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Bring a Privatized Banking 
Seminar to your city.

3 Speaker / Authors from the 
Austrian School of Economics

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

3 Dynamic, Informative, Inspirational
and Educational Hours

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

or e-mail us at info@usatrustonline.com

Present the powerful combination of 

Austrian Economics, 

The Sound Money Solution 

& The Infinite Banking Concept 

to your Special Group

• Demystifies Fractional Reserve Banking     
• Learn how you can personally secede from 
our crumbling monetary regime and improve 
your financial future.  
• Sound economic reasoning with a sound 
private strategy to direct the individual 
toward the escape exit.  
• Learn the warning signs of a coming crash 
and the steps you need to take to avoid them.
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cooperatives
To know more about this form of business is to know 
more about mutual insurance.   BY L. CARLOS LARA 

insurance as a saving and 
investment vehicle

Many of our readers know this is a good thing, but 
do we all know why?  BY DR. ROBERT P. MURPHY

pulse on the market
Pants on Fire • More Ink Boys! • Heavy Yolk
Friday the 13th • Peter Robbed • Infinite QE

Overview

reaching a new generation
interview  with peter klein

Education is the key to building the 10 percent.  Effective 
communication is the key to success in education.  
The words we use can help or hinder the process.

events & engagements
You may want to learn more in person from Lara, 
Murphy, and other Austrian economists.  Here 
is where they will be in the coming months.
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16
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24

lara-murphy report
When the guilty point the finger in another direction, 

they do all they can to be convincing.  Is the free 

market to blame for all our economic burdens?
3

28
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In order to subscribe to LMR, visit:

www.usatrustonline.com/store
and click on subscriptions.
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READERS
STATUS: LMR staff and its contributors warrant and represent that they are not 
“brokers” or to be deemed as “broker-dealers,” as such terms are defined in the 
Securities act of 1933, as amended, or an ”insurance company,” or “bank.”

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

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

LICENSING & REPRINTS: LMR is produced and distributed primarily through the 
internet with limited numbers of printings.  It is illegal to redistribute for sale or for 
free electronically or otherwise any of the content without the expressed written 
consent of the principle parties at United Services & Trust Corporation. The only legal 
audience is the subscriber.  Printing LMR content for offline reading for personal use 
by subscribers to said content is the only permissible printing without express written 
consent.  Photo’s are from various public domain sources unless otherwise noted.

A BO U T  L A R A
&  M U R P H Y

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

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

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

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

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

Murphy is an adjunct scholar with the Ludwig 
von Mises Institute.  He lives in Nashville, Tennessee 
with his wife and son.
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“It is the masses that determine the course of history, but its initial movement must start with the individual.”
- How Privatized Banking Really Works

Lara-Murphy report
January 2012

Dear Readers,

In his book, Human Action, Mises explains how the interventionist policies that have been practiced for decades by 
all governments of the capitalistic West have brought about all of those effects that economists have predicted. There 
have been wars and civil wars, ruthless oppression of the masses by clusters of self-appointed dictators, economic 
depressions, mass unemployment, capital consumption and famines. However, it is not these catastrophic events that 
have led to the crisis of interventionism, but rather that the interventionists and their followers explain that all these 
undesirable consequences are the unavoidable features of capitalism. As they see it, it is precisely these disasters that 
clearly demonstrate the necessity of intensifying interventionism.

Yet the age of interventionism is reaching its end. It has exhausted all its potentialities. The idea behind interventionist 
doctrine is the belief that the higher incomes and wealth of the more affluent members of society represent a fund that 
can always be used to improve the conditions of the less prosperous. The essence of the policy of interventionists is to 
take from one group to give to another. It is confiscation and distribution. 

In 1949, when Human Action was first published, Mises was already predicting the collapse of the European countries 
simply because they had already adopted socialism. Private citizens retained only part ownership of the means of 
production, but the government was fully engaged in central planning. The reserve fund of the wealthy had been 
drained off to the degree that any new government spending was now completely borne by the general public. 

In addition to this pronouncement about European countries, Mises warned the United States to reverse its present 
course before it became too late. Sixty-three years later we have to ask ourselves, “Is it too late?” Faced with one 
economic crisis after another—and each one blamed on “the free market”—the government continues to grow, 
whether judging by the size of its budget, the amount of its regulations, or the scope of its claimed authority in our 
businesses and private lives.

People in the end must choose between socialism and the free market economy. There can be no middle ground no 
matter what name they give to it.  What must be fully recognized is that with socialism economic calculation becomes 
impossible and social cooperation breaks down completely. 

These are the sobering consequences of making the wrong choice, therefore, let’s heed Mises’ warning and choose the 
free market economy!

Yours Truly,

Carlos and Bob

Above Photo from Flickr by: Klearchos Kapoutsis
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PULSE
ON THE
MARKET

Recent 
developments 

that may be 
of interest to 

readers of the 
Lara-Murphy 

Report…
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Call the Papers! Bernanke’s Lying Again! On December 28—too late for the 
massive LMR operation to incorporate in that month’s issue—Austrian economist 
Gerald O’Driscoll had an excellent op ed in the Wall Street Journal titled, “The 
Fed’s Covert Bailout of Europe.” He explained that in the same week that Bernanke 
assured Republican senators that the Fed didn’t have “the intention or the authority” 
to bail out Europe, nonetheless the Fed’s currency swap line with the European 
Central Bank swelled by about $52 billion. For those interested in the gory details, 
O’Driscoll spells out how the Fed is able to get away with these shenanigans: 
Strictly speaking, the Fed isn’t lending money to anybody in Europe. Rather, the 
Fed engages in a currency swap (exchanging dollars for euros) with the European 
Central Bank, which in turn makes the dollars available to commercial banks in 
Europe. Thus the Fed and ECB both skirt the rules against doing this type of thing: 
The currency swap isn’t technically a loan, so the Fed is OK, and the ECB isn’t 
technically bailing out bankrupt governments, so the ECB isn’t breaking any rules. 
But of course, the whole operation is designed to allow European commercial banks 
to avoid crisis and prop up the awful debt markets for the governments of Greece, 
Italy, etc. O’Driscoll also noted the irony of the situation, as it was currency/interest 
rate swaps brokered by Goldman Sachs in the early 2000s that allowed the Greek 
government to float a multi-billion euro loan without reporting it on its books.

Pants on Fire
M

ore Ink Boys!

