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PULSE ON THE MARKET

We all have our unique skills in the
division of labor. This is true in the
economy as well as spreading the
message of liberty.

Consulting Bernanke • Forgiving
Fiorina • Bond Market Falling?

EVENTS AND
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Overview

Learn more in person from Lara,
Murphy, and other Austrian economists,
at these upcoming appearances.
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L. Carlos Lara
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most major industries including, manufacturing,
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consulting company in 1976 and is headquartered
in Nashville, Tennessee.
He married Anne H. Browning in 1970.
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Dr. Robert P. “Bob”
Murphy received his
Ph.D. in economics
from New York
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Laffer’s investment
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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 Senior Economist at the Institute
for Energy Research, and a Research Fellow with
the Independent Institute. He lives in Nashville, TN.
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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

Here is an important reminder about building the 10%.

Achieving it can be described as the process of tapping the power that resides in the vital few
so that our ideas can reach this critical boiling point and overflow to the masses. However—
“The genesis for change must start with the individual. It must have the individual as the principle
criterion and spread out and up from there. This happens only when the individual’s economic
survival questions are answered to his satisfaction and when he experiences immediate results
for himself in the endeavor he embarks upon. This is of crucial importance because when there are
immediate benefits to the individual from his productive efforts, the individual takes notice and
immediately seeks to duplicate them. When he sees that the benefits he gains also helps society as a
whole, he is encouraged and motivated to involve others, beginning with his own family members,
and then everyone else within his circle of contacts. This type of good news always spreads slowly in
the beginning, but then suddenly it turns into an evangelistic explosion. A movement that works in
this manner can quickly take on a life of its own and spread until public opinion grows, forcing the
upper echelons of government to make vital and necessary changes. In the end, all economic policies
are ultimately dependent on the views of the general public and their choice is final. It is the masses
that determine the course of history, but its initial movement must start with the individual.”
—How Privatized Banking Really Works
Whether your individual gift is in linking people together, or as one who knows how to
accumulate knowledge and share it with the rest of us, or if you possess the skill of persuasion—
everyone has a part in this movement and everyone benefits. We know of know other cause
that makes use of the self-interest in such a good and powerful way.
We’re fortunate to be a part of it and that you are with us on the same journey.
Yours Truly,
Carlos and Bob

Lara-Murphy Report
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PULSE ON THE MARKET
RECENT DEVELOPMENTS THAT MAY BE OF INTEREST TO READERS OF THE LARA-MURPHY REPORT…

C on s ult i n g Ber n a n k e

BERNANKE BOOKS TWO CONSULTING GIGS
Reuters reports that former Federal Reserve chairman Ben Bernanke
has accepted consulting positions with the hedge fund Citadel and—
more suspiciously—with the giant bond fund, Pimco. The latter
position led to accusations of hanky panky, because under Bernanke’s
leadership the Fed steered an enormous amount of business into
Pimco’s hands. As Reuters explains, “In late 2008, the Fed hired Pimco,
along with three other big Wall Street firms, to implement enormous
purchases of agency mortgage-backed securities to keep interest rates low
and spur the U.S. economy. Pimco also managed the commercial-paper
assets for the Fed during that period.”
Besides the possibility of a pure payback for his generosity while
heading the Fed, the Pimco role could also involve Bernanke giving a
heads-up to the giant bond fund about the timing of Fed interest rate
hikes. After all, Pimco is sitting on $1.6 trillion in assets, so it would
be worth it to pay Bernanke large sums if he allowed its managers
to anticipate swings in the bond market even just a few hours before
others. (Neither party has disclosed how much Bernanke is being
paid.)
The modern revolving door model of regulation and big business makes
it hard to spot demonstrable corruption. For example, if the FDA is
going to impose sweeping new regulations on pharmaceuticals, why it
needs to first consult with the heads of the major drug companies to
make sure the bureaucrats understand the implications of what they’re
doing. By the same token, Pimco has plausibly suggested that it’s
hiring Bernanke because it helps to have someone with his academic
training and professional experience as an advisor. But if you will look
up on YouTube the compilation “Ben Bernanke Was Wrong,” you will
begin to doubt his abilities as a macroeconomic forecaster.

