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Robert P. Murphy

Get-out-of-debt guru Dave Ramsey recently released on YouTube an excerpt 
of his show where he called IBC a “scam.” Specifically, someone called in 
to tell Dave that his financial advisor had touted the benefits of a Whole Life 
policy with a mutual company, including the dividends. Ramsey was aghast, 
and explained that since the owners of a mutual company are the customers, 
any “dividend” they send to you is necessarily coming out of your own pocket. 
In fact, Dave explained, the IRS itself acknowledges this, by calling such a 
dividend a “return of a deliberate overcharge of premium”; this is why the 
IRS doesn’t tax it as income. Dave ended the call by telling his listener that 
he needed to get a real financial advisor, not someone trying to sell overpriced 
Whole Life insurance.

On my podcast, I explained what was wrong with Ramsey’s analysis1.  Although 
there is a germ of truth in what he said, there’s nothing dubious about mutual life 
insurers “overcharging” out of conservatism and then distributing the surplus 
back to the owners, i.e. the policyholders, in the form of a dividend. Besides 
the convenient tax treatment, this is exactly how we want a conservative 
institution to behave, when it has the immense responsibility of ensuring that 
beneficiaries get paid death benefits and that in-force policies continue to hit 
their scheduled cash-surrender values. As usual, the glib critic—in this case, 
Dave Ramsey—merely gives us an opportunity to appreciate the wisdom of 
Nelson Nash. Nelson was right to insist that IBC must be implemented with a 
dividend-paying Whole Life policy, preferably issued by a mutual company.

Mutual Companies are Owned By the Policyholders

In their pure forms, there are two distinct ways of organizing a life insurance 
company. One is to raise capital from stockholders who are then the owners; 
this is a corporation like any other, which happens to be in the business of 
selling life insurance policies to the public. The other form is a mutual life 
insurer, in which the policyholders themselves are the owners of the company. 
(Also, to make life difficult, we must also mention that more recently a hybrid 
has emerged, namely the mutual holding company, which combines elements 
of the two approaches, ideally in order to enjoy the best of both worlds.)

http://www.infinitebanking.org/banknotes/
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A mutual company might sound odd to the uninitiated, 
but it actually harkens back to the days when clans 
and communities handled calamities through 
custom or religious duty. If disaster struck and the 
breadwinner of a family died suddenly, naturally the 
extended family and/or tribe (depending on the social 
organization) would be expected to care for the widow 
and children. By the 1800s, these notions of spreading 
risk through reciprocal agreement were codified in 
the creation of “mutual aid societies.” A mutual life 
insurance company is simply a more sophisticated, 
contractually-based outgrowth of these techniques for 
handling small but catastrophic risks.

Whole Life, Cash Surrender Value, and Dividends

As the name suggests, a “Whole Life” policy is in 
force for the entire life of the insured; there is no 
term of expiration. Consequently, when originally 
entered into, the contract for a Whole Life policy has 
guaranteed “cash surrender values” at various dates 
into the future. In other words, the life insurance 
company is guaranteeing the policyholder that if he 
should want to walk away from the policy at any point 
in the future, that he will be paid a cash spot payment 
as a severance package. The guaranteed minimum of 
these cash payments rises over time, reflecting the fact 
that the insurer will have been able to invest premium 
payments longer as the policy matures.

Now precisely because the policyholders themselves 
are the owners of a mutual insurance company, there is 
no external group of stockholders who must be shown 
a competitive rate of return on their investment. (As 
LMR readers surely know, for various reasons having 
to do with both government intervention and human 
avarice, this aspect of capitalism doesn’t always lead to 
the best long-run management of stock corporations.) 
This allows the actual managers of a mutual company 
to be extremely conservative in their decisions. They 
have the actuaries overestimate how many people 
are likely to die in the coming years, and they have 
their financial officers underestimate the upcoming 
performance on the company’s asset portfolio. With 
these extremely conservative estimates, they then 
charge contractually specified premiums on the life 
insurance policies that they issue.

After each accounting period, the dust settles and 
the company is typically left with a “divisible 
surplus,” which is then distributed to policyholders 
in an equitable fashion. (Remember, there are no 
outside stockholders with an equity claim on the 
company’s net income.) Now here’s an interesting 
quirk: Although mutual companies didn’t arrange 
their operations for this reason, their procedure 
happens to have an amazing tax benefit. Specifically, 
because the organizing rationale for the operation is 
to provide death benefit payments (and cash surrender 
values that hit their contractually guaranteed targets 
over time), the “dividend” payments aren’t treated as 
taxable income in the same way that a dividend from 
ownership in a regular corporation would. As Dave 
Ramsey said, the IRS treats the dividend payment 
from a mutual life insurance company as a partial 
return of the original premium, which in retrospect 
turned out to be higher than necessary for the mutual 
company to achieve its objectives for the owners.

