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Bring a Privatized Banking 
Seminar to your city.

3 Speaker / Authors from the 
Austrian School of Economics

L. Carlos Lara
Robert P. Murphy, Ph.D.
 Paul A. Cleveland, Ph.D.

3 Dynamic, Informative, Inspirational
and Educational Hours

Inquire directly with Carlos Lara 615-482-1793, 
or Robert P. Murphy 212-748-9095, 

or e-mail us at info@usatrustonline.com

Present the powerful combination of 

Austrian Economics, 

The Sound Money Solution 

& The Infinite Banking Concept 

to your Special Group

• Demystifies Fractional Reserve Banking     
• Learn how you can personally secede from 
our crumbling monetary regime and improve 
your financial future.  
• Sound economic reasoning with a sound 
private strategy to direct the individual 
toward the escape exit.  
• Learn the warning signs of a coming crash 
and the steps you need to take to avoid them.
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opportunity cost
There is no such thing as a free lunch.   The real problem 
is that even though you know this, others do not.  
Sadly, they expect you to pay for it!  BY L. CARLOS LARA 

a primer on the 
sovereign debt crisis

There are disturbing signs concerning governments 
and their fiscal picture.  BY DR. ROBERT P. MURPHY

pulse on the market
Eurobroke • Beating a Dead Bubble 

Bad Money Men • Very Moody
IBC Vienna

Overview

an austrian barron on 
krugman, levitt, delong, 

and others
interview  with gene epstein

Do your best to ensure your sources are good !

events & engagements
You may want to learn more in person from Lara, 
Murphy, and other Austrian economists.  Here 
is where they will be in the coming months.
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put into education today.  Interestingly the mess we 

are in happened after the world followed the PhD’s.
3

26
o n e  m o r e  t h i n g

Cover Photo from Flickr by: epSos.de



2 L M R  S E P T E M B E R  2 0 1 0

LMR
L. Carlos Lara

Editor in Chief
Dr. Robert P. Murphy

Executive Editor

Anne B. Lara
John R. Connolly

Managing Editor
Design Director

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

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

L. CarLos Lara manages a consulting firm 
specializing in corporate 
trust services, business 
consulting and debtor-
creditor relations.  
The firm’s primary 
service is working with  
companies in financial 
crisis.  Serving business 
clients nationwide over a 
period of three decades, 
these engagements have 
involved companies in 
most major industries 

including, manufacturing, distribution and retail.  Lara 
incorporated his consulting company in 1976 and is 
headquartered in Nashville, Tennessee.

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

Dr. robert P. “bob” MurPhy received his Ph.D. 
in economics from New 
York University.  After 
teaching for three years at 
Hillsdale College, Murphy 
left academia to work for 
Arthur Laffer’s investment 
firm.  Murphy now 
runs his own consulting 
business and maintains 
an economics blog at 
ConsultingByRPM.com.  
He is the author of several 
economics books for the 
layperson, including The 

Politically Incorrect Guide to the Great Depression and the 
New Deal (Regnery, 2009).  

Murphy is an adjunct scholar with the Ludwig 
von Mises Institute.  He lives in Nashville, Tennessee 
with his wife and son.
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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
September 2011

Dear Readers,

In examining a bit of American history we find that economic ideology has been mostly classical or classical libertarian since the 
17th century.  Intellectuals who believed in the free-market movement predominantly led this thinking. That this was once the 
norm seems strange to us today because we struggle so hard to return people to this type of sound thinking. It is as though the 
meaning of the free-market or laissez-faire has been forgotten, ignored, or altogether abandoned by this present generation. How 
did this happen? Interestingly, this type of sound thinking was overshadowed by a new set of intellectuals and this new group was 
the PhDs.

In order to grasp the significance of this new intellectual movement we must first realize that prior to 1850 there were no PhDs. 
In fact very few people even went to college. People simply started working and producing as soon as they were old enough — 
usually in their early teens. Many actually became millionaires without a college education. This is to say that a university degree 
was not a priority in people’s lives nor was it the gateway to economic wealth. 

Colleges, for that matter, were not even specialized in those days. There were no economic departments in colleges. Educational 
institutions offered courses in moral philosophy, ethics, or politics. Not until after the Civil War (1860s) did we begin to see 
specialization in the schools. The first economics doctorate was actually awarded in Germany making that country the birthplace 
of the PhD in economics.

Consequently, bright American college graduates would go to Germany to get their doctorate degrees. Soon an entire new 
generation of intellectuals with a new spirit came out of that part of the world. This new spirit embodied the idea of the intellectual- 
government/state alliance. Whereas the prevailing alliance of government and big business had dominated the economic process, 
now the PhDs would take their honored place as the intellectual court of the state.  That role would subsequently have a profound 
negative effect on monetary policy here in the United States. Insightfully, Austrian economist, Friedrich A. Hayek, entitled his 
1974 Nobel Prize acceptance speech, “The Pretense of Knowledge.” In his speech he declared:  “as a profession we have made a mess 
of things.” 

Hayek realized that the grave error being committed by these economists with their “scientistic attitude” was in their insistence to 
guide monetary policy by imitating the procedures of the physical sciences. This method of controlling society, he said, would not 
only make them tyrants over their fellows, but could destroy an entire civilization.  In contrast, the Austrian School of Economics 
argues that mathematical models and statistics are an unreliable means of testing economic theory. Economic theory, according 
to Austrians, is derived logically from basic principles of human action. 

Let’s be sure to understand this significant difference, be inspired to study Austrian economics and then teach it to others.

Yours Truly,

Carlos and Bob

Above Photo from Flickr by: jimbenttree



4 L M R  S E P T E M B E R  2 0 1 1

PULSE ON THE MARKET

PULSE
ON THE
MARKET

Recent 
developments 

that may be 
of interest to 

readers of the 
Lara-Murphy 

Report…
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PULSE ON THE MARKET PULSE ON THE MARKET

Eurozone in Crisis. Obviously the big financial story this month has been the worsening situation in 
Europe. Murphy lays out the basics of the sovereign debt crisis, and the prospects for the dollar and euro, 
in his article in this edition of the LMR. The punchline:

 Be afraid, be very afraid.