Pulse on the Market
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PULSE ON THE MARKET
RECENT DEVELOPMENTS THAT MAY BE OF INTEREST TO READERS OF THE LARA-MURPHY REPORT…

Forgiving Fiorina

A CEO’S TASK IS TO CREATE SHAREHOLDER VALUE,
NOT JOBS
A humorous turn of events involves GOP presidential candidate Carly
Fiorina, whose team apparently forgot to lock down obvious websites.
Thus a critic secured carlyfiorina.org, and uses the soapbox to remind the
world that Fiorina, while head of Hewlett-Packard, was instrumental
in laying off thousands of HP employees.
Now others have chimed in on the embarrassing situation to say that
the critic is being unfair to Fiorina, because the layoffs occurred during
a merger with Compaq that led to redundancy, and also that the quote
at the bottom of the page—where Fiorina wishes the layoffs could have
occurred faster—is taken out of context. (Apparently she was referring
to the bloated management, not the average worker.)
However, we would like to point out that even if Fiorina had done
what the critic alleges—namely, reduced payroll in order to increase
the profitability of the firm—then there is nothing sinister about this.
Consider: It would be an astonishing coincidence if right now, every
single worker in the country was in the correct job, working for the
correct employer. Furthermore, it would be a downright miracle if that
situation persisted forever, despite changing consumer preferences,
resource supplies, and technological know-how.
The market economy as a whole operates to shift resources to their most
productive outlets. So long as the State doesn’t interfere (either directly
through things like minimum wage laws, or indirectly by tolerating
union violence), then the labor market will tend to clear and workers
will find positions where they earn wages or salaries commensurate
with their productivity. If a particular CEO carried more employees
than made economic sense, that wouldn’t make the country richer. At
best it would be a transfer of wealth from the shareholders of that
Pulse on the Market
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PULSE ON THE MARKET
RECENT DEVELOPMENTS THAT MAY BE OF INTEREST TO READERS OF THE LARA-MURPHY REPORT…

company to the workers. Perhaps such charity would make sense in
isolated cases, but it hardly works as a general rule of business.
Look, some companies (like restaurants) reduce the amount of food
in the country. Do we interrogate the CEO of Olive Garden and
demand to know what his company has done to replenish the supplies
of meat and cheese? No. The system as a whole takes care of that. By
the same token, if a particular firm “reduces jobs,” that frees up workers
who can then be hired elsewhere. We don’t need to worry about the
total number of jobs going down, just because individual managers are
doing what is profitable.
Massive unemployment is obviously a horrible scourge of modern
capitalism. But it is caused by interventionist states and central
banking, not the profit motive.

B o n d M a r k e t Fa l l i n g ?

GERMAN YIELDS SOARING, OTHERS FOLLOWING
It’s still too early to tell whether it’s a long-term trend, but at the end
of April bond yields began surging on long-term government debt.
The yield on the 10-year German bund was particularly aggressive,
although it admittedly was starting from virtually zero. When people
ask us, “Where is the bubble this cycle?” we think government bonds—
which have soared in value along with mushrooming government
debt—are an obvious candidate. We will keep LMR readers posted on
developments.

Pulse on the Market
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The Ominous Stock Buyback Trend
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A growing number of financial analysts
have become concerned by the extent to
which U.S. corporations are using their
cash—or sometimes even issuing bonds—in
order to buy back shares of their own stock.
Since 2009, companies in the S&P 500 have
spent more than $2 trillion buying back their
own stock. According to Bloomberg, “Stock
buybacks, which along with dividends eat up
sums of money equal to almost all the Standard
& Poor’s 500 Index’s earnings, vaulted to a record in February, with chief executive officers

Although stock buybacks need not signal
anything ominous in general, in the present
context I think the trend is very alarming.
It is yet another indication that the current
U.S. equity market is overvalued.

