E 2 0 1 9
EULSE UNAREIVIARRED
Yield Curve Signal Sent

Trump Awards Laffer

Climate “Consensus” Cracking

BUILDING THE 10 %

“ECONOMIC
NATIONALISTS”

‘Iilei\YCTIONI:I!- v STILL NEED
s~ TOLEARN

RESERVE ¢ (
BANKING ONOMICS

CAUSES THE by ROBErEAVIUTPIY,
BUSINESS VOTE

CYCLE

nYy hobert r

ny L. Garlos Lara

WHO BENEFITS FROM GIANT MEDICAL BILLS?

interview witn Keiwn smiin, M.




2 LMR JUNE 2019

THIS MONTH’S FEATURES

“ECONOMIC NATIONALISTS” STILL NEED TO LEARN
ECONOMICS

BY ROBERT P. MURPHY
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“Every election is a sort of advance auction sale of stolen goods.”

— H.L. Mencken

Say what you will about dictatorship, but at least its victims don’t have to sufter
through political campaigns. As the Democrats keep one-upping each other with
promises on the minimum wage, health insurance, student tuition, the “Green
New Deal,” and even a federally guaranteed “basic income,” Americans are
realizing with growing astonishment that Trump may very well be re-elected—
notwithstanding a full-court press assuring the public that he was personally
installed in office by Vladimir Putin.

In this context, it’s useful to periodically remind ourselves about the limits

of political authority. When the pundits and politicians pontificate about
government, they typically link “democracy” with “freedom,” as if the terms were
interchangeable. For example, if a DC think tank senior fellow on international
diplomacy talks about “bringing democracy” to the Middle East, he obviously
believes that such an action is the same thing as liberating the people over there
from oppression.

And yet, as the old adage goes, democracy is two wolves and a lamb voting on
what to have for lunch. The mere fact of achieving majority approval—and actually,
what that often means in practice is the even weaker plurality of those who showed
up to vote—certainly doesn't convey moral legitimacy.

Short of outright totalitarianism, every political system has limits on what the
government is allowed to do to its people. For example, just about all Americans
agree that the federal government can't tell you what church you must attend, or
the names you must give your children. (Even here things get tricky, for example if
parents want their kids to say a prayer before eating lunch at school, and at least in
New Jersey you apparently can’t name your kid an obscenity—even though parents
default to such labels when exasperated.)

Rather than the mechanism by which the leaders of a political system are selected,
the true mark of freedom—and tyranny—is the scope of autonomous action in
which the individual is free to make his or her own decisions. Who has more
freedom—the man living under a hereditary monarchy, where the king only earns

LARA-MURPHY REPORT



income from his family land holdings, or a man living under a modern State,
where he gets to vote between two awful candidates every four years, and both of
them promise to take half his income every paycheck?

As the political circus unfolds, at least we can use the opportunity to educate more
of our friends and neighbors on the more fundamental questions of liberty. We
especially need to spread the word about sound money and Austrian economics, so
that when the crash comes, the public won't be as surprised—and the crisis can’t be
so easily blamed on “unregulated capitalism.”

Sincerely,

Carlos and Bob

LARA-MURPHY REPORT
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YIELD CURVE SIGNAL SENT
At the end of June, an NPR story by Bobby Allyn and Michel Martin declared, “Signs are

pointing to a coming U.S. recession, according to an economic indicator that has preceded every
recession over the past five decades. It is known among economists and Wall Street traders as a “yield
curve inversion’.... That curve has been flattening out and sloping down for more than a year.. ..
But on Sunday, an inauspicious milestone was achieved: The yield curve remained inverted for
three months, or an entire quarter, which has for half a century been a clear signal that the economy
is heading for recession in the next nine to 18 months, according to Campbell Harvey, a Duke
University finance professor who spoke to NPR on Sunday. His research in the mid-1980s first
linked yield curve inversions to recessions.”

We have covered the theory and history of yield curve inversions in previous LMR articles.
Next month, Murphy will devote another article to the topic, bringing readers up to speed on
where we stand. When people say, “An inverted yield curve has always signaled an impending
recession,” they are referring to an inversion that has enough persistence. This is why we at
the LMR have been keeping our powder dry, because we wanted to make sure the “signal”
was solid. But at this point, it looks as if this particular indicator is indeed confirming what
Murphy has been suggesting (based on other considerations), that the U.S. economy appears
headed for a recession that will begin in late 2019 or early 2020.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

TRUMP AWARDS LAFFER

At the tail end of May, President Trump awarded supply-side godfather Arthur Laffer
the Presidential Medal of Freedom, an act that predictably drew scorn from the media’s
progressive economists and policy wonks. One of us (Murphy) worked briefly for Lafter in
his Nashville office, and we can clarify some of the misconceptions—while not of course
endorsing everything that Laffer says about the economy or government policy.

PULSE ON THE MARKET
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'The most iconic feature of supply-side economics is of course the “Laffer Curve,” which
shows that at a tax rate of 0%, tax revenues will be $0, but that tax revenues will also be $0
at a tax rate of 100%. This is because of incentives: if the government is taking literally every
penny you earn, then you won't bother working or investing. Armed with this simple insight,
Laffer allegedly drew a curve on a restaurant napkin, to convince his dinner companion that
after a certain point, increasing tax rates would actually decrease the government’s tax receipts.
Going the other way, the Laffer Curve showed that it was theoretically possible that a tax
rate reduction might lead to an increase in tax revenues—a case in which a “tax cut would pay
for itself.”

'The modest point we want to make here is that Arthur Laffer did 7oz claim that a// tax cuts
pay for themselves. (For one thing, in his writing Laffer tried to be very precise, and used the
terms “tax rate reduction” or “tax rate increase,” rather than “tax cut” or “tax hike,” because it
was possible—as his Curve showed—that the 7ate and the receipts could move in opposite
directions.) This is really obvious: Once you move to the left of the “Laffer point” on the
Curve, tax rate reductions mean less government revenue. Are the critics claiming that Lafter
didn’t know how to read his own Curve?

Empirically, it is simply not true that “Reagan’s tax cuts for the rich” were the source of the
mushrooming debt of the 1980s. Yes, tax rates on the top personal income bracket went
from 70 percent in 1980 down to 28 percent in 1988. However, during the Reagan years,
tax receipts went up—firom $599 billion in fiscal year 1981 to $991 billion in FY 1989 (not
adjusting for price inflation). The deficit exploded because federal outlays went from $678
billion in FY 1981 to $1,144 billion in FY 1989. So to sum up: During the Reagan years, tax

rates went down, tax receipts went up, but federal spending went up even more.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

PULSE ON THE MARKET
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CLIMATE “CONSENSUS” CRACKING

For years, one of us (Murphy) has been warning that the loudest advocates of aggressive
government intervention in the name of fighting climate change were misleading the public.
These activists have largely gotten away with framing the narrative, such that anyone who
doubts the need for a political takeover of the energy and transportation sectors is labeled a
“climate denier” who is either stupid or in the pay of Big Oil.

Yet a June 12 article in the New York Times by Dr. Sabine Hossenfelder is yet more evidence
against this strident view. The piece is titled, “Is Climate Change Inconvenient or Existential?
Only Supercomputers Can Do the Math,” and starts out by assuring the reader that climate
scientists understand the basic equations driving the climate system. Then the author admits,
“‘But we don’t know how to solve them. The many factors that affect the climate interact with one
another and give rise to interconnected feedback cycles. The mathematics is so complex, the only way
scientists know fto handle it is by feeding the problem into computers, which then approximately
solve the equations.”

Later the article contains this bombshell: “Tn this situation, the best we can do is improve
computer models to obtain more accurate, approximate solutions. It is knowledge we urgently need:
As Earth continues to warm, we face a future of drought, rising seas and extreme weather events.
But for all we currently know, this situation could be anywhere between a mere annoyance and
an existential threat.”

Now to be sure, the NY'T writer and presumably most of her colleagues are fans of government
action in the name of fighting climate change. Yet it is important to note when even the
advocates of intervention admit that the “settled science” is actually far more open-ended
than certain members of the policy debate would like Americans to believe. If President
Trump declared tomorrow, “For all we know, the threat of climate change might be a mere
annoyance,” he would be denounced as an unscientific fool. And yet, that’s exactly what a

PhD physicist just published in the New York Times.

