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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

“All things are subject to the law of cause and effect.”  This is the very first sentence 
of the book Principles of Economics, written by the Founder of Austrian Economics, Carl Menger. The 
reputation of the School and its fundamental ideas belong fully and wholly to this man. The profundity of 
that statement seems to make clear that the law of causality gets to the “why?” of all things. 

Two of his greatest disciples, Mises, and the Nobel Laureate, Hayek, developed their famous Business 
Cycle Theory, an analysis that should be studied and never ignored.

The stock market, you see, is roaring again and hitting levels not seen since November of 2007. 
Consequently, that strange phenomenon whereby people believe that this shift in the markets is a sign of 
economic prosperity is starting to spread. Fueled by the direct influence of the Central bank, that particular 
effect becomes increasingly easier to spot for those schooled in Austrian Economics. Now, while many want 
to believe that the worst is over, is the time for sound economic thinking. The alleged “recovery” and boom 
in the stock market has been built on Fed inflation, meaning another bust will inevitably follow. But for now, 
most people will accept anything that ends the current recession.

All that cash, more than $1 trillion, sitting in corporate balance sheets—money that has been saved 
during the recession, is on the prowl for investment deals. All those excess reserves, $1.5 trillion, sitting in 
the commercial banking sector are aligning together for the perfect storm. Mergers and Acquisition mania 
has suddenly sprung loose with Warren Buffett leading the way with his mega $23 billion purchase of 
Heinz, followed by the $11 billion merger between American Airlines and US Airways, and Michael Dell’s 
$24 billion private equity buyout of Dell. These huge deals require mega bank loans to finance and banks 
love them. They have been waiting for this timing and more of these are on the way.

Yet, this is the very thing we feared when How Privatized Banking Really Works was written in 2010, 
for now those excess bank reserves have a way to come out. Our worries about the inflationary potential of 
Bernanke’s massive injections of “base money” into the banking system have not yet borne full fruit, partly 
because the real economy was so bad that the banks saw few good investment opportunities. Ironically, 
when the “experts” think happy times are here again, this will open the floodgates of lending and unleash 
the fractional-reserve genie. 

Times are about to get pleasant all around as the illusion takes hold.  Our message will become more 
difficult to spread. However, stay the course. When the howling and gnashing of teeth occurs again on the 
other side of the collapse we will need to be there to pick up the broken pieces and show the people the way.

Carlos and Bob

Dear readers
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ReCent DeveLoPMents tHat May Be of InteRest to ReaDeRs of tHe LaRa-MuRPHy RePoRt…

Pulse on the Market

PuLSE On tHE MArkEt
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ANOTHER STEALTH bAiLOUT by THE fEd
In the New York Times, Gretchen Morgenson details how the New York Federal 
Reserve has given a huge implicit gift—possibly worth $7 billion—to Bank of 
America. In brief: Back in 2008, the insurer AIG was collapsing because of its “toxic” 
mortgage-backed securities (MBS) as well as the collateral calls on the credit default 
swaps it had issued. As part of the Fed’s rescue, AIG sold $20.8 billion of MBS to 
Maiden Lane II, an entity set up by the NY Fed. However, these securities had a 
face value of $39.2 billion, meaning AIG took a huge hit. Seeking to recover some 
of this loss, AIG brought a $10 billion fraud suit against Bank of America, which 
had sold it the MBS in question. Out of this total, $7 billion of the claimed damages 
were attributable to the securities now held by Maiden Lane II (i.e. the New York 
Fed). As recently become public knowledge, back in July 2012 the NY Fed released 
Bank of America from any of its possible legal liabilities, in exchange for a paltry $43 
million. Further, the NY Fed has actively fought AIG’s legal arguments claiming that 
AIG retains the right to sue (even though it had sold off the assets to another party, 
namely the NY Fed). The whole sordid tale shows yet another example of the Fed 
as a giant cartel serving the interests of the very group—the big bankers—whom it 
allegedly regulates on the public’s behalf. When you control the printing press, you 
can “afford” to give generous gifts to your buddies, and your buddies certainly aren’t 
the homeless or working families with underwater houses.

Yet  Another  Fed  Gift  to  the  Big  Bank s

THE fEd bAiLS OUT EUROPEAN bANKS, TOO
The bad-boy investor site ZeroHedge recently reported that during January 2013 
alone, the Fed’s new policies resulted in an injection of $237 billion into the cash 
holdings of European banks operating on US soil, while the total cash holdings of 
small banks and even large, US-domiciled banks decreased. It’s bad enough when the 
Fed is bailing out fat cat American bankers…but fat cat European bankers?! We’ll 
let you know if we ever discover that Bernanke is secretly funneling billions of US 
dollars to Martians.

Central  Bankers  St ick  Together

PEOPLE wORRiEd AbOUT A dOLLAR COLLAPSE
Virginia Del. Robert G. Marshall wants to study a proposal to allow the commonwealth 
to issue it own currency. He is not necessarily predicting financial Armageddon, but 
says it’s a lifeboat “what if ” scenario that ought to be explored. Other states are pursuing 
similar ideas. In many respects these “local currency” movements are economically 
naïve, and in our view the only safe money is one produced on the free market. Even 
so, it’s a sign of the times when such views are becoming more  acceptable. 