STOCK BUYBACKS: GIVING BACK
TO THE OWNERS
The rationale for a buyback is simple:
When the firm has excess cash on hand and

When the firm has excess cash on hand and wants to distribute it
to shareholders, it can either issue a dividend or buy shares of the
corporation’s stock.
announcing $104.3 billion in planned repurchases. That’s the most since TrimTabs Investment Research began tracking the data in 1995
and almost twice the $55 billion bought a year
earlier.”1

wants to distribute it to shareholders, it can
either issue a dividend or buy shares of the
corporation’s stock. Both operations reduce
the corporation’s cash while personally enriching the shareholders.
Understanding how dividends
work is obvious, but stock buybacks are not as clear. However,
just like dividends, buybacks
also make the shareholders
(personally) richer while reducing the company’s cash. This
works through two avenues: The
owners who (voluntarily) sell
their shares back to the company obviously think it is a good
offer—otherwise they wouldn’t
take it—and even the remain-

The Ominous Stock Buyback Trend
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ing shareholders who don’t sell are richer,
because the share price rises (other things
equal). The logic here is simple: The same
physical company will produce the same future flow of net income, but now those profits will be split among a smaller pool of total shares. Consequently, other things equal,

WHY BUYBACKS AND NOT
DIVIDENDS?
Although the general rationale for stock
buybacks is obvious, it’s actually not clear
why a corporation would, in practice, use
this technique rather than issuing dividends.

There is nothing necessarily destructive or shortsighted about using
corporate cash to buy back stock.

stock buybacks raise the share price of the
property held by the owners who do not sell
back to the company.
At this point, I should emphasize that
there is nothing necessarily destructive or
shortsighted about using corporate cash to
buy back stock. After all, when a corporation
issues dividends, people usually don’t say that
this will spell the doom of the company. The
point of forming a corporation is to provide
a return to the shareholders’ initial investment. To be sure, a company will often have
a brighter future if its managers reinvest a
significant portion of earnings back into
the business by acquiring more equipment
or other physical assets, but (besides rising
share price) the ultimate way that a profitable company benefits its owners is through
distributing the net income to them. Seen
in this light, there is nothing necessarily bad
about a corporation’s managers choosing to
return their cash to the owners via the method of a stock buyback.

The Ominous Stock Buyback Trend

In this section let me briefly outline a way
to think about the issue. The point is to shed
light on what a stock buyback actually accomplishes.
One popular justification for a stock buyback—one that the corporate managers
might give to explain their decision—is to
say, “We thought the market was undervaluing our stock,” or perhaps to say, “We looked
at the possible uses of our cash, and the best
investment out there was our own company.”
However, if we think it through, it’s hard
to see how such a justification makes more
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sense than simply giving the cash directly to
the shareholders in the form of a dividend.
In general, the shareholders of a productive
enterprise don’t want the managers to also
treat the corporation as a mutual fund or a
hedge fund. So if Apple is sitting on billions
in undistributed earnings, it’s understandable that the managers of Apple would park
it in Treasuries, money market funds, and
other forms of “cash equivalents” so that they
earn some interest while deciding what to do
with it. But it would be odd for the managers
of Apple to start making speculative investments in other projects purely because of the
speculative element, rather than any strategic relationship to Apple’s core business.
For a specific example, it would be odd if
Apple’s managers announced that they were
going to invest $50 million in shares of Exxon, because they had looked at the oil market and thought that Exxon was currently
undervalued by the market. Rather than do
that, the managers could distribute the $50

other shareholders wouldn’t be forced to go
along for the ride.
The same logic applies even to Apple’s
stock itself. If Apple’s managers announce
that they think the market has undervalued
their stock, then why not issue a special dividend, and pass along their opinion to the
shareholders? Rather than buying back (say)
5 percent of the shares from the owners who
are either the most bearish about Apple or