PULSE ON THE MARKET



Something is
FUNDAMENTALLY WRONG
with our financial system.

R. Nelson Nash’s Infinite
Banking Concept (IBC) is a

THE

CASE for IBC

How To Secede Froen Oue Cuteent Mosetary Reglme

revolutionary method to take
the banking function away from
the “experts” and return it to
the individual household and
business owner.

In The Case for IBC, Nash is
joined by business consultant L.
Carlos Lara and economist

Robert P. Murphy to provide
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4 the most succinct explanation to
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date of why IBC works.

www.thecaseforibc.com
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AS WE DISCUSSED IN THE PULSE ON THE
Market section of last month’s Lara-Murphy
Report, Tucker Carlson recently praised Sen.
Elizabeth Warren’s chastisement of (osten-
sibly) unpatriotic businesses that outsource
production facilities to other countries, all
in the name of making a quick buck. Carl-
son lamented that Republicans at the federal
level were wed to libertarian orthodoxy and
Austrian economics, and were unwilling to
mix social conservatism with economic na-
tionalism.

On my podcast—specifically, the Bob
Murphy Show episode 40'—I pointed out
the problems with Warren/Carlson’s analy-
sis. In short, they completely ignored the
American consumer in their analysis. If firms
shut down their American-based operations
and move abroad in search of lower costs,
then competition will eventually pass those

savings on to the firm’s customers.

Or to put it the other way: Any political
interference with the ability of U.S. firms to
outsource would help (certain) U.S. workers,
but it would harm U.S. investors and con-
sumers. And it wouldn'’t just be a wash: the
gains to (some) American workers would
be smaller than the total losses inflicted
on American investors and American con-
sumers, meaning that “America” as a whole
would be made poorer by the restrictions on
commerce.

Despite what I thought was a pretty com-
pelling argument, I got pushback. Many
critics said things along the lines of: “Tucker
Carlson is a true patriot who wants to pro-
tect our culture. Theres more to life than cheap

iPhones from China.”

The proposals in this context coming
from Elizabeth Warren, and endorsed by
Tucker Carlson, would stifle innovation,
raise costs, and make U.S. workers less
productive.

- ' o I

-

“ECONOMIC NATIONALISTS” STILL NEED TO LEARN ECONOMICS
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This is certainly true, but I'm not the one
promoting “economic nationalism”; Tucker
Carlson is. It makes no sense to adopt poli-
cies that make America poorer and somehow
spin it as leveling the playing field for U.S.
workers. If these types of policies genuinely
helped U.S. workers, their paychecks would
go farther. And yet the proposals in this con-
text coming from Elizabeth Warren, and en-
dorsed by Tucker Carlson, would stifle in-
novation, raise costs, and make U.S. workers
less productive—and hence worse oft eco-
nomically. This is no way to make America
great again.

Paychecks and Prices Matter

Imagine someone who googles some quick
statistics and announces: ‘I don’t understand
why people are lamenting the fate of the Ameri-
can worker. Back in the 1960s, production
workers earned an average of $2 to $3 per hour.
But in the last decade, theyve averaged more
than $20 per hour! [See Figure 1 below.] That’s

APNRDR ey L of s
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an enormous increase. Obviously U.S. workers
are getting paid a lot more than they used to, so
why are people lamenting the decline of good-
paying jobs in America?”

'The obvious problem with this hypotheti-
cal argument is that it ignores price infla-
tion. That is, things cost a lot more nowa-
days than they did in the 1960s, and so U.S.
workers need a bigger paycheck—measuring
in what economists call “nominal” terms—in
order to have the same amount of purchas-
ing power, measured in what economists call
“real” terms. In other words, even though
nominal wage rates have risen by a factor of
7, real wages have not risen nearly as much.

This is an elementary point but it bears
elaboration. Suppose the Federal Reserve
doubled the quantity of dollars overnight,
showering more than a trillion dollars in
new currency on society. This policy would
rapidly push up nominal wage rates—work-
ers would be able to get double-digit raises
from their bosses with no problem. But that
would only be because prices were rising at

N 20d Nonoeserdsaty Bmgloyess Toral Frivece

Figure 1. Average Hourly Wage in Private Sector, January 1964-May 2019, monthly

“ECONOMIC NATIONALISTS” STILL NEED TO LEARN ECONOMICS
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even faster rates.

'The mere printing up of new currency per
se wouldnt make Americans richer. They
couldn’t produce more cars, aircraft, or com-
puter programs just because the Fed created
more dollar bills. In fact, because of the dis-
location and mistakes in planning fostered
by the volatility, the average American would
end up poorer in real terms because of our
hypothetical episode of massive monetary
inflation.

'The whole point of working at a particular
job and earning wages is that you can spend
those wages buying goods and services. That’s
why paychecks and prices matter. To repeat,
it isn’t enough information to simply know
that paychecks for American production

The whole point of working at a particular
job and earning wages is that you can
spend those wages buying goods and
services. That’s why paychecks and
prices matter.

workers are 7 times higher than they used
to be in the 1960s. We also need to know
how much can workers BUY with those higher
paychecks?

With this initial example, I hope every-
body—including fans of Tucker Carlson—
would agree that massive money printing
would 7o promote “economic nationalism.”
I'm not here talking about the “sanctity of
property rights” or some ideological devotion
to laissez-faire, I'm talking pure pragmatism.
A policy of running the printing press in
order to raise American wages would be a
dangerous illusion. It would actually make
workers (on average) poorer, especially if the
Austrians are right about what causes the
boom-bust cycle.

“ECONOMIC NATIONALISTS” STILL NEED TO LEARN ECONOMICS
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In the context of this hypothetical exam-

ple, it would clearly be a weak argument for

the defender of the monetary inflation to

help some U.S. workers, but they hurt U.S.
consumers even more, and thus end up mak-
ing the U.S. poorer on average.

come back and say, “Oh, who’s afraid of higher

prices? People don't live just on cheap iPhones For those who have never seen a demon-
you know. The dignity of American workers is stration of what economists call “compara-
at stake. Workers deserve more pay, and that'’s tive advantage” and the gains from special-
why we should double the number of dollars!” ization and trade, I strongly encourage you
Such an argument would be completely fal-  to tollow me through the following numeri-
lacious. When it comes to using monetary cal example. Once it clicks and you “see” it,
inflation as a way to enrich workers, it is en-  YOU will realize why economists generally
tirely relevant to point out the downside of =~ OPPOs€ tariffs. Free trade raises the (aver-
higher consumer prices. That’s the essential age) standard of living among all countries
problem with the proposal, after all, and it that practice it, even in cases where some of

completely negates the ostensible benefit. the countries are so unproductive that their
workers are worse at everything in terms of

what they can produce per hour. Consider

Table 1 below.
The Standard Case for Free Trade

'The table indicates that U.S. workers are

Now that we understand the structure of  petter than Mexican workers at both TV pro-
the debate when it comes to a hypothetical  duction and jet engine production. Accord-
policy of massive monetary inflation, we can ing to the (made up) numbers in the table, it
apply it to the case of free trade. Here too,  takes a U.S. worker 10 hours to make a pallet
I would oppose tariffs and other forms of  fy]] of TVs, but it takes a Mexican worker 20

« . ”»
protection” not 7zerely on the grounds of ab-  hours—so he’s only one-half as productive
stract property rights, but also from a purely  ip, this enterprise.

pragmatic perspective. Namely, tariffs might

Table 1. Hypothetical Production Figures for U.S. and Mexican Workers

Worker-Hours Worker-Hours
Country to Make a Pallet of TVs to Make a Jet Engine
United States 10 5
Mexico 20 40

SOURCE: Robert P. Murphy's history of economic thought (part I) course in Tom Woods' “Liberty Classroom."?

“ECONOMIC NATIONALISTS” STILL NEED TO LEARN ECONOMICS
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For those who have never seen a
demonstration of what economists call
“comparative advantage” and the gains
from specialization and trade, | strongly
encourage you to follow me through the
following numerical example.

However, the disparity in jet engine pro-
duction is even starker. In 5 hours, an Amer-
ican worker can produce a jet engine, but it
takes his Mexican counterpart 40 hours—
meaning the Mexican worker is only one-
eighth as productive in this enterprise.