E
urobroke

Twist and Shout! The Fed announced on September 21 a modern-day “Operation Twist,” repeating a policy 
tried in the early 1960s: “[T]he Committee decided today to extend the average maturity of its holdings of 
securities. The Committee intends to purchase, by the end of June 2012, $400 billion of Treasury securities with 
remaining maturities of 6 years to 30 years and to sell an equal amount of Treasury securities with remaining 
maturities of 3 years or less.” From our perspective, this is just further evidence of the intellectual bankruptcy 
of the Money Masters in the government and academia. Their doctrines say that pushing interest rates down is 
the way to “fix” a bad economy. Well, they pushed short-term rates down to zero, and the economy is still awful. 
Rather than heeding the Austrians—who say that interest rates are prices and shouldn’t be tinkered with—the 
mainstream economists decide to double-down by pushing down long-term interest rates too. This will simply 
further distort capital allocation and make recovery take even longer. The most ironic thing about this whole 
episode is that three economists in 2004 wrote an academic paper concluding that the original Operation Twist 
failed. One of the authors was…Ben Bernanke!

Bad M
oney M

en

Shoveling More Money Into Housing. We have seen hardly any discussion of this telling nugget from the 
Fed’s recent announcement: “To help support conditions in mortgage markets, the Committee will now reinvest 
principal payments from its holdings of agency debt and agency mortgage-backed securities in agency mortgage-
backed securities.” In other words, the Fed is not allowing its stake in housing to naturally wither away. (“Agency 
debt” refers to bonds issued by Fannie Mae and Freddie Mac.) We mere mortals can’t decipher the ultimate 
motivations of Fed officials, but it’s possible the Fed is here trying to prevent its own insolvency. Just as many 
speculate that the Chinese government is, at this point, holding its position in U.S. Treasuries mainly to avoid a 
huge capital loss on their large position, by the same token the Fed may need to prop up mortgage-related debt 
lest it squander its capital cushion on declining asset prices. As we have warned from the beginning, the Fed’s 
entire bailout strategy since September 2008 has relied on a gradual economic recovery, during which the Fed’s 
bloated balance sheet would gracefully “unwind” back to pre-crisis levels, without disrupting prices. That plan still 
seems as farfetched as it did back in 2008.

Beating a D
ead Bubble

Moody’s Downgrades Big Banks. Also on September 21, Moody’s downgraded the credit ratings of Bank of 
America, Wells Fargo, and Citibank. BofA was hit particularly hard, with its long-term senior debt rating falling 
two notches to Baa1 (a mere three steps above “junk bond” status). Besides the growing recognition that all is not 
well, Moody’s explanation underscored just how politicized the financial sector has become. Moody’s main reason 
for the downgrades wasn’t that the three banks in question have become worse in an absolute sense, but rather that 
Moody’s now thinks the federal government is less likely to bail them out than was the case a few months ago.

Very M
oody

IBC
 Vienna

An Austrian Reunion. On a happier note, Murphy participated in the Mises Institute’s Supporters Summit in 
Vienna in late September. Although the imploding financial markets made some of us wonder whether we should 
hoard our dollars, it was an amazing event. The proceedings were held in the prestigious Academy of Sciences, in 
a building where Eugen von Böhm-Bawerk (the great Austrian capital theorist and mentor to Mises) lectured. 
Many of us went on walking tours and saw Mises’ apartment building and where he worked at the Chamber of 
Commerce. At the concluding dinner, Nelson and Mary Nash were recognized for their support of the Mises 
Institute, and they had a large cheering section of IBC pros with them!
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OPPORTUNITY COST
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OPPORTUNITY COST OPPORTUNITY COST

mentions the term on page 23 
of his book. This comes under 
the section “Creating Your Own 
Banking System.” Notice that he 
highlights it by saying:  

“The very first principle that 
must be understood (in privatized 
banking) is that you finance 
everything that you buy—you 
either pay interest to someone else or 
you give up interest you could have 
earned otherwise. The alternate use 
of money must always be reckoned 
with.” (3.)

The word alternate in this 
statement is the key word to 
focus on. Opportunity cost is 
found in the alternate choice not 
in the choice you actually make. 
Here is where your wheels must 
start turning in order to grasp this 
valuable concept. Opportunity 
cost is about what is given up to 
get something else. It’s about the 
choices that we have to make and 
the sacrifices we have to make 
when we make them. We all 
have choices to make and every 

In his book, Becoming 
Your Own Banker, author R. 
Nelson Nash walks the reader 
methodically through several 
important concepts that are 
instrumental in understanding 
the process of privatized banking. 
These concepts he insists are quite 
simple to comprehend if you will 
make use of your imagination, 
reason and logic. Regretfully, this 
is the beginning point of many 
of our difficulties. We simply lack 
practice in the use of one or all 
three of these mental disciplines. 
For this reason rereading his book 
or attending one of his seminars is 
always beneficial. What we want 
most is a clear understanding 
of these concepts because as he 
tells us, “if you understand what’s 
happening, you’ll know what to do.”  
(1.)

We must not overlook 
Nelson Nash’s expectation that 
we read and study, not only his 
book, but also the books of other 
great thinkers. He wants us to 
become great thinkers too. Just 
glance at the extensive reading list 
in the appendix of his book. Texts 
cited there are all complementary 
reading and support the wisdom 
contained in his book. More 
importantly, let’s not miss the 
fact that many of these books are 
based on Austrian economics, a 
significant clue to understanding 
Nash’s concepts. Notice that 
on the back cover of our book, 
How Privatized Banking Really 
Works, Nelson Nash wrote this 
comment: 

“At long last, two prominent 
thinkers of the Austrian School of 
Thought see that dividend-paying 
Whole Life Insurance is Austrian 
economics in action. Lara and 
Murphy have done a fantastic job 
of isolating this truth. They have 
fulfilled my dream of over 25 years.” 
(2.)

In essence, the more 
you read and study Austrian 
economics the clearer Nash’s 
concepts become.

