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4 L M R  O C T O B E R  2 0 1 5

Lara-Murphy Report

What is Money?
Wealth is bread for the hungry, clothes for the 

naked, and shelter from the storm.  It is education, 
independence, dignity, confidence, and charity. 
Wealth is the honorable result of labor and exchange. 

Money is not wealth. Nearly everyone gets this 
confused. This distorted thinking has been the chief 
cause of economic suffering throughout history ever 
since the first coin was minted.  Money’s function in 
society has become so jumbled in the minds of people 
that correcting that misunderstanding has become 
extremely difficult. Though money’s presence in 
the world is beneficial, a contradictory theory was 
introduced long ago, which the great Bastiat in 
describing it once declared, “…Has impoverished 
mankind and deluged the world with blood.”

 A person who believes that money is the same 
thing as wealth will die of hunger trying to carry 
out that idea to the very end simply because it is a 
false idea.   

It’s somewhat silly for us to think that we can 
suddenly make all this clear in such few short lines, 
but the essence of the error rests in the notion 
that if money really is wealth, then it becomes 
everybody’s endeavor to increase the quantity of 
money. Eventually, this thinking is what sprung 
paper money into existence and the evils it brought 
with it.

But errors about money have not stopped there. 
Early on in history they have been comingled with 
all other sorts of convoluted economic thinking 
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“It is the masses that determine the course of history, but its initial
movement must start with the individual.”

— How Privatized Banking Really Works

Lara-Murphy Report

such as money cartels, interest manipulation, price 
fixing, taxes, tariffs, monopolies or the notion that 
the profit of one, be it nation or man, is the loss of 
the other. 

Extrapolated into monetary and foreign policy, 
these false theories can only serve to antagonize 
people and lead to universal wars. Yet these 
axioms and many others like them have been fully 
embraced by all world governments. We have no 
greater evidence of how these errors have spawned 
irreparable harm on mankind than what we see 
happening in our present day.  

What is most needed today is sound economic 
education, especially about money.   For this reason 
we, along with Nelson Nash and David Stearns, 
created the IBC Practitioner’s Program for financial 
professionals.  This course is specially designed for 
professionals who speak regularly to people about 
their money and therefore represents the most 
incentivized way to disseminate this information to 
the general public.  Our plan is to reach 10% percent 
of the nation with this education with hopes of 
changing current thinking into the right thinking 
soon.  With your continued support and God’s help 
there is no way we can fail. 

Yours truly,
Carlos and Bob
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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

WHITE HOUSE ISSUES HEALTH INSURANCE PREMIUMS 
FOR 2016
Toto, we know we’re not in market-economy Kansas anymore when 
newspaper headlines matter of factly report that the White House 
has issued health insurance premiums for 2016. If you want to see the 
history of U.S. government intervention into health care and health 
insurance from an Austrian perspective, see Robert Murphy’s new 
book (co-authored with Doug McGuff ) titled The Primal Prescription: 
Surviving the “Sick Care” Sinkhole, available at Amazon. We’ll have 
more to say in future issues, but for now: This book does for medical 
care what privatized banking does for finance: It diagnoses what’s 
wrong with “the system” and gives individual households a way to 
peacefully and immediately “secede.” 

Dear  Leader  Announces  Health Premiums

CHINESE GOVERNMENT STILL KEEPING TREASURIES AT 
BAY
This month Bloomberg ran an article by Daniel Kruger titled, “China’s 
Selling Tons of U.S. Debt. Americans Couldn’t Care Less.” If you don’t 
hear horror movie music while reading that, you must be unfamiliar 
with the genre. The article explains: “This year alone, China’s holdings 
have fallen about $200 billion as it raises money in support of its flagging 
economy and stock market. If the pattern holds, it would be the first time 
that China has pulled back from Treasuries on an annual basis.”

We’ve said it before and we’ll say it again: For years, critics have 
warned that the enormous growth in foreign-held dollar-denominated 
debt—particularly in the form of U.S. government Treasuries—was 
an ominous sign, in the context of our central banking / fiat money 
institutions. Yet these critics were dismissed as paranoid worry warts 

China  Treasury  Dump On
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Pulse on the Market

RECENT DEVELOPMENTS THAT MAY BE OF INTEREST TO READERS OF THE LARA-MURPHY REPORT…

PULSE ON THE MARKET
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OVERSTOCK MAINTAINS GOLD, FOOD FOR ITS 
EMPLOYEES
A fun article on ZeroHedge reports that Overstock Chairman of 
the Board Jonathan Johnson (not to be confused with the founder 
and CEO Patrick Byrne) recently gave a talk to the United Precious 
Metals Association where he said:

“We are not big fans of Wall Street and we don’t trust them. We foresaw 
the financial crisis, we fought against the financial crisis that happened in 
2008; we don’t trust the banks still and we foresee that with QE3, and 
QE4 and QE n that at some point there is going to be another significant 
financial crisis.

So what do we do as a business so that we would be prepared when that 
happens. One thing that we do that is fairly unique: we have about $10 
million in gold, mostly the small button-sized coins, that we keep outside of 
the banking system. We expect that when there is a financial crisis there will 
be a banking holiday… We also happen to have three months of food supply 
for every employee that we can live on.”

Our purview is the banking sector, where we definitely agree with 
Overstock’s institutional caution. We haven’t personally explored 
the broader elements of “prepping” but if a crisis hits, Overstock’s 
employees will prefer this type of perq to Casual Fridays.

