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Dear Readers
Here we are once again, reflecting on the year that is leaving us and with great anticipation wondering
what the New Year will bring. So much has transpired and much has been achieved. As always we are
amazed at how quickly the time has gone. We carry with us the lessons of all these past experiences to take
us forward, secure in the knowledge that no matter what challenges will come our way we will, nevertheless,
accomplish our goals.
Our vision for the future is actually one of optimism and we are pursuing that positive vision everyday.
We actually demonstrate our confidence in the future each time we share our vision with others and see how
eagerly it is received. This is the sign of our growing strength and the increase of our fellowship. It spreads
because what we share with others are the ideals of freedom. They are our secret weapons against the tyranny
of an encroaching government and continual loss of our liberties.
“Freedom is indivisible. As soon as one starts to restrict it one enters upon a decline on
which it is difficult to stop.”
—Mises
And so we begin this New Year with an even greater resolve to share our powerful message with as
many people as possible. This New Year, like all others, will have its share of obstacles and opportunities.
But together we will overcome these impediments and share in all of its favorable circumstances. Only with
our combined efforts will we be able to lift our message to even greater heights. From this we cannot waver.
The world at some point will take notice. When that happens we must be there and ready to set the
example— and we will. So, as this New Year begins, let’s wish each other, not only happiness and prosperity,
but also the intensity to help make our dreams come true. “Let freedom ring!”
Happy New Year!
Carlos and Bob

“It is the masses that determine the course of history,
but its initial movement must start with the individual.”
— How Privatized Banking Really Works
Lara-Murphy Report
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Pulse on the Market
Recent developments that may be of interest to readers of the Lara-Murphy Report…
F o r e i g n Fa l l o u t F r o m F e d

IMF Endorses Capital Controls to Deal With
Inflation

Early this month Bloomberg reported that the IMF had reversed a long-held
position and now gives a qualified endorsement to capital controls. The article stated,
“Countries from Brazil to the Philippines have sought in recent years to manage
inflows of capital that put upward pressure on their currencies and threatened to
create asset bubbles.” Although Bloomberg didn’t make the connection, we at the
LMR will: This “need” for capital controls flows directly from the reckless monetary
policies of the Federal Reserve and other major central banks since the financial
crisis struck. When the Fed and ECB flood the world with new dollars and euros,
this would normally make the Brazilian currency strengthen. In the short-term, this
would stifle Brazilian exports to the United States and Europe. Thus, in order to
avoid a disruption in their trade flows—or to maintain a fixed exchange rate with the
USD, which may have been a policy goal to show their own currency was sound—
the Brazilian monetary authorities must themselves inflate. This fuels domestic price
inflation (since the rest of the world will sop up new dollars, but not the Brazilian
real), and with the relatively stable exchange rate, foreign investors come into Brazil
bidding up asset prices. In desperation, these small countries then stoop to direct
controls on the flow of foreign capital through their jurisdiction, making it more
difficult for, say, American investors to turn their dollars into reais and buy Brazilian
assets, and then to sell the assets and turn their reais back into dollars. Our analysis
doesn’t justify the Brazilian (or other) government imposing capital controls, but it
does show yet more unintended consequences of First World monetary mischief.
A C r o s s o f P l at i n u m ?

“Experts” Seriously Discussing Trillion-Dollar
Platinum Coins

An article in the Seattle Times underscores just how insane the orthodox monetary
policies have become. Discussing the looming showdown over the debt ceiling, the
story explains one proposal: “Under this scenario, the U.S. Mint would make a pair
of trillion-dollar platinum coins. The president orders the coins to be deposited at
the Federal Reserve. The Fed moves this money into Treasury’s accounts. And just
like that, Treasury suddenly has an extra $2 trillion to pay off its obligations for
the next two years — without needing to issue new debt. The ceiling is no longer
an issue.” It probably goes without saying that the economist quoted in the story
thought it was a splendid idea. Folks, this is why we harp so much on the Austrian
School. The “respectable” economists at the prestigious universities and working for
the government are just plain nuts.
Pulse on the Market
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Pulse on the Market
Recent developments that may be of interest to readers of the Lara-Murphy Report…
Stop the Presses!

Fed May Absorb the Entire $1 Trillion Deficit
Next Year

Since the crisis broke out in the fall of 2008 and the Fed began its
unprecedented monetary expansion, various analysts assured us that the Fed
wasn’t “monetizing the debt” the way irresponsible governments did, such
as Weimar Germany or modern Zimbabwe. Well, a new JP Morgan report
suggests that next year’s budget deficit may be almost entirely absorbed by
the Fed, with its new announcement (discussed fully in Murphy’s article this
issue). In other words, the Fed may add Treasuries (and agency debt) to its
balance sheet that have just about the same market value as the new debt
issued by the Treasury. Effectively, this means that the government-plusFederal-Reserve will be running the (electronic) printing press in order to
cover the gap between federal expenditures and tax receipts. When Caesar did
this sort of thing, it was called currency debasement. Too bad he didn’t have an
army of Keynesian economists explaining to the Romans how necessary it was
for him to lower interest rates and provide liquidity to the financial markets.
M a rt i a l L aw i n t h e Ne w Ye a r ?

