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Bring a Privatized Banking
Seminar to your city.
Present the powerful combination of • Demystifies Fractional Reserve Banking

Austrian Economics,
The Sound Money Solution
& The Infinite Banking Concept
to your Special Group

• 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.

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

Overview
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Lara-Murphy Report
July 2011 - Momentum builds since the 2011 “Night
of Clarity” seminar. We hope more and more learn
how to End the Fed and pay off the National Debt.
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Money Velocity

Investment bankers and financial planners have their
favored strategies. What if almost all of them know
nothing of the perfect investment? BY L. CARLOS LARA

Debunking “Buy Term And
Invest The Difference

Sometimes bad advice comes from good people. Dave
Ramsey...please take notes. BY DR. ROBERT P. MURPHY
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Economic Deep End

Pulse On The Market

Debt “Talks” • Party Smart
Dose of Soros • That’s All Folks
Social “Security”

From Harvard To Mises
D .T

E. W

Interview With
r
homas
oods
You know that old saying from dad about the
friends jumping off the bridge? Smart people know
when to ask the right questions at the right time.
Thomas Woods is one of those smart people. And
smart thinking is becoming very popular now.

One More Thing

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.
Cover Photo from Flickr by: vxla
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ABOUT LARA
& MURPHY
L. Carlos Lara manages a consulting firm
specializing in corporate
trust services, business
consulting and debtorcreditor 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
- How Privatized Banking
Really Works

Lara-Murphy Report

July 2011

Dear Readers,
Enthusiasm and excitement ran high last week in Nashville, Tennessee during the “A Night of Clarity” Conference. Feelings
of camaraderie and genuine expression of support for one another all came together in one place. Timed so coincidently
with the growing insanity of Federal Reserve officials and Washington D.C. politicians haggling over the raising of the
nation’s debt ceiling, the conference’s theme focused on two outstanding achievements of a President in our history’s past
who took the high road and accomplished what our current leaders are incapable of even conceiving as possible.
“I am really excited to be here!” “I have been looking forward to this day!” and “Wow, this is much more than I ever expected!”
are only a few of the remarks that were quite often repeated by attendees during the entire two-day event. Motivated
by Austrian economists like Richard Ebeling and historian Tom Woods, the audience carried that energy right into the
dinner hour where the Q&A period with all the speakers added to the group’s enlightenment. Besides the individuals that
came, the speakers, the food and the accommodations were first class. But it was the underlying message that took center
stage… truthful, clear and unforgettable. The knowledge that was shared helped reinforce our goals, thought provoking
questions were answered, and the end result was a night of clarity.
At the Saturday Privatized Banking workshop the room was filled to capacity with financial professionals from all over the
United States consisting of securities brokers, agents and CPAs, many who were attending the event for the very first time.
All were clearly inspired and ready to learn.
Nelson Nash began the session with an introduction to the Infinite Banking Concept (IBC). Though many had heard his
talk on numerous occasions, listeners who always gain new insights from hearing Nelson’s message again enthusiastically
received it. Dr. Paul Cleveland expanded on Nelson’s concepts by sharing his own personal development as an IBC
practitioner and business owner. This was followed by our own explanation of why IBC works, focusing on the economics
of insurance and policy loans. The class ended with a clearer understanding of how IBC is in effect an integral part of the
Austrian’s Sound Money Solution and how it can help accelerate a change in public opinion toward our current monetary
policy.
At the end of the day, the tour to President Andrew Jackson residence, The Hermitage, allowed everyone an opportunity to
connect more fully with this great champion of sound money and limited government. What he did was quite remarkable.
As the bus returned to Nashville dusk was falling rapidly on the city. The neon lights of Broadway were blazing. Late Night
with Robert Murphy was still ahead on the itinerary for those left with any energy. But at that particular moment as we all
stared at the crowds in the streets through the bus windows most of us were quiet and seemed to be reflecting on the 48
hours we had all just experienced together. Tomorrow we would all return to our own homes and our work, but clearly we
had all changed for the better. In a very short period of time we were more fully educated and energized with the kind of
faith that leads to hope. We were filled with more confidence in our beliefs and abilities. In the mist of so much fear and
uncertainty, these human qualities, directed by a sovereign God, will in the end sustain us and make all the difference in the
world in the spreading of our message.
Thank you for being with us,
Carlos and Bob
Cover Photo from Flickr by: nateandchrissymeyst | Above Photo from Flickr by: jimbenttree
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Recent
developments
that may be
of interest to
readers of the
Lara-Murphy
Report…
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Debt “Talks”

Debt Ceiling Talks Going Down to the Wire. We’re surprised it has lasted this long, but the political
posturing over the debt ceiling (as of this writing) has yet to be resolved. The fact that yields on Treasuries
haven’t risen—despite being a few days away from a “credit event”—coupled with rising prices of Credit
Default Swaps, suggests that the bond market insiders believe there may be a brief interruption in
payments, but that Uncle Sam will eventually make good on his debts. (Of course, Uncle Sam keeps his
word by taxing money from you and us.)