Overstock  Stocked for  Crisis

because obviously the Chinese wouldn’t shoot themselves in the foot 
by dumping U.S. Treasuries. Well, now the “unthinkable” is happening 
and the experts continue to assure us that everything is under control.
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Pulse on the Market

RECENT DEVELOPMENTS THAT MAY BE OF INTEREST TO READERS OF THE LARA-MURPHY REPORT…

PULSE ON THE MARKET
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TRAINING SEMINAR FOR FINANCIAL PROFESSIONALS
Please excuse the promotional blurb, but we wanted to make sure 
you saw this! (And yes we mentioned this last issue as well.) We 
know many of our readers are financial professionals who interact 
(in one way or another) with members of the general public. Indeed, 
many readers have been through the IBC Practitioner Program that 
we—along with Nelson Nash and David Stearns—developed for 
those specifically interested in using whole life insurance for client 
solutions. Our program by itself is strictly educational, teaching the 
theory of Austrian economics and the Infinite Banking Concept 
(IBC), but without any discussion of skills or techniques pertaining 
to sales per se.

However, a crucial aspect for any real-world financial professional 
is the ability to attract and retain clients. This is why we are proud 
to announce the collaboration of the Nelson Nash Institute with 
E3 Marketing for an off-campus sales training seminar for financial 
professionals. The “Freedom Advisor Live Experience” will be held 
November 10 – 13 in St. Louis. For more information and discount 
pricing, go to:
http://infinitebanking.org/sales-training-for-financial-professionals/

Science  of  Sell ing
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The Minimum Wage Debacle
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the MiniMuM wage is stiLL a hot- 
button political issue at the federal, state, 
and even local levels, with some cities pass-
ing their own legislation. Nationally, the “re-
spectable opinion” takes it as given that the 
minimum wage should be raised from its 
current level of $7.25/hour to at least $10.10, 
with many urging $12 and some claiming 
that a $15 minimum wage would do won-
ders for workers and the broader economy.

increase in the minimum wage would reduce 
employment of teenagers from 1 to 3 per-
cent.

Another problem, completely independent 
from the disemployment effect, is that the 
minimum wage is a very blunt instrument if 
the goal is to help workers from poor house-
holds. This is for three reasons: (1) Most 
minimum wage earners are not from poor 

The Minimum Wage Debacle

It used to be the case—up 
through the early 1990s—
that professional econo-
mists of all persuasions 
would tell the public they 
were being goofy, and that 
the minimum wage was a 
terrible device for helping 
poor workers. The most ob-
vious problem is that if you 
make something artificially 
expensive—in this case, 
low-skilled labor—then 
people (employers) buy less 
of it. The minimum wage 
thus perversely caused un-
employment among the 
very groups it supposedly 
helps.

This consensus wasn’t just 
based on textbook theory; it 
was borne out by numerous 

If you make something artificially expensive—in this case, 
low-skilled labor—then people (employers) buy less of it. 
The minimum wage thus perversely caused unemployment 
among the very groups it supposedly helps.

empirical studies of U.S. data. In the early 
1980s a government commission conducted 
an extensive view of the academic literature 
and summarized by saying that a 10 percent 

households. (2) Most workers from poor 
households earn more than the minimum 
wage. (3) If retail prices rise in sectors em-
ploying large numbers of minimum wage 
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original consensus is still quite solid: stan-
dard price theory does work when it comes 
to the low-skill labor market. Furthermore, 
the “revolution” in the empirical literature is 
not as revolutionary as some of the loudest 
voices claim. In any event, even if the revi-
sionist studies were correct, they would still 
not justify large increases in the minimum 

workers, these price hikes tend to hurt poor 
consumers more than middle class or rich 
consumers.

However, the professional consensus 
against minimum wage hikes began to un-
ravel in the U.S. in the early 1990s. Studies 
with new methods began to appear, appar-
ently documenting episodes where a mini-

The Minimum Wage Debacle

The “revolution” in the empirical literature is not as 
revolutionary as some of the loudest voices claim.

mum wage hike boosted employment among 
low-skill workers. Presently, there are many 
economists who say that the empirical evi-
dence is ambiguous, and that whatever its ef-
fects on employment may be, modest bumps 
in the minimum wage aren’t that big a deal.

In this article I will elaborate on the above 
points, and will explain why I believe the 

wage—a point that even 
some of the pioneers in 
that literature would en-
dorse.1 Unfortunately, we 
are witnessing complete 
professional irresponsibil-
ity by some leading econ-
omists, when they take 
studies that demonstrate 
apparently benign effects 
from, say, a 20 percent 
minimum wage hike, and 
then extrapolate to say no-
body should worry about 
doubling the minimum 
wage to $15 per hour.

In the present context, 
the debate over the mini-
mum wage is critical. As 
economists such as Chica-
go’s Casey Mulligan have 

documented, the Affordable Care Act (aka 
“ObamaCare”) has given low-income work-
ers very perverse incentives.2 Because the 
subsidies for health insurance premiums are 
tied to income, an initially poor worker who 
finds a higher paying job may face an implic-
it marginal tax (because of phased out subsi-
dies) that is quite high. When you throw in 
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the other elements of low-income assistance, 
as well as the Affordable Care Act’s incen-
tives for employers to minimize full-time 
workers, it becomes clear that poor house-
holds have the deck stacked against them if 
they try to climb out of poverty.

In this mix, now we’re going to make it il-
legal for anyone to hold a job that pays less 
than $15/hour? This is a recipe for creat-

in 1 – 3 percent reduction in employment. 
(The cross-sectional studies had a similar 
conclusion but the results were more widely 
dispersed.)

For example, if the minimum wage were 
originally $5 and total teenage employment 
in a particular region were 100,000 workers, 
then raising the minimum wage to $5.50 (a 
10 percent hike) would reduce employment 

The Minimum Wage Debacle

Poor households have the deck stacked against them if they 
try to climb out of poverty.

ing an army of young men 
who have no means of in-
dependently supporting 
themselves or their fami-
lies. When the stock mar-
ket bubble bursts and the 
economy falls back into 
deep recession, there are go-
ing to be millions of very 
angry people whom the sys-
tem has failed. One doesn’t 
have to be a sociologist to 
recognize the danger in this 
outcome, besides the human 
tragedy of the victims.