SWAT Teams to Patrol Streets in Arkansas
According to an article in the Paragould Daily Press: “In response to a recent
increase in crime, [Paragould Police Chief] Stovall told the group of almost
40 residents that beginning in 2013, the department would deploy a new street
crimes unit to high crime areas on foot to take back the streets. ‘[Police are]
going to be in SWAT gear and have AR-15s around their neck,’ Stovall said.
‘If you’re out walking, we’re going to stop you, ask why you’re out walking,
check for your ID.’”
It is no coincidence that the disregard for economic liberties is coinciding with
the rise of an actual police state. The great classical liberal thinkers understood
that political and economic liberty went hand-in-hand. It was naïve to expect
the government to respect personal property rights when it had no respect
for one’s actual person. Indeed, the central theme of Friedrich Hayek’s classic
The Road to Serfdom was that the rising welfare state—and the economic
collectivism necessary to achieve it—invited the rise of authoritarianism.
Armed agents of the State asking to see “papers” isn’t the mark of a safe
society—it is the mark of a garrison.
Pulse on the Market
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the fed’s latest
announcement
will alarm the
proponents of
sound money.

by

Grobert.p..murphy...........
Bernanke Doubles Down
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Report is particularly sensitive to the actions of central banks, for they have such power not only on the
strength of currencies but also the business cycle itself. On this front, the big news this month is the
Federal Reserve’s announcement of (yet another)
massive expansion of its balance sheet, as well as a
subtle change in the communication of its strategy
to the public. Both developments are troubling to
those who cherish sound money and a banking system free from political intervention.

the announcement
The following excerpts from its official announcement summarize the Fed’s new stance:

G.........................H

[T]he Committee will continue purchasing additional agency mortgage-backed securities at
a pace of $40 billion per month. The Committee also will purchase longer-term Treasury securities after its program to extend the average
maturity of its holdings of Treasury securities is
completed at the end of the year, initially at a
pace of $45 billion per month…

To support continued progress toward maximum employment and price stability, the Committee expects that a highly accommodative
stance of monetary policy will remain appropriate for a considerable time after the asset purchase program ends and the economic recovery
strengthens. In particular, the Committee decided to keep the target range for the federal
funds rate at 0 to 1/4 percent and currently anticipates that this exceptionally low range for
the federal funds rate will be appropriate at least
as long as the unemployment rate remains above
6-1/2 percent, inflation between one and two
years ahead is projected to be no more than a
half percentage point above the Committee’s 2
percent longer-run goal, and longer-term inflation expectations continue to be well anchored.
The Committee views these thresholds as consistent with its earlier date-based guidance.1

G...............................................................H

Longtime readers know that the Lara-Murphy

These developments are troubling, but to understand why we need to first explain the context and
translate the Fed jargon into plain English.

remember, most
economists
(though not of course
the austrians)
believe that when
the economy is
depressed, the way
to “help” is to lower
interest rates,
because this prods
consumers to spend
and businesses to
invest.
Bernanke Doubles Down
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all in all, the fed’s balance sheet is now on target
to break the $4 trillion mark in early 2014.

asset purchases
The “program to extend the average maturity of its
holdings of Treasury securities” refers to Operation
Twist, in which the Fed has sold off shorter-term
Treasuries and replaced them with an equivalent
amount (in dollar terms) of longer-term Treasury
Treasuries. The ostensible purpose of Operation
Twist was to “flatten the yield curve,” in other words
to push down longer-term interest rates, possibly at
the expense of allowing shorter-term rates to rise
slightly.
Remember, most economists (though not of
course the Austrians) believe that when the economy is depressed, the way to “help” is to lower interest
rates, because this prods consumers to spend and
businesses to invest. Conventional monetary policy
had hit a brick wall early on in the crisis, once the
federal funds rate (the interest rate that commercial
banks charge each other for overnight loans of reserves) had been pushed to basically zero percent.
Bernanke Doubles Down