5

Party Smart

The Republicans Don’t Care About Deficits. We don’t mean to ruffle any feathers, but the debt ceiling
standoff illustrates that the leaders of the two parties are really just putting on a show for their respective
bases. Consider: A lot of leading Republicans are insisting that they won’t raise the debt ceiling, unless
they get a guarantee of a Balanced Budget Amendment. But everyone knows it would take a decade—if
not forever—to go through the difficult process of actually amending the Constitution. In contrast, right
now the federal government is prevented from borrowing any more money, if Congress simply refuses
to raise the debt ceiling. In other words, we have a balanced budget rule in effect at this very moment.
So the “fiscal hawk” Republicans are agreeing to allow the trillion-plus deficits to continue for the next
few years, in exchange for a promise to balance the budget at some indefinite point down the road that
will never actually materialize.
Soros Hit By a Regulatory Boomerang? George Soros, the legendary billionaire co-founder (with Jim
Rogers) of the Quantum Fund, has been a notorious advocate of, and contributor to, various interventionist
causes around the world. Yet he recently announced that he would be returning outside investors’ money
in order to transform Soros Fund Management LLC into a strictly family-held business. Apparently the
SEC’s onerous new reporting requirements (of the Dodd-Frank “reform” legislation) would have proved
a bit much for Soros and his clients.

Dose of Soros

Not Our Kind of Town. Chicago Mayor Rahm Emanuel recently announced that the city’s finances are
worse than people realized. His staff is estimating next year’s deficit at $636 million, which could grow
to $800 million by 2014. Folks, we realize that our message sometimes comes off as depressing, but that’s
because our situation right now is awful. If we can all agree that Alan Greenspan’s monetary policies only
postponed the economic crisis, then what Bernanke has been doing the last few years is setting us up for
a gigantic crash. At some point, even those financial professionals ignorant of Austrian economics will
realize the economy is like Wile E. Coyote after he’s run off the edge of a cliff—and then looks down.

That’s All Folks

Social “Security”

Yet Another Reason Not to Bank on Social Security. Realizing they can’t possibly deliver on the
promises they’ve made to retirees, the government is toying with the idea of changing the way it defines
price inflation. The “chained consumer price index” would rise more slowly than the current consumer
price index, thus saving the government money for payments that are automatically adjusted for “the
cost of living.” The Congressional Budget Office says the switch in inflation metrics could save the
federal government $112 billion over ten years. Of course, that savings comes at the expense of people
whose checks aren’t rising as quickly as they otherwise would have. Whatever the theoretical pros and
cons of using the new measuring rod of price inflation, the lesson is clear: Don’t trust your retirement
income to the government. As the fiscal crisis worsens over the coming decades, the people dependent
on Washington will be the first to go to the chopping block.

PULSE ON THE MARKET
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BY L. CARLOS LARA
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Becoming Your Own Banker,
by author R. Nelson Nash is an
extraordinary book. And yet, it’s
not actually a book as much as it
is a book-let. A mere one hundred
and seven pages in its entirety, it
dispenses wisdom and logic of
a kind that only an individual
who has been educated in the

Austrian School tradition could
have written. Neither the brevity
of its treatment nor its plain
language takes away from the
fact that it contains information
of great intellectual and financial
depth. What has become
apparent since its initial writing
is that the power of its message
motivates its readers to read it
not just once, but over and over
again. With each reading, new
insights are ascertained. Readers
are moved to share its wisdom.
Over 200,000 copies have sold,
advertised predominantly by
word of mouth. With the advent
of the Internet there is no way to

estimate the range or speed with
which the information contained
in this book will eventually
spread. What is certain is that
wherever it goes it brings good
news.
In this article, I want to take
up the subject of one such nugget
of wisdom contained in this book.
If I am successful in explaining
it correctly it may be helpful in
unlocking the mysteries of the
Infinite Banking Concept for
you. In my opinion, I believe it is
the key to its understanding. In
fact, Nelson himself says that if
you understand this one piece,
the rest of learning how to be
your own banker is “a piece of
cake.” (1.)
The priceless information I
am alluding to is found on pages
17 and 18 under the chapter
heading, The Grocery Store. We
are all familiar with what it says,
but it may be fruitful to read it
once more either before, or after,
you examine this explanation.
Nelson begins this chapter
by helping us to imagine ourselves
in a business where we are both a
consumer and a seller and points
us to the grocery business. Here
is an enterprise that most of us
are familiar with and believe we
understand perfectly. I suspect
that if you are anything like me,
you were all ready to skim over
this material quickly and get to
the bottom line. Fortunately,
Nelson very early on in this
explanation admonishes us to
bear with him as he walks us
through the fundamentals of this