Now if we suppose for simplicity that these
are the only two goods, one might think that
the United States has nothing to gain from
trading with Mexico, an “inferior economy.”
After all, U.S. workers are better at every-
thing.

But this logic is wrong, because of the
principle of comparative advantage, which is
commonly attributed to David Ricardo (but
was understood earlier by James Mill). The
essential insight here is that even though
the cost measured in worker-hours is lower
for both T'Vs and jet engines in the U.S., the
cost of T'Vs measured in forfeited jet engines is

lower in Mexico than in the U.S. And that’s
why, given the numbers in the table, Mexico
should specialize in TV production while
the U.S. should specialize in jet engine pro-
duction, at least if the goal is to maximize
the amount of T'Vs and jet engines available,
per capita, in both countries.

Specifically, the opportunity cost of making
1 more pallet of TVs in the United States is
2 jet engines. ('That’s because it takes a U.S.
worker 10 hours to make a pallet of TVs,
and during that same time he could have in-
stead made 2 jet engines, since it takes him 5
hours to make each jet engine.)

But in Mexico, the opportunity cost of
making 1 more pallet of T'Vs is only half of
a jet engine. (That’s because it takes a Mexi-
can worker 20 hours to make a pallet of T'Vs,
during which time he could have made half
of a jet engine, since it takes him 40 hours to

“ECONOMIC NATIONALISTS” STILL NEED TO LEARN ECONOMICS
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make a full jet engine.)

To sum up, there is a technological sense in
which Mexico can “transform” half of a po-
tential jet engine into a pallet of T'Vs. But in
the United States, the technological recipe
is less advantageous; these workers have to
sacrifice 2 potential jet engines in order to
crank out an additional pallet of T'Vs. Thus,
measured in opportunity cost terms, it is four
times as expensive—?2 jet engines versus half
a jet engine—to make a pallet of T'Vs in the
United States versus Mexico.

Because of these brute facts, it would be
very wasteful for the U.S. to devote any of
its workers to making TVs, so long as there
were still some Mexican workers making
jet engines. Both countries could be made
richer—in per capita terms—if Mexico con-
centrated on TV production while the U.S.
concentrated on jet engines.

Trade Makes Both Parties Richer

In my experience, these types of demon-
strations don't really click unless we walk
through one additional layer of detail. Let
me show you, the reader, exactly what I mean
when I say that both U.S.and Mexican work-
ers can become richer through specialization
and trade. Throughout this example, I am
continuing to rely on the (fake) numbers in
Table 1, and here I'm just giving some more
details to make the scenario more concrete.

Specifically, suppose each country has
100,000 worker-hours of labor to allocate

between the two goods, and that we start in
a condition of “autarky” (meaning no pos-
sibility of trade between the two countries).
Further suppose, just to have nice round
numbers, that the U.S. devotes 30,000 of
its worker-hours to TV production, and
the remaining 70,000 to jet engine produc-
tion. With the numbers from the table, that
means the U.S. produces 30,000/10 = 3,000
pallets of T'Vs, and 70,000/5 = 14,000 jet en-

gines.

On the other hand, suppose that in this
original, no-trade state, Mexico allocates
10,000 worker-hours to TVs, and the re-
maining 90,000 to jet engines. With the
numbers from the table, that implies Mexico
produces 10,000/20 = 500 TV pallets and
90,000/40 = 2,250 jet engines.

But wait, we can improve on this outcome,
and make bozh countries richer (in per capita
terms). Suppose Mexico completely special-
izes in TV production, throwing all of its
100,000 worker-hours into that line, while
devoting no Mexican labor to making jet en-
gines. Then Mexico produces 100,000/20 =
5,000 TV pallets (and O jet engines).

For its part, the U.S. specializes in jet en-
gines and moves out of TV production.
To wit, the U.S. now produces 100,000/5=
20,000 jet engines.

InTable 2,1 have summarized these results.
We can clearly see the benefits of special-
ization and trade, and how it can maximize
total output and thereby raise per capita out-
put as well.

“ECONOMIC NATIONALISTS” STILL NEED TO LEARN ECONOMICS
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Table 2. Hypothetical Production Outcomes under Autarky and Then Trade

Country/Scenario TV Pallets Produced Jet Engines Produced
United States (autarky) 3,000 14,000
Mexico (autarky) 500 2,250
US+Mexico (autarky) 3,500 16,250
United States (w/trade) 20,000
Mexico (w/trade) 5,000 0
US+Mexico (w/trade) 5,000 20,000

NOTE: Table 2 assumes 100,000 worker-hours to be allocated as described in the text under the autarky and

trade scenarios, using the production figures from Table 1.

As Table 2 indicates, total production of
both TV's and jet engines could be increased,
if the countries specialize in their compara-
tive advantage. This then makes it physically
possible for the average U.S. citizen and the
average Mexican citizen to enjoy more of

both goods.

It’s not shown in the table, but for example,
under the trade scenario, if Mexico exported
4,000 of its TV pallets to the United States
in exchange for 3,000 imported jet engines,
then the Mexicans would clearly be better oft
compared to the autarky scenario. As Table 2
reminds us, under autarky the Mexicans only
could make 500 TV pallets relying on home-
grown labor, whereas they are now retaining
1,000 TV pallets (5,000 in total produced,
with 4,000 being exported to the U.S.). So
their TV consumption has increased by 500;
there are twice as many TVs per person in
Mexico now.

A similar outcome holds for jet engines.
Under autarky, Table 2 shows that the Mex-
icans only could achieve 2,250 jet engines.
But with our hypothetical trade scenario,
they use their TV exports to import 3,000
jet engines from the U.S. So here too, the
amount of jet engines per person in Mexico
has increased.

Perhaps it’s not surprising that the Mexi-
cans benefited from specialization and trade,
but notice that the people in the U.S. do as
well. With our specific numbers, the U.S.
went from 3,000 TV pallets under autarky
to 4,000 imported TV pallets in the trade
scenario—for an additional 1,000 TV pallets
to be enjoyed by U.S. consumers. And there
are more jet engines per head as well. Spe-
cifically, under autarky the U.S. had 14,000
jet engines, while in the trade scenario, they
produced 20,000 total and exported 3,000 to
Mexico—leaving 17,000 available for home

“ECONOMIC NATIONALISTS” STILL NEED TO LEARN ECONOMICS
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use. Since 17,000 is more than 14,000, here
again we see that the people participating
in trade benefit on average; there are 3,000
more jet engines to be used in the United
States than before.

This discussion is already getting long so
I'll end it here. It should go without saying
that these numbers are of course pulled out
of thin air. However, what is not arbitrary is
the general principle that it’s more produc-
tive to make goods in those regions where
the (opportunity) cost is lowest. So yes, I
made up the numbers in Tables 1 and 2, but
the lesson they illustrated holds in the real
world. If you study the logic in this section,
you will see how free trade “works” and why
restrictions on trade make each country as a
whole poorer.

There’s More to Life Than Consumption

In reaction to standard demonstrations like
the one in the section above, some conserva-
tives (who support Tucker Carlson on this
issue) will say things like: “Big deal, you've
shown that we can get more TVs and jet engines
with free trade. But man doesn’t live on TVs
alone. There are huge cultural and social issues at
Pplay here. For example, it was traditionally im-
portant for a man to be a breadwinner, and if
he can’t find a good-paying job on which to raise
a family, then he’s not going to be comforted by
spreading more TVs around his empty house.”

In response to this type of reaction, let
me reiterate my earlier point when I dis-
cussed monetary inflation: What we mean
by a “good-paying job” only makes sense in
the context of prices for consumer goods. If

It is a bait-and-switch for Tucker Carlson
and his fans to call for economic
nationalism, and then to change the
argument away from economics and

turn to culture or family structure, when
economists point out that their proposals
will make Americans poorer.

“ECONOMIC NATIONALISTS” STILL NEED TO LEARN ECONOMICS




19

Trump’s tarifts were to save or create jobs
in some sectors, that wouldn't be “good for
American workers.” It might help those par-
ticular workers, but all other American work-
ers would be worse off, since their paychecks
wouldn’t go as far at the store.

In any event, it is a bait-and-switch for
Tucker Carlson and his fans to call for eco-
nomic nationalism, and #ben to change the
argument away from economics and turn to
culture or family structure, when economists
point out that their proposals will make
Americans poorer. In short, if youre going
to be an “economic nationalist,” you need to
base your policies on sound economics.