Thus, the Keynesian logic insisted that the way to
help was to push down longer term interest rates as
well. Hence Operation Twist.
The important thing about Operation Twist was
that it didn’t expand the size of the Fed’s balance
sheet, it merely changed the composition of the assets it held. But as the announcement above indicated, now the Fed is committing to adding $45 billion
per month in net Treasury securities to its holdings.
This is in addition to the $40 billion per month net
additions of mortgage-backed assets. (The “agency”
in the announcement refers to Ginnie Mae, Fannie
Mae, and Freddie Mac, meaning the Fed will specifically buy mortgage assets issued by these favored
institutions.)
All in all, the Fed’s balance sheet is now on target
to break the $4 trillion mark in early 2014. It was
only around $900 billion as of the summer of 2008.
Beyond the sheer quantitative increase is the qualitative change, in which the Fed can now announce
the purchase of assets (such as mortgage-backed se-
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curities) to bolster individual markets. This is a very
ominous innovation that would have been unthinkable before the crisis.

“exit strategy”?
The Fed’s announcement also elaborated on when
the inflation party might come to an end. Before, the
Fed would give guidance in terms of the expected
date of the removal of “accommodation.” For example, in its October 24, 2012 announcement the Fed
said, “[T]he Committee also decided today to keep
the target range for the federal funds rate at 0 to 1/4
percent and currently anticipates that exceptionally
low levels for the federal funds rate are likely to be
warranted at least through mid-2015.”2 This is what
the Fed now refers to as its “earlier date-based guidance.”
In other words, before the Fed would tell people,
“Hey, we expect that we will decide the economy is
showing enough health that it will make sense to
raise interest rates, no earlier than 2015.” But now
the Fed is being more explicit and saying what conditions it will need to see before it starts raising interest rates. Specifically, the Fed is now saying that

the political and
financial elites
have done an
extraordinary job in
using the financial
crisis to transform
the public’s
understanding of
the proper
role of the
central bank.

Bernanke Doubles Down

it has no plans to raise interest so long as unemployment is higher than 6.5 percent, and (a certain measure of expected) price inflation is lower than 2.5
percent. Now if and when unemployment falls below 6.5 percent, and/or if and when the look-ahead
measure of price inflation rises above 2.5 percent,
then the Fed will probably begin raising rates—at
least according to what they are telling us right now.
The ostensible purpose of this clarification is to
give more certainty to the markets. There are many
economists who view the true power of the central
bank as residing in its ability to alter people’s expectations about the future state of the economy.
Here too, this mindset is thoroughly infused with a
Keynesian model.
To give an example of the logic: Suppose the Fed
injects $1 trillion of new money into the economy
by buying assets, but the public is convinced that
once price inflation rises ever so slightly, that the
Fed would then suck all the money back out by
selling off the assets. In this scenario, the public
might be content to sit on the new money, thinking that price inflation would remain low well into
the future.
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the fed has suddenly turned an inflation
ceiling into a floor!
However, suppose the Fed injects the same $1 trillion of new money by buying assets, but the public is
convinced that the Fed will keep that money in the
economy, even if price inflation rises to double-digit
rates. In this scenario, the public is now much more
concerned about the potential inflationary effects of
the new money, and doesn’t want to be caught holding the Old Maid when prices start rising. So rather
than sitting on cash, the public takes the new money
and tries to buy real estate, stocks, commodities, and
so forth, so that they are holding something else besides dollars when the dollar loses its value.
Notice what happened in these two scenarios. The
same policy action today—namely, injecting $1 trillion in new money via asset purchases—can lead to
totally different outcomes, depending on what the
public thinks the Fed will do in the future.
This is the mindset of people who advise Bernanke
that the Fed needs to be clearer in its policy objectives with the public. They are all just so disappointed that Bernanke hasn’t been able to get people to
spend money since 2008—those rubes keep spoiling everything by trying to hoard cash and generally
remain as liquid as possible. As a way of trying to
break out of this logjam, Bernanke and the other
members of the Federal Open Market Committee
are now trying to give more guidance on when to
expect the Fed to change its stance. This clarity will
allegedly give the Fed more “traction” and increase
the potency of its current actions.
Another subtle but alarming feature of the Fed’s

recent statement is its reference to a “2 percent longer-run goal” of price inflation. This is downright
Orwellian. Before, the Fed had said its goal was to
keep (a certain measure of ) price inflation within
the range of 1 to 2 percent. Thus, as Austrian economist Jerry O’Driscoll put it, the Fed has suddenly
turned an inflation ceiling into a floor!

conclusion
The political and financial elites have done an
extraordinary job in using the financial crisis to
transform the public’s understanding of the proper
role of the central bank. Bernanke is now viewed
as the last great hope for the world, and just about
all economists except the Austrians are offering all
sorts of recommendations for how the Fed can best
tweak its inflationary spree to better centrally plan
the economy.
The supreme irony in all of this is that these
cheerleading economists want the Fed to free itself
from its traditional protocols on the importance
of maintaining “credibility” on price inflation. The
most sophisticated whiz-bang models of the monetary economists teaching at the elite schools, show
the apparent obsolescence of the Austrian focus on
sound money and strict limits of the printing press.
These “smartest economists in the room” keep lauding the benefits of getting the public to expect more
price inflation, but we will eventually get more than
they bargained for.