(NOTE: In this article I am not giving formal tax 
advice. Please consult with a qualified professional 
before making any moves in your own personal or 
business finances. I strongly encourage you to consult 
the graduates of our Authorized IBC Practitioner 
Program, available here: www.InfiniteBanking.org/
Finder.)

Problems for Dave Ramsey

The way Dave Ramsey explained it, you aren’t really 
benefiting from getting a dividend payment from 
a mutual life insurer, because after all you’re just 
getting (some) of your own money back. But wait 
a second. If you look at the first illustration in our 
book The Case for IBC—and by the way, I go through 
this example in our Foundations of IBC video series 
which is free online2,  if you can’t stand the suspense 
and want to see the numbers right away—you’ll see 
some problems for Ramsey’s story.

First of all, as the policy matures the dividend keeps 
rising every year. Eventually, the annual dividend 
becomes higher than the annual premium. Then, at 
a certain age the policy becomes “paid up” and the 
contractual premium goes to $0; yet the dividend 

https://infinitebanking.org/finder/
https://infinitebanking.org/finder/
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continues to grow. Finally, and most troubling of all 
for Ramsey’s story, there comes a point in the policy 
where the policyholder has received more total dollars 
in cumulative dividend payments than he ever paid in 
cumulative premium payments. This, incidentally, is 
when the IRS would begin treating further dividend 
payments as taxable income, because clearly it can’t 
be construed as a “return of premium” when the 
entire lifetime premium payments have already been 
returned.

Explanation

So what’s going on here? Ramsey’s mistake is that 
he ignored the time element. The mutual life insurer 
takes premium payments from the policyholders and 
invests them in financial assets, which themselves 
generate income over time. This is the source of 
“excess dollars” out of which the home office can 
afford to send policyholders more money than they 
originally put in.

Indeed, to see just how silly Ramsey’s mistake 
was, I could turn his critique on its head and say 
the same thing about his cherished mutual funds: 
“Hey everybody, Dave Ramsey is telling you to put 
your money in mutual funds. But think about it: The 
customer of the mutual fund is someone like you. The 
only place they get money is from customers like you. 
So if they give you ‘returns’ or ‘dividends’ on your 
investment, it can only be coming out of the pot of 
money that you and other customers originally put in. 
Talk about a scam!”

In my podcast episode, I designed a simple example 
(which abstracted away from the real-world 
complications of mortality risks) to show specifically 
how life insurance companies “overcharge” out 
of conservatism and then remit the surplus back in 
the form of dividends. For the curious, you can see 
exactly what’s going on under the hood, and you will 
understand why there’s nothing fishy going on. (See 
the endnotes for a link to the episode3.)

Conclusion

Nelson Nash was an incredibly wise man. He saw an 
old and venerable institution—Whole Life insurance 

provided by a mutual company—and realized it 
would be the foundation upon which first hundreds, 
then thousands, and eventually millions would secede 
from the conventional banking system. Nelson was 
fond of quoting the Bible, so I think he would endorse 
my paraphrase of Deuteronomy 15:6 that IBC shows 
us how to become lenders to many outside entities but 
be a borrower from none. As Nelson said, becoming 
your own banker is a very stress-free way of living.

Endnotes

1. For the link to Dave Ramsey’s critique of IBC, 
as well as other related material, see the links 
provided at the bottom of my podcast episode: www.
BobMurphyShow.com/168. 

2. Our book is available at: www.TheCaseForIBC.
com. The online video series is available at: www.
InfiniteBanking.org/Foundations. 

3. The main episode is available at: www.
BobMurphyShow.com/168. However, once there 
the reader should click on the link to the YouTube 
version of the episode, in order to see the Excel 
spreadsheet with the numerical example.

30 of Walter Williams’s Best 
Quotes on Liberty, Rights, 
Property, and Coercion 
Walter Williams is gone and will be widely missed, 
but his insights are not.

By Gary M. Galles

Walter E. Williams, who many consider one of the 
greatest modern economists, has passed away at age 
84.