LMR
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business. He underscores that
“there is a significant reason for this
exercise.” (2.)
As Nelson continues his
explanation you will next notice
that he begins emphasizing the
set-up cost of such a business.
Obviously, it will require a
considerable amount of capital
that is to be invested at great risk
because the competition in the
grocery business is enormous. He
moves from there to the objective
of the business, which is to provide
us income and to build it so
that it is eventually sold and can
provide us retirement income.
So far so good and everything
explained up to this point makes
perfect sense. But then here
comes the moving parts that
if we do not understand them
here may keep us going in circles
forever. Fortunately, Nelson
sends us back to these two pages
if we discover that we are failing
to get the message. One such
recommendation is found on
page 22 and another is made on
page 63. He is very clear about
this and it is indicative of the fact
that the concept explained here
could be difficult to grasp.
“If
you
have
trouble
understanding this, go back to the
grocery store on page 17. If you still
don’t understand, then call me!” (3.)
What is it about the
components mentioned in these
two pages that make them one
of the most central, if not the
central components, of the entire
book? To answer this question
we really do have to have some
MONEY VELOCITY
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basic knowledge of how the retail
business works. After all, he is
talking about a grocery store. Here
again, this is a subject most people
think they fully understand since
all of us are food consumers and
purchase this product everyday of
our lives. But there is much more
to retail than meets the eye and
it centers squarely on “inventory
control.” Please believe me when I
say this because I make my living
as a consultant to businesses in
financial crisis and I happen to
have cut my teeth in the retail
industry. Here, at least, I do
know what I am talking about.
What I can tell you for certain
is that in the retail industry, the
inventory is the lifeblood of the
business. Without a continuous
flow of fresh inventory retail
businesses will die. This is why
retailers focus so much of their
attention on this flow and refer
to it as “inventory turnover.”
Noticeably, so does Nelson. The
idea is simply this: The higher
the inventory turnover the more
profitable is your retail business.
What we see here, in the opening
pages of his book, is Nelson’s
methodical approach to drawing a
correlation between the turnover
of cans of peas and the dynamics
and fluidity of money inside of
an insurance policy. We begin to
see what actually happens when
a policy owner takes out a loan,
pays it back and repeats these
procedures over and over again.
This turnover rate as it applies
to the interest of policy loans is
more specifically depicted in the
chapter, Equipment Financing
on page 59 of his book. It is this
concept; or rather the importance
MONEY VELOCITY

of the rate of turnover that we
must fully comprehend.
At our Night of Clarity
event just this past week
Nelson walked us through a
picture diagram of the grocery
store complete with a cashier

R. Nelson Nash

at the front door, an inventory
storeroom near the back door
and shopping bins and aisles in
the center. He then goes on to
explain margin. Using a can of
peas as an illustration he showed
that the difference between the
can’s full retail price of 60 cents
and its replacement cost of 57
cents represents an incredibly low
dollar margin of only 3 cents. He
then announces, that in the pea
selling business “ You must turn
the inventory 15 times just to break
even!” (4.) Here is what he means:
Tot. Retail Sales: 60¢ x 15 turns = $9.00
Tot.Cost of Goods: 57¢ x 15 turns = $8.55
Gross Profit:
Minus expenses:

Break-even:

45¢
45¢

$0.00

Please notice that Nelson
does not quantify the expenses
in his written illustration. The
reader must assume that the
entirety of the categories listed in
the book, such as the “interest you
must pay on the huge sums of money
you have borrowed to buy the land,
the building, the signs, advertising,
payroll and fringe benefits, utilities,
legal fees, accounting, etc.,” (5.) all
amount to the 45 cents in the
above calculation. You must
also assume that these expenses
remain constant as the turns
in inventory increase thereby
moving your business toward
profitability.
Now we begin to see why
Nelson’s rule, “Don’t steal the
peas!”(6.) makes absolute sense,
especially when you have to sell
20 cans of peas to make up for
one stolen one. This of course
parallels his insistence that all
policy loans must be repaid. Not
to do so is equivalent to stealing
from yourself. Furthermore,
when he argues that the family
should actually be paying extra,
that is paying 62 cents on each
can of peas instead of 60, the
margin for profitability will
increase that much more. The
extra 2 cents is representative of
more capital being poured back
into the business. This equates
to his admonishment, in the
Equipment Financing chapter,
to always pay more interest on
policy loans than is actually due.
In the seminar, but not
in the book, Nelson compares
inventory turnover to “money
velocity.”
Money
velocity,

J u LY 2 0 1 1
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however, is more often associated
with economics and money
supply than as an accounting for
inventory management. Is there
a connection? Let’s look and see.

each other in just three transactions
over the course of a year

Wikipedia offers probably
one of the best and more easily
understood definitions of money
velocity, with a simple illustration
for purposes of clarification:

• Mechanic buys $40 of corn from
farmer

“The velocity of money (also
called the velocity of circulation)
is the average frequency with
which a unit of money is spent in
a specific period of time. Velocity
associates the amount of economic
activity associated with a given
money supply. If, for example, in a
very small economy, a farmer and
a mechanic, with just $50 between
them, buy goods and services from

Then $100 changed hands in
the course of a year, even though
there is only $50 in this little
economy. That $100 level is possible
because each dollar was spent an
average of twice a year which is to
say that velocity was 2/yr” (6.)