In previous articles we have 
isolated several of Nash’s concepts 
in an attempt to help clarify their 
use in the practice of privatized 
banking. In this article we will 
attempt to explain one more. 
This is the concept of opportunity 
cost. To understand the Infinite 
Banking Concept (IBC) is to 
understand opportunity cost and 
vice versa.

Opportunity cost is probably 
the single most important 
concept in economics. Nash first 

B Y  L .  C A R L O S  L A R A

Photo from Flickr by: D’Arcy Norman
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OPPORTUNITY COST

choice means having to give up 
something else. The opportunity 
cost is the one choice you do not 
choose—the option. It’s the one 
choice you don’t make and its 
worth—its cost.

If we switch our focus 
from choices of spending money 
to another scarce resource our 
time—perhaps we can better 
illustrate our point. We all have 
twenty-four hours in a day. To 
use time in one place instead of 
another means that not doing 
something that you could have 
done involves sacrificing the 
other thing. You are giving it 
up. That is your cost—your 
opportunity cost. As you can see, 
the basic idea of trade-off is very 
much involved in this process of 
choosing.  

Analyzing opportunity cost 
is indispensible in assessing the 
true cost of any choice or course 
of action. To ignore opportunity 
cost may create the false 
impression that the benefits of 
the next-best alternative choice 
cost nothing when in fact there 
are unseen hidden costs to any 
course of action. This is Nash’s 
basic message to us and why he 
continually points to the concept 
of Economic Value Added 
(EVA), first on page 23, then 
again on page 39, and again on 
page 41. Here is his bottom line:

“In summary, before being 
introduced to EVA, corporations 
were borrowing capital from banks 
and paying interest—but they were 
treating their own capital (equity) 
as if it had no cost! When they 

were brought face-to-face with the 
error of their ways and conducted 
their business with this fact in 
the equation, then profitability 
increased dramatically. 

…All the concept amounts to 
(Nash says) is the recognition of the 
fact that your own capital has a cost 
of money as well as that which has 
been borrowed from banks.” (4.)

In other words, “There ain’t 
no such thing as a free lunch.” (5.) 
Even if something appears to be 
free, there is always a cost even 
though the cost may be hidden. I 
can think of no better definition 

of opportunity cost than this. 

The Austrian Perspective

Opportunity cost, however, 
can have a much more profound 
interpretation than what we 
have examined thus far. There is 
a deeper perspective within this 
concept other than the idea that 
it’s impossible to get something 
for nothing. If we see it correctly 
we become aware that when 
an individual or group gets 
something at “no cost”, somebody 
else actually pays for it.
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Nothing explains this 
overarching Austrian perspective 
more clearly than the “parable of 
the broken window”, by Frederic 
Bastiat in his 1850 essay, That 
Which Is Seen and That Which Is 
Unseen. Here is what the parable 
says:

“Have you ever witnessed the 
anger of the good shopkeeper, James 
Goodfellow, when his careless son 
happened to break a pane of glass? 
If you have been present at such a 
scene, you will most assuredly bear 
witness to the fact that every one 
of the spectators were there even 
thirty of them, by common consent 

apparently, offered the unfortunate 
owner this invariable consolation—
‘It is an ill wind that blows nobody 
good. Everybody must live, and 
what would become of the glaziers 
if panes of glass were never broken?’

Now, this form of condolence 
contains an entire theory, which 
it will be well to show up in this 
simple case, seeing that it is precisely 
the same as that which, unhappily, 
regulates the greater part of our 
economical institutions.

Suppose it cost six francs to 
repair the damage, and you say that 
the accident brings six francs to the 

glazier’s trade—that it encourages 
that trade to the amount of six 
francs—I grant it; I have not a 
word to say against it; you reason 
justly. The glazier comes, performs 
his task, receives his six francs, rubs 
his hands, and, in his heart, blesses 
the careless child. All this is that 
which is seen.

But if, on the other hand, 
you come to the conclusion, as is 
too often the case, that it is a good 
thing to break windows, that it 
causes money to circulate, and that 
the encouragement of industry in 
general will be the result of it, you 
will oblige me to call out, “Stop 
there! Your theory is confined to that 
which is seen; it takes no account of 
that which is not seen.

It is not seen that as our 
shopkeeper has spent six francs upon 
one thing, he cannot spend them 
upon another. It is not seen that if 
he had not had a window to replace, 
he would, perhaps, have replaced his 
old shoes, or added another book to 
his library. In short, he would have 
employed his six francs in some way, 
which this accident has prevented.” 
(6.)

Here we see how this classic 
story easily fires our imagination 
and engages our thinking. In the 
midst of this exercise Bastiat’s 
lesson cannot be missed. On 
the one hand we see clearly the 
concept of opportunity cost, 
but we also cannot fail to grasp 
Bastiat’s intended conclusion—
destruction is not profit. If breaking 
windows was all that good why 
not break everybody’s windows? 
But why stop there, why not break 
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OPPORTUNITY COST

down the doors too, in fact destroy 
the whole town? Taken to these 
extremes we see the absurdity of 
it all. Nevertheless we will find 
that people today, as in the day of 
Bastiat, will argue vehemently to 
support the benefits of war, how 
it is good for the economy, the 
advancement of technology and 
the reduction of unemployment. 
No consideration is given to the 
hidden costs which war inevitably 
brings about. And there are many. 
These costs always fall squarely 
upon the backs of taxpayers, 
not to mention the fact that 
war destroys property and lives. 
Whatever economic stimulus war 
may produce it is immediately 
offset by opportunity costs. Even 
rebuilding war torn cities cannot 
replace the immense resources 
required to restore a country to 
its pre-war conditions. Without a 
war those resources could be used 
for more productive purposes.

According to Henry Hazlitt, 
who used this parable in his 1946 
best selling book, Economics In 
One Lesson, said:

“It is never an advantage 
to have one’s plants destroyed by 
shells or bombs unless those plants 
have already become valueless 
or acquired a negative value by 
depreciation and obsolescence. ... 
Plants and equipment cannot be 
replaced by an individual (or a 
socialist government) unless he or 
it has acquired or can acquire the 
savings, the capital accumulation, 
to make the replacement. But war 
destroys accumulated capital. ... 
Complications should not divert 
us from recognizing the basic truth 
that the wanton destruction of 
anything of real value is always a 
net loss, a misfortune, or a disaster, 
and whatever the offsetting 
considerations in a particular 
instance, can never be, on net 

balance, a boon or a blessing.” (7.)