Bibliography

1.Federal Open Market Committee announcement, December 12, 2012, available at: http://federalreserve.gov/newsevents/press/
monetary/20121212a.htm.
2.See: http://federalreserve.gov/newsevents/press/monetary/20121024a.htm.
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CASH
IS KING
by L. Carlos Lara

Cash Flow Is King
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E

arlier this year we (Robert Murphy and
I) asked a high level executive of a life insurance
company if his organization had any problems
with the increase of policy loans on their balance
sheet resulting from the popularity of the Infinite
Banking Concept. His answer still resonates inside
my head. Although not an exact quote, this is in
effect what he said—“Not if I can still fund them out
of cash flow. So long as we stay in a high premium
environment such as what we have today, I have no
problem whatsoever with policy loans.”

“So long as we stay in a high
premium environment such as what
we have today, I have no problem
whatsoever with policy loans.”

I guess not! With that kind of cash flow, who
would have a problem? A business that can do that
sort thing—fund policy loans without having to
sell off invested assets—obviously has a very strong
inflow of cash that far exceeds its outflows. This is
the type of business we would all want to own. Then
it dawned on me within seconds that the policy
owners taking out those same policy loans were the
“owners” of that company. Suddenly, the entire cash
flow concept espoused by Nelson Nash came full
circle in my mind.
Cash flow really is king. It’s business 101. You
can have a profitable enterprise, but if you have poor
cash flow you can get yourself into financial trouble
pretty quickly and even go broke. Liquidity is highly
important, especially in a recessionary environment,
and must be watched constantly by the money
manager at the steering wheel of a business. When
sales decline and receivables start to back up you
Cash Flow Is King

can bet your bottom dollar that a liquidity trap (in
the micro, not Keynesian, sense) is about to ensue.
Immediate action must be taken to keep from
having a complete lock up of the money flow. Many
times that adjustment is not so easy to make and
liquidating available assets in order to stay afloat can
be costly. The only remedy to deal with that sort of
problem is having a ready reserve of cash or credit
to draw upon for those special deficit situations. No
one knows this better than commercial banks.
Commercial banks are institutions that
specialize in cash flow management. There are no
financial gurus schooled more proficiently in cash
flow management than bankers. This is their terrain
and they keep a watchful eye open for prime lending
opportunities and it is usually the unsophisticated
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friend of mine who is a seasoned IBC Practitioner
who is about to do just that. Up to this point in his
IBC experience he has always been both the lender
and borrower, one in the same. The only other time
he has utilized a third party is in the use of his own
corporation, but what he is about to embark upon

There are no financial gurus
schooled more proficiently in cash
flow management than bankers.
This is their terrain and they keep a
watchful eye open for prime lending
opportunities and it is usually the
unsophisticated small
business owner.

small business owner. Statistics demonstrate
to them that small businesses start out grossly
undercapitalized and in constant need of working
capital. Consequently banks have an enormous field
of banking prospects to draw upon and the supply
never ends. While a large percentage of new small
businesses fail within the first five years, there are
new businesses cropping up everyday. Most all of
them are lacking cash and, therefore, in great need
for bank lines of credit.
Should IBC bankers extend loans to
small business owners?
Upon reading this fact and considering this
question, you may be musing over this huge market
for banking opportunities that exists within the
small business sector. Does it make sense for an IBC
Practitioner sitting with cash in his policy to lend
money to them and should you do it? What would be
the reasons for not doing it? Actually this question
came up recently in a conversation with a very good
Cash Flow Is King