THE ORIGINAL 
CONSENSUS

In a journal article based on work they had 
done for a government commission in 1981, 
Brown, Gilroy, and Kohen (1982) reviewed 
dozens of previously published studies of 
postwar U.S. employment and wage data.3 
They reported that the time-series analyses 
of teenagers typically found that a 10-per-
cent hike in the minimum wage would result 

of teenagers by 1,000 to 3,000 workers (a 1 
to 3 percent drop). So instead of 100,000 
teenagers having a job paying $5/hour, only 
97,000 to 99,000 teenagers would have jobs 
now paying $5.50/hour. Thousands of quali-
fied teenagers (not just the laid off ones but 
possibly others drawn into the field by the 
higher pay) would want a job at $5.50, but 
could not find an employer willing to hire 
them.
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For example, if the minimum wage were 
only (say) $3/hour, then the owners of Mc-
Donald’s franchises might hire lots of staff, 
giving just about every applicant a chance 
and weeding out bad employees over time. 
After all, at only $3/hour, it’s not a big gam-

This last point is important so let me ex-
pand upon it: The problem with a minimum 
wage hike isn’t merely that employers might 
reduce the total number of positions. What 
might also happen is that employers change 
the type of person they hire for certain jobs.

The Minimum Wage Debacle

Now the franchise owner is going to carry 
fewer employees per shift, but he may also 
hire a more qualified employee for the 
available spots. 

ble to give someone a shot and see if 
he or she is worthy of promotion and 
a raise. The shift manager could find 
something for an extra kid to do, like 
checking on the bathrooms or mak-
ing sure the garbage can outside by 
the drive through window isn’t over-
flowing.

But instead, suppose the minimum 
wage is (say) $10/hour. Now the fran-
chise owner is going to carry fewer 
employees per shift, but he may also 
hire a more qualified employee for the 
available spots. Rather than having 
one adult supervise (say) 3 high school 
graduates who are getting ready to go 
to college and 7 drop-outs, instead he 
may have one adult supervise (say) 6 
responsible teenagers and 1 drop-out. 
This outcome would be counted in a 
conventional study as teen employ-
ment falling by 3 workers (10 original 
teenagers falling to 7 teenage workers 
after the minimum wage hike), but in 
reality the “at-risk” group was obliter-
ated in this hypothetical scenario, with 
six out of the seven drop-outs losing 
their jobs. Statistically speaking these 
kids came from a difficult home envi-
ronment to begin with, and now gov-
ernment policy is raising the bottom 
rung of the ladder to a better life.
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MINIMUM WAGE WORKERS: 
NOT WHO YOU THINK

I worked on a forthcoming study by the 
Fraser Institute in Canada.4 For the study 
we obtained a special report from Statistics 
Canada on the most recent demographic 
breakdown of minimum wage workers. Al-
though the following data is for Canada, I 
have seen similar statistics for the U.S. (based 

In addition, 57 percent of all minimum 
wage earners in Canada in 2014 were a son, 
daughter, or other relative living with fam-
ily, while just over 2 percent of minimum 
wage earners (24,000 workers total) were 
unmarried heads of household with at least 
one minor child. So we see that people who 
claim, “We need to raise the minimum wage 
so hard-working people can support their 
families!” are muddying the waters. Related 

The Minimum Wage Debacle

on older data). It is useful to give a ballpark 
idea of who earns the minimum wage in ad-
vanced Western economies.

For example, in 2014 in Canada 36 percent 
of minimum wage earners were teenagers. 
Furthermore, more than half—58 percent—
were 24 years or younger. In contrast, only 
22 percent of minimum wage earners were 
between the ages of 25 and 44. 

to this point is that 
if we look at all 
full-time Canadian 
workers in 2014, a 
mere 4 percent earned 
only the minimum 
wage, while the re-
maining 96 percent 
of full-time workers 
earned more than 
the minimum wage.

But now for the 
really surprising 
statistics: First, 
the vast major-
ity—88 percent—
of Canadian mini-

mum wage earners in 2012 (the latest data 
available) lived in households above what 
they designate as a “Low-Income Cutoff ” 
(LICO) threshold. Second, the vast major-
ity—83 percent—of workers falling below 
the LICO threshold earned more than the 
minimum wage.

At first these numbers may seem nonsen-
sical, but think about it: Many people earn-
ing the minimum wage are teenagers with 
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The Minimum Wage Debacle

no prior job experience who live in afflu-
ent suburban households. In contrast, many 
struggling parents in poor neighborhoods 
have years of experience and so earn more 
than the minimum wage, even though they 
admittedly do not have “good” jobs.

Now we see one of the perverse effects of 

the top economists don’t think minimum 
wage hikes cause employers to scale back on 
how many teenagers they hire.

We’ve already seen (in the previous section) 
that even if this were true, it wouldn’t prove 
that minimum wage hikes actually help “the 
working poor,” which is what most people 

We shouldn’t let guys like Krugman get away with their 
overblown rhetoric.

raising the minimum wage, 
even if we completely put 
aside the issue of job losses. 
Suppose fast food restau-
rants, for example, deal with 
a minimum wage hike by 
completely passing the higher 
costs along to their custom-
ers, and they don’t lay off a 
single person. Even so, in 
practice this means that 
many middle- and upper-
class kids get a pay raise for 
doing the same work as be-
fore, while many poor house-
holds who often get dinner 
from McDonald’s don’t see a 
pay hike but now have to pay 
more for their food. How in 
the world is this a “progres-
sive” outcome?

HAS NEW RESEARCH 
OVERTHROWN THE OLD 
CONSENSUS?

If you read economists such as Paul Krug-
man, you would think that a wave of new re-
search since the 1990s has completely over-
turned the original consensus, and that now 

have in mind.