• Farmer spends $50 on tractor
repair from mechanic

• Mechanic spends $10 on barn cats
from farmer

In this example of a small
economy, what we see is that with
each additional transaction—

from 3 to 4 to 5 and so on, the
total amount of revenues or
gross income in the economy will
certainly increase, but the initial
money supply will remain the
same. There is no need to increase
the money supply because money,
remember, is used for exchange
purposes only. Today’s money is
not consumable as in the days
when gold was commodity money
and was used for both jewelry
and money. More money in the
economy only reduces its value.
On the other hand, more canned
peas in the economy is good for
all of us. We have more to eat,
and because of its abundance,
the price of each can of peas will
come down. Our money will buy
more of them.
But let’s not deviate too
MONEY VELOCITY
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far away from the main point
Nelson is trying to get across.
The bottom line of his message is
that the velocity of money and, or
the turnover of money, increases
wealth of the business owner!
Alternatively,
inventory
turnover is so similar to the
definition of money velocity that
Nelson calls it the same thing.
Specifically, however, inventory
turnover is more often associated
with consumable products as in
the types of products found in
grocery stores. Although it is true
that a bank’s inventory is money,
fiat money is not consumable,
and unfortunately for us, banks
do increase the quantity of
money through loans. This is
why borrowing from your policy,
rather than a bank, actually
works at strengthening the dollar.
The quantity of money is not
increased.
In the retail business, a
high inventory turnover, or
high velocity, indicates efficient
management of inventory. The
more frequently the inventory
turns, the less amount of money

is required to finance the
inventory. Once again, this is the
bottom line of Nelson’s message.
Retailers learn to re-stock fast
selling products while cutting
back on slow turning items. The
goal is to achieve a high rate of
turnover for the entire inventory
of product lines. Profitability is
achieved when, in addition to
high inventory turnover, high
margins are also maintained and
operating expenses are kept low.
In essence the crux of
pages 17 and 18 represent the
groundwork to prepare the reader
for the more difficult applications
that are to be used beginning
on page 59 in the chapter titled
Equipment Financing. The
principles learned in the example
of the grocery store now make
sense in the more advanced
chapters. The importance of
paying off your loan, and the
concept of paying in more interest
than is actually required on your
policy loans, all fits together
nicely. One is able to see that the
extra interest and its turnover
rate will over time produce more
wealth as it accumulates within

the infrastructure of the policy
that is consistently compounding.
The power of compounding is
extremely important especially
when it is consistent, safe from
tax and inflation as I wrote about
last months LMR in the article
titled The Perfect Investment.
Only dividend paying whole-life
is able to perform in this manner.
When you factor in the tax
benefits and the expense rightoffs when implemented alongside
a corporate entity, the results do
seem magical. But actually, it is
nothing more than astute money
management utilizing a financial
product that practically does it
all— so long as you combine it with
Nelson’s advice and insight. As he
recently stated to me:
“Think like a Forester—long range
Don’t be afraid to capitalize
Don’t steal the peas
Maybe I should add another—
DON’T DO BUSINESS
WITH BANKS” (7.)

Money Velocity
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IF YOU WERE AT NIGHT OF CLARITY 2011, YOU SAW THIS...

REAL WORLD COMPOUND INTEREST ANALYZER
backed with real tax, market and inflation data.

You have the power to
show why saving as usual,
usually doesn’t work.

@ PrivatizedBankingCenter.com

Register free now to start sharing it.
Oh, and wear a bullet proof vest. Clients tend to shoot the messenger.

PrivatizedBankingCenter.com is under development now for the financial professional. We are
here because you need wise clients. When you register, be sure to select the checkbox that tells
us you want an email when new tools are added. We look forward to building the 10% with you.
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by Dr. Robert P. Murphy

Hands down, the biggest
stumbling block to spreading the
“good news” of Nelson Nash’s
Infinite Banking Concept (IBC)
is that it relies on acquiring
whole life insurance policies.
As “everybody knows,” only
a fool would take out such a
policy—just ask Dave Ramsey!
The financial gurus tell us with
confidence that an individual
does much better to “buy term
and invest the difference.” In the
present article I’ll point out some
of the flaws with this standard
objection to whole life (and by
implication, IBC).

What The Critics Mean

Before diving into the
analysis, we need to be clear on
what the critics mean by the
phrase, “Buy term and invest the
difference.”
Nobody disputes the fact
that the premium for a whole life
policy for a particular individual
and carrying a specified death
benefit is significantly higher
than the premium on a term life
policy for the same individual
with the same death benefit.