Nothing I can think of 
has more unseen costs than 
inflation. We need no more proof 
than the fact that inflation has 
caused the value of our money 
to be reduced by 97% since 1913. 
The consequences surround us. 
Inflation is the epitome of wealth 
destruction, yet in the same way 
that war is defended inflation has 
its many supporters. The reason, 
of course, is quite obvious. It 
benefits special interest groups. 
This may be difficult to see on 
the surface of Bastiat’s parable 
but suppose it was discovered 
that the glazier had paid the boy 
one franc for every window he 
would break. Suddenly the act is 
now clearly seen as theft, yet the 
facts observed by the onlookers 
remain true. Bastiat argued that 
there were people who actually 
endorse activities that parallel 

Ph
ot

o 
fro

m
 F

lic
kr

 b
y:

 T
er

ry
 W

ha



S E P T E M B E R  2 0 1 1  L M R 11
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the glazier’s hiring the boy to 
break windows. These activities, 
however, are usually not seen. In 
the same way too, inflation is a 
hidden destructive force.

As we can see, Bastiat’s 
parable is an excellent example 
for understanding opportunity 
cost, but it also helps us to 
understand so much more and 
at a much deeper level. Bastiat is 
teaching us that the destruction 
of wealth is never a good thing, 
but he is also opening up our 
eyes to the immense unseen 
destruction going on all around 
us. This, I believe, is what gives 
Bastiat’s parable its immense 

power. We begin with the 
destruction of windows, but soon 
we are analyzing the destruction 
of war, then the destruction of the 
institution of money itself. And 
it doesn’t stop there because this 
parable will not let us. We start 
to assess the opportunity costs of 
all things, especially those that 
are most important to us. We can 
no longer lull ourselves to sleep 
and not think about what is really 
going on. This is the entire point 
of having access to the Austrian 
perspective and we should not 
want it any other way.

Bastiat saw the need to 
present this parable in 1850 

because he realized that special 
interest groups request money 
from the government and the 
government forces the taxpayer 
to provide the funds. Many of 
these grants and subsidies are 
camouflaged in benevolence 
so taxpayers believe the whole 
population benefits. But the 
people are failing to take into 
account the hidden costs 
(opportunity cost) of those funds 
given up and that it makes them 
that much poorer by exactly that 
much money. 

Hazlitt saw the need to 
reintroduce the story in his 
lifetime because he recognized 
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that government continues to 
break windows. Men like Nash 
and other great Austrians like 
him replicate the parable in 

their own way because it bears 
repeating in every age. It’s a 
message that must not stop. The 
message is this and we should 

never forget it: “Everything we 
get, outside the free gifts of nature, 
must in some way be paid for.” (8.)

Opportunity Cost
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A PRIMER ON THE SOVEREIGN DEBT CRISIS

The big mover in financial 
markets this month has been the 
continuing crisis in sovereign 
debt, meaning bonds issued by 
governments. Specifically, the 
governments of the so-called 
PIIGS (Portugal, Italy, Ireland, 
Greece, and Spain) are in danger 
of defaulting on their debt, with 
Greece being the immediate 
threat. Because of both private 
and government (central bank) 
guarantees given to these bonds, a 
default would cascade throughout 
the entire global financial system. 
This is why some analysts are 
openly discussing the imminent 
collapse of the Eurozone itself.

The festering crisis should 
not surprise students of Austrian 
economics. The Austrians 
opposed the policies that brought 
us to this bleak condition, every 
step of the way. The Keynesian 
intellectuals thought they could 
steer the economy through 
rough waters, and they kept 
congratulating themselves for 
sparing us from the wrenching 
adjustments that laissez-faire 
would allegedly require. 

It’s time for the public 
to stop heeding such hubris. 
A painful collapse, with the 
associated rise in unemployment 
and loss of wealth, is unavoidable. 
But if governments keep running 
massive deficits, and worse yet 
if central banks keep printing 
money to buy another few 
months, the day of reckoning will 
be that much worse.

In the present article I’ll 
explain how we got here, and 
why the current round of “fixes” 
is only making things worse.

Global Housing Bubble

Every American (except 
for a few PhDs) knows that the 
United States went through a 
massive housing bubble during 
the last decade. However, the 
catastrophe was not a uniquely 
American event. In fact, the 
housing bubbles in some other 
countries were more intense than 
that in the U.S.

Starting from a reference 

point in early 1997, home prices 
in the U.S. had almost doubled 
by early 2007, after which they 
began falling. However, in Great 
Britain, starting from 1997 home 
prices more than tripled by 
2009, when they crashed much 
harder. In Ireland, home prices 
had quadrupled by mid-2008, 
and since their peak have fallen 
around 40 percent. So we see 
that “the housing bubble” was a 
worldwide phenomenon. (1.) 

Greenspan Off the Hook?

In our book, How Privatized 
Banking Really Works, Carlos 
and I lay a large share of the 

BY DR. ROBeRt P. MuRPhY
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blame for the housing bubble on 
former Fed chairman Alan “the 
Maestro” Greenspan. (We have 
also spelled out our views in past 
issues of the LMR.) Long-time 
readers might now be wondering: 
“How can Alan Greenspan be 
responsible for a housing bubble 
that swept large portions of the 
entire world?”

Here I’ll give two reasons. In 
the first place, the U.S. economy 
is enormous and the dollar 
infiltrates all other economies. 
If investors either here or abroad 
could borrow cheaply in the U.S. 
(because of Greenspan’s cheap-
money policies), then they would 
have the wherewithal to engage 
in speculative asset purchases 
in other countries besides the 
U.S. This would have a much 

bigger impact on world real 
estate markets than comparable 
inflation by, say, the central bank 
in Zimbabwe.