However, we shouldn’t let guys like Krug-
man get away with their overblown rheto-
ric. For the full details, you can refer to my 
forthcoming Fraser Institute study, but in a 
nutshell: Yes, there have been “case studies” 
that analyzed certain episodes which seemed 
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to show that a region hiking the minimum 
wage did not experience job losses compared 
to another “control group” that did not expe-
rience a minimum wage hike. The most fa-
mous in this genre is a Card-Krueger 1994 
study on New Jersey’s minimum wage hike.5

However, there have been plenty of studies 
that adopt similar methods and do find that 
areas experiencing a minimum wage increase 
saw employment reductions relative to a 
“control group.” Furthermore, no researcher 
denies that if you throw all of the wage and 
employment information over decades of 
time into a giant regression, and control for 
obvious factors such as the business cycle, 
you will find an apparently significant statis-
tical impact of the minimum wage pushing 
down employment in certain demographics 

(such as teenage workers).

The way the “revisionist” studies explain 
away these orthodox findings is to claim that 
U.S. states that raised their minimum wage 
above the federal level just so happened to 
be located in areas that experienced “shocks” 
to employment for other reasons. Other re-
searchers have challenged these arguments, 
but without getting into the weeds just think 
about it: We are coming up with ways to ex-
plain away the statistical finding that when 
you make labor artificially more expensive, 
employers buy less of it. Furthermore, these 
results hold not just in the United States, but 
also in Canada, where there is more variation 
in the variables (because Canadian provinces 
are in charge of their minimum wages). Do 
we really think all of these standard regres-
sion results are based on a giant coincidence, 
and that making labor more expensive won’t 
influence how many people employers want 
to hire?

CONCLUSION

In this article I’ve given a flavor of the aca-
demic debate over the minimum wage, and 
provided a reference to a Fraser Institute 
publication that gives a blow-by-blow ac-
count with full citations. But for our purpos-
es here in the Lara-Murphy Report, I wanted 
readers to understand that the confident 
claims by guys like Paul Krugman must be 
taken with a pillar of salt.

Unfortunately this is not a mere academic 
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squabble. The proposals to raise the mini-
mum wage to $10.10 represent a 39 percent 
hike over the current level of $7.25, while 
the people pushing a $15 minimum wage are 
asking for a 107 percent hike. Even if we ac-
cepted the “revisionist” studies at face value, 
they are only claiming that modest hikes in 
the minimum wage have negligible impacts 
on teen employment. No study could pos-
sibly claim that “history shows” doubling the 
minimum wage will help teenage workers.

As LMR readers know, we are very con-
cerned about the future of the U.S. economy, 
because we believe that the Federal Reserve’s 
monetary inflation since 2008 has papered 
over the imbalances in the underlying struc-
ture of production. In short, the Fed has 
merely blown up another asset bubble to re-
place the housing bubble.

Furthermore, the Affordable Care Act will 
eventually lead millions of Americans to 
become dependent on federal government 
subsidies for their health insurance—the 
government’s own actuaries predict his, as I 
explain in my new book (co-authored with 
Doug McGuff ) The Primal Prescription.

In this powder keg, a large minimum 
wage hike would be a gasoline-soaked rag. 
Whether through ignorance or design, the 
federal government and Federal Reserve are 
creating conditions that will produce mil-
lions upon millions of people who are un-
able to support themselves and are com-
pletely disillusioned with society. This does 
not bode well for the future of the republic.

In this powder keg, a large minimum 
wage hike would be a gasoline-soaked rag.
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when Looking for the best Definition 
of a business owner the most common de-
scriptions found identified a business owner 
as simply an individual that owns a business 
enterprise whose main purpose is to generate 
a profit from its successful operation.   Typi-
cally the business owner is said to have the 
final say on all decisions having to do with 
the venture and to have the first rights to 
the profits. Although all this is certainly true 
there is so much more to the business owner 
than this oversimplified definition.  

Most of us think we know a business own-
er when we see one, but I am convinced af-
ter four decades of working specifically with 
this particular class of people that there ex-
ists a great deal of misunderstanding about 
this unique group. Gaining more knowledge 
about them starts by recognizing that there 
is a business owner at the helm of the 28.2 

million small businesses and 17,700 large 
businesses in the U.S.1 But make no mistake 
about it, not all business owners are the same 
and the myths about them abound.

For example, many see business owners 
as wheeler-dealer magnates, the trendset-
ters and visionaries of our economy—liter-
ally, the most vital element of our American 
marketplace. And by all accounts we do have 
enough evidence to agree with some aspects 
of this perception.  On top of that, they re-
ally are an envied lot, especially by the em-
ployed, who dream of one day starting their 
own business and being able to tap into the 
wealth and freedom these individuals seem 
to possess. 

Though there are certainly many mov-
ers and shakers within the group, in reality, 
business owners like the rest of humanity are 
prone to their own set of fears and misfor-
tunes, many of which we would not want.  
There is a wide gulf between those who truly 
possess substantial wealth and income and 
those barely making ends meet.  This is es-
pecially true when attempting to wring out 
a profit under our current monetary policy 
and economic conditions.

Yet business owners do represent an envi-
able economic force.  The business enterpris-
es that these individuals operate accounted 
for “63% of the net new jobs created between 
1993 and mid 2013 (or 14.3 million of the 
22.9 million net new jobs)”—according to 
the most recent figures from the Bureau of 
Labor Statistics released in March 2014 by 
the Small Business Administration.  These 

Profiling the Business Owner

There is so 
much more to 
the business 

owner than this 
oversimplified 

definition. 
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you will be able to gain some insightful facts 
about what being a business owner really 
means in our present day world.   But what-
ever you do don’t stop short of reading this 
article to its completion. Within these pages 
is one of the best-kept secrets of all time. I 
don’t want you to fail to grasp the concept of 
how anyone can operate like the very rich.

Are Business Owners Synonymous 
With Entrepreneurs? 