DEBUNKING “BUY TERM AND INVEST THE DIFFERENCE”

Rather than paying for the
more expensive whole life policy,
critics such as Dave Ramsey
suggest that it’s a no brainer to
buy the cheaper term policy for
whatever one’s pure insurance
needs are, and then investing
the savings (because of the lower
premium) in a mutual fund.
Since the historical returns on
mutual funds are higher than the
growth rate of cash values inside
a typical whole life policy, the
critics argue that the individual
can take care of his insurance
needs while growing his financial
wealth more quickly, using this

J u LY 2 0 1 1
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latter strategy.
Apples And Oranges

The problem with this
standard objection is that it does
not compare apples to apples.
The critics think they are getting
their clients the “same insurance
policy” but they’re not. They also
think they are getting “the same
investments but with a higher
rate of return,” but again they’re
not.
Option Value Embedded In Whole
Life Policy

One obvious difference
between a whole life policy and a
term policy with the same death
benefit, is that the former gives
the policyholder the option to
maintain coverage for life. (This
after all is the reason we call it
“permanent life insurance” and
the plain vanilla “whole life”
policy.)
For example, the critic of
whole life has in mind something
like this comparison: Imagine
Harry and Tom are identical
twins who are 20 years old and
have the same income. They each
have a stay-at-home wife who
is raising young children. The
men are responsible and seek to
protect their families by buying
life insurance.
Harry takes out a whole
life policy with a $1 million
death benefit. Tom takes out a
20-year term policy with a $1
million benefit. Tom makes all

of the same investment decisions
that Harry does, except that he
contributes a few hundred dollars
more each month into his mutual
fund since he is quoted a lower
premium from the insurance
company for his term policy.
The standard treatment (by
critics such as Dave Ramsey)
then concludes the scenario in
this fashion: Consider Harry and
Tom at, say, age 35, after they’ve
been working and saving for 15
years. They both have the same
insurance protection in case they
die, but Tom has more net wealth
to his name. That is, his 401(k) or
other retirement vehicles possess
more shares than his brother
Harry’s. Harry for his part has
accumulated some cash value in
his whole life policy, but it has
not grown at the same rate as the
stock market. This explains why
Tom has a higher net worth at
age 35.
What Dave Ramsey and

others are neglecting to mention
is that when Tom’s term policy
expires (at age 40), he may be
uninsurable. For example, he may
have been diagnosed with cancer
or some other serious disease
during the 20 years of the term
policy.
Even if Tom is in perfect
health, nonetheless his premium
will be higher at age 40, if he
wants to renew his term policy,
for the obvious reason that the
insurance company is more
likely to make a death benefit
payment to a 40-year-old than to
a 20-year-old who both sign up
for new policies.
In contrast, Harry can
keep his whole life policy in
force for as long as he wishes,
so long as he continues to pay
the same level premium that he
paid when he was a 20-yearold whippersnapper. Even if
he’s diagnosed with cancer and
takes up skydiving at age 62, the
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insurance company can’t raise
the premium because a level
premium was part of the original
contract.
Although Ramsey tells his
listeners that at some point, they
will be rich enough (following his
advice) to self-insure, the crucial
point is that this might not be
true at age 41. If Tom drops his

accumulating cash values—the
insurer is effectively providing a
pure insurance term policy with
the option of indefinite renewal
at the same premium. Since
the insurer is clearly offering a
better product to Harry than to
Tom when we isolate the pure
insurance component, the insurer
naturally charges Harry a higher
price for it.

only buy them when they are
starting their careers. There isn’t
a booming market in term life
policies for 75-year-olds because
the actuarially fair premium on
such policies would seem far too
expensive to be worth it.
Mutual Funds Riskier
Than Cash Values

Another major difference
between
our
hypothetical
brothers is that Harry’s wealth,
though it might not be expected
to grow as quickly on average and
over a long period, is nonetheless
much less volatile than Tom’s.

insurance coverage because he is
either uninsurable or because it’s
simply too expensive, then his
family is at a serious disadvantage
to Harry’s during the decade of
their 40s. If something should
happen to Tom, his widow will
now not get a large, tax-free check
from the insurance company. It’s
true that he can more aggressively
contribute to his mutual fund
holdings if he doesn’t even have
a term premium to pay, but that
won’t make up the difference if
he has a heart attack at age 43.
So we see that part (not
all) of the reason for the higher
premium on a whole life policy,
is that—in addition to the

Photo from Flickr by: FotoDawg

If they really wanted
to compare apples to apples
regarding the pure insurance
aspect, critics like Ramsey should
run the numbers for Harry and
Tom starting at age 101. In
that case, the level premium
quoted to Tom for a 20-year
term policy would truly be
“the same” insurance package
as a whole life policy offered to
Harry. If the insurance company
would even underwrite such a
policy, the numbers would look
far different from the scenario
when both men are 20 years old.
The simple fact is that insurance
companies don’t pay out a dime
on the vast majority of their term
policies, because typically people
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Think of it this way:
Suppose Dave Ramsey told his
listeners, “You are crazy if you
stick with whole life ‘return of
premium’ type policies. Instead
of doing that, buy term and then
invest the difference in junk
bonds. These historically have a
much higher rate of return than
cash values sleepily growing in a
whole life policy, so you clearly
do better using this strategy.”
Everybody
would
quickly see the fallacy in this
(hypothetical) recommendation:
Even if an index fund of highyield (“junk”) bonds delivered a
much higher rate of return over a
certain historical period than the
cash value of a whole life policy,
this wouldn’t be the only criterion
for judging the two strategies.
Obviously the high-yield bonds
would be much riskier than
parking one’s wealth in a whole
life policy. A particular investor