Second and more important, 
other central banks followed 
Greenspan’s lead. Just like the 
Fed, the European Central Bank 
(ECB) had slashed its own 
benchmark interest rate down 
to 1% by June 2003. (The ECB 
rate had started from a lower 
starting point, however.) For 
various reasons, central banks 
have difficulty in modern times 
standing idly by while their 
currencies appreciate against 
those of their major trading 
partners. At least in the short 
run, a stronger currency hurts 
their exports and worsens the 
trade balance.

Therefore, because 
Greenspan began printing 
dollars in the early 2000s to 
kickstart the U.S. economy out 
of recession from the dot-com 
crash (and 9/11 attacks), other 
central banks began inflating 
too, lest their currencies grow 
too strong against the USD. The 
most obvious example is China, 
which had literally pegged the 
yuan to the dollar at the fixed rate 
of 8.27. (See Figure 1.)

Clearly, if Greenspan 
inflated while China wanted to 
tie its own currency to the dollar, 
then the Chinese authorities had 
to inflate in lockstep. Ironically, 
what happened in practice was 
that the Chinese used their 
surplus funds to buy U.S. Treasury 
debt (and thereby propping up 

Figure 1
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the yuan/dollar exchange rate). 
This capital account deficit 
with the U.S. through sheer 
accounting had to be balanced by 
the current-account surplus, that 
has so many people up in arms. 
(Loosely speaking, if the Chinese 
on net wanted to gain financial 
assets denominated in dollars, 
then they had to sell us more 
goods on net too.)

Since the end of World War 
II, the Federal Reserve has held 
a special position because the 
dollar is effectively the world’s 
reserve currency. When the Fed 
inflates, the whole world inflates 
too, because dollar reserves are 
the base of the pyramid for 
other central banks (just as they 
serve as the base upon which 
commercial U.S. banks make 
new loans). We still maintain 
that Alan Greenspan’s policies 

helped fuel the housing bubble, 
both in America and (indirectly) 
throughout the world. 

Saving Bankers,

Condemning Taxpayers

Because of the massive 
boom-bust cycle, major 
investment banks and other 
financial institutions were in 
danger of collapsing by 2008. 
Governments and central banks 
around the world made various 
commitments to rescue their 
private bankers, through such 
methods as guaranteeing bonds, 
offering special loans, or buying 
“toxic” assets outright from the 
beleaguered bankers. 

It’s important to realize that it 

was these commitments—as well 
as foolish “stimulus” packages and 
their generous welfare systems—
that endangered the PIIGS. As 
Figure 2 shows, government debt 
loads (as a share of GDP) were 
actually going down in Ireland, 
Spain, and Greece, until disaster 
struck. But then the combination 
of skyrocketing expenditures (on 
bailing out the banks, stimulus 
packages, unemployment 
benefits, etc.) coupled with 
sagging tax receipts, sent these 
debt loads through the roof. For 
example, the Irish government’s 
commitment to its private banks 
put Irish taxpayers on the hook 
for losses that could amount to 
60 to 70 percent of Irish GDP. 
(As opposed to the measly 
$700 billion TARP package, a 
comparable figure for the U.S. 
would be more than an $8 trillion 
bailout.)

Figure 2 - DEBT AS % OF GDP
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Kicking the Bailout Upstairs

Now we begin to understand 
how we got into the present 
mess. At each step, an emergency 
would develop, and some bigger 
fish (fool?) came along to bail 
out whoever was currently in 
crisis. Once the various PIIGS 
governments were in trouble, 
they sought help from stronger 
governments, the IMF, European 
Central Bank (ECB), etc. A 
March 2011 article in Vanity 
Fair describes what happened in 
Ireland:

“As the scope of the Irish 
losses has grown clearer, private 
investors have been less and less 
willing to leave even overnight 
deposits in Irish banks and are 

completely uninterested in buying 
longer-term bonds. The European 
Central Bank has quietly filled the 
void: one of the most closely watched 
numbers in Europe has been the 
amount the E.C.B. has loaned to 
the Irish banks. In late 2007, when 
the markets were still suspending 
disbelief, the banks borrowed 6.5 
billion euros. By December of 2008 
the number had jumped to 45 
billion. As Burton spoke to me, the 
number was still rising from a new 
high of 86 billion. That is, the Irish 
banks have borrowed 86 billion 
euros from the European Central 
Bank to repay private creditors. In 
September 2010 the last big chunk 
of money the Irish banks owed the 
bondholders, 26 billion euros, came 
due. Once the bondholders were paid 
off in full, a window of opportunity 

for the Irish government closed. A 
default of the banks now would be a 
default not to private investors but 
a bill presented directly to European 
governments. This, by the way, is 
why there are so many important-
looking foreigners in Dublin, 
dining alone at night. They’re here 
to make sure someone gets his money 
back.” (2.)

Bernanke Joins the Party

With the ECB swooping 
to the rescue, things seemed 
all right…for a while. But as it 
became clearer that the world 
economy was not on the road to 
recovery, investors became more 
worried about lending money 
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to the endangered governments. 
Interest rates began to rise, 
endangering the solvency of these 
already-bailed-out governments. 
(The implied probability of a 
Greek default, using the prices of 
credit default swaps, has risen as 
high as 98% this month.)

At this point, a default by 
Greece, let alone Spain, would 
have serious repercussions. As 
of June 2011, the ECB, IMF, 
other Eurozone governments 
and central banks held more than 
50% of the outstanding Greek 
government debt, which at the 
time stood at some €360 billion. 
Meanwhile, the ECB itself only 
had capital of €82 billion.

The U.S. is already on 
the hook because of credit 
default swaps and other indirect 
mechanisms. (Back in June some 
estimates said the U.S. would 
suffer 56% of the losses from a 
Greek default. (3.))    

Yet Bernanke has joined the 
party in full force, by opening up 
“swap lines” with the ECB and 
other central banks. The idea is 
that the Fed will lend dollars to 
various central banks, which in 
turn will lend the dollars to the 
private commercial banks in their 
own jurisdictions. (4.)