Doll ar  Decay
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LOUiSiANA PROTECTS CONSUMERS fROM AffORdAbLE 
MiLK
According to a Fox News report:  “Fresh Markets in Perkins Rowe was selling 
milk for $2.99 a gallon as part of a weekly promotion deal, but Louisiana requires 
that retailer markups be at least 6 percent above invoice and shipping costs, 
The Advocate reports.” Don’t worry, the authorities stepped in to make sure 
consumers weren’t being hurt by getting milk at low prices. Joking aside, this 
episode underscores the bankruptcy of mainstream economics. By focusing on a 
theoretically perfect, but empirically unrealistic, notion of “perfect competition,” 
we end up with an absurd outcome whereby firms are penalized for giving price 
cuts to their customers. The Austrians are much better on this topic—as so many 
others in economics—because they recognize the innovation and dynamism that 
entrepreneurs bring to the table in the real world. 

Got Social ism?

A NEw TOOL fOR LAw ENfORCEMENT?
Mike Riggs at Reason.com breaks the story: “What if I told you police in your 
town could desensitize themselves to the idea of shooting a (armed) child, 
pregnant woman, or young mother, for just a couple of bucks? The ‘No More 
Hesitation’ series  from Law Enforcement Targets Inc. offers exactly that. For 
less than 99 cents per target, police can tshoot at real-life images ‘designed to 
give officers the experience of dealing with deadly force shooting scenarios with 
subjects that are not the norm during training.’” Words don’t really do this story 
justice; see the targets themselves at:
http://reason.com/blog/2013/02/19/is-your-local-police-department-using-pi. 

Pregnant And Armed?

gUN bANNERS HAvE gREAT idEAS fOR CO-Ed SAfETy
We are by no means advocating violence as a way to solve problems, but in light 
of the gun bans following the Newtown tragedy, some really wacky notions are 
surfacing. Apparently some officials are advising female college students that 
rather than using a gun for self-defense, the proper way to deter a would-be rapist 
is to either urinate or vomit on oneself. It just reinforces how far we’ve come from 
the plain English meaning of the Bill of Rights. No wonder people thought Ron 
Paul was crazy—he actually took the Constitution at face value! 

The  Right  to  Bear  Fluids?



8 L M R  F e b r u a r y  2 0 1 3

By:
Robert P. Murphy, PhD

Obama 
Calls 
for $9 
Minimum 
Wage

Obama Calls for $9 Minimum wage

Obama 
Calls 
for $9 
Minimum 
Wage

By:
Robert P. Murphy, PhD

8 L M R  F E B r u A r y  2 0 1 3



9 L M R  F e b r u a r y  2 0 1 3

During his State of the Union address, 
President Obama proposed an increase of the 
federal minimum wage from its current $7.25 
up to $9 per hour, a whopping 24 percent in-
crease. As economists literally teach in intro-
ductory principles courses to freshmen, the 
minimum wage is a “price floor” that serves to 
create unemployment among unskilled workers, 
particularly teenagers. 

It didn’t surprise me that politicians would 
support something that is popular with the 
general public, even though it will hurt the 
very people it’s supposed to help. However, I 
have been astonished at how many professional 
economists—led by the world’s most famous 
Keynesian, Paul Krugman—have endorsed 
Obama’s plan.

In this article, I’ll first lay out the literally 
textbook economic case against minimum wage 
laws, and then I’ll summarize the sad state of af-
fairs in academia, whereby Nobel laureates deny 
that employers respond to incentives when it 
comes to hiring decisions.

Back to School, 
Everybody: Why the 
Minimum Wage Causes 
Unemployment

Often when we economists encounter an ar-
gument we find silly, we try to blow up our op-
ponent by saying, “This fool doesn’t understand 
Econ 101.” Yet when it comes to Obama’s $9 
minimum wage hike, the slam literally applies—
this stuff really is basic. Indeed, the following 
diagram comes from my textbook for junior 
high students (Lessons for the Young Econo-
mist), which is free online if you’ve got a special 
7th grader you’d like to torture.1

Figure 1 below is simply putting in diagram-
matic form what we can just as well express in 
words: Suppose that as the wage rate goes up, 
other things equal, more people want to work. 
(This implies an “upward sloping supply curve” 
in the market for low-skill labor.) Also suppose 

Obama Calls for $9 Minimum wage

As economists literally teach in 
introductory principles courses 

to freshmen, the minimum 
wage is a “price floor” that 

serves to create unemployment 
among unskilled workers, 

particularly teenagers. 

Figure 1



10 L M R  F e b r u a r y  2 0 1 3

higher wage rate.

At the same time, however, employers cut back 
how many positions they offer. After all, the rea-
son employers hire workers is to make a profit. If 
the government insists on paying workers $8 per 
hour, then employers will only hire people with 
the productivity to bring in at least $8 per hour 
in extra revenue to the business. In this example, 
we’re assuming that 20,000 people who had a 
job originally, now get laid off because they don’t 
have the skills and/or work ethic to make it 
worthwhile to employ them at $8/hour. It made 
sense at $5/hour, but not $8.