Everybody Loves the Guy With a Printing Press. In early January the government 
announced that in 2011, the Federal Reserve had remitted $76.9 billion of its 
“earnings” to the Treasury. Understanding this type of operation is key to realizing 
why the whole central banking system is corrupt and should be abolished. Here’s 
what happens in a nutshell: The Fed buys assets such as government bonds by 
creating new dollars out of thin air. Having the Fed as a giant sop in the background 
in the secondary market, means the initial investors are willing to lend money to the 
Treasury at auction at lower rates than they otherwise would have required. Then, the 
Treasury takes a certain portion of incoming tax receipts and makes the contractual 
interest payments to the holders of its bonds, including the Fed. However, out of 
these “earnings” on its portfolio, the Fed remits the lion’s share back to the Treasury 
as a pure transfer, called “seigniorage” in economic jargon. Thus, the Fed effectively 
prints up new dollars—causing price inflation and the business cycle—so that the 
Treasury can borrow money almost for free. (To walk through this scam slowly, 
google “Robert Murphy the fed as giant counterfeiter” and read more.)
Central Banks: Putting All of Your Eggs in One Basket. Speaking of the dangers of 
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nine European governments. The agency said: “Today’s rating actions are primarily driven 
by our assessment that the policy initiatives that have been taken by European policy makers 
in recent weeks may be insufficient to fully address ongoing systemic stresses in the euro zone.” 
Roughly translated: This continent is going to crash, or they are going to print euros and 
inflate their way out of the mess. Either way, run for the exits.
Nelson Nash Won’t Be Surprised. Here’s the first sentence of a Reuters article from 

Friday the 13th

January 17: “The Treasury on Tuesday started dipping into federal pension funds in order to give 
the Obama administration more credit to pay government bills.” As Nelson Nash warned at 
our first Night of Clarity in Nashville in the summer of 2010: The feds are coming after 
your 401(k)s. Unless of course, you think they’ve got the fiscal situation under control, 
and they won’t be hurting for cash over the next few decades.
What Number “QE” Are We On, at This Point? After its late-January meeting, the 

Peter R
obbed

Fed announced to the world that it would likely keep extraordinarily low interest rates in 
place through the end of 2014. Bernanke’s comments implied that the Fed would engage 
in another round of bond purchases to stimulate the fledgling “recovery.” In response, 
Treasury yields dipped and gold prices soared. As one of our goldbug Facebook friends 
announced: “I wish Bernanke would talk more to the press!”

Infinite Q
E

H
eavy Yolk

central banking, the U.S. government is putting leverage on Iran by threatening central 
banks around the world that they will be sanctioned if any transactions go through them, 
dealing with Iran. Whatever one thinks of the foreign policy response vis-à-vis Iran, 
this episode shows the tremendous leverage that the existence of central banks gives to 
the people in power. If the authorities in D.C. decide they don’t like some group, it is 
much easier to isolate that group economically when most of the world’s transactions 
are funneled through a few major institutions (central banks). In contrast, if the feds had 
to hunt down and police thousands of independent financial entities, it would be harder 
for them to effectively strangle people whom they didn’t like. Constitutionalists should 
be very concerned about this development, because it gives the federal government the 
means to engage in war-like activity (a virtual blockade of another country) without 
actually deploying the Navy to surround them. The Founders insisted on a Congressional 
declaration of war for a reason: They saw how ambitious and vain kings could easily 
plunge their peoples into terrible wars.
Horror Film in Europe. On Friday the 13th this month, S&P cut the credit ratings of 
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a cooperative. Upon inspection 
of this term the mind’s eye 
immediately evokes an entire 
series of characteristics that can 
be summed up in the words 
“user owned—user controlled 
businesses.”  However, trying 
to find out more in-depth facts 
about cooperatives is difficult. In 
fact, very little is actually known 
about this unique sector and 
the impact they actually have 
on our economy. For example, 
none of the business reporting 
agencies of the U.S. government 
directly provides or tracks such 
information; consequently 
independent studies are our only 
real source of verifiable data on 
cooperatives and this information 
is scarce.

One of the most reliable 
independent studies to be done 
in recent years (revised June 19, 
2009) is the report provided by 
the University of Wisconsin 
Center for Cooperatives. This 
project was funded by the U.S. 

There are many reasons for 
believing that a dividend-paying 
whole life insurance policy from a 
mutual insurance company is one 
of the last remaining bastions of 
safety and growth for our savings 
here in the United States. This 
unequivocal standard of financial 
supremacy is highlighted 
when considering the state 
of our economy, the constant 
encroachments of government 
into our private lives, and the 
Federal Reserve’s loose monetary 
policy. 

Those of us who are 
privileged to own one or more of 
these policies are well aware of 
their multi-dimensional tax-free 
benefits, the reasonable measure 
of guarantees which they offer, 
and the unencumbered access to 
our money when it is needed. If 
death should occur in the midst 
of our efforts to save our money 
inside of these policies, the entire 
savings plan immediately self 
completes and our beneficiaries 
are endowed with an estate that 
would otherwise take a lifetime 
to build. 

Additionally, their most 
exceptional, but often overlooked 
attribute is that as policyholders 
we are also owners of the mutual 
insurance company. No other 
financial instrument offered by 
any institution offers such an 
array of benefits to individuals 
and businesses.  This is because 
mutual life insurance companies 
are organizations that are 
owned and controlled by patron 

members. As owners of mutual 
life insurance companies, not 
only are we individually rewarded 
with the residual earnings of the 
company, but collectively we 
also represent one of the most 
formidable sources of investment 
for strengthening our economy. 
One wonders why present-day 
Americans are so ill informed 
about these invaluable marks of 
distinction and why there is so 
much confusion surrounding 
dividend-paying Whole Life. 

This article is intended to 
provide a clue to these questions 
as well as to reinforce upon the 
financial advisor the importance 
of sound economic education 
as he talks to his clients about 
this very important financial 
instrument and the industry that 
provides it.

What is a Cooperative?

 We should begin our query 
by examining the definition of 

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

No other financial 
instrument offered 
by any institution 

offers such an array of 
benefits to individuals 

and businesses. 
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Department of Agriculture with 
matching support from the 
National Cooperative Business 
Association. In this in-depth 
report we learn some remarkable 
facts about cooperatives:

There are nearly 30,000 U.S. 
cooperatives operating at 73,000 
places of business throughout the 
United States. These cooperatives 
own $3 Trillion in assets, and 
generate $500 Billion in revenue 
and $25 Billion in wages. 
Extrapolating from the sample 
to the entire population, the 
study estimates that cooperatives 
account for nearly $654 Billion 
in revenue, 2 Million jobs, $75 
Billion in wages and benefits 
paid, and a total of $133.5 Billion 
in value-added income.

Americans hold 350 Million 
memberships in cooperatives, 
which generate nearly $79 
Billion in total impact from 
patronage refunds and dividends. 
Nearly 340 Million of these 
memberships are in consumer 
cooperatives. (1.)

There are four major 
aggregate economic sectors 
where cooperatives are active. 

1. Commercial Sales and Marketing: 
Farm supply and marketing; Biofuels; 
Grocery and Consumer Retail Goods; 
Arts and Crafts and Entertainment.

2.  Social and Public Services: Housing; 
Healthcare; Daycare; Transportation; 
Education

3.  Financial Services: Credit Unions; 
Farm Credit; and Mutual Insurance

4.  Utilities: Electric; Telephone; Water

Ownership Considerations

Aside from the impressive 
aggregate impact on the economy 
by sector as reflected in Table 
4-1, we should also be aware that 
cooperatives are fundamentally 
different from other forms of 
business. 