Yes, work per se is important, beyond the
mere utilitarian aspects through which it al-
lows us to acquire consumer goods. For ex-
ample, God gave Adam work to do in the
Garden of Eden; the first man had a job, even
though he wasn't vexed by material scarcity
as we understand it.

Even so, it would be foolish for us to de-
liberately reduce our productivity, through re-
strictions on international trade, or by ban-
ning self-driving trucks (as Tucker Carlson
advocated in an interview with Ben Shapiro®).
Would it help American men feel useful, if
we (say) banned the use of forklifts, so that
brute physical strength was more important?

Of course not. Banning forklifts wouldn’t
be “tough and manly,” that would be stupid
and costly. American manufacturing out-
put would fall drastically, so that employ-
ers would have no choice but to slash (real)
wages for American workers.

Conclusion

Yes, working is important, for reasons be-
yond a crude materialist means/end analysis.
And I agree with the conservative critics that
sometimes libertarian economists can be too
nihilistic and consumption-focused.

But if people are going to work, they should
still use their brains and do it efficiently. Af-
ter all, the reason American workers are more
productive than their typical counterparts in
China and Haiti is that they work with bet-
ter tools and equipment. Free-trade policies
and driverless trucks are just more examples
in the same category, of things that make
workers more productive on average.

By all means, be an “economic nationalist”
if you want, but be a responsible one by first
learning sound economics. Youre not help-
ing your nation or its economy by pushing
policies that make Americans poorer.

L 4 4 4
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“FRACTIONAL RESERVE BANKING” IS
standard in the modern world. It is the
practice by which commercial banks tell
depositors that their checking account
balances are available upon demand, even
though the banks have lent out most of the
funds to other borrowers. Fractional reserve
banking is what makes bank runs possible,
because if too many people show up to
demand “their” money, the vault runs out of
cash.

However, within Austrian economics there
is a much more subtle issue: Some Austrians
argue that fractional reserve banking causes
the business cycle. However, the claim is
controversial, since other self-described Aus-
trian economists (who have embraced the
label “free bankers”) argue that in a laissez-
faire market economy, without any special
government privileges or restrictions on
money and banking, the practice of frac-
tional reserve banking would still exist and
would (in that context) promote economic

stability and growth.

In a recent article in the Quarterly Journal
of Austrian Economics, 1 come down squarely
against fractional reserve banking.! Specifi-
cally, I focus on the writings of Ludwig von
Mises to show that—at least in his frame-
work—fractional reserve banking necessar-
ily sets in motion the boom-bust cycle. It’s
true that Mises has kind things to say about
“free banking,” but in context we can see that
Mises recommends “free banking” as a prag-
matic means to limit fractional reserve banking.
Contrary to the arguments of the free bank-
ers, Mises quite explicitly rejects the notion

that fractional reserve banking promotes
equilibrium in the loan market or helps link
up borrowers and lenders.

In this current piece in the LMR, 1 am
highlighting the most important points
from my QJAE article because the topic is
very important in Infinite Banking Con-
cept (IBC) circles. Carlos and I explained
fractional reserve banking in detail in our
book How Privatized Banking Really Works,

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Some Austrians argue that fractional
reserve banking causes the
business cycle. However, the claim is
controversial.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

and we explained that “banking” the IBC
way does not contribute to inflation or the
business cycle, because insurance companies
can't “create money out of thin air” the way
commercial banks currently can.

Indeed, when Nelson Nash saw Carlos’
PowerPoint presentation on the topic, Nel-

son began telling people, “If you're still bor-

WHY FRACTIONAL RESERVE BANKING CAUSES THE BUSINESS CYCLE
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rowing money from commercial banks, you’re
part of the problem.” Since these concepts
of fractional reserve banking, inflation, and
the business cycle have now become a stan-
dard part of the IBC discussion, I thought
it worthwhile to highlight some of the main
theoretical points here in this forum.

Mises Isn’'t God

Before I dive into the meat of my case, I
want to explain my purpose: I am nor ar-
guing that because Ludwig von Mises says
XYZ about an economics topic, that zhere-
fore XYZ is obviously correct.

Rather, what I am doing here is appeal-
ing to those readers who already believe in
Austrian business cycle theory, which was of
course developed by Mises (and his follow-
er Friedrich Hayek). If we're trying to fig-
ure out whether fractional reserve banking
causes the business cycle, it’s surely relevant
to review the analysis of the guy who (we all
agree) explained the business cycle.

Besides this straightforward reason, I'm
also focusing on Mises’ views for the sake of
the history of economic thought. Especially
in on-line debates, one often hears casual
claims that “only those wacky Rothbardians”
could possibly have a problem with fractional
reserve banking, because all “serious” econo-
mists know how modern finance works.

Now #his type of argument is just demon-
strably silly. There have been many promi-
nent economists, most notably those asso-

ciated with the Chicago School, who have
endorsed some version of 100%-reserve
banking. Irving Fisher in 1935 published a
famous proposal to require 100% reserves,
Milton Friedman at least at one point in his
career did likewise, and after the 2008 finan-
cial crisis, Nobel laureate Ed Prescott (with
co-author Ryan Wessel) also advocated a
restriction on fractional reserve commercial

banking.?

¢ \/
) i

| am not arguing that because
Ludwig von Mises says XYZ about an
economics topic, that therefore XYZ
is obviously correct.

ccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccc

Why Fractional Reserve Banking Causes
the Business Cycle

In the Misesian framework, the phenome-
non of interest in the market economy is fun-
damentally tied to subjective zime preference,
the desire (other things equal) to achieve a
satisfaction sooner rather than later. Loosely
speaking, Mises argues that in a free market
the rate of interest corresponds to the rela-
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tive premium people place on present goods
versus future goods.

Consequently, if the market interest rate is
wrong then entrepreneurs end up making in-
vestments that do not line up with consumer
preferences. Specifically, if the market inter-
est rate is below its “natural” level, then entre-
preneurs behave as if the consumers are more
patient than they really are. Businesses make
long-term investments for which the mem-

However, in practice Mises didn’t
think we needed to worry about
new gold discoveries setting off a
business cycle.

ccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccccc

bers of society are not willing to wait. This is
the unsustainable boom that must end in a bust.

Now what can cause the market interest
rate to sink below its “natural” level? Mises
argued that if new money enters the loan
market relatively early, then the new money
will push down interest rates before other
prices are affected.

As I explain in my QJAE paper, Mises
thought that in principle, this phenomenon
could even happen in an economy using
gold without banks issuing more money on
top of it. Specifically, if a newly discovered
goldmine led to a massive influx of the yel-
low metal, and a large portion of that new-
ly-discovered gold was lent out in the credit
market before being spent elsewhere in the
economy, zhen (Mises thought) it could pos-
sibly initiate an Austrian-style unsustainable
boom.

However, in practice Mises didn’t think we
needed to worry about new gold discoveries
setting off a business cycle, because (1) the
amount of new gold discovered would typi-
cally be small compared to the total stock,
and (2) even if a new mine were discovered
that dumped a large amount of gold on the
market, we have no reason to expect the gold
to hit the loan market disproportionately. In
this more plausible scenario, the new gold
would affect wages and prices in various sec-
tors at the same time, and wouldn’t distort
the loan market in isolation.

In contrast, when commercial banks issue
“fiduciary media”—Mises’ term for claims
on money that banks must redeem imme-
diately, even though they don’t have mon-
ey proper in the vault to do so—then this
“new money” enters the economy exclusively
through the loan market. Furthermore, since
there are no physical constraints to issuing
more bank credit (unlike digging up more
gold), the scope for bank money-creation is
much larger.

WHY FRACTIONAL RESERVE BANKING CAUSES THE BUSINESS CYCLE
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'Thus we see the theoretical mechanism by
which, according to Mises, even gold money
without banks could (in principle) cause the
business cycle. But once we understand the
mechanism that Mises thought could allow
for this, we see why—in practice—fractional
reserve banking is the clear and present dan-

ger.