now represents an entirely new type of third-party
transaction. After I learned the exact details of the
transaction, I expressed some concern and shared
those with him. With his permission I am sharing
our conversation here in this article. My purpose is
not only to explore this option a bit further, but also
to discuss more fully how commercial banks actually
lend money and how they differ from what we may
typically do in a lending situation.
Here are the details. My IBC friend has a
friend who is a small business owner in the real estate
business. He buys small houses and duplexes and
rents them out. He was a bit short with the required
down payment on a desirable piece of property
that came on the market and my IBC friend was
ready to provide his friend the needed funds under
a well-constructed loan arrangement. Since my IBC
friend is a knowledgeable businessman he is taking
great care in the preparation of all the required loan
documents. My IBC friend is securing himself with
a title and first lien position, not on the property that
is being purchased, but on another piece of property
the business owner already owns outright. The 15year term mortgage is fully amortized with a set
principal and interest payment. If all goes well over
the next fifteen years both parties in the transaction
should be very happy with their outcomes.
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My IBC friend will borrow the funds for
the loan from his insurance policy cash values at
a relatively low rate of interest from his mutual
insurance company, then lend the money first to his
corporation and then his corporation will in turn
lend the money to his friend, the business owner. In
essence, the corporation will become the mortgage
company. The corporation, in turn, will pay my IBC
friend back for the funds coming from his insurance
policy loan, but at a higher interest rate than what
my friend pays to the insurance company. The net
result is a seemingly perfect cash flow system of
policy loan repayments with interest, deductions,
taxing benefits and increases in wealth.
It really is a good banking transaction. The only
one concern I had with this arrangement was that my
IBC friend was transacting this loan arrangement
with a friend. The reason this is problematic is that
dealing with a loan transaction that’s gone bad
can be difficult. The loan transaction must first be
analyzed very carefully from its exit strategy, before
considering any of the benefits. The fact that this is
a lender-borrower transaction with a friend could
potentially negate all of the protection rights the
lender has over the borrower. When the timely
payments in the contractual agreements suddenly
fall behind, there follow some very uncomfortable
emotional decisions, especially for the lender. As
we all know, any type of collection measures are
usually aggressive and simply do not work well with
friendships. If more aggressive measures become
necessary the friendship will most certainly not
survive. Your friend’s cash flow problems may in fact
be very legitimate and unfortunate. But will you be
able to force the sale of the asset if it comes down
to that or, because he’s your friend, suffer the loss
yourself ?
Still, this does not mean to imply that these
types of loan transactions with small business
owners, even if they are with friends, cannot be
consummated and work well. What we are saying
is that IBC Practitioners should look very carefully
at all aspects of lending practices that go beyond
themselves, or their own corporations, as the
primary borrower. Loans can and do often go bad
Cash Flow Is King

and we must know what to do when these loans
collapse. Once we start lending to others beyond
ourselves from our insurance policies, we should of
necessity become more proficient in the nonfinancial
analysis of credit granting and consider carefully the
ramifications of the exit strategy.
The Four “Cs” of Credit1
Back in the 1980s when I taught credit
management to high-level executives, I always
started with the fundamentals. The most important
nonfinancial factor in credit analysis is what we
observe in the management of a business. Here we
are specifically analyzing the business owner, his
experience, background, knowledge, honesty, and
ingenuity. These are all incorporated in the “Four
Cs of Credit”: character, capacity, capital, and
conditions of the times.
Briefly summarizing each, beginning with
the first “C”—character, this factor searches out
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the willingness of the debtor to pay obligations.
Without a long business history of the business
owner it is difficult to make this business judgment.
Capacity is the aspect that deals with the
ability of the business to operate successfully as
an operation of three separate, specialized, and
interlocking functions: marketing, production and
finance. Without these three the business will
remain retarded.
Capital in this sense has to do with the
business’s ability to pay the obligation, as opposed
to the first “C” which has to do with “willingness” to
pay. This factor highlights the financial condition of
the business and trend of operations.
Finally, Conditions of the Times. It goes without
saying that general economic conditions of the
country, the community and the particular industry
will naturally exert influence on the financial analysis
of a business. Beyond these basic four nonfinancial
analyses, we move into more sophisticated measures,
but the inexperienced credit grantor of loans should
become proficient in these initial four functions if
he is to make lending to third party business owners
a regular practice.
Obviously, we can learn a great deal by studying
what commercial banks do when they lend money
to small business owners. One of the first things
we see is that they practice very aggressive lending
methods with no emotional attachments even
though it may not seem that way at first.

But the biggest difference between
the banks and the insurance
companies is that the insurance
companies have a real pool of
money, whereas the banks’
pool simply appears from the
Federal Reserve electronically
out of thin air.

Cash Flow Is King

Commercial Banks use different lending practices
To begin with, let’s always keep in mind that
commercial banks are different types of financial
institutions unlike any other in our American
economy. Banks begin all their lending transactions
with what appears to be friendly negotiations. Your
loan officer is all smiles at the start of the initial loan
request. You need some money and they are there to
provide it for you. That is their business and they are
very knowledgeable and skilled in their profession.
Loan officers, for the most part, are sincere and
innocent in their efforts of taking you through the
different stages of your loan application, right down
to where you sign on the dotted line. It is simply their
job as officers of the bank to pursue your business.
Unbeknownst to you, that loan application you are
filling out covers all of the information necessary
for the nonfinancial and financial analyses to be
done in order to approve the loan. This function
is not done by the loan officer, but by a cadre of
credit professionals in the background. There will
be credit checks and a thorough interrogation of
your character and business experience. The entire
inquisition is done in a spirit of making you feel
wanted and important. One negotiating tactic is to
get you to agree to make all your business deposits
into their institution in return for the loan and a
favorable rate of interest. This seems reasonable and
fair and makes you feel like a real business partner
and friend. However, you and I know the facts: for
every dollar deposited into their bank, the banking
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point you can access the money and go back to
conducting your business affairs without a clue or
consideration of what all that money will do to the
community and the general economy. But if you
should ever have a problem paying back your loan
you go through an entirely different process that is