Traditionally, the defining 
characteristics of a cooperative 
business are that the interests of 
the capital investor are subordinate 
to those of the business user, or 

patron, and returns on capital are 
limited. Cooperative control is in 
the hands of its member-patrons, 
who democratically elect the board 
of directors. Member-patrons are 
the primary source of equity capital, 
and net earnings are allocated on 
the basis of patronage instead of 
investment. (3.)

In other words, patron 
ownership is a defining characteristic. 
Ownership is characterized by 
control rights and rights to residual 
returns.

The University of Wisconsin 
study used five potential qualifying 
criteria in order to determine 
whether or not a given firm is a 
cooperative. These five criteria 
include: (1.) A Statement 
of Principles, (2.) Self-
Identification, (3.) Incorporation 
Status, (4.) Tax Filing Status, and 
(5.) Governance Structure.

There was considerable 
ambiguity found from the 
data collected from (2.) 
Self-Identification and (3.) 
Incorporation Status. In the 

Table 4-1: Economic Impact of U.S. Cooperatives: Aggregate Impacts by Sector   (2.)

Sector Revenue
($M)

Income
($M)

Wages
($M)

Employment 
(No. of jobs) Firms Estab.

Commercial 
Sales and 
Marketing

201,207 37,737 13,810 422,505 3,463 5,695

Social and 
Public 
Services

7,525 2,213 1,690 424,505 11,311 11,311

Financial 
Services 394,363 100,661 51,176 1,133,353 9,964 50,330

Utilities 49,808 13,392 8,292 162,873 4,546 5,657
Total 652,903 154,002 74,969 2,143,236 29,284 72,993
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case of Self-Identification, 
the study found that some 
organizations use the term 
“cooperative” only descriptively to 
mean a functional approach that 
includes collaboration among 
its members, but are neither 
owned nor controlled by patron 
members.

With regards to Incorporation 
Status, this criterion also lacked 
a definitive indicator to provide 
a comprehensive cooperative 
census. This was due in part to the 
fact that incorporation is done at 
state levels and state statutes are 
not uniform. Furthermore, under 
some state statutes, cooperatives 
are considered a type of nonprofit 
corporation. General nonprofit 
statutes permit member 
organizations, but may not 
guarantee the right of members to 
vote. General nonprofit statutes 
also prohibit distributing residual 
earnings to those who control the 
organization, including members.

Despite these ambiguities, 
tax-filing status, or more 
specifically, federal tax code 
filing requirements are consistent 

across all states and reflect how 
a particular entity operates. This 
provided a quantifiable indicator 
of an entity’s cooperative 
character.

Federal tax law recognizes 
that cooperatives provide patron 
benefits instead of profits to 
investors, and that their residual 
earnings are passed through to 
patrons. These earnings typically 
are taxed once, at the patron 
level. The cooperative files its 
tax returns using a cooperative 
version of the corporate income 
tax return to qualify for the single 
taxation treatment. In these cases, 
the type of tax form submitted 
clearly identifies the organization 
as a cooperative.

Federal tax code also grants tax 
exemptions to certain cooperatives 
operating in specific sectors, treating 
them as not-for-profit entities. 
Mutual utilities, credit unions, 
mutual insurance companies, farm 
credit organizations, and some 
farmer cooperatives are examples 
of cooperative sectors that receive 
Federal tax-exempt designations. 
These cooperatives file for tax 

exemptions on earnings using 
the same standard nonprofit tax 
form as other nonprofit and non-
cooperative organizations. It is this 
tax-exempt status that identifies 
these organizations as cooperatives. 
(4.)

Moreover, eighty-five 
percent (85%) of all U.S. revenue 
from cooperatives is determined 
from incorporation status and tax 
filings generated within seven 
sectors: 

•	 Agriculture,
•	 The Farm Credit System 
•	 Federal Home Loan Banks
•	 Rural Electric Service
•	 Mutual Insurers 
•	 Credit Unions. 

Unlike other scarce 
statistics about cooperatives, this 
particular information is readily 
available from government or 
trade associations. Consequently, 
when used in combination, an 
organization’s incorporation status 
and its tax filing, or tax-exempt 
status, can be used to clearly 
identify cooperatives. 
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Form
 

1028
 (Rev. September 2006)

 
Department of the Treasury
Internal Revenue Service
 

Application for Recognition of Exemption
 Under Section 521 of the Internal Revenue Code

 For the use of farmers’, fruit growers’, or like associations applying for recognition of
exemption as cooperatives.
 � See separate Instructions.
 

OMB No. 1545-0058
 

If your organization does not have an organizing document, do not file this application. Every organization must furnish all the information specified
on the form and in the instructions. An attachment may be used if more space is needed for any item. If the required information and appropriate
documents are not submitted along with Form 8718 (with payment of the appropriate user fee), the application may be returned to you.
 

Identification
 

1a
 

b
 

2a
 

3
 

4
 
5
 

6a
 

Full name of organization (See instructions.)
 

Employer identification number (See
instructions.)
 

Number, street, and room or suite no. (or P.O. box number if mail is not delivered to street address)
 

City or town, county, state, and ZIP code
 

Name and telephone number (including area code) of person to be
contacted during business hours
 
( )

 

Date incorporated or formed
 

Month the annual accounting period ends
 

Has the organization filed Federal income tax returns?
 

Yes
 

No
 If “Yes,” state the form numbers, years filed, and Internal Revenue office where filed �

 

Type of Entity and Organizational Documents (See instructions.)
 

Check the applicable entity box below and attach a conformed copy of the organizing and operational documents listed.
 Corporation—Articles of Incorporation, bylaws

 Other—Constitution or Articles of Association, bylaws
 

Activities and Operational Information
 

1
 

a
 b
 c
 d
 

1a
 1b
 1c
 1d
 

Preferred stock (voting)
 Preferred stock (nonvoting)

 Common stock (voting)
 Common stock (nonvoting)

 

Shares
 

Amount
 

Rate of Dividend
 

2
 2a

 2b
 2c
 2d
 e

 
2e
 

Producers
 Nonproducers

 Current and active producers
 Total number of shares—Add lines 2a and 2b

 Percentage owned by current and active producers—Divide line 2c by line 2d
 

%
 3

 
What provision is made for retiring the voting stock held by a nonproducer?
 

4
 

Describe who is accorded voting rights in the cooperative and how many votes one person may have. If a person may be
entitled to more than one vote, explain in detail how voting rights are acquired.
 

5
 

Legal rate of interest in the state where the association is located �

 
Please
Sign
Here
 

Under penalties of perjury, I declare that I am authorized to sign this application on behalf of the above organization; and I have examined this application,
including the accompanying statements, and to the best of my knowledge and belief it is true, correct, and complete. (See General Instruction “C.”)
 

� (Signature)
 

(Title or authority of signer)
 

(Date)
 

For Paperwork Reduction Act Notice, see page 2 of the separate instructions.
 