Put the two trends together: 20,000 more peo-
ple are looking for work, while there are 20,000 
fewer job openings. This means there are now 
40,000 people who are officially “unemployed,” 
which is the status of a person who wants to 
work at the prevailing wage, but can’t get a job.2

To be sure, there’s nothing magical about the 
specific chart we drew on the previous page in 
Figure 1, or the numbers we chose. The take-

that as the wage rate goes up, employers want to 
hire fewer workers. (This implies that demand 
curves slope downward.) 

If you think these two assumptions sound 
reasonable enough, then (absent some funny-
shaped curves) the demand and supply curves 
intersect each other at a certain point, which 
means that’s the wage rate at which employers 
want to hire just as many workers who are look-
ing for a job. In the diagram above, we assumed 
it was 100,000 workers, at the market-clearing 
wage rate of $5/hour.

Now what happens if the government declares 
that $5/hour is unconscionable, and says it’s il-
legal to hire anybody for less than $8? 

Well, now that the going wage rate is $8 
rather than $5, there are more people who en-
ter the work force. Maybe teenagers decide to 
earn a little money in the summer when they’re 
off from school, or maybe the head of a poor 
household, who already has a full-time day job, 
decides to take a night position cleaning dishes 
at a restaurant to bring in a little more income. 
Whatever the specifics, if employers are pay-
ing $8 instead of $5, there will surely be more 
people seeking work. In the diagram above, 
we assumed an extra 20,000 people enter the 
low-skill labor market, hungry for a job at the 

Obama Calls for $9 Minimum wage

Since the whole point of 
minimum wage laws is to help 

the disadvantaged, this is a very 
counterproductive policy.
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away message is simple: If you think a higher 
wage will lead to more total workers seeking 
jobs, and at the same time will cause total em-
ployment to fall, then you have to agree that 
minimum wage laws cause the unemployment 
rate to go up among unskilled workers. Since 
the whole point of minimum wage laws is to 
help the disadvantaged, this is a very counter-
productive policy.

Imagine That, There’s 
Evidence for the 
Textbook Logic!

At first blush, the empirical evidence seems to 
confirm this basic economic logic. Up through 
the 1980s, the consensus of the published statis-
tical research agreed that—duh!—making teen-
agers more expensive would result in fewer of 
them being hired. 

In light of the recent controversy, I did some 
quick investigating myself.3 As of January 2013, 
there were 19 states that had minimum wage 
laws higher than the federal level. So I looked 
up the unemployment rate among 16-19 year 
olds in all of the states, to see if I found any pat-
tern. Indeed I did.

Obama Calls for $9 Minimum wage
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First of all, the average teen unemployment 
rate in the 19 states with above-federal mini-
mum wages was 25.2%, while the average in the 
other 31 states was 21.5%. Furthermore, if you 
rank the states from highest teen unemploy-
ment rate down to the lowest, then in the top 
five (i.e. states with the highest teen unemploy-
ment rates), fully four of them are states with 
above-federal minimum wage laws. On the oth-
er end of the spectrum, looking at the bottom 
five (i.e. states with the lowest teen unemploy-
ment rates), only one of them is a state with an 
above-federal minimum wage law. 

This outcome doesn’t seem random. The ob-
vious explanation staring us in the face, is that 

when a state government raises the minimum 
wage higher than the federal floor, then its teen-
agers suffer worse unemployment compared to 
other states that merely suffer the federal law.

My quick and dirty analysis was effectively a 
cross-section of the nation, at a moment in time. 
We can also look at the national average over 
time, and see how it responded to changes in the 
federal minimum wage. To isolate the minimum 
wage from other factors disturbing the econo-
my, we’ll look at the excess teen unemployment 
rate, meaning the teen unemployment rate mi-
nus the total unemployment rate. Here’s what 
we find, in a chart I cribbed from an American 
Enterprise Institute blog post:4

S. S. Huebner

Obama Calls for $9 Minimum wage

Figure 2
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Obama Calls for $9 Minimum wage

Looks pretty straightforward, doesn’t it? The 
last three increases in the federal minimum 
wage went hand-in-hand with a surge in the 
excess teen unemployment rate. So it’s not 
enough to simply say, “Well gee whiz Mur-
phy, the economy started tanking in 2008, so of 
course more people were getting laid off.” That 
doesn’t explain why more teenagers were laid 
off compared to adults. But if we remember that 
the minimum wage was raised 12% in July 2008 
and then another 11% in July 2009, the spike in 
the excess teen unemployment rate from 2008 – 
2010 suddenly makes a lot of sense.