J u LY 2 0 1 1
seeking aggressive returns for a
portion of his portfolio might
decide the risk was worth it. Yet
it would be silly to focus solely on
the rate of return, and conclude
that “only a fool” would pass over
the junk bonds in favor of whole
life.
Although the difference
is not as severe, qualitatively we
have the same situation regarding
the allegedly “safe” mutual funds
touted by Ramsey and most
other financial gurus today. Even
if a household plays it “safe” by
holding a diversified collection of
the entire S&P 500, it turns out
this isn’t so diversified after all:

Disregarding
dividend
payments, we see that someone
who bought into the US stock
market in 1999 still hasn’t even

broken even. When the gurus tell
us “buy and hold” is the optimal
strategy, they should be clear that
sometimes holding for 12 years
isn’t long enough to start seeing
the magic of their approach.
Ironically, when doing
research for our book How
Privatized Banking Really Works,
I had an insurance executive
explain to me that a whole life
policy was really an application
of “buy term and invest the
difference.”
From the insurance company’s
accounting
perspective,
the
incoming premium payment

on a whole life policy has to do
two things: First, it must fund
the pure insurance component
of the policy; this part of the
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premium is allocated to what a
term policy would cost, given
the policyholder’s race, sex, age,
medical history, lifestyle, etc.
Then, the rest of the
premium (over and above the
amount needed to cover the pure
term insurance component) is
allocated to buy assets so that the
insurance company will be able to
meet its contractual obligations
when the policyholder either dies
down the road or attains the age
at which the policy completes
(such as 121).
Now if insurance companies
typically kept their portfolios in

the stock market, they could
offer higher projected rates of
return on the cash values of a
whole life policy. Dave Ramsey

DEBUNKING “BUY TERM AND INVEST THE DIFFERENCE”
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would no longer find such a huge
(apparent) difference between
the fortunes of Harry and Tom.

clearly superior product that
had a floor and equal upside
performance.)

Yet if the insurance
companies did plow their
premium payments into the S&P
500 month after month, they
couldn’t possibly offer guaranteed
increases in cash value. If they
engaged in a mixture of stock
and bond holdings, they could
offer a guaranteed minimum rate
of return plus a portion of “the
market” when it did well, but
they couldn’t match the overall
market during a boom. (If they
could, then nobody would hold
stocks—they would hold the

I hope my observations are
shedding light on the fact that
Ramsey et al. are botching the
investment component of the
analysis, in addition to their
apples-to-oranges treatment of
the pure insurance component.
Yes, at age 35, Harry may
have a lower net worth than Tom,
because Tom’s mutual fund may
have grown faster on average
over the prior 15 years than
Harry’s cash values. Yet Harry’s
wealth was much safer; it was in

DEBUNKING “BUY TERM AND INVEST THE DIFFERENCE”

the form of what the layperson
means by “savings” as opposed
to “investments.” In particular,
if a sudden financial burden
strikes our brothers at age 36, it
is entirely possible that Harry
will have more in his cash value
than Tom will have in his mutual
fund. This is because the stock
market might happen to crash
that year—which it’s done twice
now in the past decade, keep in
mind. Even if it’s true that “it
will eventually come back,” that’s
little consolation to Tom if he
suddenly loses his job or needs
money to pay for a relative’s
medical treatment.

J u LY 2 0 1 1

Photo from Flickr by: Blount Chamber

Conclusion

A financial professional must
look at each client’s individual
situation and goals before
offering recommendations. It
would be foolish to say “nobody
should ever buy a term policy” or
“nobody should ever buy into the
S&P 500.”
Yet by the same token, it is
foolish when Dave Ramsey and
other alleged gurus confidently
tell their listeners that nobody
should ever buy a whole life
policy. Their recommended onesize-fits-all strategy of “buy term
and invest the difference in a
mutual fund” does not provide
the individual with the same
benefits at lower cost, as Ramsey
et al. would have us believe.
On the contrary, “buy term
and invest the difference” gives
the individual a clearly inferior
insurance product, in addition