Cat. No. 17138N
 

Form 1028 (Rev. 9-2006)
 

b
 

b
 

Number of shares of each class of capital stock currently outstanding, if any, the value of the consideration for which issued,
and the rate of dividend paid:
 

Number of shares of capital stock (other than nonvoting preferred) owned by:
 a

 b
 c
 d
 

Part III
 

Part I
 

Part II
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Financial Services 

Financial Services are the 
largest aggregate sector of all 
cooperatives in the United States. 
This sector includes Credit 
Unions, the Farm Credit System, 
Mutual Insurers, and a small 
number of very large financial 
institutions that provide loan 
funds to cooperative businesses 
(or that operate on a cooperative 
basis with member businesses). 
Credit Unions and Mutual 
Insurance companies account 
for the largest number of firms, 
establishments, members, and 
employees.

Table 4-4 above shows that 
8,615 of the 50,330 financial 

service cooperatives in the 
U.S. provided information for 
the Wisconsin Report. These 
“reporting” cooperatives account 
for $2.8T in assets, $265B in 
revenue, 376,000 jobs and $13B 
in wages. There are a total of 325 
million members in the financial 
services sector of cooperatives.  (5.)

The Mutual Insurance Company

The Wisconsin Report 
further indicated that the global 
industry of insurance collects $4 
trillion in premiums annually. In 
the United States alone there are 
2,723 property casualty insurance 
companies with $1.3 trillion in 
cash and invested assets. The 
cash and invested assets of the 

1,190 Life and Health insurance 
companies was more than twice 
that amount, at $3 trillion. Of 
course most of these entities are 
not identified as cooperatives and 
as banking and insurance services 
have merged within the financial 
sector, many of these companies 
are part of larger entities. 

Table 4-4.3 below summarizes 
the data for the Mutual Insurance 
sector specifically and shows 
that at the time of the study, 
mutual insurers accounted for 
$227 billion in revenue, 500,000 
jobs, $27 billion in wages paid, 
and $48 billion in valued-added 
income. (6.)
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Table 4-4: Financial Services: Summary of Key Variables
Economic 

Sector
No. of Firms 

Reporting Estab. Assets
($M)

Revenue
($M)

Wages
($M)

Employees 
(Thousands)

Memberships 
(Thousands) Total

Credit 
Unions 8,334 8,334 29,029 760,971 40,218 9,421 236.55 91,537

Farm 
Credit 
System

104 104 1,497 186,451 11,884 1,009 11.17 401

Mutual
Insurance 148 1,497 19,761 842,340 140,038 1,893 122.17 232,969

Cooperative
Finance 41 43 43 1,072,196 72,691 757 6.26 27.891

Total 8,615 9,978 50,330 2,861,958 264,831 13,080 376.14 324,935

Table 4-4.3: Economic Impacts for Mutual Insurance Companies
Economic 

Impact Multiplier Units Direct Indirect Induced Total

Revenues 1.209 Million$ 187,343 17,273 21,956 226,571
Income 1.756 27,427 8,750 11,982 48,159
Wages 1.846 14,419 5,426 6,772 26,616
Employment 1.829 Jobs 321,414 105,729 160,642 587,784
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Background

The first mutual insurance 
company was formed in England 
over three hundred years ago 
(1696). Farmers began the 
mutual insurance industry by first 
creating informal associations 
within their local communities 
to deal with the catastrophic 
loss of fire. By spreading the 
risk amongst a large pool of 
participants the rates required to 
cover for this loss became readily 
affordable. By 1870 legislation 
formalized their existence and the 
industry flourished nationwide in 
England. 

According to the Wisconsin 
Report, the life insurance 
industry was almost nonexistent 
in the United States before the 
advent of the mutual model. 
“Benjamin Franklin founded 
the American Mutual Property 
and Casualty Insurance Industry 
in 1752 when he established the 
Philadelphia Contributionship.” 
(7.) The first mutual insurance 
companies were created in 
1843, and the number grew to 
19 by 1849. Mutual ownership 
companies became the fastest 
growing models for life insurance 

It is up to the current owners to make 
sure the company is run properly, 

and the owners in a mutual company 
are the policyholders themselves.
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companies in the United States 
until 1859 when the viability of 
stockholder-owned firms came 
into vogue.

Structure

As the Wisconsin report 
explains, the interest in a 
mutual insurance company by 
its policyholders comes in two 
forms. Policyholders are holders 
of an insurance policy that defines 
a set of rights, and they are also 
holders of a set of ownership 
interests. When an individual 
purchases a policy his ownership 
in the company begins and it 
ends with the termination of the 
policy. This is in stark contrast 
to a situation where ownership 
derives from purchase of a share 
of stock, and that ownership can 
continue during periods of use or 
non-use of an insurance policy 
from the stock company.

In a mutual insurance 
company ownership interests 
include governance and economic 
participation in the firm. Owners 
of policies have the right to 
vote for the board of directors. 
In most states, policyholders 
have rights to the distribution 
of the assets upon dissolution 
of the company. Although the 
individual policy owner does not 
directly have the right to decide 
on the use of company profits, he 
is nevertheless aware that they 
can only go into two places—
they can be added to the surplus 
of the company, or distributed to 
members in the form of policy 

dividends. In stock-owned 
insurance companies, owners can 
potentially gain from changing 
the firm’s dividend distribution 
after insurance contracts are 
sold. In mutually owned firms—
the kind that Nelson Nash 
recommends to his readers—
policyholders and owners are 
merged, eliminating the potential 
conflict over what to do with 
profits, as exists in a stockholder-
owned insurer.

Demutualization

While the organizational 
structure of a mutual insurance 
company certainly appears to 
have superior benefits over 
stock companies as far as 
policyholders are concerned, 
the Wisconsin Report alludes 
to a heightened opportunity for 
conflict between management 
and policyholders—the owners 
of the company. Interviews with 
management in mutual insurance 
companies reveal that many of 
the devices used in stock-owned 
firms are simply unavailable 
to them (e.g., access to capital, 
stock takeovers, monitoring by 
stock analysts, and stock-based 
compensation programs). With a 
traditional stock company—even 
if we set aside insurance for the 
moment—if the managers aren’t 
doing a good job maximizing 
shareholder value, then the 
company’s net assets are worth 
more than its book value, and 
it becomes a ripe target for a 
“hostile takeover.” This process 
is vilified in the popular media 

(in movies such as Other People’s 
Money starring Danny DeVito) 
but it actually protects the distant 
shareholders from having the 
day-to-day managers effectively 
drain the resources out of a 
company to their own benefit.

The potential problem, 
as the Wisconsin Report 
emphasizes, is that this circuit-
breaker mechanism is unavailable 
to a mutual insurance company. 
Here, if the management isn’t 
acting in the best interests of the 
owners (i.e. the policyholders), 
it’s hard for an outsider to come 
in and clean house, because he or 
she would have to go around to 
policyholders and buy them out. 
This is much more cumbersome 
than making a buyout offer to 
owners of stock.

