 
socialism” never caught on because people in-
nately understand that it’s redundant. Socialism, 
stripped of its silly, ivory tower theorizing, always 
reduces to cronyism. Unlike genuine capitalism, 
it comes down to who you know in government. 
In capitalism, you get ahead by serving the cus-
tomer. In socialism, you get ahead by using your 
political connections to plunder him.

We simply must help people understand that 
99% of the time, what they think they don’t 
like about capitalism is caused by or exacerbat-
ed by some form of government intervention.  
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events and
engagements 

2014
June 11 • Washington DC

Murphy presents free-market perspective on carbon emissions

•
July 9-11 • Las Vegas, NV

Murphy presents on energy policy at FreedomFest

•
July 20-26 • Auburn, AL

Murphy teaches Austrian economics at Mises University

•
August 15-16 • Nashville TN

Lara and Murphy host “Night of Clarity” featuring David Stockman and Nelson Nash

some events may be closed to general public. 
For more information: LMRevents@usatrustonline.com
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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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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 usatrustonline.com click: store and look for both of these books 
among the other fine books.

BAILOUT
FUnd YOUr Own