Among the 100% reservists, the following
remark from Mises clearly establishes that it
is fractional reserve banking per se that is at
fault:

'The notion of “normal” credit expan-
sion is absurd. Issuance of additional
fiduciary media, no matter what its
quantity may be, always sets in motion
those changes in the price structure the
description of which is the task of the
theory of the trade cycle. Of course,
if the additional amount issued is not
large, neither are the inevitable effects
of the expansion. (Mises, Human Ac-
tion, footnote 17, p. 439)

I am emphasizing Mises’ stance that credit
expansion (which is his term for commer-
cial banks newly-issuing claims on money
that are not backed up by new deposits of
money) causes the business cycle, period.
Mises’ position contrasts with the arguments
of modern free bankers who claim that un-
der certain conditions, it promotes economic
coordination when commercial banks issue
more claims on money than they can satisty
with money in the vault.

The Free Banker Claim #1: FRB
Stabilizes Money Supply and Demand

In the interest of brevity, I won't produce
the actual quotations here; they are all con-
tained in my QJAFE article. But let me in this
section summarize the first of two of the
crucial claims from the free banking camp, as
to why they think fractional reserve banking
actually helps stabilize (or promotes equilib-
rium) in the economy. (I'll cover the second
argument from the free bankers in the next
section.)

'The free bankers argue that prices and
wages are “sticky,” especially in the down-
ward direction. Therefore, if there is a sudden
increase in the demand to hold money;, this
can—the free bankers allege—cause econo-
my-wide dislocation if banks were forbidden
from issuing more “money” in the form of
bank credit.

For example, if the demand to hold money
suddenly went up 10%, then under fractional
reserve free banking, the commercial banks
would simply issue more credit so that the
public could expand its holdings of money
proper and money-in-the-form-of-claims-
on-banks. There would be no need for prices
or wages to adjust; the increased demand for
money would be quickly satisfied by an in-
crease in the supply of money, broadly de-
fined to include bank credit.

In contrast, under a rigid system of 100%
reserve banking, where commercial banks
cannot influence the total quantity of money
with their lending decisions, then a 10% in-

WHY FRACTIONAL RESERVE BANKING CAUSES THE BUSINESS CYCLE
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crease in the demand to hold money would
require a combination of (1) newly-mined
gold (if gold were the money) and (2) a fall
in prices and wages. But because it’s difficult
for firms to cut wages, this necessary defla-
tion would cause unemployment to rise—or
so argue the fractional reserve free bankers.
That’s why, they claim, leaving commercial
banks with the flexibility to “create money”
through new loans is actually desirable. It
makes painful deflation unnecessary.

In response to this claim, I note that the
alleged “price and wage stickiness” of the
market economy is arguably due to govern-
ment (in concert with unions) intervention
rather than being a result of laissez-faire. As
I have explained in greater detail elsewhere,
nominal wage rates fell very rapidly in the
so-called Depression of 1920-21, much
more quickly than wages fell during the bust
under Herbert Hoover a decade later.? This
suggests that blaming the Great Depression
on “sticky wages” (and inadequate monetary
expansion) is at best a partial explanation,
because it doesn’t explain why wages became
so much stickier under the Hoover Admin-
istration than they had been under Warren
Harding.

However, even if the free bankers were
correct when they argue that fractional re-
serve banking could help stabilize the econ-
omy after a large surge in the demand to
hold money, this by itself doesn't prove that
FRB is inherently stabilizing. For if Mises,
Rothbard, Salerno, Murphy, et al. are cor-
rect and FRB inherently causes the business
cycle, then that destabilizing influence could

swamp the first factor. Indeed, in a 100% re-
serve world with no business cycle (caused
by credit expansion), then it’s hard to see
what could cause a large and unexpected shift
in the demand to hold money. (If the de-
mand to hold money increased slowly and
expectedly, then long-term contracts would
take all of this into account and there would
be no problem, even if spot prices and wages
were “sticky downward.”)

The Free Banker Claim #2: FRB
Stabilizes Loan Supply and Demand

'The second free banker claim (made quite
definitively by George Selgin) is more nu-
anced and intriguing. As I quote in my QJAE
paper, the free bankers argue that when the
community is willing to expand their hold-
ings of bank-issued claims on money, then
this is tantamount to the recipients of the
bank credits making an implicit loan to the
bank that issued the credits. And because
commercial banks in a “free banking” system
only expand their issue of credit when the
public increases its demand to hold more
bank credits (at existing prices), the free
bankers have apparently demonstrated that
the commercial banks only act as interme-
diaries, linking up borrowers with genuine
savers in the community. Therefore, to the
extent that the market interest rate drops
due to credit expansion, the free bankers
argue that this lower interest rate is the so-
called “natural rate,” reflecting a genuine in-
crease in savings, and so shouldn’t set oft an
unsustainable boom.

WHY FRACTIONAL RESERVE BANKING CAUSES THE BUSINESS CYCLE
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For example, suppose that originally the
market rate of interest is 5%, and the com-
mercial banks have a reserve ratio of 90%.
But then conditions change and the public
is willing to hold more bank-issued money.
(You can think of “bank-issued money” as
either paper notes issued by banks that cir-
culate in the community as interchangeable
with money proper—something that seems
odd in our current economy—or you can
think of it as people’s electronic checking ac-
count balances that most merchants accept
at par with currency, which is entirely nor-
mal in our current economy.)

Because the public is willing to hold more
bank-issued money, it means the banks can
go ahead and issue more of it, without wor-
rying about their excess issue coming back
through clearing operations and draining
their reserves. (I am gliding over some of the
details here in the interest of brevity, but it is
the fear of running out of reserves of genu-
ine money in the vault that keeps banks from
lowering their reserve ratios fo0 much in a re-
gime of “free banking.”) So maybe the banks
lower their reserve ratio from 90% down to
80% by granting more credit, even though
they haven't enjoyed an influx of new depos-
its of genuine money from the public.

Now in order to move the new loans, the
banks will have to lower the rate of interest,
down from 5% to (say) 3%. It is #his aspect
of fractional reserve banking that Mises and
the Rothbardians argue will set oft the un-
sustainable boom.

Ah, but the free bankers remind us that

the only reason the commercial banks (in
this particular thought experiment) reduced
their reserve ratio from 90% down to 80%
was that they perceived the public’s appetite
to hold bank-issued money had increased.
And since—they claim—someone accepting

and holding a note issued by, say, CitiBank

Since a bank-issued claim to money
performs the same services as
money proper, someone who holds
banknotes rather than money is
not sacrificing a present good for a
future good.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

is equivalent to granting a loan to CitiBank,
then the drop in interest rates from 5% to
3% reflects a genuine decrease in time prefer-
ence and is consistent with intertemporal co-
ordination.

In response to this clever and sophisticated
argument, I will give one of my responses.
As I quote Mises saying in my QJAE pa-

per, the fact that someone in the community
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holds a bank-issued note rather than money
proper, does not constitute a loan to the bank.
'The whole problem with bank-issued mon-
ey that isn't backed up by reserves, or what
Mises calls “fiduciary media,” is that in a
modern economy merchants typically accept
such bank-issued claims at par with genuine
money. Therefore, fiduciary media perform
the same services as money proper, so long

The drop in interest rates doesn’t
reflect a genuine change in
preferences on the part of the public,
and so the new loans that banks
grant to business owners will end up
financing projects that shouldn’t be
started. Fractional reserve banking
causes the hoom-bust cycle, period.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

as the community doesn’t doubt the ability
of the bank to redeem its notes (or electron-
ic claims, such as people’s checking account
transfers).

Since a bank-issued claim to money per-
forms the same services as money proper,

someone who holds banknotes rather than
money is not sacrificing a present good for a
future good. Such a person can walk into a
store and buy what he wants, without delay.
In contrast, if the person really did make a
loan to the bank—perhaps by turning over
currency in exchange for a Certificate of De-
posit (CD)—then the person can’t just buy
something at the store with the asset. To
wit, you can walk into the grocery store and
swipe your bank debit card at checkout. But
you can’t pay for your groceries by handing
over a CD, even if it’s been issued by a repu-

table bank. The clerk will tell you, “That’s not

money.”

So what’s the upshot here? If indeed the
person who holds bank-issued “money” isn't
in fact sacrificing anything, then the person
isn’t making a loan to the bank; he’s merely
exchange one type of present good for an-
other type. And therefore, if the person isn't
advancing a loan to the bank, then the free
bankers are wrong when they argue that
credit expansion (under the narrow condi-
tions they specify) can enhance coordination
in the loan market.