There is a fine line between operating a 
business and operating an entrepreneurial 
venture since they do have some charac-
teristics in common, especially during the 
start-up phase.  Even the SBA Advocacy 
Office co-mingles the two titles and speaks 
of business owners and entrepreneurs inter-
changeably.  It’s true that they are certainly 
both business owners at the beginning of 
their venture, but a business venture and an 
entrepreneurial venture are distinctly differ-
ent enterprises and so are the persons at the 
helm.  

numbers are impressive given the fact that 
for the period 2009 to 2011 small businesses 
(firms having fewer than 500 employees and 
less than $10 million in gross receipts) ac-
counted for 67% of net new jobs.2

Profiling the Business Owner

If you are 
dissatisfied with 

your employer or if 
you are presently 

unemployed and can 
pool a little money 

together maybe it’s 
time to make that 

move.

Within these 
pages is one of 
the best-kept 
secrets of all 

time.

Given the present job market these find-
ings are quite positive and may give some 
of our LMR readers that extra nudge they 
have been looking for to finally break out on 
their own.  In addition to this, the same re-
port states that about 50 percent of all new 
establishments survive 5 years or more and 
about one-third make it to the 10th year.3 If 
you are dissatisfied with your employer or if 
you are presently unemployed and can pool 
a little money together maybe it’s time to 
make that move.

 Still others of you may al-
ready be running a business 
enterprise of your own.   But I 
am going to predict that by the 
time you have read this entire 
article, you may have second 
thoughts about what you once 
believed about business own-
ers in general.  At the very least 
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Their concentration is more 
on profitability of their en-
terprise and not as focused 
on rapid expansion. In fact, 
keeping a business venture 
small and very profitable of-
ten makes more sense to the 
business owner type.

Another sharp contrast 
between the business own-
er and the entrepreneur 
are the traits behind their 
personalities. The acumen 
of most business owners is 
grounded in taking known 

The way I use the term being a commis-
sioned agent does not qualify as an entrepre-
neur nor does selling already available goods 
or services as a franchise or dealership.  Prob-
ably the most contrasting difference is that 
the entrepreneurial business idea is usually 
a new innovation, product or service rather 
than an existing business model.4 Think of 
individuals like Thomas Edison, Henry Ford, 
or in more recent times, Mark Zuckerberg, or 
Jeff Bezos and you are clearly seeing in your 
mind’s eye the entrepreneur type.  Individu-
als like these and their ventures, when suc-
cessful, tend to change entire economies and 
communities in a significant manner directly 
impacting job creation—which is a distinct 
hallmark of the successful entrepreneurial 
venture.  Business owners and their enter-
prises tend to be considerably more limited. 

Profiling the Business Owner

The entrepreneur, 
on the other hand, 

is driven mostly 
by passion and by 

spotting a business 
opportunity using a 

lot of “gut feel.” risks and dealing with established products 
and services. They are more about running 
their business over the long haul and mak-
ing money as a priority.  Succession plans are 
important to them. Many of these business 
owners do quite well and actually hit it big.  

The entrepreneur, on the other hand, is 
driven mostly by passion and by spotting 
a business opportunity using a lot of “gut 
feel,” with intent to ultimately sell the idea 
by going public.  This is why entrepreneurs 
most often tend to be young, but due to their 
youth they are typically inexperienced indi-
viduals who are willing to dive into chancy 
ventures with sketchy business plans and 
very little capital.  Entrepreneurs hope to se-
cure the necessary capital along the way, by 
attracting venture capitalists or investment 
angels.  It’s possible to turn successful en-
trepreneurs into successful business owners 
and some become exactly that, but generally 
their unique idiosyncrasies make that likeli-



22 L M R  O C T O B E R  2 0 1 5

changed since 2007.  But being home based 
is not synonymous with working at home.  A 
home based business according to IRS defi-
nitions is a business that is operated out of 
one’s home, but business activities may take 
place at other locations as well.  Of the major 
industries in the U.S. economy, construction 
dominated the largest share of home-based 
business at 70%. (SEE Table 4: Note that 
the definitions overlap so the shares total 
more than 100)5

Equally interesting is that only 2% of 
“small businesses” (defined companies with 
no more than 499 employees) were franchis-
es. Where we may tend to think that being a 
franchise owner has less risk than operating 
an independent business, the facts show that 
survival rates among independent businesses 
and franchises are actually similar.

Another eye-popping reality is that wom-

hood difficult.  Once their venture is suc-
cessfully launched they generally move 
on to the next big thing.  

Bottom line, entrepreneurs are much 
bigger risk takers; consequently they fail 
more often than the true business owner 
type. However, entrepreneurial ventures, 
when successful are real breakthroughs 
in the marketplace and do generate huge 
profits.

More Facts You Should Know 

Profiling the Business Owner

About Business Owners

An unexpected fact you may not have 
known is that over three-quarters of busi-
nesses were non-employer firms! This gen-
erally means only one individual running a 
small enterprise with no employees.  Basi-
cally, this is what we would refer to as sole 
proprietorships, or the un-incorporated “self-
employed.” 

Here is another interesting fact. Believe it 
or not, 52% of small businesses are home-
based enterprises. Yet 24% of these busi-
nesses have employees.  This number has not 

The facts show 
that survival rates 

among independent 
businesses and 
franchises are 
actually similar.
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en-owned businesses have increased dra-
matically as a share of total businesses in re-
cent years and is now up to 36%.  The 2007 
statistics released in March 2014 show that 
there were 7.8 million women business own-
ers averaging $130,000 in annual receipts.  
Equally surprising is the rise in Asian busi-
ness owners in the U.S, now at 1.6 million 
with average annual receipts of $290,000.  
Hispanic business owners follow at 2.3 mil-
lion firms with annual average receipts of 
$120,000 and military veterans at 3.7 mil-
lion firms averaging $450,000 in annual rev-
enue. (SEE Table 3: Note that the defini-
tions overlap)6

Ever wonder what amount of effective tax 
rates business owners pay?  Keep in mind 
that an effective tax rate is defined as the 

amount of tax paid as a fraction of net prof-
its.  According to the March 2012 SBA Of-
fice of Advocacy Report the average effec-
tive tax rate for businesses organized as sole 
proprietorships was 15.1% in 2013. They 
also represented the largest legal form of or-
ganization for non-employer firms.  In the 
eyes of the federal government, an LLC is 
not a separate tax entity, so the business it-
self is not taxed.  Instead, all federal income 
taxes are passed on to the LLC’s member(s) 
and are paid through their personal income 
tax.  LLCs choose their business entity—
sole-proprietorship, partnership, or S-corp.  
S corporations faced the highest effective 
tax rate at 31.6%. At the same time, 21% of 
business owners operating small enterprises 
were C corporations with 72% of these cor-
porations taxed at personal tax rates and av-
eraging an effective tax rate of 17.8%. (SEE 
Table 5 & 7)7

Profiling the Business Owner
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How Do Business 
Owners Finance 
Their Businesses?