Only Professional 
Economists Could 
Screw This Up

I am sorry to report that academic economists 
have begun defecting from this wisdom. Ever 
since an infamous 1994 paper by economists 
Card & Krueger,5 a growing number of econo-
mists have started to wonder whether our text-
book story is actually true. For example, after 
the president’s State of the Union Paul Krug-

man wrote in a New York Times op ed:

[T]here are strong reasons to believe that 
the kind of minimum wage increase the 
president is proposing would have over-
whelmingly positive effects.
…
Now, you might argue that even if the cur-
rent minimum wage seems low, raising it 
would cost jobs. But there’s evidence on 
that question — lots and lots of evidence, 
because the minimum wage is one of the 
most studied issues in all of economics. U.S. 
experience, it turns out, offers many “natu-
ral experiments” here, in which one state 
raises its minimum wage while others do 
not. And while there are dissenters, as there 
always are, the great preponderance of the 
evidence from these natural experiments 
points to little if any negative effect of min-
imum wage increases on employment.6

This is hardly the place for me to walk through 
an explanation and critique of these “natural ex-

But if we remember that the 
minimum wage was raised 12% 
in July 2008 and then another 

11% in July 2009, the spike in 
the excess teen unemployment 
rate from 2008–2010 suddenly 

makes a lot of sense.
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periments” that allegedly throw the economics 
textbooks out the window. If you’re really a mas-
ochist, you can check my blog post listed in the 
endnotes.7 But I wanted you to be aware that 
there is (now) a growing dispute even among 
professional economists, and the issue is no lon-
ger considered an open and shut case.

However, let me at least give an idea of what’s 
going on. As I said earlier, up through the 
1980s, the bulk of the statistical studies did find 
that hikes in the minimum wage were corre-
lated with slower job growth among teenagers 
(or unskilled labor in general, depending on the 
study). But then things started to change.

To give an example of “what’s new,” the new 
approach might do something like this: First, 
the economists will look at changes in employ-
ment growth among teens broken down by re-
gion (such as a state or even a county), and run 
a regression against the minimum wage prevail-
ing in that geographical unit. If that’s all you do, 
then you find a strong negative relationship—
it sure looks like hiking the minimum wage 
causes hiring to slow down for teenagers in the 
affected region.

But then the new approach says, “Wait a min-
ute. What if it just so happens that the states 
with higher-than-federal minimum wage laws, 
happen to be areas where employment grows 
more slowly for some other reason? For exam-
ple, a lot of southern states don’t have minimum 
wages set higher than the federal level, and 
they enjoy a lot of population growth as people 
move there from the colder states up north. So 
it would look like these southern states were en-
joying faster teen employment growth because 
of their lack of a state-based minimum wage, 
but that’s misleading.”

In light of these concerns, these researchers 
would then include an extra explanatory vari-
able in their regressions to capture “statewide 
employment trends.” Once they do that—poof ! 
The apparently significant negative relationship 
between employment growth and minimum 
wage laws disappears. Now it looks like we can 
explain the slow-growth in teen employment by 
the fact that, for some inexplicable reason, the 
states with high minimum wage laws also for 
some reason seem to have slowly growing em-
ployment in general.

14 L M R  F E B r u A r y  2 0 1 3
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Yet this is crazy. Minimum wage policies aren’t 
randomly distributed around the country; in-
stead, they are imposed by “progressive” state 
legislatures. It stands to reason that these same 
legislatures who imposed a higher-than-federal 
minimum wage, would also do other “pro-labor” 
policies that strengthen unions, impose costly 
workplace requirements on businesses, and so 
forth. Thus, the states with minimum wage laws 
would also tend to have general sluggishness in 
their total employment growth, in addition to 
their sluggish teenage employment growth. Yet 
this doesn’t change the fact that minimum wage 
laws make employers less willing to hire teenag-
ers!

It is downright depressing 
that so many professional 

economists have jumped on 
the bandwagon, because of 

(what appears to be) very bad 
statistical reasoning.

Conclusion
It’s bad enough that the president of the 

United States can propose making unskilled 
workers 24 percent more expensive, to thunder-
ous applause from the very people who will be 
thrown out of work by his crazy scheme. Yet it is 
downright depressing that so many professional 
economists have jumped on the bandwagon, be-
cause of (what appears to be) very bad statistical 
reasoning.
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What does one actually do when managing 
money? The picture we see in our minds is that 
of an individual deploying a stream of money 
into various places for short-term expenditures, 
accumulation (savings), or for investing. Typi-
cally a central distribution center is first utilized 
to contain the incoming money stream and 
from there the money is directed into these vari-
ous places and perhaps into the hands of other 
money managers who will assume similar re-
sponsibilities after they receive the funds.

Whenever the money manager deploys mon-
ey, he or she must have knowledge of the taxable 
consequences of these directives. The goal is to 
minimize taxation while paying close attention 
to the time value of money. It is imperative for 
a good money manager never to lose money as 
he or she executes these duties, a challenge that 
has become increasingly more difficult and may 
explain why so many Americans have abdicated 
these responsibilities. Indeed, money manage-

ment requires sound economic thinking at all 
times and especially under our current financial 
environment. Above all, good money manag-
ers must have a knack for keeping the stream of 
money coming in, perhaps from several sources 
at once, always looking for opportunities to ex-
pand those money streams whenever possible.

First Class Money Management

Whenever the money manager 
deploys money, he or she must 
have knowledge of the taxable 

consequences of these directives.

For most of the lives of individuals living in 
this century, commercial banks have been the 
central warehouse for those streams of money. 
This is not necessarily by choice, but rather by 
the design of our modern financial system.  As 
the use of paper currency and coin diminish, all 
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streams of income (either by checks or electron-
ic movements) eventually wind up in our com-
mercial banking system and fall into our check-
ing accounts—our primary storehouse. From 
here the money is deployed. But is this the best 
place for it?