For these reasons, it is 
crucial that the policyholders in a 
mutual life insurance company are 
educated about the nature of the 
instrument and its special niche 
in our economy. Ill-informed 
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investors can get by owning 
shares of stock in corporations 
about which they know very little, 
because if things got really bad, 
a third-party takeover specialist 
would have the incentive to come 
in and fix it. Yet there is no savior 
at hand for a mutual insurer that 
is poorly run, for the reasons 
discussed above. It is up to the 
current owners to make sure the 
company is run properly, and the 
owners in a mutual company are 
the policyholders themselves.

If we have concluded that 
it is the responsibility—indeed 
the duty—of the policyholders to 
make sure the mutual insurance 
model survives in our volatile 
economic environment, this 

raises the obvious question: Who 
will educate the policyholders? 
The answer, of course, is the 
agents who originally sell them 
their policies.

In the past, the career agents 
were the sole disseminators of 
all the unique characteristics of 
the mutual insurance industry 
and they were adequately 
trained to pass on this valuable 
information to the buying public. 
Today, all of this has changed. 
Insurance carriers now rely 
heavily on independents to sell 
their products and unfortunately 
many of them are ill-trained and 
inexperienced. 

Furthermore, the insurance 

industry underwent significant 
structural changes in the past 20 
years, particularly after the passage 
of legislation in the 1990s that 
removed some barriers between 
insurance companies and banks. 
A significant number of mutual 
companies wanted to diversify 
their activities beyond insurance 
products as the stock market 
emerged into prominence. This 
new direction involved a greater 
need to access capital in order 
to grow, and consequently many 
mutual companies demutualized 
in the 1990s. Some converted 
completely to stock ownership. 
Others formed mutual holding 
companies that are owned by 
the policyholders of a converted 
mutual insurance firm. The 
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holding companies can own 
one or more stockholder-owned 
insurance firms, and have the 
opportunity to own banking 
subsidiaries. 

These dramatic changes 
within the industry have changed 
the mutual life insurance 
landscape. Today, the universe of 
mutual life insurance companies 
has been greatly reduced. Recent 
research indicates only 39 
mutual life insurance companies 
remaining in the United States.

Conclusion

The cooperative ownership 
model is used extensively in the 
United States, ranging from the 
production and distribution of 
farm products to energy and 
home health care services to the 
elderly. Although cooperative 
businesses are responsible for a 
sizable positive impact on our 
overall economy, very little is 
actually known about them. Of 
all of the various economic sectors 
of cooperative businesses in the 
United States, financial services 
comprise the largest segment and 
the mutual insurance industry 
has the most members.

As the state of our economy 
worsens, savers and investors 
alike are looking for new sources 
of safety and return for their 
money, but for the most part 
are completely ignorant of 
the benefits found in mutual 
ownership. For those of us who 
have discovered the benefits that 
come from the idea of owning a 
piece of the company as opposed 
to the idea of being a source of 
profits for investors, the feelings 
are akin to being in possession of 
the best kept secret in money and 
finance. 

Unfortunately, mutual life 
insurance companies that sell 
the preeminent dividend-paying 
whole life product are in the 
decline. This fact alone should 
cause all of us to think soberly 
about the state of our industry and 
do all that we can to help reverse 
this trend. All who are connected 
to the mutual life insurance 
industry, as management, agent, 
or policyholder, must recognize 
their responsibility as part of a 
cooperative effort to help each 
other, our businesses and our 
economy.

Sound economic education 
and the dissemination of it to the 

general public is the necessary 
catalyst for this turnaround. The 
Lara-Murphy Report is fully 
dedicated to this effort. In the 
small but crucial niche of mutual 
insurance companies, we must 
educate ourselves if we wish 
to continue implementing the 
amazing strategies that Nelson 
Nash and his followers have 
discovered. Within a cooperative 
business, no outsider has the 
incentive to swoop in and rescue 
us from our own bad judgment. 
It’s up to us.

Cooperatives
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Nowadays the average 
American has been taught to 
believe that a very responsible 
financial strategy is to plunk as 
much of his paycheck every month 
as possible into a “diversified” 
and “conservative” mix of stocks 
and, if he wants to really play it 
safe, to mix in some government 
bonds. Naturally the acme of 
savvy saving is supposed to be 
a tax-qualified vehicle such as a 
Roth IRA for the self-employed, 
a 401(k) for salaried employees, 
or a 403(b) for educators.

It was not always so. In the 
first half of the 20th century, 
the average household didn’t 
dabble in the stock market at 
all, and certainly this arena had 
nothing to do with genuine 
savings (as opposed to speculative 
investments). No, in this more 
innocent age, people actually put 
their savings into instruments 
that offered a guaranteed return, 
not subject to the whim of that 
day’s market price. Back then, 
households used actual savings 
accounts at the bank—which 
were distinct from checking 
accounts. Households also 
invested directly in bonds and life 
insurance.

In the present article we’ll 
review this forgotten history. 
We’ll also explain the connection 
between private saving and 
economic growth, and how 
the growth of government has 
perverted this traditionally 
harmonious relationship.

Life Insurance as a

Savings Vehicle

A simple search of the 
downloadable version of Ludwig 
von Mises’ classic Human Action 
(1949) shows that the great 
Austrian economist was well 
aware of the role played by 
insurance companies in fostering 
household saving. The following 
excerpts prove the point (1.):

“For those not personally 
engaged in business and not 
familiar with the conditions of 
the stock market, the main vehicle 

of saving is the accumulation of 
savings deposits, the purchase of 
bonds and life insurance.” [547]

“[In a currency devaluation, 

the] actual effect is that the 
indebted owners of real estate and 
farm land and the shareholders of 
indebted corporations are helped to 
the disadvantage of the enormous 
majority whose savings are invested 
in bonds, debentures,  savings-bank 
deposits, and insurance policies.” 
[785-786]

“In the days of Solon the 
Athenian, of ancient Rome’s 
agrarian laws, and of the Middle 
Ages, the creditors were by and large 
the rich and the debtors the poor. But 
in this age of bonds and debentures, 
mortgage banks, savings banks, life 
insurance policies, and social security 
benefits, the masses of people with 
more moderate income are rather 
themselves creditors. On the other 
hand, the rich, in their capacity as 
owners of common stock, of plants, 
farms, and real estate, are more often 
debtors than creditors. In asking for 
the expropriation of creditors, the 
masses are unwittingly attacking 
their own particular interests.” [538]

Thus we see that when Mises 

BY DR. ROBeRt P. MuRPhY

Although households think 
in terms of money, the 

“real economy” functions in 
terms of physical goods.
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wrote in the first half of the 20th 
century, it was still commonplace 
for citizens of the Western 
nations to save via (among other 
vehicles) insurance policies.

How Household Saving Leads 

to Investment and Thus 

Economic Growth

The Austrian School of 
economics specializes in (what 
economists call) capital and 
interest theory. Even mainstream 
historians of economic thought 
would agree that the Austrian 
economist (and finance minister) 
Eugen von Böhm-Bawerk was 
one of the pioneers of the modern 
understanding of this complex 
topic.