to a clearly riskier investment
portfolio. Depending on the
assumptions we make, the
expected rate of return on this
strategy might be significantly
higher than buying a whole life
policy with the same initial death
benefit (especially if we let the
whole life policy sit in the corner,
rather than using it in the Nelson
Nash way).
But so what? One could get
a very high expected rate of return
by becoming highly leveraged,
investing in bio-tech stocks, and
purchasing no insurance at all.
(Remember that the insurance
company, even on a term policy,
is actually charging more than
the actuarially “fair” premium, in
order to cover overhead, profit
margin, etc.) Yet nobody in his
right mind would suggest that
this leveraged, no-insurance
strategy was preferable to buying
term and investing the difference
in a mutual fund.
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The difference between my
absurd recommendation and
Dave Ramsey’s more traditional
strategy is one of degree, not
kind. Even though Ramsey
thinks he is advising his listeners
to act with prudence, in reality
he is setting them up to have no
insurance coverage in their later
years, and to have their wealth
in a much more volatile asset.
(We’re not even looking at the
tax issues and the government’s
likely move against 401(k) and
other accounts down the road, as
the fiscal crisis deepens.)
Every household’s situation is
unique and deserves customized
recommendations.
That
is
precisely why the blanket advice
of “buy term and invest the
difference” is so misleading.
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Thomas E. Woods, Jr. is a historian with a
bachelor’s degree from Harvard University
and a PhD from Columbia. He is the
author of the New York Times bestsellers
The Politically Incorrect Guide to
American History (Regnery 2005) and
Meltdown (Regnery 2009). Woods is a
senior fellow with the Ludwig von Mises
Institute and one of the most sought-after
speakers in the Austrian and libertarian
circuit. Woods was the headline speaker
for both Nights of Clarity in Nashville.
Lara-Murphy Report: The
obligatory opening question:
How does a guy who went to
Harvard end up joining the
modern
Austro-libertarian
movement?
Tom Woods: I came from
a relatively conservative, old
Massachusetts town, one of the
few in which the now-forgotten
James
Rappaport
defeated
Senator John Kerry. I wasn’t fully
prepared for what I encountered
in Cambridge when I arrived for
my freshman year.
On my way to the dining
hall every night I passed people
selling the Workers’ Vanguard,
a communist newspaper.
I
was genuinely stunned. I felt
compelled to engage them in
conversation. I actually thought
I could make them abandon their
position if I described to them
what had actually happened in

the wake of the Bolshevik
Revolution, and if I challenged
what Vladimir Brovkin, my
professor for twentieth-century
Russia, called the “good Lenin,
bad Stalin” myth. I didn’t make
much headway, but the whole
experience got me reading more
and more history – which, to my
surprise, eventually became my
major. (You read that right: I
owe my career to communism.)

In 1991, during my
sophomore year, I even attended
a meeting of the organization
that published Workers’ Vanguard:
the Friends of the Spartacus
Youth Club. By that time the
Soviet Union was falling apart.
The speaker passed around a
hat asking for donations to keep
the workers’ paradise together.
Where that $21.83 went is
anyone’s guess, but no one seemed

I’ve never been so optimistic
about the prospects for
Austrian economics, but
at the same time I’ve
never been so alarmed at
existing political trends.
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to find this a peculiar request.
The Bolshevik Revolution had
ushered in “the freest society in
the history of the world,” the
speaker told us, so it was urgent
that we preserve those gains.
In my second semester one
professor required that books for
his course be purchased at a store
called Revolution Books. Inside,
portraits of some of history’s
greatest mass murderers adorned
the walls. I decided I would find
the books elsewhere.

wanted to mitigate the rigors of
competition. My studies of the
Austrian School fit the world
as I saw it like a glove. After
attending the Ludwig von Mises
Institute’s week-long Mises
University summer program in
1993, I was a goner.

so I was eager to absorb all his
reading suggestions on top of his
spontaneous remarks. He was
not the ego case that in some
sense he had a right to be. He was
not looking for adulation. He just
wanted to encourage good work
in pursuit of the truth.

LMR: Unlike us, you were
fortunate enough to have actually
known
Murray
Rothbard.
Any anecdotes you can share,
especially pertaining to his
mentoring of young students?

I had a chance to meet him
about five times. At one point
he actually asked me to call him
Murray. I wasn’t sure I could.

I kept my sanity by joining
student groups, including a
student publication, where I
could expect to find like-minded
people around whom I didn’t
have to justify myself and with
whom I could feel politically at
ease. We were just preaching to
the choir, some said. Maybe so.
But the choir does need to be
preached to from time to time,
and in so doing we helped both
ourselves and others – who, when
they saw what we were writing
and saying, realized they were not
alone.
I ultimately came to the
conclusion that whatever these
Cambridge oddballs were, I
wanted to be the exact opposite.
So I began moving away from
the middle-of-the-road GOP
position I had entered college
with, and became open to more
consistent alternatives. If the free
market is a good thing, I began
to think, then it’s always a good
thing. Arguments to the contrary
were probably special pleading
on behalf of special interests that

TW: Everything you have
heard about his enthusiasm, his
generosity, and his patience are
true. He was delighted beyond
words to encounter young people
who had an interest in the
Austrian School. Rothbard was
a night owl, so he was typically
the last person to go to bed every
night of the Mises University
summer program. One night I
talked to him for about an hour.
He was a walking bibliography,