According to the 
SBA, business owners 
will borrow for four 
principal reasons: 1) 
Starting a business, 2) 
Purchasing inventory, 
3) Expansion and 4) 
Strengthening the firm.  

For small businesses 
and start-ups, business 
owners rely on personal 
or business loans from 
friends and family, 
credit cards, angel in-

money from the public yet still remain a pri-
vately held business.  Some business owners 
will choose to go public as a viable means to 
expand their business in size and profitabili-
ty and obtain listing on the Over The Counter 
Market (OTC) in order to sell their securi-
ties.  By managing an expanding a business 
enterprise well some business owners have 
made it into the ranks of the S&P 500 list 
and other high-ranking business lists. Ac-
cording to the World Federation of Ex-
changes there are currently 5,008 companies 
traded on major U.S. stock exchanges.9

 Who Makes The Largest Incomes?

Generating large profits from a business 
enterprise certainly leads to big incomes, 

Profiling the Business Owner

vestors, venture capital, SBA loans through 
commercial banks, and lines of credit.  

Borrowing conditions for businesses have 
remained weak since the 2008 financial cri-
sis, but small business borrowing from a 2013 
Survey indicated approximately $1 trillion 
—$585 billion in business loans, $422 bil-
lion in credit from finance companies, and 
the rest from a mix of sources.8

For larger and more established businesses, 
owner investments, supplier credit and bank 
credit are the three most widely used kinds 
of financing.  Larger businesses will also uti-
lize private arrangements to access funds 
from accredited investors (such as private 
placements) by selling shares of their stock 
or issuing debt instruments, such as deben-
tures or corporate bonds in order to borrow 



25 L M R  O C T O B E R  2 0 1 5

which in turn leads to wealth creation, so do 
business owners make the largest incomes?  
Here is where we get the biggest surprise 
of all.  Average individual CEO compensa-
tion for large businesses was $15.2 million 
in 2013, according to a report put out by the 
Economic Policy Institute in June 2014. This 
pay included the value of stock options exer-
cised in a given year. The top pay for the top 
CEO was $156 million.  

But according to the Economist,10 “S&P 
500 CEO’s are not doing all that well com-
pared to others in the top 1 percent bracket.”  
Bosses of unlisted companies and private 
equity industries have actually pulled ahead 
of them.  According to Forbes, “private eq-
uity founders of Carlyle each received a dis-
tribution of $300 million, while the founder 
of Blackstone got over $200 million (Car-
lyle and Blackstone are the two largest pri-
vate equity firms), and Henry Kravis and 
George Roberts of KKR each received more 
than $130 million.”  KKR is a leading global 
investment firm that manages investments 
across multiple asset classes.

To keep all this top pay in perspective, 
leading corporate lawyers, those who deal 
in mergers and acquisitions especially, make 
less than S&P 500 CEO’s, but they are cer-
tainly close to their numbers.   Also the top 
25 athletes in baseball, basketball and foot-
ball all got more than $15 million each ad-
justing for their product endorsements. And, 
we can’t forget actors and actresses.  Robert 
Downey Jr. who pulled in $80 million and 
Jackie Chan $50 million head the top 10. 
The 25th highest paid actor on the list was 
Will Farrow at around $10 million.

But the top 25 hedge fund managers regu-
larly earn more as a group than all 500 S&P 
CEOs put together! The average pay for the 
top 25 hedge-fund managers was $537 mil-
lion according to the latest figures.11

A New IRS Report Shows Earnings 
Of The 0.001 Percent

Now comes the really big news.  Recently 

Profiling the Business Owner

The top 25 hedge 
fund managers 

regularly earn more 
as a group than all 
500 S&P CEOs put 

together!
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The very richest 
Americans show little 
or no income on their 

annual tax filings 
because they borrow 
against their wealth 

at very low 
 interest rates.
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the IRS for the first time ever broke out a 
report showing income tax data at the very 
top of the earning spectrum, referring to 
tax year 2012.  What it disclosed was that 
1,360 households in the U.S., the top .001 
percent, had Adjusted Gross Incomes (AGI) 
of $62 million or more and an average re-
ported AGI of $161 million. The average tax 
rate for the top .001 percent was 17.6 per-
cent. (SEE Colored Graph THE RICHES 
ONE-HUNDRED-THOUSANDTH 
OF AMERICA, DEFINED) 

Conclusion: Anyone Can Operate 
Like the Very Rich

In this article we’ve done something slight-
ly different than the norm.  We began by tak-
ing a simple definition of a business owner.  
Then we took into account various excep-
tions, characteristics, and statistics unique to 
this group of individuals from several sources 
to get a more accurate picture of who these 
individuals might actually be. We conclude 
with a special focus on income and tax rates 

Profiling the Business Owner

The top .01 percent of tax 
returns had an AGI of $12 
million or more.  The top .1 
percent of tax returns had an 
AGI of $2 million or more. 
The 1 percent had an AGI of 
$434,682 or more and paid 
the highest average tax rate of 
22.8%.12 

The AGI threshold for the 
top 50% of all tax returns (136.1 
million returns were filed) was 
$36,055.  These taxpayers ac-
counted for 88.9 percent of the 
total AGI and paid 97.2 per-
cent of total income tax.  Al-
though we may not be happy 
with the results of this report, 
let’s keep in mind that among 
these individuals are business 
owners operating small and 
large enterprises. Somewhere 
within these numbers are you 
and I.
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to get an idea of what the super stars in this 
group earn and actually pay in taxes.