As a general rule of thumb,
most business lines of credit in the
fine print have given the bank
a complete lien on all of the assets
of the business.

system will be able to lend out nine dollars on that
one dollar. This is fractional reserve banking—live
and in person—a unique feature of commercial
banks that serves to increase their wealth.
Also, in the same way that you had to borrow
from a larger pool of money (the insurance company)
to make loans, banks also need to go to their money
source (the Federal Reserve) to be able to make
their loans. Without the legal reserve requirement
on deposit with the Federal Reserve and in their
own vaults, banks have to borrow the money at the
federal funds rate from other banks or at the discount
window from the Federal Reserve. Without those
required reserves they can’t make loans.
But the biggest difference between the banks
and the insurance companies is that the insurance
companies have a real pool of money, whereas the
banks’ pool simply appears from the Federal Reserve
electronically out of thin air. The loan funds appear
in your bank account ready for your use. At that
Cash Flow Is King

already systematized in your loan transaction. You
may get a few opportunities to talk to the same
loan officer that originated the loan to explain your
cash flow predicament, but after that you will be
directed to another type of loan officer who will
most likely be a complete stranger who has no
emotional attachments to you except what is written
in the loan documents. At that point things change
dramatically for you as the borrower.
Commercial Banks over-collateralize
all of their loans
Loans with commercial banks can become
extremely problematic for small business owners
once the business starts to experience problems
making its loan payments. It is then that business
owners realize how overly collateralized their loans
really are. As a general rule of thumb, most business
lines of credit in the fine print have given the bank
a complete lien on all of the assets of the business.
This will generally include inventories, accounts
receivables, furniture, and equipment. Getting
this lien released requires payment of the entire
obligation. Given the circumstances, this would be
extremely difficult to accomplish. Since most lines
of credit are what small businesses rely on for the
normal ebb and flow of seasonal cash flow needs, the
business is doomed once the bank closes up these
credit lines. Banks can easily move in to liquidate
the assets, within the confines of bankruptcy or
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not, and often do, as a preferred
secured lender. Usually the banks
come out whole, while all other
creditors, being unsecured, lose
everything along with the owner
of the business. If by chance the
bank is still owed money at the end
of this first liquidation, the bank
will act on the personal guarantee
granted in the fine print of the loan
documents and start their move
against personal assets. Notice—
there are no emotions anywhere
throughout any part of this entire
process. I have witnessed this bank
collections scenario played out
hundreds of times in over 40 years
of debtor-creditor relations. Their
outcomes are very predictable.
Banks are experts at their trade.
Lending the money is only one
facet of it, collections is the other.
Conclusion
In the October issue of the LMR2 we showed
our readers a graph that indicated that business
owners were sitting on more cash (broadly defined to
include MMMFs) than has been held since World
War II. Even if we focus on cash in commercial
banks proper, they are holding more as a share of
the economy than at any time since the mid-1960s.
A whopping $1.4 trillion worth of cash to be exact!
It’s just sitting there losing income.
It seems logical to me that IBC Practitioners
would achieve more financial success with less
emotional commitment, by simply introducing
small business owners to the banking features
of whole life insurance and the utilization of this

available cash reserve. IBC Practitioners need
not become lenders to them all. Business owners
could be shown, through sound education offered
by IBC Practitioners, the hazards of borrowing
from commercial banks, the potential jeopardy to
their businesses, and the inadvertent contribution
to the national inflationary problem by borrowing
from them. What better way to borrow than by
using one’s own pool of money and bypassing the
commercial banks altogether? By teaching them
how to create their own privatized banking system,
not only will their borrowing to meet cash flow
needs be non-inflationary, but also those dreaded
credit applications become totally unnecessary. Now
this is real financial freedom and peace.
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Lara-Murphy Report: We understand

your background was in the military. What did this
entail? How would you say that experience shapes
your current thinking?