Specifically, in our example above, when
the banks drop their reserve ratios and push
the market interest rate from 5% down to
3%, that interest rate is artificially low and is
not backed up by new saving from the public.
If I'm right—and remember, here I'm merely
echoing what Mises wrote back in 1912—
then the drop in interest rates doesnt re-
flect a genuine change in preferences on the
part of the public, and so the new loans that
banks grant to business owners will end up

WHY FRACTIONAL RESERVE BANKING CAUSES THE BUSINESS CYCLE



28 LM R JUNE 2019

financing projects that shouldnt be started.
Fractional reserve banking causes the boom-
bust cycle, period.

Didn’t Mises Endorse “Free Banking”?

When I was younger, I reviewed the argu-
ments from the free bankers and the 100%
reservists, and I concluded that they bosh had
compelling quotations from Mises to back
up their respective positions. I decided that
Mises had been inconsistent on the topic, or
at least that his position had evolved dur-
ing his career. Specifically, the 100% reserv-
ists can produce quotations—such as the
ones I've given above in this article—where
Mises clearly argues that fractional reserve
banking causes the business cycle, and (in a
provocative passage in The Theory of Money
and Credit) will lead to the “destruction” of
the modern system of exchange.*(!)

However, my own understanding of Mises’
position has i#self evolved over time. I now
agree with Joe Salerno, who argues that Mis-
es at certain times during his career endorsed
“free banking”—meaning a policy of total
laissez-faire with respect to banks’ behav-
ior—not because Mises agreed with zoday’
free bankers on the optimality of a low re-
serve ratio, but rather because Mises thought
that in practice, the competitive checks of a
free market in banking were the best meth-
ods to /imit fractional reserve banking.

'This type of position is actually standard in
libertarian circles. For example, I think hero-

in addiction is a problem and would be quite
limited—ideally, zero—in a healthy society.
Yet as a libertarian, I also favor drug legal-
ization. These positions aren’t contradictory.
Besides the abstract ethical arguments about
the proper role of the State in regulating our
bodies, I also think that as a pragmatic issue,
the “War on Drugs” has been a catastrophe,
and arguably doesn't even achieve its osten-

sible goal of reducing drug abuse.

If we investigate the broader context
of some of the famous “pro-free
banking” passages from Mises, we
see that he thinks the best way to
keep reserve ratios high (i.e. closer
to 100%) is to allow freedom of entry
and freedom of note issue in the
banking sector.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

By the same token, if we investigate the
broader context of some of the famous “pro-
free banking” passages from Mises, we see
that he thinks the best way to keep reserve
ratios high (i.e. closer to 100%) is to allow
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freedom of entry and freedom of note issue
in the banking sector.

To put it another way (and this is my exam-
ple, not Mises’), right now the Federal Re-
serve has minimum reserve requirements of
about 10% on standard checking accounts. It
would be wrong to view this as “government
intervention propping up reserve ratios.”
'This is because the whole Federal Reserve
System is a giant cartel that /imits competi-
tion among commercial banks. I believe that
in a banking sector with no more regula-
tion than pizza chains—with no Fed and no
FDIC—we would see much higher reserve
ratios than we do right now.

Conclusion

Within Austrian circles, the desirability of
fractional reserve banking is a hotly debated
topic. In my recent article in the Quarterly
Journal of Austrian Economics, 1 argue that
if one endorses the Austrian theory of the

business cycle as developed by Mises and
Hayek, then one should admit that fractional
reserve banking per se causes an unsustain-
able boom. This observation by itself doesn’t
directly translate into government regula-
tions on banking; I myself am a “free banker”
because I'm philosophically opposed to a co-
ercive State doing anything to interfere with
voluntary market affairs.

However, the underlying economic rela-
tionships are important for our understand-
ing of the world. It’s important to continue
this debate about fractional reserve banking,
not only to understand banking, but also to
correctly diagnose the source of real-world
economic instability. Moreover, the debate is
of particular interest to those in the Infinite
Banking Concept community, because IBC
gives households and businesses a way to
“bank” without contributing to monetary in-
flation. It’s important for us to determine if
Nelson Nash was correct when he said bor-
rowing from commercial banks makes you
“part of the problem.”
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WHO OWNS AND RUNS THE WORLD?
If you have ever thought deeply on this ques-
tion, or one similar to it, you most likely became
dispirited rather quickly during the exercise.
The reason for this is that you found yourself
losing all hope in the prospects of a happy fu-
ture. That’s right. It didn’t take you long in your
investigation for your thoughts to travel down
dark corridors and open doors you wished you
hadn't. And, if you used the Internet to help
you connect certain missing pieces to the puz-
zle, you may have gotten even more disturbing
insights than you bargained for. This topic can

DOWN DARK CORRIDORS AND

IT DIDN’T TAKE YOU LONG IN
YOUR INVESTIGATION FOR
YOUR THOUGHTS TO TRAVEL

OPEN DOORS YOU WISHED
YOU HADN'T.

easily become frightening and there are wide
ranges of opinions on what is factual and what
is fiction. Even so, what we do not fail to sense
is that something has gone terribly wrong in the
world. Far too many of us have already given up
even attempting to resolve the vastness of our
societal problems. So why, you may ask, would I
choose at this time to write about a subject that
is so overwhelmingly discouraging? Believe me,
I am fully aware of how even writing on such
a topic may put off certain readers; I grappled
with whether to even “go down this road” at all.

'There was one overriding reason that pushed

me over the edge to go ahead and start this se-
ries in the LMR: As simplistic as it may sound,
I happen to be one of those few who believe we
can actually do something about this disturbing
situation. It is not too late. There are a few oth-
ers that feel exactly the same way as I do, and we
have good news. This series of articles, divided
into several parts, attempts to make a case for
the solution. But first, what exactly is the prob-
lem and from where does it originate?

When I was in high school in Dallas, Texas I

had a friend who lived two streets up from me

who owned a hot rod car that I was crazy about.
It was my dream car and I was sixteen. Usually
on Sunday afternoons, when days seemed like
they lasted forever, I would pay him a visit. I
knew he would be out under his carport tinker-
ing with that car so I would go there just to be
able to see it. His next-door neighbor was mar-
ried to a young woman from Russia (at that time
it was known as the Soviet Union). Occasionally
she would be out in her yard and would greet us
from across the fence in her broken English. I
never thought much about those instances until
President Kennedy was assassinated and later
learned that my friend’s neighbor was Harvey

WHO RUNS THE WORLD?
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| NEVER THOUGHT MUCH
ABOUT THOSE INSTANCES
UNTIL PRESIDENT KENNEDY
WAS ASSASSINATED.

WHO RUNS THE WORLD?

Oswald', the man accused of assassinating the
President. His wife was that Russian girl. Sud-
denly and unexpectedly the dark side of life
came very near to me. After that event, America
was never the same for me again.

I start here with my own personal account only
because the question of who assassinated Presi-
dent Kennedy is a prime example of a cauldron
of debate that has been brewing for more than
fifty years. How much is true and how much is
unfounded “conspiracy theory”is anyone’s guess.
'There have been movies and books galore writ-
ten on this subject and yet it still remains one
of the most controversial events in American
history. But keep in mind that this is only one
of hundreds of such conspiratorial-type occur-

rences in which belief remains questionable. This
happens because separating fact from fiction is
not easy. It takes effort to discover the truth. The
problem is that truth revealed can many times
remain grim. Somebody still killed Kennedy,

but who—and more importantly, why?

It’s important, for the proper reading of this
present article, to know what we mean by “on-
spiracy.” 'The dictionary on my desktop com-
puter defines a conspiracy as ‘a secret plan by a
group to do something unlawful or harmful. An
agreement of silence, to say nothing about an is-
sue that should be generally known.” In essence, a
conspiracy is a contract to lie.