This latest move was 
necessary to fend off the 
immediate crisis of a dollar 
shortage in the European money 
markets. Because the Eurozone 
situation is so volatile, American 
financial institutions have 
been reluctant to extend even 

short-term loans of dollars to 
their European peers. By some 
estimates, Eurozone banks have 
up to a $5 trillion funding shortfall 
in their dollar-denominated 
assets and liabilities.(5.) Thus, 
when their ability to borrow 
dollars dries up, they are dead in 
the water. Hence the “need” for 
the Fed to intervene, since not 
even the European Central Bank 
can print dollars out of thin air—
only Bernanke can.

This Will Either Work

...or it Won’t

The tragedy of a military 
quagmire such as the first 
World War is that the longer it 
continues, the harder it is to stop: 
people don’t want the earlier 
losses to have been “in vain.”

We see a similar pattern 
playing out in the global financial 
system. Back in 2001, the world 
faced the fallout from the 
bursting of the dot-com bubble. 
Things would have been bad, but 
nothing historically unusual.

Alan Greenspan and 
other central bankers refused to 
suffer such a fate. Instead, they 
helped inflate a massive real 
estate bubble. When it popped, 
household names—not only 
Lehman but also Goldman 
Sachs, J.P. Morgan, etc.—were 
on the line. Many major financial 
institutions would have collapsed, 
had the authorities let it happen.

Yet the authorities once 
again postponed the inevitable. 
They shifted the ticking time 
bomb off of the private bankers’ 
balance sheets and onto the backs 
of the taxpayers.

That didn’t solve the 
problem, either. Just three 
years after taxpayers the world 
over were told that they had 
to tolerate massive bailouts 
to rescue the global financial 
system, we are now hearing that 
the governments themselves 
are in financial crisis. Although 
it’s not obvious to everyone yet, 
Bernanke and his colleagues back 
in 2008 started a new bubble to 
provide short-term relief, this 
time in sovereign debt.

In 2010 the PIIGS became 
a serious problem, and the ECB 
supposedly rescued them through 
inflation. Yet now the ECB is at 

Photo from Flickr by: Daquella manera
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the end of its rope too. Rather 
than mere governments hanging 
in the balance, now a major world 
currency is at risk of collapse.

By jumping into the fray. 
Bernanke has taken things to 
the next level. If history is our 
guide, then we can expect the 
momentary crisis to fade. The 
policy experts will pat themselves 
on the back for averting disaster 
once again.

But at some point, probably 
within the next 24 months, the 
alarms will start sounding. Private 
investors will realize that even 
the mighty U.S. Treasury bond 
is no “safe investment” at all. As 
the Fed sops up more and more 
of the world’s stockpile of U.S. 

government debt, the suspicions 
will snowball.

Within three years, I 
expect the next meltdown will 
be upon us. At that point, not 
even the Federal Reserve will 
have any rabbits left in its hat. 
Price inflation will be running 
unacceptably high, but raising 
interest rates will bankrupt the 
U.S. government and thereby 
cause the bankruptcy of the 
Fed itself (sitting on trillions in 
Treasuries). What to do?

Conclusion

It’s never pleasant to 

endure an economic crisis. The 
public is all too willing to let the 
authorities convince them that a 
cheap fix—usually a combination 
of government deficit spending 
and central bank monetary 
inflation—will “get us through 
the storm.”

In reality, as Austrian 
economics teaches us, these 
“solutions” only make things 
worse. Only a return to sound 
money and much smaller 
government spending will allow 
the market economy to heal itself 
and avoid future crises.

A Primer on the Sovereign Debt Crisis
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Lara-Murphy Report: Often 
we Austrian economists lament 
that the “mainstream media” 
focus on Keynesian analysis (if 
not by name), and seem blissfully 
ignorant of rival schools of 
thought. Yet Barron’s is a major 
publication known to Wall Street 
insiders. How is it that you, its 
economic editor, came to be an 
Austrian?

 
Gene Epstein: I became 

an Austrian years before I joined 
Barron’s. The fact that I’ve been 
able to survive and even flourish 
here, despite my explicit Austrian 
and libertarian views, is largely a 
testament to the weekly’s rogue 
culture. While my editors are 
often in partial sympathy with 
my views, they certainly would 
not call themselves Austrians or 
libertarians. Nor, for that matter, 
would the vast majority of my 
fellow reporters.  

 
It probably also helps that 

the late Robert Bleiberg, whom I 
knew only slightly, was a former 
Barron’s editor and publisher 
known to be a libertarian. Also 
add the fact that there was no 
Economics Editor at Barron’s 
before the position was created 
for me, which leant the job a kind 
of “clean slate” status on which 
almost anything could be written.

 
It’s inconceivable that 

someone like me could 

keep a job at the New York Times. 
(It’s astonishing to consider 
that the great Austrian-school 
journalist and book writer Henry 
Hazlitt once wrote for the 
Times!) But I could imagine that 
Austrians might make inroads at 
other dailies and weeklies. 

 
Some might say I’ve kept my 

job because I’m a faux-Austrian. 
For example, I have more respect 
for standard economic measures 

It was, in fact, Rothbard’s 
writings that started me 
rapidly on the road to 
becoming an Austrian, 

nearly 40 years ago. 

Gene Epstein joined Barron’s in February 1992 as Commodities 
Editor. The following year, he became the weekly’s first Economics Editor 
and the first to write the column, “Economic Beat”—his responsibility 
to this day, in addition to writing features on economic and market 
trends. In October 2010, Epstein was named Barron’s Book Review 
Editor, a capacity allowing him to give exposure to the Austrian School.
           
Before joining Barron’s, Epstein did a 13-year stint at the New York 
Stock Exchange, mainly as a senior economist.  Prior to that, he was 
National Director of Commodity Research at Reynolds Securities, 
and later published a book about commodities, “happily out of print.” 
 
Epstein has taught economics at the City University of New York and 
St. John’s University, and holds an M.A. in the subject from the New 
School and a B.A. in history from Brandeis University. His book, 
ECONOSPINNING: How to Read between the Lines when the Media 
Manipulate the Numbers, was published by John Wiley in August 2006.
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than most Austrians seem to, and 
routinely report such data in my 
columns and features. 