IncreasIng ProbleMs WIth 
coMMercIal banks

1.  Commercial banks have been coming un-
der fire consistently ever since the financial cri-
sis of 2008 as more and more Americans have 
taken note of what actually goes on within our 
commercial banking system. It is nothing new, 
of course, but rather a developing awareness 
that has not been prevalent since the Great De-
pression. Nevertheless, as the years have passed 
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since the “too big to fail bail outs,” banks are 
now seen with more skepticism.  The public in-
teracts with them while having an increasingly 
more general sense of caution than in times past. 
All this doubt has escalated with full knowledge 
that banks in effect automatically warehouse our 
money.  Once they have it, it may be difficult to 
get out. Following several bank runs during the 
height of the crisis, depositors have repeatedly 
complained of difficulty withdrawing cash from 
their checking accounts. Even minimal cash 
withdrawals under $5,000 are currently viewed 
by banking personnel as suspicious activity and 
are recorded. A $10,000 cash withdrawal is not 
only considered suspicious, but is automatically 
reported to the IRS. 

Although account holders at commercial 
banks have rights to have their funds repaid on 
demand, the terms “deposit” and “withdraw-
al” obscures the actual legal meaning of these 
terms. In the banking industry the term “depos-

Following several bank runs during 
the height of the crisis, depositors 

have repeatedly complained of 
difficulty withdrawing cash from 

their checking accounts.

it” is used to describe the liability owed by the 
bank to the depositor, and is not the amount of 
funds that the bank holds as a result of the de-
posit. In essence, the depositor surrenders legal 
title to all monies deposited into his checking 
account, which automatically become an asset 
of the bank. Clearly, this important detail makes 
commercial bank deposits (going into what we 
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believe is our own money storage facility) un-
sound for conducting good money manage-
ment. However, this is only one of the many 
problems of checking accounts at commercial 
banks. There are others.

2.  Commercial banks have increasingly be-
come more brazen in their conduct. Without 
remorse, commercial banks working together 
with Wall Street investment banks conducted 
mortgage loan activities that created horrendous 
problems in the housing sector of our economy, 
leaving millions homeless, or in foreclosure. 
None to date has suffered sufficient reparation 
for any of this. From this evidence it is clear that 
transacting with commercial banks, much less 
depositing money in their coffers, is often not 
in one’s best financial interest, especially for the 
average household or small business owner.

As recently as this past summer, more evi-
dence of bail out activity was discovered when 
the New York Federal Reserve released Bank of 
America from billions of dollars in legal claims 

First Class Money Management

already we see that use of an 
ordinary checking or savings 

account is counterintuitive to good 
money management.

surrounding the mortgage crisis.1    This cozy 
relationship that showers favors on big bank-
ing institutions exists principally and primarily 
because of the Federal Reserves System’s shield 
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which protects large banks from assertive regu-
lation. Once again, this is nothing new; the sys-
tem has been in place for 100 years, behaving in 
much the same way all along.  However, there 
has been a growing awareness of these activities 
by the general public since the 2008 crisis. The 
point is that the little guy stands a slim chance 
against these banking monstrosities. The wise 
person will do business elsewhere, if possible.

Banks, as part of the Federal Reserve Sys-
tem, hold most of the economy’s money sup-
ply. However, a bank will not hold a depositor’s 
money in reserve in its vaults, but will instead 
loan most of it to other clients, earning interest 
on these loans—a procedure known as “frac-
tional reserve banking.”  Even without under-
standing the intricacies of this entire mysterious 
process, already we see that use of an ordinary 
checking or savings account is counterintuitive 
to good money management.   Surely, there is a 
better way?

First Class Money Management

from their bank accounts. These withdrawals 
often overdraw the account and set off a cas-
cade of overdraft fees for the banks, which make 
them huge profits. “Under federal law, custom-
ers are allowed to stop authorized withdraw-
als from their accounts. Still some borrowers 
say their banks do not heed requests to stop 
the loans.”2 Although the banks do not actu-
ally make the loans, they are a critical link to 
these unscrupulous lenders and make it possi-
ble for them to stay in business. As of 2011 the 
volume of online payday loans was $13 billion, 
up more than 120 percent from $5.8 billion in 
2006.3   This is obviously representative of prof-
itable money management, but certainly not the 
type of conduct we are promoting in this article. 
Quite the contrary, the point is that these lucra-
tive banking partnerships prey on the cash-poor 
and naïve. These episodes shine the spotlight on 
the commercial bank account itself and how the 
money is often looted— obviously, not a safe 
place to hold money.

a more insidious practice of 
commercial banks is their policy of 
collecting over-draft fees from cash-

flow-poor depositors.