For our purposes in this 
article, we can keep things 
simple. Although households 
think in terms of money, the “real 
economy” functions in terms of 
physical goods. If a household 
saves $10,000 every year, in a 
vehicle that earns an average 
annual return of 3%, then after 
30 years the household will have 
about $476,000 in financial 
assets. The household will expect 
to be able to use this wealth to 
(say) buy a house in Florida, 
take European cruises, send a 
grandkid to college, and so forth.

But how do the 
exponentially growing numbers 
on the household’s financial 
statements (whether a savings 
account balance, a life insurance 

policy’s cash value, or the 
market value of mutual fund 
holdings) physically create an 
actual house in Florida, an extra 
seat on a cruise ship to Europe, 
and an empty desk in a college 
(staffed by professors who have 
been trained themselves in the 
relevant subjects)? What is the 
connection between accountancy 
and engineering?

The Austrians explained 
way back in the late 19th 
century how it all works. When 
households save, they spend less 
than their income. This means 
that they could have spent money 
on buying “present goods,” things 
such as restaurant meals and 
fancy clothes. But instead, the 
households refrained from such 
present enjoyments, and saved 
some of their money, perhaps in 
a savings account at a traditional 
bank.

With the new deposits, the 
bank could afford to make more 
loans. In order to induce borrowers 
to take out the higher volume of 
loans, the bank would lower the 
interest rate it charged on loans. 
Thus businesses would be more 
willing to invest in long-term 
projects, because more projects 
would appear profitable—in 
present-value terms—when 
the business owners plugged in 
a lower interest rate into their 
calculations.

In the grand scheme, when 
households save a higher fraction 
of their incomes, it redirects 
spending away from restaurants, 
perfume shops, and other 

“consumer” outlets, and channels 
the spending into construction 
equipment, the building of new 
factories, and other “investment” 
outlets.

The Austrian economists 
observed that as a simple fact 
of our world, labor and other 
natural resources are more 
physically productive, when 
they are invested in longer, 
more “roundabout” projects. For 
example, if a man on a tropical 
island wants to get coconuts, he 
can use his raw labor power by 
climbing the trees and grabbing 
the coconuts. 

However, if the man is 
willing to defer his consumption 
by a day, he can first devote a 
few hours of his labor power 
into collecting sticks and vines, 
in order to create a long pole. 
Then, armed with the pole, the 
man’s labor will now be far more 
productive. When all is said 
and done, the man will be able 
to harvest more coconuts per 
hour of his invested labor, even 
accounting for the time it took to 
build the pole.

An analogous process 

Photo from Flickr by: thienzieyung
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occurs in our modern economy. 
When households defer possible 
consumption by living “below 
their means,” this frees up 
physical resources from consumer 
goods industries. That is, movie 
theaters, restaurants, and luxury 
car dealerships have to lay people 
off. These workers and the other 
freed-up resources can then be 
channeled into factories making 
drill presses or fertilizer or other 
items that make labor more 
productive. (See my introductory 
textbook for more details.(2.))

 
The Austrian economists 

stress that economic growth—
the ability to produce a steadily 
increasing stream of goods 
and services year after year—is 
made possible by saving and 
investment.

The layperson thinks that 
today, we have a higher standard 
of living than in the year 
1912, because of technological 

discoveries. Although these 
are no doubt important, it is 
also indispensable that every 
generation saves a large fraction 
of its income, and channels 

the savings into productive 
investments. All the blueprints 
and inventions are useless, unless 
entrepreneurs have access to 
capital with which to implement 
the bold new ideas.

Saving Interacts with Insurance

Differently, Depending on 

Term Versus Permanent

Many readers of the Lara-
Murphy Report are fans of 
Nelson Nash and his “Infinite 
Banking Concept,” which 
advises households and business 
owners on the financing element 
embedded within traditional 
whole life insurance policies. To 
put it simply, besides the death 
benefit which is available with 
a no-frills term life policy, Nash 
shows his readers the “bank” 
available while the policyholder 
is still alive, if he pays the extra 
premiums to set up a whole life 
policy instead.

In the context of the 
present article, this distinction 
between term versus permanent 
(e.g. whole life) policies comes 
up in a different way. Both 
term and whole life policies 
provide means for households 
to save, and thus for society to 
enjoy capital accumulation and 
economic growth, but the actual 
mechanisms differ with one type 
of policy versus the other.

It’s simpler to start with 
whole life policies. Here, so long 
as the policyholder continues to 

pay his premium and keep the 
policy in force, the insurance 
company knows it will eventually 
have to pay the stated death 
benefit. This is because the 
policyholder will either die, or 
he will attain the age (such as 
121) at which the policy matures. 
(This occurs when the growing 
cash value finally “catches up” 
with the death benefit, at which 
point the insurance company 
sends a check for this amount to 
the policyholder.)

Because the insurance 
company knows that the 
policyholder has the contractual 
power to continue paying 
premiums, and eventually be 
owed a huge check, the insurer 
had better use those large 
premium payments to build up 
assets to cover itself. This is why 
the premiums on whole life 
policies are so much higher than 
the premiums on term policies 
with equivalent death benefits. 
Unlike the term policy, the 
whole life policy is designed to 
work for the “whole life” of the 
policyholder; by construction it 
carries the option of renewing it 
perpetually, for the same original 
level premium. The insurance 
actuaries know that this is an 
amazing advantage given to the 
whole life policyholder—who 
might contract cancer at age 
66—and thus they have to price 
it accordingly.

Incidentally, these 
reflections also show why it 
would be incredibly wasteful for 
someone to take out a whole life 
policy who doesn’t have a long-

Photo from Flickr by: xmatt
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term plan for it. By their very 
nature, these instruments only 
make sense when used over the 
course of decades—unless the 
policyholder dies prematurely 
of course, in which case life 
insurance is always a great 
“investment.”

In the context of our earlier 
discussion, we can now see the 
social effects of whole life policies. 
During their prime working 
years, individuals consume less 
than their incomes in order to 
pay the high premiums required 
by a sizable whole life policy. 
The insurance companies in turn 
invest these funds in traditionally 
conservative assets, such as high-
grade bonds and perhaps local 
commercial real estate projects. 
Thus the physical resources that 
are freed up by the households’ 
abstinence (needed to pay their 
insurance premiums) can be 
channeled into the projects that 
are funded by the insurance 
companies’ investments. (Of 
course, the insurance companies 

might also invest in policy loans, 
in which case the policyholders 
would then have the ability to 
either consume the savings, or to 
invest it themselves in productive 
projects.)

Now when it comes to 
term life insurance, things are a 
bit trickier. For people who are 
relatively young, there actually 
isn’t much physical investment 
at all, because at this period of 
people’s lives, life insurance is 
more of a hedge against disaster—
analogous to fire insurance on 
a house— rather than an estate 
planning tool.