I once wrote to ask him about
a leaflet by Robert LeFevre that
I had heard had been published
in the 1960s. Between writing
dozens of books and thousands
of articles, not to mention editing
two academic journals and doing
the zillion other things that kept
him busy, he found time not
only to write me a nice letter,
but also to send me two copies
of the leaflet I wanted. I have
since published that leaflet in
an antiwar anthology [We Who
Dared to Say No to War] I coedited for Basic Books in 2008,
so Murray’s generosity with a
mere undergraduate helped make
that otherwise forgotten leaflet
immortal.
LMR: Can you tell us about
your latest book, Rollback?
TW: It could just as easily
have been called Everything
Should Be Abolished, and Here’s
Why. It uses the coming fiscal
crisis, which it describes in detail,
as a jumping-off point to subject
the various claims government
makes for itself – e.g., we’d all
die agonizing deaths if program
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When the collapse comes ... the important thing
will be to have our view be widespread enough
that freedom might have a fighting chance at the
moment alternatives are being considered.
X were abolished – to the most
withering attacks I can muster. I
think the book contains some of
my best work.

for stimulus spending and
Obamacare, and much else. It’s
relentless.
My publisher has made
chapter 1 available for free at
RollbackBook.com
LMR: You are very active
in the Ron Paul movement.
We’ve had people ask us, “Why is
Ron Paul so popular with young
people?” What are your thoughts?

The book takes aim at most
of the arguments you are likely
to encounter when defending
the free society: “Why, in a free
society we’d have child labor,
120-hour workweeks, dollara-day wages, poisoned food,
workers ground into sausage,
wild economic swings, legions
of drug addicts, an epidemic of
traffic accidents!” etc. It refutes
the arguments for regulation, for
Sweden as a workable model for
the United States to emulate,

TW:
It’s partly his
willingness to discuss things no
one else will touch – the drug
war for one, the bipartisan (and
it is fully bipartisan) foreignpolicy consensus for another.
Also, he doesn’t speak like a
robotic Republican or Democrat.
Many older folks are stuck in
a cartoonish mentality that
takes the central struggle in
America to be Democrats versus
Republicans, with conservatives
like Sean Hannity and Sarah
Palin pitted against crazy liberals
like Bill Clinton and Barack
Obama. Younger people aren’t
stuck in that way of thinking, and
they aren’t interpreting events
through that kind of lens. They’re
intrigued by someone who
doesn’t just parrot the predictable

Republican
or
Democratic
platitudes and talking points that
have mesmerized Americans
in the past. And since younger
people are the ones who are
going to inherit the mess that
both Democrats and Republicans
have prepared for them, they are
less interested in the wickedDemocrats-versus-wiseRepublicans narrative. They
are more likely to be persuaded
that the whole system is the
enemy. The idea that the good
party simply needs to defeat
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the wicked party strikes them
as ludicrous and naïve, which of
course it is.
Moreover, because younger
people seem more prepared to
think in unconventional ways,
they are less impressed by the
entirely conventional slogans of
a Mitt Romney or even a Sarah
Palin (an intellectual lightweight
who would have been laughed off

is
enjoying
unprecedented
popularity and even begrudging
acknowledgement from the
economics mainstream. At the
same time, at least in the United
States, government power is also
reaching new heights. What’s
your view about this race? How
do you see it playing out both in
the near and long term?
TW: I’ve made the same

of the welfare state, the serious
decline of the dollar, a fiscal crisis
of various kinds – the important
thing will be to have our view be
widespread enough that freedom
might have a fighting chance
at the moment alternatives
are being considered. To that
end, supporters of the Austrian
School need to do what they
can, consistent with their relative
strengths, to spread the word.
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the stage by an earlier generation
of conservatives).
They are
more impressed by someone
who answers questions directly
and non-evasively, and who
isn’t obviously weighing every
word he uses in accordance with
political imperatives or focusgroup results.
LMR: We ask this last
question a lot: Right now in
the United States and around
the world, the Austrian School

observation: I’ve never been so
optimistic about the prospects
for Austrian economics, but at
the same time I’ve never been
so alarmed at existing political
trends. It’s impossible to know
how it will turn out.
I’m fairly sure your readers
agree with me that our current
predicament will not end well.
When the collapse comes – and
by collapse I mean any or all of
the following: the implosion

That can mean making YouTubes,
starting a blog, writing articles,
doing a podcast, donating to
good causes, organizing lectures
and other events, and so on.
Whatever we choose to
contribute to the cause, we must
choose something. Mises was
right: we are all in this together,
and no one can find a safe way
out for himself when society is
sweeping toward destruction.
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Events
Engagements
2011
OCTOBER 6 • BEAVER, PENNSYLVANIA

Lara and Murphy present Privatized Banking Seminar for 1st Consultants, Inc.

SEPTEMBER 19-23 • Vienna, AUSTRIA
Murphy at Mises Supporters Summit

Some events may be closed to general public.
For more information email LMRevents@usatrustonline.com
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Private Jet?
maybe...

Private Beach?
one day...

Private Bank?
YES!
P R I VAT I Z E D B A N K I N G

usatrustonline.com

What you do with your money should be your
own business. Take the time to know how
you can become a privatized banker of your
money and create a platform for financial
success you don’t often (actually never) hear
about from the “experts” on cable news and
radio. You are going to make a difference
for your family for generations if you create
and maintain your own private bank. Private
financing can be your reality in a relatively
short time. Go to usatrustonline.com/store and
get the both of these books to learn how now.