Thus we come back to the puzzle: Why do corporations ever engage in
stock buybacks, when it seems as if they would give more flexibility to
their owners through a dividend issue?
million to Apple’s shareholders in the form
of a special dividend, pass along their analysis of the oil industry, and then let the individual shareholders decide what to do with
the money. Those who agreed with Apple’s
managers on the merits of Exxon could use
their dividend to buy Exxon stock, while the

The Ominous Stock Buyback Trend

who need the cash the most, the managers
give the money to the shareholders and then
they rearrange ownership among themselves.
Specifically, the 95 percent most eager Apple
owners end up buying out the shares held
by the other 5 percent. If there are just two
groups of people—Apple bears and Apple

12
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bulls—then the end result is the same: the
cash goes into the hands of the 5 percent
who want to sell, and ownership of Apple’s
stock gets concentrated into the hands of the
other 95 percent.
However, as with our Exxon example, in
reality we can imagine things are more nuanced when the investors have a range of
opinions. Some of the original shareholders might think the share price was about
right, and so they would rather just get their
cash (in the form of a dividend) rather than
have Apple’s managers implicitly force them

that couldn’t be mimicked with issuing dividends?
There are several theories put forth in the
academic corporate finance literature. One
idea is that shareholders understand that
a stock buyback is a special, one-off event,
whereas the issue of a dividend—even it’s
labeled “special”—might raise the expectation of it being repeated, and hence boxes
the managers in.
Other theories involve the tax implications. If a corporation issues a dividend, then

One idea is that shareholders understand that a stock buyback is a
special, one-off event, whereas the issue of a dividend—even it’s labeled
“special”—might raise the expectation of it being repeated, and hence
boxes the managers in.

to spend it on buying more Apple stock—
which is effectively what happens when Apple’s managers engage in a stock buyback.
Thus we come back to the puzzle: Why
do corporations ever engage in stock buybacks, when it seems as if they would give
more flexibility to their owners through a
dividend issue? In the quick examples above,
I’ve argued that in a situation where the corporation managers think they can provide
value to shareholders by buying stock, it
seems as if they can provide even more value
to shareholders by giving them the cash directly along with their analysis. To put the
puzzle in different words: What objective
can be achieved through a stock buyback,
The Ominous Stock Buyback Trend

the shareholders must pay the appropriate
income tax on them. However, if a corporation uses the same pile of cash to buy back
shares—and thereby enriching the shareholders by driving up the share price—then
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the relevant tax is a capital gain. Furthermore, those investors who don’t want to settle up with the IRS can simply hold on to
their shares, because they are only liable for
the capital gain when it is realized.
To sum up: In a world of no government
taxation or regulation, and where every investor was a hyper-rational robot, we probably would see corporations distributing their
cash via dividends, rather than buybacks. In
the real world, however, various psychological and regulatory/tax realities provide a rationale for buybacks.

BUYBACKS: OMINOUS IN OUR
TIMES
Although there is no reason to fear stock
buybacks in principle, in actual practice over
The Ominous Stock Buyback Trend

the last few years, the trend should definitely alarm U.S. investors. As long-time LMR
readers know, we subscribe to the Austrian
School of economics. Consequently, we
have been warning for years that the rockbottom interest rates and massive Fed monetary inflation since 2008 are setting the U.S.
economy up for another crash. In particular,
we think that the stock market is overvalued, pumped up by the Fed rather than the
genuine “fundamentals.” The nearby figure
shows the relationship between the Fed’s
balance sheet and the S&P 500 index since
the rounds of “quantitative easing” began in
2009.
Furthermore, David Stockman and other
analysts have offered company-specific critiques of buyback episodes. They have shown
that certain corporations are not doing well
in terms of their core business, and yet they
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Furthermore, those investors who don’t want to settle up with the IRS
can simply hold on to their shares, because they are only liable for the
capital gain when it is realized.

have goosed their share prices through buybacks. For example, consider Stockman’s
analysis of IBM back in April 2014:

ing the balance sheet equity and future
asset base on which legitimate earnings
growth depends.