David Stearns: I made the mistake of
majoring in art in college; to make matters worse, I
focused on studio sculpture. After living for a year
and a half as a “starving artist,” I moved on to “plan B”
and joined the U.S. Army with a contract to attend

Tasks, within prescribed Conditions, to measurable
Standards. My indoctrination and belief in the
standardized-training mind-set has caused me
the most difficulty within the Infinite Banking
Concept (IBC) world, simply because IBC is a
Concept. How do you develop a task, condition,
and measurable standard when training or teaching
a concept? Especially a concept that is built on the
Participating Whole Life Insurance Policy, which is
a regulated platform or contract, with the universal
perception involving its creation and use that is

“ My indoctrination and

belief in the standardizedtraining mind-set has caused
me the most difficulty within
the Infinite Banking Concept
(IBC) world, simply because
IBC is a Concept.”

Officer Candidate School (OCS). I was an Armybrat, so I thought I knew what I was getting into.
Fortunately, I had some outstanding mentors earlyon in my career that enabled me to learn quickly and
so twenty-seven years later, I retired as a Lieutenant
Colonel. I enjoyed the military immensely, part of it
was the various assignments, part the “world” travel,
but most of all, it was the people.
My military successes, and I believe the success of
today’s U.S. military as a whole, is based on the close
relationships developed in military units, coupled
with the Army’s rigid, standardized training model.
This training model is based on the premise that
every soldier and every unit be trained to the same
standard. Every level, whether it be individual
or collective, squad-sized units or division-wide
organizations, is trained to specific mission-related
Infinite Banking: From Concept to Institute

counter to our banking concept. My early years
with Nelson were focused on making the concept
compliant, standardizing the policy design, and
pursuing financial services industry acceptance. I
guess this was a top-down approach.
Nelson bided his time waiting for me to learn from
my mistaken belief that this nonsense was important.
Eventually I learned that the most important thing
we could do was expose the American consumer to
the concept, and let them then pressure the financial
services industry for the right product. This grassroots approach or bottom-up strategy was the polar
opposite to my early thinking.

LMR: The question we ask everyone: How did

you discover Austrian economics? (We’re guessing
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your father-in-law had something to do with it.)

DS: Well, I didn’t discover Austrian Economics, I
was slowly immersed in the principles by Nelson—
something similar to Nelson’s boiling frog analogy.
I didn’t know what Austrian Economics was really
all about or how to label it, I just grew into it.

He introduced me to Dr. Clarence Carson in the
early nineties, and made it a point to give Clarence’s
textbooks to all my children. My first formal
exposure to the Austrians was when my wife and
I attended a Mises Circle event in Atlanta, GA in
1999.

conventional car loan in over 20 years. Using this
policy in conjunction with several more for private
banking eliminated our home mortgage.

LMR: As someone whose job it is to promote

the Infinite Banking Concept (IBC), you obviously
think everyone—including fans of the Austrian
School—should learn the insights of Nelson
Nash. But let’s turn the tables for a moment. Is it
important for the experienced IBC practitioner to
study Austrian Economics?

DS: Yes, I think so because IBC can be thought
of as “Austrian Economics in Action.” What I mean

“ Eventually I learned

that the most important
thing we could do was
expose the American
consumer to the
concept, and let them
then pressure the
financial services industry
for the right product.”

As you know, Nelson lives by Austrian fundamentals,
and brilliantly weaves the Austrian ethos in
everything financial. A personal example of mine
is the use of the first (of many) whole life policy
I bought from Nelson in 1979 (the day before I
married his daughter). Under Nelson’s guidance
we used that policy to finance many things over
the past thirty-three years. We have not had a
Infinite Banking: From Concept to Institute

by this is that IBC is not merely academic material
for the economic debate team, but teaches the use
of a practical monetary system closely related to an
important concept in the Sound Money Solution privatized banking. Also, since IBC is a long-range
or lifetime process, the “banking policy” owner
typically needs constant attention and reinforcement
to stay the course. The logical “coach” to provide
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this support is the IBC Practitioner. Therefore,
the practitioner must understand and be able to
teach the WHY of IBC. To do this effectively, he
must understand and be able to articulate the
core problem, something that the Austrians do
very well. Building this economic foundation, and
continuing his educational development will raise
the practitioner’s comfort level and strengthen his
relationship and commitment to the policy owner.

The meetings are always conducted in our hometown
Birmingham, Alabama. Over the last several years
we have grown to 200 attendees. For the most part,
about 70% of them are repeat customers.
We made it a point to include an Austrian speaker
at each think tank. The list includes Paul Cleveland,
Thomas DiLorenzo, Carlos Lara, Robert Murphy,
Lew Rockwell, Jeffrey Tucker, and Thomas Woods.

“ Some of the early IBC agents often feel like they are a

lone-wolf in the financial services environment, so we want the
meetings to rejuvenate them to give them a fresh resolve...”