3.  A more insidious practice of commercial 
banks is their policy of collecting over-draft fees 
from cash-flow-poor depositors. Big bank gi-
ants, like JPMorgan Chase, Bank of America, 
and Wells Fargo have become allies of Inter-
net-based payday lenders that charge exorbi-
tant interest rates as high as 730%. This pales 
in comparison to exorbitant credit card interest 
charges. Payday lenders are authorized by naïve 
borrowers to withdraw payments automatically 



21 L M R  F e b r u a r y  2 0 1 3

First Class Money Management

What we are really referencing and highlight-
ing is the money management infrastructure it-
self—the headquarters for our money. Should 
it be inside the commercial banking center at 
all, or somewhere else? Is there a better alter-
native? Perhaps not for smaller transactions 
and bill paying functions, but for major money 
movement, fortunately, there is.

bankIng InsIde the 
conservatIve, solId Insurance 
sector

It might come as a huge surprise, but one of 
the best kept secrets of superior money man-
agement can be found inside the insurance 
sector, specifically with mutual insurance com-
panies. Mutual insurance companies are insur-
ance companies that are owned by the policy-
holders instead of by shareholders as in stock 
companies. All profits generated each year, after 
deducting certain reserve requirements, are re-
turned to the policyholders. These companies, 

many of them as old as 
this nation, have been 
returning profits to 
their policyholders for 
the past 150 years—a 
solid testament to their 
conservative money 
management.

Mutual insurance 
companies, like other 
insurance companies, 
distribute through their 
sales force several dif-
ferent types of insur-
ance products from 
term insurance to an-
nuities. However, the 

ideal insurance product to use for creation of 
one’s own private money management system 
is a dividend-paying Whole Life insurance pol-
icy. More than likely this comes to the reader 

the ideal insurance product to use 
for creation of one’s own private 

money management is a dividend-
paying Whole life insurance policy.

as another huge surprise, but here’s the reason 
for use of the Whole Life product as a money 
management structure—in one word it’s con-
trol. No other financial platform, when used for 
purposes of money management, offers you the 
control found in a dividend-paying Whole Life 
insurance policy obtained from a mutual com-
pany. This financial instrument allows you to 
accumulate, compound, and utilize your money 
while at the same time acquiring assets. If done 
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properly, these money management strategies 
can be implemented with significant tax ben-
efits that can’t be beat.

Those familiar with Nelson Nash’s Infinite 
Banking Concept (IBC) will recognize that I 
am merely echoing his enthusiasm for Whole 
Life insurance as a superior method of cash 
flow management. Over the years, as more 
people learned of Nash’s ideas and wanted help 

the financial strength of the mutual company 
to increase the policyholder’s wealth year after 
year, limited only by how much capital is put 
into it. It offers control, safety, flexibility, tax 
advantages, and can even be used in an infla-
tionary environment. Best of all, it lies outside 
of the cozy Fed/Wall Street nexus, and those 
who implement IBC do not contribute to the 
nation’s inflation problem (the way customers 
of commercial banks unwittingly do). These are 
not loosely made statements, but in fact can be 
verified point by point. Although a full exposi-
tion is not possible in this short article, there are 
two books you should read for your own private 
research and study. The first is Nelson Nash’s 
Becoming Your Own Banker and second, the 

Most places to store money put your 
money in prison where you can’t 

get to it even in cases of emergency 
without paying severe penalties and 

onerous income taxes.

in implementing them, there arose a need for 
an elite group of trained IBC professionals. 
Such professionals are already out there, and 
have been doing great work for years in help-
ing clients. But the problem was—how to let 
the public find these individuals? Thus my co-
author Robert Murphy and I, in conjunction 
with Nelson Nash and David Stearns, have just 
launched the IBC Practitioner’s Program. This 
is an educational course for financial profes-
sionals who want to assist their clients with is-
sues relating to IBC. The graduates of the IBC 
Practitioner’s Program will be listed publicly at 
the Infinite Banking Institute website, so that 
the general public can know where to go when 
desiring one-on-one discussions about financial 
matters, from the perspective of someone who 
understands IBC.

The Whole Life product is guaranteed by 
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book I wrote with Robert P. Murphy entitled, 
How Privatized Banking Really Works.

As a money management system, the Whole 
Life product is not only liquid and safe, its cash 
values are creditor-protected in most states, if 
not all. It is easy enough to inquire to find out 
about your own particular state and you should. 
Above all, there is no market volatility whatso-
ever. This makes it easy to use and transfer, with-
out a load of fees and penalties. In fact, you can 
think of it as a private banking enterprise with 
minimal government intervention. Additional-
ly, because it is an insurance product and not an 
investment vehicle, the likelihood of your ever 
seeing a 1099 is negligible. But to make sure, 
work only with IBC Practitioners who can de-
sign the policy properly and instruct you in its 
use for your own personal money management 
system.

Of course first class money management must 
invariably consist of sound financing strategies. 

Here is where the Whole Life product really 
shines. Outside of commercial bank accounts, 
most places to store money put your money in 
prison where you can’t get to it even in cases 

this is an unbelievable financing tool 
that is ultra conservative,

yet highly innovative.

of emergency without paying severe penal-
ties and onerous income taxes. IBC-designed 
Whole Life policies are intended for immediate 
use and can be used for all of life’s major pur-
chases such as automobiles, college education, 
weddings, home purchases, and ultimately one’s 
retirement income. No purchase or investment 
is excluded. These money strategies are facilitat-
ed through policy loans whereby the cash val-
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ues of the policy are used as collateral to obtain 
loans from the insurance company, usually at a 
below-market rate of interest. These loans are 
so effectively collateralized from the insurance 
company’s point of view that they are never de-
nied and are only limited by the amount of cash 
value available in the policy for borrowing. Used 
and designed properly, the money can flow in 
and out of these policies freely and at will with-

of death and deducted from the death benefit. 