 
I use the words “seem to” 

because, when it comes to the 
use of standard data, I’ve found 
that Austrians often preach one 
way and practice another. The 
Austrian economist who taught 
me the most is still the late, 
great Murray Rothbard. But in 
Rothbard’s lectures on economic 
history, I caught him in a rare 
moment of hypocrisy. While he 
blasted the use of price indexes in 
his writings, he never hesitated 
to use a price index to prove a 
point about historical trends. 
He was of course quite right to 
criticize the pseudo-science of 
price indexes. But he might have 
acknowledged more explicitly 
that they sometimes come in 
handy as a rough approximation 
of price trends.

 

It was, in fact, Rothbard’s 
writings that started me rapidly 
on the road to becoming an 
Austrian, nearly 40 years ago. 

I was then a PhD candidate in 
economics at the New School 
for Social Research in downtown 
Manhattan, while also teaching 
courses in the subject at a local 
university. Always a compulsive 
books-browser, I had more than 
once leafed through a two-volume 
work called Man, Economy, and 
State in the New School library, 
whose author, Murray Rothbard, 
I had barely heard of. After the 
third or fourth look, I finally 
began reading the book—and 
experienced one eureka moment 
after another. 

 
After finishing Man, 

Economy, and State, I discovered 
the Laissez-Faire bookshop, 
then a well-stocked store on 
Mercer Street, which regrettably 
shut down years ago. Browsing 
at that bookshop virtually every 
Saturday, I gradually bought up 
all the Rothbard I could find, 
plus all the Mises, F. A. Hayek, 
and Israel Kirzner. 

 
I formed a reading group 

in Austrian economics, attended 
late-afternoon seminars chaired 
by Kirzner at New York 
University—and even barged 
into one of Rothbard’s classes at 
Brooklyn Polytechnic Institute, 
where he taught for many years.

 
I began to realize that, 

whenever I thought about 
economics outside formal 
straitjackets, I naturally fell back 
on modes of reasoning used 
by Rothbard and his mentor, 
Ludwig von Mises. That’s why 
I would say the very term, 
“Austrian economics,” is a kind 

of redundancy. Whenever people 
think sensibly about economics, 
they think like Austrians—
one key reason why even the 
mainstream can have a few things 
to teach us, especially when 
they’re writing mere journalism.

 
For more of this story, and 

my personal debt to Rothbard, see 
the Introduction I contributed to 
the recently-published collection 
of Rothbard’s writings, Economic 
Controversies (Ludwig von Mises 
Institute, 2011).

 
LMR:  From our vantage 

point, we see the messages 
of Austrian economics and 
libertarian political philosophy 
are reaching wider and wider 
audiences. But what’s going on 
in the financial community? Is 
the average hedge fund analyst 
starting to browse Mises and 
Rothbard because of the last few 
years?

 
GE: I actually can’t answer 

that question with any authority. 
Unlike most Barron’s reporters, 
my main contact has been with 
economists on Wall Street and in 
academia, and not so much with 
finance professionals. 

 
Wall Street economists were 

always more open to the Austrian 
view of the business cycle, 
without quite realizing it was the 
Austrian view. But I am pretty 
sure that the palpable events of 
the past few years have made 
many academic economists at 
least a bit more open to Austrian 
perspectives. 
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For example, Columbia 
University economics professor 
Jeffrey Sachs—hardly my favorite 
economist—wrote as follows in 
March 2008: 

 
“The U.S. crisis was actually 

made by the Fed … The Fed pumped 
money into the US economy and 
slashed its main interest rate – the 
Federal Funds rate – from 3.5% in 
August 2001 to a mere 1% by mid-
2003. The Fed held this rate too low 
for too long…. Monetary expansion 
generally makes it easier to borrow, 
and lowers the costs of doing so…” 

 
Sounds pretty Austrian to 

me—and unlikely to be written 
by the likes of Jeffrey Sachs as 
recently as 10 years ago.

 
To choose another example, 

George Mason University 
economics professor Russell 
Roberts—host of the popular 
weekly podcast Econ-Talk and 
always a strong proponent of 
free markets—used to be quite 
skeptical of Austrian business 
cycle theory. But I believe he 
would now call himself a convert. 
Also, a couple of years ago 
he interviewed me for Econ-
Talk about my argument for 
abolishing the Fed and adopting 

a free market in money.(a.) His 
line of questioning at the time 
was pretty critical. But based on 
my recent conversation with him, 
I believe he would be far more 
favorably disposed.

 
LMR: In your 2006 book 

Econospinning you document 
cases where major economic 
pundits improperly use data 
to make their cases. Can you 
summarize some of your favorite 
examples?

 
GE: I actually thought, 

when I began to plan the book 
that became Econospinning, that 
by highlighting the major errors 
found in standard economic 
coverage, I could provide a useful 
how-to in how to get things right. 
But I soon realized that even a 
partial how-to was a hopeless 
fantasy. Bad use of data is such 
a hydra-headed monster, there is 
just no end to errors of all kinds. 

Let me just comment on 
the work of two economists 
discussed in the book, who have 
stellar academic credentials, 
both of whom happened to 
be winners of the prestigious 
John Bates Clark medal: 
University of Chicago professor 

Steven Levitt, co-author of the 
bestseller, Freakonomics, which 
gets a chapter in the book; and 
Princeton professor and New York 
Times columnist Paul Krugman, 
later a Nobel Prize winner, who 
got several chapters, and whose 
gaffes are so endless, the whole 
book could have been devoted to 
his writings alone. 

The chapter on Levitt 
focuses on the two ideas that 
got his book so much advance 
publicity, on which he himself 
had done empirical research, 
which I carefully reviewed: 
(1) the behavior of real estate 
brokers, and (2) the supposed 
link between abortion and 
plummeting crime rates. 