LMR: You have overseen the Infinite Banking

We are excited to have Lawrence Reed, President of
the Foundation of Economic Education (FEE.org)
speak at the upcoming Think Tank this February.

DS: I first got involved with the IBC Think Tank

We try to make the Think Tank educational, and
motivational at the same time. Some of the early
IBC agents often feel like they are a lone-wolf in
the financial services environment, so we want the
meetings to rejuvenate them to give them a fresh
resolve to continue to lead the way and push back
the “frontiers of ignorance.”

Think Tank since its inception. Can you give us a
brief history?
meetings in 2005, my first event had six participants.
The meeting was built around Nelson’s 10-hour
seminar over the course of two days. We initially
conducted two think tanks annually, but reduced
them to one as it became more difficult to secure
informative IBC-related subject-matter.

Infinite Banking: From Concept to Institute
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LMR:

As we conduct this interview in late
2012, there are some major changes underway at
the Infinite Banking headquarters. Tell our readers
what’s changing, and why.

DS: There are two fundamental changes. The first

is an emphasis of our “why” and our core values,
which have always been educational in nature.
We want to emphasize the fact that we are not a
marketing organization interested in promoting life
insurance sales, but an educational resource for the
general public and the financial services industry.
The second change addresses the lack of IBC
education for the financial services professional.
Nelson’s classic, Becoming Your Own Banker was
written for the average American consumer, not for
the insurance agent to use as a sales brochure. Some
professionals use the book to educate their clients
and prospects, but more frequently, it is used to sell
life insurance. Unfortunately, we did not provide
a supporting “IBC teacher’s manual” or coaching
resource for the agent’s use. As the IBC message
is spread, there is an ever-increasing chance that it
will be misrepresented. A number of “IBC experts”
have surfaced promising to reveal the secret behind
privatized banking. Most either use the wrong
platform or over-complicate the concept.
To remedy these shortfalls, we created the Infinite
Banking Institute or IBI. The institute will be the
home of Becoming Your Own Banker, and have a
fresh web site appearance retaining our current web
site URL www.infinitebanking.org.
IBI will host the newly developed IBC Practitioner’s
Program aimed at the financial services professional.
The program will be taught through prerecorded
video modules, accessible online. The course
curriculum will include classes on Austrian Economic
principles, conventional banking processes, and
a detailed study of the Infinite Banking Concept,
in theory and in actuarial terms. Our intent is to
establish a clear relationship between foundational
Austrian economic principles and BYOB that
will ultimately arm the IBC Practitioner with the

Infinite Banking: From Concept to Institute

fundamentals needed to correctly design banking
policies and provide lifetime coaching support to
the client.
Graduates of the IBC Practitioners’ Program will
be offered an exclusive listing on our web site as
endorsed agents after they agree to represent IBC
according to Nelson’s principles.

LMR: You know better than anyone that there is

still widespread distrust among the general public
of anybody telling them that whole life insurance
policies are an excellent vehicle for achieving
financial goals. “Everybody knows” that life
insurance is a “horrible investment.” At the same
time, the collapse of the housing bubble and the
volatility in the stock market have pushed more and
more people into considering the virtues of Nelson
Nash’s philosophy. What’s your prediction for the
fortunes of IBC?

DS: There is no doubt that because of the economic

“reality check” in 2008, it’s easier to convince people
that the IBC paradigm is truly legitimate. There is
a pressing desire for a substantial segment of the
investing public to move their money out of the
market to control the bleeding. Most looking for
alternatives don’t know all the options available.
Some have found Permanent Whole Life insurance
as a savings vehicle, but are surprised to learn the
banking capability inherent with the product.
As Nelson’s IBC seed germinates and we witness
its explosive growth, we are at a critical juncture.
Malcolm Gladwell revealed in his book The
Tipping Point that once an idea reaches 10% of the
targeted population, it has taken hold and will grow
exponentially. I believe that we are getting close
to that tipping point and have to be positioned to
provide as many capable, educated practitioners
as needed to handle the increased demand. I feel
confident that we are on track to accomplish this.
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Events and

Engagements
2013
January 26 • Houston, TX
Murphy speaks at Mises Circle

•
February 6-8 • Birmingham, AL
Lara and Murphy present on Certification Program
at Infinite Banking Concept Think Tank

Some events may be closed to general public.
For more information: LMRevents@usatrustonline.com
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Fund Your Own

Bailout.

If you don’t like giving large sums of money to banks and mortgage companies to finance your cars, homes, boats, capital
expenditures for business needs or any thing else you need to finance, then you are going to really like this alternative. The
rebirth of P rivatized B anking is underway. You can take advantage of the years of experience that these three authors in these two
books are offering you. Go to: www.usatrustonline.com click: store and look for both of these books among the other fine books.