My connections with Walter go back to UCLA, where 
we both got our doctorates (though I was a bit later, 
and it was my misfortunate we did not overlap). 
Then I started writing popular articles in defense of 
Americans’ liberty not too long after he did, which 
made me very aware of his writing (in fact, I once 
jokingly told my wife that I didn’t like him because 
his articles were often too good a substitute for mine). 

http://www.BobMurphyShow.com/168
http://www.BobMurphyShow.com/168
http://www.TheCaseForIBC.com
http://www.TheCaseForIBC.com
http://www.InfiniteBanking.org/Foundations
http://www.InfiniteBanking.org/Foundations
http://www.BobMurphyShow.com/168
http://www.BobMurphyShow.com/168
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And I know lots of people with connections to George 
Mason University and stories about him.

Because many were closer to Walter than I, the large 
outpouring of appreciation and endorsements upon 
his passing is better done by others. But I believe that 
I have something worth adding for those who didn’t 
know about him but whose interest in his work has 
been piqued by the powerful response to his passing.

In 2016, I published a book titled Lines of Liberty, 
in which I curated what I felt were the best quotes 
on liberty I could find, by those who had labored in 
the front lines to defend it. Walter was not included, 
like his best friend, Thomas Sowell. But that was 
only because I had restricted my attention to people 
who had died, so I could consider the entirety of their 
work. Now, while I have not yet had time to do more 
than scratch the surface of his work, offering an initial 
collection of some of his most important insights may 
be the best tribute I can offer.

I must say that after many years of thinking about 
liberty, I can get a thrill out of a well-made, ear-
catching argument on its behalf. Reading Walter’s 
words gave me such a thrill. But it was quickly 
obvious that there was far too much inspiration and 
wisdom to fit in a compact space. So I limited my 
collection to very short statements on only a few of 
the core issues he dealt with.

Consider my “top ten” lists (so far) in three different 
areas Walter thought deeply about as just the beginning 
of wisdom that can be found in Walter’s work, and as 
an invitation to further consideration.

On Property, Rights and Justice

1. My definition of social justice: I keep what I earn 
and you keep what you earn. Do you disagree?...
how much of what I earn belongs to you--and 
why?

2. If one person has a right to something he did not 
earn, of necessity it requires that another person 
not have a right to something that he did earn.

3. Nothing in our Constitution suggests that 
government is a grantor of rights. Instead, 
government is a protector of rights.

4. There is no moral argument that justifies using 
the coercive powers of government to force one 
person to bear the expense of taking care of 
another.

5. Government has no resources of its own…
government spending is no less than the 
confiscation of one person’s property to give it to 
another to whom it does not belong.

6. We don’t have a natural right to take the property 
of one person to give to another; therefore, we 
cannot legitimately delegate such authority to 
government.

7. Exercise of a right by one person does not 
diminish those held by another.

8. No matter how worthy the cause, it is robbery, 
theft, and injustice to confiscate the property of 
one person and give it to another to whom it does 
not belong.

9. The better I serve my fellow man…the greater 
my claim on the goods my fellow man produces. 
That’s the morality of the market.

10. The act of reaching into one’s own pockets to 
help a fellow man in need is praiseworthy and 
laudable. Reaching into someone else’s pocket is 
despicable.

Liberty versus Coercion

1. Government is about coercion. Limiting 
government is the single most important 
instrument for guaranteeing liberty.

2. Democracy is little more than mob rule, while 
liberty refers to the sovereignty of the individual.

3. The true test of one’s commitment to liberty and 
private property rights…comes when we permit 
people to be free to do those voluntary things 
with which we disagree.

4. In a free society, government has the 
responsibility of protecting us from others, but 
not from ourselves.

5. The essence of government is force, and most 
often that force is used to accomplish evil ends.
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6. Economic planning is nothing more than the 
forcible superseding of other people’s plans by 
the powerful elite backed up by the brute force of 
government.

7. If we buy into the notion that somehow property 
rights are less important, or are in conflict with, 
human or civil rights, we give the socialists a 
freer hand to attack our property.

8. Substituting democratic decision making for 
what should be private decision-making is 
nothing less than tyranny dressed up.

9. It’s government people, not rich people, who 
have the power to coerce and make our lives 
miserable.

10. The moral tragedy that has befallen Americans 
is our belief that it is okay for government to 
forcibly use one American to serve the purposes 
of another–that in my book is a working 
definition of slavery.

Protecting our Rights and Liberties

1. Always be suspicious of those who…claim their 
way is the best way and are willing to force their 
way on the rest of us.

2. People who denounce the free market and 
voluntary exchange…are for control and 
coercion.

3. Economic planning is nothing more than the 
forcible superseding of other people’s plans by 
the powerful elite backed up by the brute force of 
government.

4. Politicians have immense power to do harm to 
the economy. But they have very little power to 
do good.

5. What our nation needs is a separation of 
“business and state”…That would mean crony 
capitalism and crony socialism could not survive.