Those munificently rising stock prices
and options cash-outs owe much to the
Fed’s campaign to suppress interest rates
and fuel stock market based “wealth effects”, but the CEOs are doing their part,
too. They have become full-time financial engineers who use the Fed’s flood of
liquidity, cheap debt and soaring stock
prices to perform a giant strip-mining
operation on their own companies. That
is, through endless stock buybacks and
M&A maneuvers they create the appearance of “growth” while actually liquidat-

The poster boy for this deformation is
IBM which for all intents and purposes
has become a stock buyback machine on
steroids. It had a bad hair day yesterday,
reporting still another year/year decline
in sales, but that goes right to the heart
of the matter. During the last seven years
IBM has been a stock traders dream,
climbing an almost picture perfect chart
from $94 per share in March 2007 to a
recent peak of $212.

The Ominous Stock Buyback Trend

But…those gains had nothing to do with
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what has been a historic ingredient of
stock appreciation—-namely, expansion
of its asset base and revenues. In fact,
sales revenues in Q1 2014 clocked in at
virtually the same number as Q1 2007…
So how has IBM and its ilk achieved
revenue-less earnings growth? After all,
reported EPS [earnings per share] has
gone from about $7 per share to $15 during the period. The short answer is that
its executives and board have utilized every accounting and financial engineering
short-cut in the book to disguise an equity liquidation campaign as a splendid
strategy for “growth”.

bold in original.]2
Taking a step back, we can interpret stock
buybacks as making the U.S. equity market
more leveraged. For example, if a given company reduces its outstanding shares by half,
so that earnings per share and other items
double, then the share price of that company
is now going to be more volatile. If the company has an unexpectedly bad quarter, we
would expect the impact on its share price
to be greater than before; the bad news is
falling on a more concentrated pool of owners. (We should be clear that the S&P 500
index itself is not directly affected by changes
in the number of outstanding shares, as it is

We can interpret stock buybacks as making the U.S. equity market
more leveraged.
During the 7-years ending in 2013 IBM
booked about $100 billion in net income,
and spent virtually every single penny on
share buy backs. So the once and former
king of the global high-tech industry had
nothing better to do with its cash than
shrink it equity base. Accordingly, its
share count dropped by 20% over the period, thereby accounting for about 45%
of its EPS growth.
Moreover, it also distributed another $20
billion in dividends over the 7-year period. In all, it delivered cash into the maws
of the fast money and hedge fund complex that amounted to 120% of its net income for 2007-2013. [David Stockman,
The Ominous Stock Buyback Trend

adjusted for such changes in the divisor.)
This interpretation of stock buybacks as a
form of leverage is even more pronounced
for those corporations that issue more debt
in order to siphon stock out of the system.
For example, back in February Apple issued
$6.5 billion in corporate debt to fund share

LMR
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This interpretation of stock buybacks as a form of leverage is even more
pronounced for those corporations that issue more debt in order to
siphon stock out of the system.
buybacks, a move that was partly motivated by the fact that much of Apple’s “cash”
is held overseas and would be taxed if they
brought it back home. In general, corporations have been taking on record amounts of
debt, often with the explicit purpose of using
the funds to buy back shares and boost their
stock price. Among the general population,
such companies are quite obviously increasing the proportion of their creditors while
decreasing the proportion of their equity
holders.

CONCLUSION
In general, there is nothing ominous about
stock buybacks: they are simply a way for
corporations to return excess earnings back