For example, suppose we 
look just at a group of 25-year-
old breadwinners, who each take 
out $1 million 10-year term 
policies. In this scenario, these 
breadwinners are obviously not 
thinking in terms of their legacy 
to the next generation, and how 
to structure their assets to avoid 
estate taxation etc. Rather, they 
want to set up a cheap emergency 
plan in case their families are 
suddenly left without an income.

Theoretically, in a 
competitive market the insurance 
companies will charge our 
hypothetical 25-year-olds 
premiums just high enough to 
cover the actuarially expected 
death benefit checks that the 
companies will have to send 
out over the next ten years, 
when these term policies are in 
force. Assuming our cohort of 
breadwinners are all nonsmokers 
and have no medical conditions, 
these premiums might be very 
cheap indeed, perhaps no more 
than $50 per month.

In this scenario, the 
insurance companies wouldn’t 
be buying financial assets. 
Rather, in a typical month the 

Unfortunately, the rise of 
Big Government has muted 

the household’s incentive 
to save, through welfare 

programs and high tax rates.
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insurance companies would 
take in $5,000,000 in premium 
payments, assuming that there 
are 100,000 breadwinners in our 
cohort, who each pay $50 per 
month. But in that same typical 
month, the actuaries expect 5 of 
these people to die, meaning the 
insurance company will pay that 
$5 million right back out in the 
form of death benefit checks. 

Thus there is no need—or 
possibility—for the insurance 
company to invest the premiums 
on term policies, because the 
whole thing is a wash from their 
perspective. It is simply a way to 
distribute the risk of death evenly 
among a group of similar people, 
rather than having everyone play 
a lotto where disaster strikes a 
small percentage. (As economists 
like to do, I’m obviously greatly 
simplifying things in this 
discussion. For one thing, I’m 
ignoring the administrative 
expenses of running the insurance 
company, and the required return 
on capital for the investors. Also, 
in the real world, insurance 
companies are very conservative, 
and so they will have a buffer or 
margin for error even on cheap 
term policies, meaning that in 
practice they will have extra 
funds to invest even in this case.)

However, the considerations 
above shouldn’t make us think 
that term insurance has no 
beneficial effects. After all, from 
the perspective of the households, 
they are still saving. Every month, 
when the breadwinner sends in 
his $50 premium payment, that 
represents potential consumption 

that he now can’t enjoy. He really 
is doing something farsighted 
and responsible with that $50 
premium payment, rather than 
spending it at the bar.

But where does the physical 
investment come from, then? The 
households who save in order to 
pay their term policy premiums 
aren’t lending the money to 
corporations, and we saw that (in 
our simplified example at least) 
the insurance companies aren’t 
doing it either. Where does the 
rabbit get into the hat?

The answer is that the 
beneficiaries of the deceased 
breadwinners will typically invest 
a large portion of the savings 
each month! Remember, in 
a typical month the 25-year-
old breadwinners save $50 out 
of their paychecks. That is $5 
million in aggregate saving.

Where does that $5 million 
go? Why, into the hands of five 
new widows, widowers, or other 
next of kin. Typically, those 
beneficiaries will take the death 

benefit and invest it, because the 
whole point of these 10-year term 
policies is to replace the income 
stream of the breadwinner who 
died prematurely. (Note that if, 
say, a widow uses a large portion 
of the check to pay off the 
mortgage and other debts, then 
this frees up funds for the banks 
to lend to other businesses.)

Before leaving this section, 
we should discuss one final twist. 
Financial planners know that 
many people turn to term life 
policies even late in life, such as in 
their 50s and 60s, and might even 
take out 20- or 30-year policies 
even at this late date. Clearly, at 
this point we aren’t talking about 
a worst-case scenario emergency 
plan, but instead are talking 
about estate planning and tax 
considerations. By this stage, it’s 
not really a question of if the 
policyholders are going to collect 
from the insurance companies, 
it’s more a question of when.

However, even here—
because we are assuming 
the individuals are buying 
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term policies—in theory the 
premiums should be priced to 
reflect the actuarial risk of death. 
Unlike a whole life policy, the 
holder of a term policy—even if 
it’s a 65-year-old buying a 30-
year policy—is not guaranteed a 
payout. Consequently, so long as 
the actuaries correctly estimate 
the likelihood of death and price 
the policy accordingly, the insurer 
doesn’t need to be investing in 
assets on the side. (Again, we are 
speaking in terms of textbook 
theory here, to distinguish whole 
life from term. In practice the 
distinction is blurred because the 
insurers are conservative and want 
to cover themselves in case their 
actuaries have underestimated 
the mortality rate.)

Now again, we seem to have 
a paradox: The option of large 

term life insurance policies, taken 
out when people are in their 60s, 
seems like a fairly sure-fire way 
to channel a bunch of wealth 
into one’s estate. So where is 
the physical investment that 
corresponds with these financial 
assets? We know that it’s not 
the insurance company lending 
or investing the premiums each 
month, because it just takes in 
those payments and sends them 
right out the door in the form of 
death benefit checks.

Here, unlike the case with 
our 25-year-olds, the investment 
occurred when the households 
realized they wanted to fund these 
big term policies in their old age. 
With our 25-year-olds, the 
premium payments were $50 
per month; chump change. But 
if a 60-year-old woman wants 
to take out a 30-year, $1 million 
policy on herself, she is going to 
be charged a very large premium, 
in the thousands of dollars per 
month. In order to afford such 
premiums, she will probably have 
earlier in her life begun saving 
and accumulating assets, so that 
she has a sizable income (at age 
60) from sources besides her own 
labor.

Although the mechanisms 
are different, depending on the 
type of insurance and the type 
of person buying it, we have 
seen that life insurance is a very 
convenient and historically 
proven way for households to 
direct their savings into channels 
that suit their individual plans 
but also foster economic growth 
for society as a whole.

Government has to Ruin 

Everything

Unfortunately, this happy 
picture is sullied, as usual, by 
government intervention. Once 
again we turn to Mises for an 
explanation:

“The policies advocated by the 
welfare school remove the incentive 
to saving on the part of private 
citizens. On one hand, the measures 
directed toward curtailment of 
big incomes and fortunes seriously 
reduce or destroy entirely the 
wealthier people’s power to save. 
On the other hand, the sums which 
people with moderate incomes 
previously contributed to capital 
accumulation are manipulated in 
such a way as to channel them into 
the lines of consumption. When in 
the past a man saved by entrusting 
money to a savings bank or by 
taking out an insurance policy, the 
bank of the insurance company 
invested the equivalent….

Today there prevails a 
tendency to push the banks and the 
insurance companies more and more 
toward investment in government 
bonds. The funds of the social security 
institutions completely consist in 
titles to the public debt. As far as 
public indebtedness was incurred by 
spending for current expenditure, 
the saving of the individual does 
not result in capital accumulation. 
While in the unhampered 
market economy saving, capital 
accumulation, and investment 
coincide, in the interventionist 
economy the individual citizens’ 
savings can be dissipated by the 
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government. 