6. The best good thing that politicians can do for 
the economy is to stop doing bad. In part, this 
can be achieved through reducing taxes and 
economic regulation, and staying out of our lives.

7. If we care about our remaining liberties we must 
at some point …let politicians and bureaucrats 
know we will not tolerate further encroachment 
on our God-given rights to liberty.

8. The public good is promoted best by people 
pursuing their own private interests.

9. Most of the great problems we face are caused 
by politicians creating solutions to problems they 
created in the first place.

10. If we’re ignorant, we won’t even know when 
government infringes on our liberties. Moreover, 
we’ll happily cast our votes for those who’d 
destroy our liberties.

Walter Williams had a great deal of wisdom to offer, 
and he passed that wisdom on to many. But there are 
many more of us who could still benefit from it.

I hope the examples here touch a chord with readers 
and lead them to further consideration of what he 
understood.

Walter will be gone, and widely missed, but his 
insights are not.

Gary M. Galles is a Professor of Economics 
at Pepperdine University and a member of the 
Foundation for Economic Education faculty 
network.

In addition to his new book, Pathways to 
Policy Failures (2020), his books include Lines 
of Liberty (2016), Faulty Premises, Faulty 
Policies (2014), and Apostle of Peace (2013). 

This article was originally published on FEE.org. 
Read the original article.

https://fee.org/articles/30-of-walter-williamss-best-quotes-on-liberty-rights-property-and-coercion/
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Twentieth in a monthly series of  Nelson Nash’s 
personally written Becoming Your Own Banker © 

lessons. We will continue these lessons until we have 
gone through the entire book. 

PART II Lesson 6 Creating the Entity
Content: Page 36, Becoming Your Own Banker Fifth 
Edition

First of all, we need to consider where the idea of 
insurance began.  From all that I can gather, it started 
in a coffee shop in London, England.  It was named 
Lloyd’s.  The business is now known as Lloyd’s of 
London.  Businessmen were sitting there drinking 
coffee on a regular basis and were watching ships 
come and go from the harbor.  Even now the high 
seas can be a treacherous place, but in those days with 
the frail ships that were in use, it was particularly 
dangerous.  A lot of the ships did not make it to their 
destinations.  This was a great loss to the owners of 
the ships and cargo.

So, the businessmen conceived an idea of writing their 
names under the portion of the cargo for which they 
would be responsible in case the ship did not make it to 
its destination.  This is where the word “underwriter” 
originated.  If the ship made the voyage successfully, 
then the underwriter kept the fee that was charged.  
If the ship didn’t make it then the underwriter had 
to cough up the agreed upon value.  It was all “term 
insurance.”  It only applied to the term of the voyage.

Sometime later the idea of life insurance was 
developed.  It, too, was all term insurance.   A person 
contracted with a life insurance company and paid a 
premium.  He didn’t die that year, so he had to re-
negotiate with the company for the next year.  It should 
be pretty obvious that the premium would have to go 
up because he was year older, and hence, that much 
closer to the time that death would occur.

And, so, the insured kept up the practice of renewing 

each year, and the premiums kept getting higher and 
higher.  Ultimately, the premium got so high that he 
couldn’t afford it anymore – and just a few years later 
– he died!!  Now, Ralph Nader did not invent the idea 
of consumerism – that idea has been around since 
time began.  Study the archives carefully and I think it 
is pretty obvious that life insurance companies did not 
invent whole life insurance – it was the observation 
by consumers that the yearly term life insurance was 
a rip-off and that the life insurance companies had to 
come up with a better solution.

It was pretty obvious that when you buy fire insurance 
on a house, the odds are that it will never burn.  There 
are all sorts of other forms of insurance that are 
similar.  The odds are that the event insured against 
will probably never happen.  But death is not an if 
– it is a when!!   And so, in response to the obvious, 
the life insurance companies came up with a plan of 
collecting more premium than was necessary in the 
early years of the contract, putting that money to work 
at interest, and providing a fund that would offset the 
higher premiums that would otherwise be necessary 
– and now the insured would have a death benefit 
no matter when he died.  They called their product 
Whole Life Insurance.

It is my contention that this was a gross misclassification 
of a product. I was educated as a forester, and during 
forestry school we had lots of courses that involved 
classification.  Dendrology, the study of classification 
of trees, lasted an entire year.  After a number of 
courses like that, hopefully, one will learn that you 
must correctly classify whatever you are studying 
before going any further.  Otherwise, you are just 
wasting time and you are going to get wrong answers.