Since income when managed well eventu-
ally turns into wealth, this topic is relevant to 
our readers. The important take away in this 
article comes from this one line of reasoning 
I found repeatedly in the various sources I 
researched in order to write this paper.  That 
line of reasoning went something like this:

“The top .001 percent paid just 17.6 cents 
out of each dollar they earned in federal in-
come taxes. The reason for this peculiarity is 
that the very richest Americans show little 
or no income on their annual tax filings be-
cause they borrow against their wealth at 
very low interest rates.”13

The point is this.  The one thing Authorized 
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IBC Practitioners and their clients know for 
sure is that by practicing Privatized Banking 
using a dividend–paying Whole Life insur-
ance policy designed especially the way the 
Nelson Nash Institute instructs, allows them 
to do the same thing as the very rich.  That is 
to say that their own personal level of wealth 
inside these policies—whatever that may 
be—allows them and individuals like you 
and me to borrow against our wealth and 
operate like the Warren Buffets of the world.
Now that is a real breakthrough!

Speak to an Authorized IBC Practitio-
ner and find out exactly how this is done. 
www.infinitebanking.org.
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LARA-MURPHY REPORT: How did you 
discover Austrian economics?

ALEX SALTER: I discovered Austrian eco-
nomics by accident, while I was applying to 
graduate programs in economics. I found 
myself randomly browsing Wikipedia until 
I came across an article on the 2007-8 fi-
nancial crisis. I read through to the section 
that contained theories of why the crisis 
happened, and I remember thinking most of 
them didn’t sound convincing. Then I came 
across one I was not familiar with at all—
the so-called Austrian theory of the busi-
ness cycle—and I remember reading it and 
thinking, “Hmm, there might be something 
to this!” After doing more digging I learned 
more about Austrian economics, and discov-
ered George Mason’s graduate program of-
fered one of the best opportunities to study 
it. I applied late, just two weeks before the 

deadline I think, and thankfully I got in. The 
graduate courses on Austrian economics I 
took at Mason really sealed it for me—the 
Austrian school just had better answers to 
important economic questions than alterna-
tive schools.

“THE AUSTRIAN SCHOOL JUST HAD 
BETTER ANSWERS TO IMPORTANT 

ECONOMIC QUESTIONS THAN 
ALTERNATIVE SCHOOLS.”

ALEXANDER WILLIAM SALTER IS AN ASSISTANT PROFESSOR 
OF ECONOMICS IN THE RAWLS COLLEGE OF BUSINESS, AND 
THE COMPARATIVE ECONOMICS RESEARCH FELLOW WITH 
THE FREE MARKET INSTITUTE, AT TEXAS TECH UNIVERSITY. 
ALEXANDER RECEIVED HIS PH.D. IN ECONOMICS FROM 
GEORGE MASON UNIVERSITY IN 2014. HIS MAIN RESEARCH 
INTERESTS ARE IN MONETARY THEORY AND POLICY, AND 
THE ECONOMICS OF GOVERNANCE. ALEXANDER IS ALSO A 
PROJECT FELLOW WITH THE ATLAS SOUND MONEY PROJECT, 
AND SERVES AS AN ASSOCIATE EDITOR OF THE JOURNAL OF 
PRIVATE ENTERPRISE. HIS CV AND WRITINGS CAN BE FOUND 
AT HIS PERSONAL WEBSITE, WWW.AWSALTER.COM.

What Is Sound Money?

LMR: You are involved with the Atlas Sound 
Money Project. We too devote a large por-
tion of our book to the promotion of “sound 
money,” so can you explain what that means 
in the classical liberal paradigm, and your 
work with Atlas? 
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AS: I suppose sound money can mean dif-
ferent of things to different people, but I 
think there’s a consensus that current mon-
etary arrangements (discretionary central 
banking) don’t qualify. To me, sound money 
means monetary regimes that adhere to the 
rule of law, as classical liberals understand it. 
Lawful money regimes are general, predict-
able, and non-discriminatory. They protect 
the integrity of money as a means of social 
cooperation, and reject the use of money as a 
tool of macroeconomic control. The best his-
torical examples of lawful money, in my view, 
are the various “free banking” episodes, most 
prominently Scotland in the 18th century, 
Sweden in the 19th century, and Canada 
up until the First World War. Interestingly, 
these regimes, where money was privately 
produced, also did a good job at maintaining 

macroeconomic stability. It seems if you put 
lawful money first, you get macroeconomic 
stability as a bonus. But if you subordinate 
lawful money to macroeconomic stability, as 
current attempts with discretionary central 
banking have done, it turns out you get nei-
ther!

“THEY PROTECT THE INTEGRITY OF 
MONEY AS A MEANS OF SOCIAL 

COOPERATION, AND REJECT THE 
USE OF MONEY AS A TOOL OF 

MACROECONOMIC CONTROL.”

LMR: Much of your graduate training and 
research has drawn not just on the Austrian 
School, but also the Virginia School. Can 

What Is Sound Money?
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draining swampland—but there’s also the 
risk that political exchange can benefit those 
party to the exchange, at the expense of 
those not party to the exchange. An example 
would be a legislator providing pork to her 
constituents, paid for largely by non-constit-
uents’ taxes. Viewing politics this way high-
lights the importance of “getting the rules 
for rule-making” right, to make sure politics 
is productive as opposed to predatory. This 
explains why constitutional economics, the 
field that studies the effects of various rules 
for rule-making, as well as what causes these 
rules to come about in the first place, is typi-
cally a heavy focus of those influenced by the 
Virginia school.