In 1987 Bill Moyer,? who is best known as an

HE INTERVIEWS SEVERAL
HIGH-RANKING MILITARY
OFFICERS THAT ATTEST TO
THE EXISTENCE OF A SECRET
GLOBAL WAR, CARRIED ON
WITHOUT ACCOUNTABILITY.
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American journalist and frequent voice of PBS,
came out with a scathing documentary entitled,
The Secret Government: The Constitution in Crisis
in which Moyer spelled out how the Cold War
(which began after WWII) had enticed Ameri-
cans to relinquish the control of government to
the National Security State. In it he interviews
several high-ranking military officers that attest
to the existence of a secret global war, carried
on without accountability. The documentary
was so critically rebuked by the establishment
that Republicans attempted to use it as a way
to cut the funding of the Corporation for Pub-

lic Broadcasting and PBS. Moyer, who was also
the White House Press Secretary (1965-1968)
under the Johnson Administration, cast the
spotlight directly on the covert actions of the
CIA. In Moyer’s interview with Admiral Gene
LaRocque, LaRocque stated that The National
Security Act of 1947, which was signed into law
by President Truman, ‘hanged the direction of
this great nation and established the framework for
a National Security State which gave us the Na-
tional Security Council, which gave us the Central
Intelligence Agency (CIA4).”® In effect, Moyer set

out to prove that our democratic system had

THE CIA, UNDER COVERT OPERATIONS, WAGES ITS OWN WARS —“OFF
THE BOOKS” —THAT INCLUDES ASSASSINATIONS, INSTIGATION OF RIOTS,
AND THE REMOVAL OF FOREIGN LEADERS FROM OFFICE WHEN THEY
POSE A THREAT TO THE UNITED STATES.

WHO RUNS THE WORLD?
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been corrupted and had established a new se-
cret form of government with a new morality
that is always looking for threats and organizing
society to oppose those threats. Under this para-
digm the CIA, under covert operations, wages
its own wars—gff the books—that includes
assassinations, instigation of riots, and the re-
moval of foreign leaders from office when they
pose a threat to the United States. In 1953 it
was Iran, where the issue was oil. In 1954 it was
Guatemala, where the issue was land. In 1954
it was Viet Nam, where the issue was Ho Chi
Minh and the spread of communism. And it
was Cuba in 1961. When Kennedy refused to
give military support to the CIA for the assas-

wonder if I would be able to take seriously how
far astray our world has gone just in my own
lifetime. Bill Moyer has summarized the matter
in this way:

“We've turned the war powers of the United States
over to...well, we never really know for sure, who,
or even what we are doing, or what it cost, or who
is paying for it. The only thing we are sure of is that
this largely secret global war is carried on with less
and less accountability to democratic institutions

and has become a way af Zg‘e. ™

WHO’S REALLY IN CONTROL?

PEOPLE OF CHRISTIAN FAITH, LIKE ME, REST IN THE
SOVEREIGNTY OF GOD.

sination of Castro, the CIA floated the idea of a
Castro “hit” to the Mafia.

If T had not lived through all these events
that Moyer describes in his documentary and
remember experiencing them by seeing and
hearing about them on the news at that time, I

People of Christian faith, like me, rest in the
sovereignty of God, the Creator, whose will for
mankind and the world will be ultimately ful-
filled according to His eternal plan. In essence,
we believe God runs the world and everything
in it. This typically encompasses the Judeo-
Christian belief and the spread of this belief
coincided with the spread of Western
Civilization. With this belief also comes
an assurance that we are all given some
measure of freedom, within His will, of
choice. Therefore, human action is a force
in the world. This is what makes ideas
of the mind and the actions that follow
so powerful. Ultimately ideas move the
direction of world events. The unfor-
tunate aspect of this power is that men
possess it and men are not angels. There
are such things as evil ideas. History is
glutted with examples of ideas that per-
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THE MAN MOST CLOSELY
ASSOCIATED WITH THE
SPREAD OF THESE TYPES
OF CONSPIRACY THEORIES
WAS CARROLL QUIGLEY
(1910-1977), AN AMERICAN
HARVARD-EDUCATED
HISTORIAN.

petuate deception, theft, and tyranny. But
do powerful men with evil ideas actually
come together in secret to organize the
control of the world?

'The man most closely associated with

the spread of these types of conspiracy

theories was Carroll Quigley (1910-1977),°
an American Harvard-educated historian and
theorist of the evolution of civilizations. Quig-
ley himself did not spread these theories, but
rather authors interested in conspiracies often
cite Quigley’s book, Tragedy and Hope: A His-
tory of the World In Our Time, as an authoritative
source on conspiracies. Quigley had impeccable
credentials and trappings of respectability. He
was a legendary professor at Georgetown Uni-
versity, and a former instructor at Princeton and
Harvard. President Bill Clinton credited Quig-
ley during his acceptance speech to the 1992
Democratic National Convention as being his
mentor while a student at Georgetown, and for
providing him (Clinton) the blueprint of how
the world really worked. The Washington Post,
in an article published shortly after his death in
1977, referred to Quigley as “the professor who

knew too much.” Even so, his 1,336-page tome

published in 1966 lied virtually dormant until
W. Cleon Skousen discovered the implications
of it and published 7he Naked Capitalist,® which
became a national best seller. Skousen was fol-
lowed by Gary Allen, a spokesman for The
John Birch Society, who wrote None Dare Call
It Conspiracy,” which had sales of over five mil-
lion copies in 1972.The contents of these books
provided the massive paradigm shift of grass-
roots conservatives from mere anti-communism
to a much larger anti-elitist worldview. What
did Quigley write about that was so profound-
ly fascinating? His book details a twenty-year
study of an elaborate structure of the prestigious
scholarship program at Oxford, banks, founda-
tions, trusts, think tanks, and publishing enti-
ties, the initiates of which are described as the
Round Table Groups (Council of Foreign Af-

fairs). These groups have come to dominate the
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financial and political affairs of the world—a
secret plan with a set objective conceived by one
man in 1891, a man whom we shall identify in a
subsequent article.

More importantly, Quigley wrote his book as
an insider to the worldwide organization, with
permission and direct access to its secret docu-
ments and records for more than two years in
the 1960s. Quigley’s entire work, which spans
Western Civilization in its world setting, high-
lights WWI, WWII, and the Cold War until
1967. By his own admission, Quigley had no
aversion to most of the group’s aims, regretting
only that the group wished to remain unknown.

G. Edward Griffin, author of 7he Creature From
Jekyll Island?® relied heavily on Quigley for in-
formation about the Federal Reserve and the
individuals who played a large part in its forma-
tion. Dr. Gary North,” the famous economic
commentator and historian, also has interesting
discussions of these curious facts in his book
Conspiracy: A Biblical View, stating that Quigley
at the end of his life eventually referred to the
group he profiled as a malevolent influence in

political affairs.

In addition, I recently discovered that Murray N.
Rothbard, one of our most famous scholars from
the Austrian School and one of Mises’s star dis-

HIS BOOK DETAILS A TWENTY-YEAR STUDY OF AN ELABORATE

STRUCTURE OF THE PRESTIGIOUS SCHOLARSHIP PROGRAM AT OXFORD,

BANKS, FOUNDATIONS, TRUSTS, THINK TANKS, AND PUBLISHING
ENTITIES, THE INITIATES OF WHICH ARE DESCRIBED AS THE ROUND
TABLE GROUPS (COUNCIL OF FOREIGN AFFAIRS).
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TRAGEDY
and HOPE

BY HIS OWN ADMISSION, QUIGLEY HAD NO
AVERSION TO MOST OF THE GROUP’S AIMS,
REGRETTING ONLY THAT THE GROUP WISHED
TO REMAIN UNKNOWN.

ciples, directly ref-
erenced this secret

CARROLL QUIGLEY :
: : group in a mono-
graph he wrote

entitled, “Wall

Street, Banks, and American Foreign Policy,”*
written in 1984. It was Rothbard’s work that
emboldened us (the writers of Zhe Lara-Murphy
Report) to pursue our research into the workings
of this group described by Quigley. The initial
findings are alarming, giving credence to Mises’
emphasis that we all have a moral obligation to
fight what he called an evil idea. Rothbard has
in fact been very prolific in writing about the
specific individuals intimately connected with
this group from its inception. He has exposed
this idea’s tentacles tracing them all the way to
the various seats of power. In many of his writ-
ings, Rothbard made clear why wealthy elites
are only able to profit from wars and control
world affairs by their connection to State power.

Consequently, it is in their best interest to con-
tinue to perpetuate the lie.