The individual citizen restricts 
his current consumption in order to 
provide for his own future; in doing 
this he contributes his share to the 

further economic advancement of 
society and to an improvement of 
his fellow men’s standard of living. 
But the government steps in and 
removes the socially beneficial effects 
of the individuals’ conduct.” [841]

Conclusion

Saving is a prerequisite to 
individual financial strength but 
also to economic growth for 
society as a whole. Traditionally, 
life insurance was an important 
vehicle allowing the common 
man or woman to channel 
relatively small savings each 
month into large investment 
projects.

Unfortunately, the rise of 
Big Government has muted 
the household’s incentive to 
save, through welfare programs 
and high tax rates. At the same 
time, what little saving still 
occurs is largely squandered by 
government schemes that harness 
these savings and direct them 
toward political projects, rather 
than private-sector investments.

Life insurance—particularly 
dividend-paying whole life—
remains an effective vehicle 
for managing a household or 
business’s financial flows. Yet 
unless Americans stop looking to 
Washington to take care of them, 
there is little hope in reversing 
course.

Insurance as a Saving and Investment Vehicle
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Lara-Murphy Report: How 
did you discover Austrian 
economics? 

Peter Klein:  A high-school 
friend got me interested in Ayn 
Rand’s novels, which I enjoyed, 
and I later read Rand’s Capitalism: 
The Unknown Ideal, which 
contained a list of recommended 
readings, including books by 
Mises and [Henry] Hazlitt. I 
eventually discovered Hayek, 
Rothbard, [Israel] Kirzner, and 
other Austrians. There was no 
internet in those days, so I must 
have stumbled upon various 
books and articles at the public, 
and later the university, libraries. 
I never had any formal training 
in Austrian economics from 
a teacher or college professor, 
even though I was an economics 
major. By the time I started the 
economics PhD program at 

Berkeley, I was a thoroughgoing 
Austrian – though this certainly 
didn’t make my life any easier as 
a graduate student.

LMR: Compared to most 
of today’s professional Austrian 
economists, you (and Roger 
Garrison) are fluent in the 
mainstream terminology and 

mathematical models, and can 
illustrate how the people coming 
out of Harvard and Chicago 
are missing some of the key 
points made by Mises, Hayek, 
and other Austrian giants. Do 
you find that this attempt to 
“speak their language” gains any 
traction? Have you convinced any 
mainstream colleagues to give 

Peter Klein is Associate Professor in the Division of Applied 
Social Sciences at the University of Missouri and Director of the 
McQuinn Center for Entrepreneurial Leadership. His research 
focuses on entrepreneurship, strategic management, and the 
economics of organization. He taught previously at the University 
of California, Berkeley (where he earned his PhD in economics), 
and served as a Senior Economist with the Council of Economic 
Advisers. 

Klein is a Senior Scholar at the Ludwig von Mises Institute. 
He is author or editor of four books, including the forthcoming 
Organizing Entrepreneurial Judgment from Cambridge 
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Incidentally, there is a lot 
of interest in Austrian 

ideas at business schools, 
especially from scholars 

in management and 
entrepreneurship.
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the “verbal” Austrian thinkers a 
fair hearing?

PK:  Yes, definitely, 
particularly in the last few years, 
as Austrian ideas are getting 
increasing attention in the 
mainstream literature. I don’t 
know that I have any “converts,” 
but I find mainstream colleagues 
quite receptive to some basic 
Austrian concepts – the 
heterogeneity of capital, the time-
structure of production, the need 
to consider alternatives to formal 
equilibrium models. I never 
talk to mainstream economists 

about methodological issues 
per se (a priorism, subjectivism, 
the “market process,” etc.) – 
mainstream economists are (by 
their own account) more like 
plumbers than philosophers, and 
simply have no interest in these 
topics.

Incidentally, there is a lot 
of interest in Austrian ideas 
at business schools, especially 
from scholars in management 
and entrepreneurship. Austrian 
economics – the ideas of Mises, 
Hayek, and Kirzner, as well as 
related work by people like Frank 

Knight and Joseph Schumpeter 
– is greatly respected in these 
fields. Austrian economics has 
been particularly influential in 
“mainstream” entrepreneurship 
research and teaching.

LMR: A lot of your 
work—including the material 
in your books—focuses on 
entrepreneurship and industrial 
organization. Are these areas 
where the Austrians excel? What 
would you say to a generic free-
market economist who wonders, 
“Why do we need the baggage of 
a label ‘Austrian’?”
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PK: I do think Austrian 
economics contributes in these 
areas, but I don’t necessarily 
use the label “Austrian” when 
writing about such topics. For 
example, one of the dominant 
perspectives in the mainstream 
entrepreneurship literature 
builds explicitly on Kirzner’s 
notion of “alertness,” but it’s 
referred to as the “opportunity-
discovery perspective”—nobody 
calls it the “Austrian theory 
of entrepreneurship.” My own 
entrepreneurship work builds on 
Mises and Knight, and I describe 
it as the “judgment-based view.” 

So I might agree with 
your hypothetical free-market 
economists. Remember that 
the great Austrians, until 
fairly recently, didn’t describe 
themselves as “Austrian 
economists,” unless they were 
writing specifically about 
the historical origins of their 
particular approach or making 
some fine distinctions between 
one or another school of thought. 
If the label is a convenient 
shorthand – for example, many 
people now know what’s meant 
by the “Austrian theory of the 
business cycle” – then I say use 
it. Otherwise, avoid labels that 
obfuscate rather than clarify, just 

as one should avoid confusing 
jargon wherever possible.

LMR: As you know, many 
of our readers are very interested 
in the insurance sector. In your 
work have you ever taken notice 
of it, especially in contrast to the 
fractional-reserve commercial 
banking sector?

PK: I’m interested in the 
distinction between insurable and 
uninsurable risks, what Knight 
called “risk” versus “uncertainty” 
(and Mises’s brother Richard 
called “class probability” and 
“case probability”), as it relates 
to the exercise of entrepreneurial 
judgment. But I haven’t done 
any research specifically on the 
insurance industry.

LMR: One of the big 
debates even among libertarian 
Austrian economists is whether 
we are in store for years of the 
same, slow grind, or instead if 
we should be battening down 
the hatches for a massive bout of 
price inflation. What do you see 
coming over the next five to ten 
years? Will the dollar fall sharply?

PK:  The long, slow 
grind is certainly possible. For 
instance, the fact that we’ve had 

massive growth in the monetary 
aggregates for so long – not just 
since the mid-2000s, but even 
going back to 1982 – without 
hyperinflation suggests that the 
global economy can absorb more 
money creation than many of us 
would have imagined. If the US 
can continue to export some of 
its inflation abroad, to places like 
China, then the economy may 
limp along much like it has over 
the last couple of years. The US 
economy is remarkably robust, 
and seems to be able to tolerate 
a lot more abuse from central 
bankers, and other government 
officials, than our theories might 
suggest. At the same time, I 
think hyperinflation, a collapse 
of the dollar, and some kind of 
TEOTWAWKI [the end of the 
world as we know it] scenario is 
not at all out of the question!

...I don’t necessarily use the label “Austrian” 
when writing about such topics.
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