You classify things on the basis of their major 
characteristics, not incidental ones.  I submit that 
this thing the life insurance companies came up with 
had much more characteristics of a banking system 
than it did of insurance.  If I were assigned the job of 
naming it, I would have called it, “A Banking System, 
Plus A Death Benefit Thrown in For Good Measure.”  
Or maybe it needed to be an acronym of some sort 
because that’s quite a long name.
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According to Webster’s Third New International 
Dictionary the definition of Banking is: The business 
of a bank, originally restricted to money changing and 
now devoted to taking money on deposit subject to 
check or draft, loaning money and credit and any other 
associated form of general dealing in money or credit.  
A bank is really nothing more than an aggregation of 
whatever item is under discussion.  For instance, my 
wife gives blood regularly.  Guess where she goes to 
perform the activity?  Right!  The Blood Bank!  Last 
winter I spent a week in Utah and saw a lot of snow.  
Where the snowplow had come along the roads there 
were mounds of snow piled up on each side of the 
road.  Yes, we refer to them as snowbanks!

A life insurance company has to collect lots of 
premiums (That is an aggregation of money) and 
must put that money to work somewhere that is pretty 
safe and secure (Loans to certain business activities).  
The policy owner has needs for financing many of the 
things in life – autos, homes, etc. – and he out-ranks 
all others in access to the money that must be lent 
by the insurance company.  If he will contract with 
the life insurance company to pay enough premiums, 
he can build a system that is large enough to handle 
all his needs for finance.  Since all the earnings in a 
mutual insurance company go to the policy owner, he 
will build wealth that can dramatically change his life 
for the better.

The following financial professionals joined or 
renewed their membership to our Authorized Infinite 
Banking Concepts Practitioners team this month:

• Kurt Berry, Elizabethton, Tennessee 
• Michael Burrill, Auburn, California
• Robert Cannon, New York, New York
• Stuart Gaines, Homewood, Alabama
• Todd Gregory, Springfield, Missouri
• Dennis Guy, Marianna, Florida
• Jim King, Cody, Wyoming
• Nick Kosko, Louisville, Kentucky
• Steven La Bella, Fontana, California 
• Brad Lowe, Homewood, Alabama
• Kyle Mans, Red Cloud, Nebraska
• Dave Swanson, Naperville, Illinois
• Dale Moffitt, Red Deer, Alberta
• John Montoya, Dublin, California
• W. Henry Mora, Houston, Texas
• Will Moran, Edmonton, Alberta
• John Perrings, Oakland, California
• Karen Powell, Atlanta, Georgia
• John Ward, Salem, New Hampshire

You can view the entire practitioner listing on our 
website using the Practitioner Finder.
IBC Practitioner’s have completed the IBC Practitioner’s 
Program and have passed the program exam to ensure 
that they possess a solid foundation in the theory and 
implementation of IBC, as well as an understanding 
of Austrian economics and its unique insights into our 
monetary and banking institutions.                       
The IBC Practitioner has a broad base of knowledge to 
ensure a minimal level of competency in all of the areas a 
financial professional needs, in order to adequately discuss 
IBC with his or her clients.

https://infinitebanking.org/finder/
http://infinitebanking.org/finder/
http://infinitebanking.org/finder/
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We are excited to announce the launch of our online video series for the general public. 
The videos provide a comprehensive introduction to the Infinite Banking Concept.

The first four modules are free, you can view them here: infinitebanking.org/foundations 
The remainding eight modules are subscription-based, costing $49.95 for all eight. 

Or contact an Authorized IBC Practitioner and ask for a coupon code that will enable you 
to watch all twelve modules FREE.

Module 1: Introduction to the Nelson Nash Institute
Module 2: What the Infinite Banking Concept Is
Module 3, Part 1: How IBC Works
Module 3, Part 2: Policy Loans & The Nature of Collateral
Module 3, Part 3: How to Read a Policy Illustration
Module 4: Why Nelson Calls It The Infinite Banking Concept
Module 5: The Life Insurance Industry
Module 6: Why Not Buy Term and Invest the Difference? 
Module 7: Using IBC to Pass Wealth to Future Generations Release Date January 2021
Module 8: The MEC Rule and Policy Design Release Date January 2021
Module 9: Does IBC Work for Older People? Release Date February 2021
Module 10: IBC for the Business Owner Release Date March 2021
Module 11: Using Your IBC Policy: Premiums, Dividends, and Policy Loans Release Date 
April 2021
Module 12: IBC as a Way of Life Release Date May 2021

https://infinitebanking.org/foundations//
https://infinitebanking.org/finder/