‘Banking was conceived in iniquity and was
born in sin. The bankers own the earth. Take it
away from them, but leave them the power to create
money, and with the flick of the pen they will create
enough deposits to buy it back again. However, take
away from them the power to create money, and
all the great forz‘unes like mine will disappear, and
they ought to disappear, for this would be a happier
and better world to live in. But, zf you wish to re-
main the slaves of bankers and pay the cost of your
own slavery, let them continue to create money. 7

~ Josiah Stamp — Bank of England Chairman,
1920s

Next month in the LMR, Part II of “Who Runs
the World?”
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Dr. G. Keith Smith is a board certified anesthesiologist in
private practice since 1990. In 1997, he co-founded The
Surgery Center of Oklahoma, an outpatient surgery center
in Oklahoma City, Oklahoma, owned by over 90 of the top
physicians and surgeons in central Oklahoma. Dr. Smith
serves as the medical director, CEO, and managing partner
while maintaining an active anesthesia practice.

In 2009, Dr. Smith launched a website displaying all-inclu-
sive pricing for various surgical procedures, a move that has
gained him and the facility international attention. His most
recent effort is the launch of the Free Market Medical Asso-
ciation, which provides a platform where those seeking to
obtain high quality and affordable health care can find free
market-minded providers, both physicians and facilities.

Dr. Smith has appeared on the John Stossel Show, CNBC,
Huffington Post, The O’Reilly Factor, Capital Account, The
Ron Paul Channel, NBC Nightly News, and has been
featured by Reason Magazine’s TV division. The
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New York Times, Time Magazine, ABC news,
Forbes, and many others have written articles
featuring Dr. Smith’s revolutionary approach to the
pricing of health care and uncompromising free
market principles.
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Note: The economists and financial professionals interviewed in the LMR are given the freedom to ex-
press their views, without necessarily implying endorsement from the editors.

LARA-MURPHY REPORT: How did you

discover Austrian economics?

KEITH SMITH: My father heard Lew
Rockwell on the David Gold radio show

years ago and relayed how funny and hard
hitting he was. Shortly afterward, I watched
Lew debate/annihilate the Postmaster Gen-
eral on William Buckley’s “Firing Line.” I

WHO BENEFITS FROM GIANT MEDICAL BILLS?

subscribed to the “Rockwell Rothbard Re-
port” and began my re-education with lay-
man-friendly Hazlitt, Bastiat, and Leonard
Read. After attending an Austrian Scholar’s
Conference in Auburn, I was hooked, real-
izing that much of what I had seen and ob-
served in the dysfunctional medical industry
was easily understood and explained with
just the basics I had learned.
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LMR: Can you tell our readers about the
Surgery Center of Oklahoma, and some of
your success stories?

KS: The Surgery Center of Oklahoma was
founded in 1997 with an eye toward price
transparency and a decision to never accept
a dime of money from the government. We
began with ten surgeons and now have 112.
Patients began calling us asking for pricing
the first week we were open and we started
quoting “cash out the door” bundled pricing.
Almost without exception the prices on our
website today are identical to those we quot-
ed in the late nineties and represented then
20% or less, as they do now, what the so-
called “not for profit” hospitals are charging
patients. We posted our all-inclusive pricing
about 11 years ago now and have changed
them four times, in all instances lowering
them.

Patients use our pricing to leverage their
home-town hospital with threats of travel-
ing to Oklahoma City for their care. One
man in Georgia was quoted $40,000 for a
procedure we had listed for $4,000 and his
hospital matched our price. He told me,
“You saved me $36,000 and you didn’t even
perform the surgery.” The first patients to ar-
rive following the posting of our prices were
Canadians, a lesson for anyone who thinks
“coverage” for all is the answer. We've decid-
ed that “price” is the answer, as the competi-
tion resulting from obvious and visible pric-
ing lowers prices to levels that more people
can afford.

LMR: You're also the co-founder of the

Free Market Medical Association (FMMA),
where its recent conference motto was, “Burn

the ships!” What'’s that all about?

KS: While there are many individuals in-
volved in this medical free market movement,
many are just getting their feet wet, afraid
to take more bold steps, steps Jay Kempton

“After attending an Austrian Scholar’s
Conference in Auburn, | was hooked,
realizing that much of what | had seen
and observed in the dysfunctional
medical industry was easily understood
and explained with just the basics | had
learned.”

and I believe are necessary to get to a truly
free market model. Self-funded employers
(who pay employee medical expenses out of
operational revenue, rather than buy insur-
ance from a big carrier) remain very afraid of
the big corporate players in the industry, the
insurance carriers, in particular. Whenever
an employer buys directly for the benefit of
their employees, sidestepping the big carri-
ers who might be administrating their self-
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funded plan, the opportunity to “skim” this

transaction is foregone.

'The skimming of false discounts is a large
revenue source for the [big health insurance]
carriers and they maintain this shell game
by ensuring that none of the multiple par-
ties they ostensibly represent can ever see the
other’s contract with the carrier. If you are
shaking your head right now, but enabling
this scam with your participation, we argue
for walking away—"“burning your ships”—as
Cortez did when he arrived at the mainland.
Physicians have a hard time distinguishing
between risk and uncertainty and they would
much more accurately assess their situation
when contemplating bold moves concerning
their medical practice.

LMR: To an outsider, it seems hard to be-
lieve that your operation and others like you
are able to so drastically undercut the “of-
ficial” prices charged by hospitals for rou-
tine procedures. We can understand why
government programs would overpay, but
why would private-sector health insurance
companies pay a hospital $40,000 for an
operation that your organization would do
tor $4,000? Does this just show capitalism
and medicine don’t mix, as Paul Krugman
alleges?

KS: Lew Rockwell was kind enough to
publish my “Anatomy of a Cartel” on his
site a few years ago where I explained in
some detail who benefits from what I call a
GHB (giant hospital bill). Hospitals bill, say,
$100,000 for a procedure knowing they’ll
only receive $20,000 from an insurance car-

rier. They then claim they “lost” $80,000,
using this accounting sleight of hand to
maintain the fiction of their not-for-profit
status. Uncle Sam kicks money back to these
hospitals to the extent that they claim these
losses in the form of “uncompensated care”
payments. The insurance carriers ride in to
the office of the employer for whom they are

“If you are shaking your head right
now, but enabling this scam with your
participation, we argue for walking away—
’burning your ships’—as Cortez did when
he arrived at the mainland.”

providing this “coverage” and exclaim, “Loook
what we saved you!”

Per the terms of the agreement, the carrier
is due a commission or override or whatever
they call it that week, to the extent that these
“savings” are achieved. When you think
through this, you can obviously see that the
hospitals want to issue giant bills to which
a discount will be applied and the insurance
companies want to receive these giant bills,
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as this forms the basis for their skimming.
'This was an epiphany for me, as until an in-
dustry insider explained this to me, I had no
idea why the carriers wouldn’t want access
to “cheaper and better” like any other ratio-
nal market actor. Hospitals also demand that
certain insurance carriers refuse to contract
with certain facilities and with adequate
market share they can usually pull this off.
All of this insanity is downstream of favors
granted to the industry by Uncle Sam, who
is driving the getaway car for the cronies who
are easy to despise. This is no failure of the
free market. This is an absence of the power

“All of this insanity is downstream of
favors granted to the industry by Uncle
Sam, who is driving the getaway car for

the cronies who are easy to despise. This
is no failure of the free market.”

and discipline the market brings to almost
all other industries.

LMR: What is your prediction for U.S.
health care over the next decade? Do you see
it getting worse or better?

KS: I've never been more optimistic, actu-
ally. Those who say the market won't work
in medical service delivery are beginning
to re-evaluate. There are cracks developing
within the cartel, plain for all in the industry
to see and the ideas we are promoting and
our practice model has caught the attention
of the mainstream in the industry and the
media, an astonishing development, in my
opinion. Medical service delivery is far too
important to entrust to the federal govern-
ment, to paraphrase the late Harry Brown,
and as this becomes apparent, ideologists of
all stripes are acknowledging that cheaper
and better through open and honest pricing
and competition, is preferable to the crony
mess dominating the industry currently.
Many patients have come to my facility for
care, informing me that they couldnt dis-
agree more with my [political] views (about
which I make no secret), but they want great
care for their child or family member at a fair
price. I'd like to think that we have helped
people rethink their coercive leanings and
believe we have.
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