I think the combination of Austrian and 
Virginia insights yields an incredibly power-
ful “engine” for doing social science. Austrians 
tend to stress knowledge problems (whether 
individuals have the knowledge they need to 
make good decisions), while Virginia school 
adherents tend to stress incentive problems 

you explain what that tradition is, and what 
it offers beyond the traditional Austrian 
thinkers?

AS: The Virginia school’s approach to po-
litical economy is a particular way of under-
standing politics using the tools of econom-
ics. For Virginia school adherents, politics is 

“THE VIRGINIA SCHOOL’S 
APPROACH TO POLITICAL 

ECONOMY IS A PARTICULAR WAY OF 
UNDERSTANDING POLITICS USING 

THE TOOLS OF ECONOMICS.”

itself an exchange process: we trade with each 
other in collective action just as we trade with 
each other in private action, such as markets. 
Sometimes political exchange can be benefi-
cial for all involved—we can think of proj-
ects that might be better carried out under 
collective action than private action, such as 

What Is Sound Money?
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polycentric monetary policy. Giving a sin-
gle organization, largely unaccountable and 
without access to the profit and loss calcu-
lations that help ordinary market organiza-
tions (firms) coordinate their activities, the 
responsibility for making sure monetary 
conditions are “just right” is not a good idea. 
The organization will inevitably make mis-
takes, which will cause turmoil in markets 

(whether individuals face the incentives nec-
essary to make good decisions). But of course 
both matter in determining why people do 
what they do. Analyzing regulations, or po-
litical institutions more generally, by seeing 
how they cope with knowledge and incen-
tive problems can go a long way in showing 
which rules will have beneficial consequenc-
es, and which ones won’t.

LMR: Another of your research areas in-
volves “polycentric monetary policy.” What 
does that mean in plain English, and how 
does your work here challenge the conven-
tional view of central banking?

AS: In the economics of governance, “poly-
centricity” basically means decentralized 
decision-making systems, characterized by 
overlapping spheres of authority. You don’t 
need to be a systems engineer to realize that 
these structures tend to be resilient, because 
they aren’t vulnerable to a single point of 
failure. Central banking is the antithesis of 

“AUSTRIANS TEND TO 
STRESS KNOWLEDGE 

PROBLEMS (WHETHER 
INDIVIDUALS HAVE THE 

KNOWLEDGE THEY NEED TO 
MAKE GOOD DECISIONS), 
WHILE VIRGINIA SCHOOL 

ADHERENTS TEND TO 
STRESS INCENTIVE 

PROBLEMS.”

“THESE STRUCTURES TEND TO BE 
RESILIENT, BECAUSE THEY AREN’T 
VULNERABLE TO A SINGLE POINT 

OF FAILURE. CENTRAL BANKING IS 
THE ANTITHESIS OF POLYCENTRIC 

MONETARY POLICY.”

more generally, since money is one half of all 
exchanges. 

A polycentric monetary system would 
fare much better. An example of a poly-
centric monetary system is a free bank-
ing regime: multiple private banks that is-

What Is Sound Money?
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sue money, and adjust the supply of money 
based on the public’s demand to hold it. If 
any one bank makes a mistake, issuing ei-
ther too much or not enough money relative 
to the public’s desires, that probably won’t 
have severe consequences for the economy 
as a whole. Furthermore, since private banks 
would have access to profit and loss calcula-
tions, they have a means to correct any mis-
takes they make that central banks can’t use. 
Ultimately both theory and history suggest 
decentralized and privatized money systems 
can maintain macroeconomic stability; it 
isn’t clear that centralized and public mon-
etary systems can. 

LMR: We understand that you have what 
might be termed an optimistic spin on pes-
simistic outcomes, regarding the future of 

liberty. How do you think intellectuals can 
spread the message of liberty and free mar-
kets to the public? 

AS: That’s an interesting way of putting it! 
And it’s true: I don’t think the prospects for 
liberty look good, so long as we have to rely 

What Is Sound Money?

“IF PRO-LIBERTY IDEAS ARE 
RIGHT, THEN SYSTEMS FOUNDED 

ON ANTI-LIBERTY IDEAS ARE 
UNSUSTAINABLE.”

on working through existing social and po-
litical institutions in “business as usual” con-
ditions. In these situations, pro-liberty ideas 
tend to get outcompeted by anti-liberty 
ideas, since almost by definition anti-liberty 
ideas promise wealth, prestige, and power to 
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their followers. Pro-liberty 
ideas cannot promise these 
things to anywhere near 
the same extent, since anti-
liberty ideas propose getting 
these things chiefly through 
expropriation.

But if pro-liberty ideas 
are right, then systems 
founded on anti-liberty 
ideas are unsustainable. They 
just don’t work, and will re-
quire ever-expanding quan-
tities of expropriated wealth 
just to keep them from fail-
ing. Eventually something’s 
got to give, and we have a 
crisis. In crisis situations, as 
Milton Friedman argued, 
there is a genuine oppor-

to advance liberty. Instead, advocates of lib-
erty should keep thinking, arguing, and writ-
ing, so that the necessary ideas and policies 
are available when society needs them most, 
and is most likely to put them into practice. 

“PROVOKING POLITICAL UPHEAVAL 
ALMOST ALWAYS GOES BADLY, AS 

PRETTY MUCH EVERY REVOLUTION 
IN THE WESTERN WORLD, WITH 

THE POSSIBLE EXCEPTION OF THE 
UNITED STATES, SHOWS.”

tunity for pro-liberty ideas to outcompete 
anti-liberty ideas. In crises, things are gener-
ally too uncertain for people to know what 
ideas or policies are privately beneficial, so 
self-interest compels them to support ideas 
or policies that contribute to the common 
good. These ideas and policies tend to be 
much more pro-liberty than anything you’d 
get under the status quo.

Let me be clear, I’m no revolutionary. (In 
fact, I’m anti-revolutionary; provoking po-
litical upheaval almost always goes badly, as 
pretty much every revolution in the West-
ern world, with the possible exception of the 
United States, shows.) So I don’t think we 
should be trying to engender crises in order 
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