This is an unbelievable financing tool that is 
ultra conservative, yet highly innovative. It is 
tailor-made for households, but business own-
ers especially can benefit immensely, ultimate-
ly breaking away from the constraints of bank 
lines of credit and bank high-pressure lending 
practices.

conclusIon

Notice that only in closing these remarks have 
we made our first mention of the death ben-
efit of these insurance policies. The reason for 
this is that the money management aspects of 
these policies are to be found within the living 
elements of the policy, more specifically, in how 
the policy itself is designed. These are qualities 
that are for the first time in many years being 
reexamined by a new generation of Americans 
who are sick and tired of the corrupt and en-
croaching commercial banking system and the 
roller coaster ups and downs of Wall Street that 
have made it impossible to get ahead and to 
control their money. It may be difficult to see 
an insurance policy as a financing instrument or 
a “banking” policy, but considering the limited 
alternatives, this may be the right time to be-
gin taking a closer look. You will be surprised at 
what you will discover and you will wonder why 
no one ever told you about this before. It really 
is the best-kept secret in America!

notice that only in closing these 
remarks have we made our first 

mention of the death benefit of these 
insurance policies.

out penalties and taxation. However, make sure 
you work only with qualified IBC profession-
als and your tax advisor for the proper methods 
and design. Go to the Infinite Banking Institute 
Website (www.infinitebanking.org) to learn 
more about these banking policies and where to 
find qualified Practitioners.

Disciplined money management will natu-
rally motivate policyholders to repay the loans, 
but the insurance company will never send the 
policyholder a late notice. This is because loan 
repayment will ultimately be made at the time 

http://www.infinitebanking.org
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“

lara-Murphy report: How did you discover 
Austrian Economics?
 
guido hülsmann: In 1991-92 I studied for a 
year at the Toulouse Business School in southern 
France. My research director, Claude Courtois, was 
an extraordinary pedagogue who strove to encourage 
enthusiasm and productivity in his students, 
regardless of their methodological and political 
orientation. He sensed that I had more libertarian 
leanings than my French classmates, and thus he 
had me read the French edition of Hayek’s Counter-
Revolution of Science, as well as a French-language 
collection of Rothbard articles that had just been 
published the year before. This was my first exposure 
to Austrian economics, and it piqued my interest. A 
few months later I would sit down to study Mises’ 
Theory of Money and Credit from cover to cover. 
This book won me over. Monetary economics had 
been my main field of study, thus I could appreciate 
Mises’ lasting originality and depth. I sensed that 
this completely neglected approach was a promising 
avenue for further research. I therefore decided to 
build on these foundations. The rest is history.

lMr: You are the author of a magisterial biography 
of Ludwig von Mises. Can you share any anecdotes 
that will convey to our readers the sort of man he 
was?
 
gh: Mises never said a good thing about the 
welfare state. But he himself always helped students, 
employees, and colleagues to the best of his abilities. 
I was particularly touched when I realized that, upon 
Hitler’s ascension to power, Mises had personally 
initiated a movement to integrate various left-wing 
and Jewish scholars from Germany into British 

and US universities. These persons would steer 
their Anglo-Saxon host institutions onto a fateful 
path. But that was not an issue. The right thing to 
do at that very moment was to bring them out of 
the danger zone and to allow them to carry on their 
work. That’s what he did, and he later never talked 
to anyone about it.

lMr: You interact with American students in your 
work for the Mises Institute, yet you yourself were 
educated in Germany, and now teach in France. 
Do you have any observations on the educational 
systems in each country?

gh: Generally speaking it’s going downhill 
everywhere, chiefly in undergraduate education and 
especially in the social sciences and the humanities. 
However, the authorities in the US and in France 
have dumbed down their programs more than their 
counterparts in Germany. I think this is due to the 

who’s Afraid of Deflation?

a few months later I would sit down to study 
Mises’ theory of Money and credit from cover 

to cover. this book won me over.
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In the US and in France this type of outcome is 
possible too, but it’s more unlikely because the 
organization of science is much more centralized. 
You cannot really afford to be original as a young 
scholar. You can afford only that kind of originality 
that pleases your dean, or the bureaucrats at the 
NSF [National Science Foundation], or the editors 
of the “renowned” journals. As a consequence, 
in France and in the US, you get a lot of decent 
and technically excellent research, but it’s always 
piecemeal and always within the boundaries of 
conventional wisdom. Only the higher-ups can 
afford to deviate from that line, but almost none 
have the stature of an Immanuel Kant, who awoke 
from dogmatic slumber in his mid-fifties. This being 
said, universities in the US have one huge advantage 
as compared to nearly all other places, namely, the 
great facility of funding graduate education and 
research. This advantage plays out especially in the 
social sciences and in the humanities. In these fields 
the US attracts most of the brightest minds from all 
over the world.

lMr: One of the dominant themes of the last few 
years has been the “need” to avoid deflation at all 
costs, through unprecedented monetary inflation if 
need be. As the author of a book on deflation, and 
a forthcoming book on the “inflation culture,” what 
do you say?