On real estate brokers, 
his thesis is that these brokers 
systematically manipulate sellers 
of homes into accepting a price 
that is less than the market will 
bear. The necessary implication, 
of course, is that the real estate 
brokers must systematically favor 
buyers of homes, who thereby get 
to pay a below-market price. Just 
why brokers would consistently 
favor buyers over sellers—rather 
than simply wanting to do the 
deal and earn their commission, at 

One of my weaknesses, you might say, is that I 
tend to see a lot of resilience in that part of the 

economy that still acts entrepreneurially.
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whatever price they can bet buyer 
and seller can agree to—seems 
mainly a reflection of Levitt’s 
naïvete about markets where 
people earn commissions. But it 
did require me to painstakingly 
review the tortured way Levitt 
reached his naïve conclusion.

On abortion, Levitt 
committed an error to which 
users of statistical multivariate 
analysis seem prone. He argued 
that the plummeting crime rate 
was due to the rise of abortion, 
since abortion supposedly had 
the effect of diminishing the 

crime-prone population. But it 
turned out that, while he adopted 
the standard definition of crime-
prone people—mainly young 
men born out-of-wedlock—
he never bothered to find out 
whether their numbers had 
actually diminished. Instead he 
had used, in his statistical analysis, 
data on the use of abortion itself. 

In fact, the crime-prone 
population grew as fast as the 
overall population through the 
period of falling crime. When 
I pointed this out to Levitt (a 
conversation I recount in the 

book), he abruptly conceded that 
perhaps he was mistaken about 
abortion’s role in causing crime 
to fall—an honest admission, for 
which I give him a lot of credit.

I would still be willing 
to read Levitt’s future work, 
albeit with a highly skeptical 
eye. Krugman is another matter 
entirely. 

Since I have a “platform” 
at Barron’s, some pretty well-
connected book agents sought 
me out when I put out feelers. 
But they balked when they 
learned that Krugman would 
be a principal target. Turns out 
it’s unwise to attack a bankable 
economics writer. I ended up 
publishing with John Wiley 
without a book agent.

The first chapter of 
Econospinning (called “Eldercare 
Fraud”), traces Krugman’s 
torturous series of denials about 
the simple insight, repeated over 
and over again by the nonpartisan 
Congressional Budget Office, 
that the combined cost of 
Medicare, Medicaid, and Social 
Security, is gradually swallowing 
up the federal budget. 

The next series of chapters, 
meant to be a sort of primer on 
the labor data, traces Krugman’s 
astonishing inability to properly 
interpret almost any standard 
measure from the Bureau of 
Labor Statistics, be it the long-
term unemployment rate, the 
labor force participation rate, the 
employment-population ratio, or 
indeed the official unemployment 
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rate itself.  

But just to emphasize my 
own nonpartisanship, the third 
chapter (called “Bush League 
Economics”), chronicles a reverse 
kind of spin about the labor 
data found in Wall Street Journal 
editorials and op-eds, pretty 
clearly motivated by the desire 
to get George W. Bush reelected 
in 2004.  I also like to think this 
shows my independence, since 
the Wall Street Journal is the “cash 
cow” of Dow Jones, which also 
owns Barron’s. 

 
The spin that happened 

after my book got published was 
also instructive. I did a local radio 
interview, which got held for a 
week in order to give Krugman 
the chance to respond to some 
of the things I had said about 
his faulty use of labor data. In 
the event, someone read a brief 
statement from him, in which 
he said that I was apparently 
trying to “read” his “mind”—an 
impossible task, to be sure. And 
that was all Krugman had to say 
by way of defending himself ! 

 
What Krugman had latched 

upon was my statement that 
certain data he had cited came 
from a particular primary source 
(in this case, the “Household 
Data” released monthly by the 
Bureau of Labor Statistics). 
Whether he had actually gotten 
the numbers from that source, or 
from some secondary source, I of 
course didn’t know or care. But 
Krugman decided I was trying 
to read his mind about how 
he’d gone about looking things 

up—and then faulted me for my 
presumptuous attempt at mind-
reading! Since this laughable 
response was put on the record 
a week after my interview 
was taped, I had no chance to 
comment on it.

 
On a roughly similar level of 

intellectual exchange, University 
of California at Berkeley 
economics professor and blogger 
Brad DeLong, whose brief 
defense of Krugman on the 
labor data was briefly mentioned 
in Econospinning, decided to 
discredit the book on rather 
surprising grounds. According 
to DeLong, I did not know 
that markets often move more 
in anticipation of the release of 
data rather than after the data are 
released.  It might have occurred 
to DeLong that any journalist 
who did not know that basic fact 
about financial markets could not 
have lasted at a financial weekly 
like Barron’s for more than a day. 

 
The econ professor based his 

conclusion about my appalling 
ignorance by citing a few lines 
in my book in which I examined 
the movement of bond prices 
after certain data were released.  
Had he read a few lines more, 
he would have found that I 
(of course) examined the same 
movement of prices just before 
the same data were released.  

 
When I pointed out 

DeLong’s silly error in a piece 
I called “DeLong Follies,” the 
econ prof simply responded with 
epithets. Then, to compound 
the comedy, an anonymous 

commentator—who could be 
traced to the same geographical 
area as DeLong—posted a review 
on Amazon of my book in which 
he repeated the same charge. 

 
I posted a counter-comment 

in which I pointed out that this 
critic had obviously not read my 
book but was merely cribbing 
from the critique by DeLong, 
who had also not read my 
book—likening the guy to the 
class goofball who cheats on the 
exam by copying from someone 
who also hasn’t done the reading. 

 
Since publishing 

Econospinning, I try to avoid 
mentioning these people. I 
am only happy that other able 
economists, like Robert Murphy, 
have continued the Sisyphean 
task of correcting their gaffes.

 
LMR:  What’s your outlook 

for the next few years? Should 
people be stocking their fallout 
shelter, or are things not that 
bleak?

 
GE: One of my weaknesses, 

you might say, is that I tend to 
see a lot of resilience in that part 
of the economy that still acts 
entrepreneurially. So no, I don’t 
think things are all that bleak—
although I could be wrong.

a. For Epstein’s Econ-Talk interview 
with Russ Roberts, see: http://www.
econtalk.org/archives/2008/06/gene_
epstein_on.html
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