gh: The idea that price deflation, and especially the 

fact that the Germans have preserved to a greater 
extent the medieval, decentralized, and feudal 
character of the universities. (I think the same thing 
holds true also for some English universities like 
Oxford or Cambridge.) Each professor in Germany 
has a chair endowed with administrative staff and 
assistants for research and teaching. He is pretty 
much sovereign in what he teaches, in his research, 
and the evaluation of students. As a consequence you 
have a lot of idiosyncratic personalities who often do 
irrelevant research, and sometimes no research at all. 
But it’s difficult to dilute the standards, and in the 
best cases they deliver original research completely 
at odds with conventional wisdom, the kind of 
breakthrough you always secretly hope for.

who’s Afraid of Deflation?

“
the authorities in the us and in France have 

dumbed down their programs more than their 
counterparts in germany.

“
Mises never said a good thing about the welfare state. but he himself always helped students, 

employees, and colleagues to the best of his abilities.



28 L M R  F e b r u a r y  2 0 1 3

grant monopoly powers to central banks.

In a truly competitive market process, people 
would tend to use monies that constantly gain in 
purchasing power. In other words, the price level 
would tend to fall. The Keynesian economists, like 
their predecessors of the mercantilist age, contend 
that this would be a disaster. In their eyes the 
economy cannot adjust well to falling prices because 
wage rates are allegedly too sticky. But the question 

deflation of the money supply, is harmful per se is 
one of the greatest hoaxes of the 20th century. The 
central insight propagated by Adam Smith and the 
classical economists is that monetary variables such 
as the money supply or the price level are irrelevant 
from an aggregate point of view. Changes in these 
variables benefit some people and are harmful for 
other people, but the economy as a whole is working 
just as well at a lower price level (and a lower money 
supply) as at a higher one. You simply cannot say 

“
In a truly competitive market 

process, people would tend to use 
monies that constantly gain in 

purchasing power.

the relevant policy question is therefore not how to prevent deflation, but how to prevent
excessive inflation.

whether one or the other is better or worse “in 
general.”

Then came Ludwig von Mises and added two 
crucial insights. First, he pointed out that price 
stability is a false ideal: money with a particularly 
stable purchasing power is not per se particularly 
good money. Second, he showed that price-inflation 
is actually much worse than price-deflation. The 
relevant policy question is therefore not how to 
prevent deflation, but how to prevent excessive 
inflation. And the answer is to encourage competition: 
competition between commercial 
banks, but especially competition 
between base money producers. There 
simply is no good economic reason to 

is: too sticky as compared to what? If we imagine 
a Nirvana world of perfect foresight, inhabited by 
angels and other purely spiritual beings (possibly 
inhabiting ivory towers) for whom there is no past 
nor present, then compared to them human wage 
rates are quite certainly sticky. But if the relevant 
benchmark is the real human person with all his or 
her imperfections, then wage rates are always just as 
flexible as they possibly can be. In Europe we have 
seen again and again in the past ten years that firms 
and labor unions do negotiate wage rates downward 
if this is the way to preserve the firm and the jobs. 

who’s Afraid of Deflation?
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Wage rates become excessively sticky only in the 
presence of state-funded unemployment relief and 
of minimum wage laws.

lMr: Austro-libertarians often invoke the terrible 
economic policies of the 1930s as a contributing 
factor to the Second World War, and draw ominous 
conclusions for today. What’s your perspective?

gh: I don’t think we are right now on our way to 
another world war. In the 1930s conditions were 
quite different, because the spirit of nationalism 
was in its heyday. Several nations pursued very 
aggressive foreign policies. It was unavoidable that 
this end up in war. Today the spirit of cooperation 
between governments is very strong, especially since 
they have all benefited from global trade and global 

financial markets. The problems are elsewhere; let 
me just highlight two major trends:

First, political cooperation is now usually guided by 
the goal of political integration and centralization. 
The economic crisis reinforces that tendency, as it 
strengthens the desire of debtor-governments to 
give up national sovereignty in exchange for financial 
assistance. This is clearly visible in the Eurozone. It 
could lead to a split within the European Union 
because countries such as the UK do not seem to be 
willing to trot down that road.

Second, under the impact of the disastrous anti-
crisis policies, we are presently engaged in massive 
capital consumption on a global scale. Sooner or 
later this will dry up financial markets; indeed, the 
first ominous signs are already on the wall: especially 
the monetization of public debt in the US, the UK, 
Japan, and the Eurozone. If this trend goes on, 
governments will have less and less incentive to 
preserve free trade and free capital flows, especially 
if they stand to lose revenue in the short run.

In short, I see ahead of us a phase of further 
political centralization in Europe, and I also see 
the very strong danger of trade wars and economic 
disintegration on the level of the world economy. 
These trends are likely to reawaken and strengthen 
political antagonisms. Then the 2030s could 
resemble the 1930s.

who’s Afraid of Deflation?
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I don’t think we are right now on our way to 

another world war.

“
I see ahead of us a phase of further political centralization in europe, and I also see the very strong 

danger of trade wars and economic disintegration on the level of the world economy. 
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