to the owners. Although in theory it would
seem that issuing a special dividend could
achieve the same result, in practice there are
psychological and tax/regulatory reasons that
a stock buyback might confer more benefit
to shareholders.
However, in the context of the perverse
Federal Reserve policies since 2008, and the
inexplicably high S&P despite a grim economic outlook, I agree with those analysts
who are warning that the wave of stock buybacks these past few years should give serious concern to investors. I interpret the practice as a form of taking on more leverage. If
things go well, the buybacks will have amplified returns for the remaining shareholders.
But if things go bad—as I expect they will—
then the losses will be more dramatic.
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In April of 1987 a newspaper ad ran
in the Wall Street Journal with the
following almost unbelievable bold
headlines: “All Life Insurance Lets You
Provide For Your Children—Ours
Lets You Buy Toys Of Your Own.”1 This
ad was so ostentatious in its message
that it became Exhibit-A in a Senate
Hearing before the Subcommittee on
Taxation and Debt Management on
March 25th, 1988. The final outcome
of these proceedings led to a dramatic
change in the Internal Revenue Code
treatment of life insurance unmatched
by any other since the industry’s inception.2
Now, it’s true that even our common sense tells us this advertisement
is definitely talking about special benefits for the living, not the dead. So
the ad does beg the question, “Is this
really life insurance?” Furthermore,
who can dispute that the ad itself is
shameless, especially since Congress
had just enacted the 1986 Tax Reform
Act3 the year prior seemingly closing
all of the tax “loopholes” of the wealthy.
But it seemed that by overlooking this
remaining favorable tax treatment enjoyed by traditional whole-life insurance, Congress had somehow “inadvertently made a generous gift to a small
privileged segment of society.”4 Nevertheless, some life insurance companies
had placed ads such as this in major
newspapers and magazines, causing
the sales of the “single-premium” whole
life insurance policy to soar. The end
IBC Is Not a Gimmick

result was that the entire life insurance industry—
and specifically the whole life product—came under federal scrutiny.

The end result was that
the entire life insurance
industry—and specifically
the whole life product—came
under federal scrutiny.
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One key witness in the panel of this formal
inquest—the witness who actually submitted this particular ad as an exhibit to her testimony—was the Executive Vice President
of the A.L. Williams Corporation, an insurance agency specializing in the exclusive
sale of term insurance and also the agency
famous for the catchphrase “buy term and
invest the difference.” She, among the rest of
the 23 panelists represented, was particularly
outspoken and took the opportunity to tell
the members of the Senate that “[w]hen life
insurance becomes a haven for tax dodgers and
a means for the wealthy to avoid paying their

As usual, government
intervention only makes
matters worse.
fair share of taxes, then Congress should take
action…Failure to act now is tantamount to
putting the Congressional stamp of approval on
these abuses.” 5
As assertive as these documented comments were, the truth is that there is much
more to this complex tax story involving life
insurance and this particular marketing debacle than first meets the eye. Granted, the
newspaper ad is certainly disgracefully bad
and tactless, but this accusatory reference
to “tax dodging” by the A.L Williams company6 is also a bit extreme, especially when
the accusation came from the organization
that went on to become Citigroup, one of the
largest commercial banks in the nation, the
IBC Is Not a Gimmick

very same organization that was bailed out
with billions of dollars of taxpayer money in
the 2008 financial crisis.
Still, two wrongs don’t make a right. It’s the
resulting doubt and confusion the uneducated public must contend with that creates the
long-term damage. This is really how reputations can be ruined and institutions disgraced. As usual, government intervention
only makes matters worse. More often than
not, we discover that government intervention is the primary culprit as it was in this
particular case. The end result of this entire
ordeal was that the once-invincible whole
life insurance product was so maligned that
it bears a stigma that lingers to this day.
In this LMR article I intend to highlight
several of the most significant in the chain
of events that led to this Senate hearing in
which the single premium whole life insurance
product was put on trial and was ultimately
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The practice of IBC using
dividend-paying whole life
insurance continues to
afford us financial freedom,
but with this benefit comes
responsibility.
reclassified as a Modified Endowment Contract (MEC).7 This dramatic revision and
how it came about is an important subject
for all practitioners of the Infinite Banking
Concept (IBC) simply because the underlying framework for the implementation of
this privatized banking process is still the
dividend-paying whole life policy. These historical incidents are important because they
help explain why, despite its often misunderstood image, those that truly understand the
unique benefits of dividend-paying whole
life insurance continue to defend its merits
vigorously. What we must not forget is that
IBC Is Not a Gimmick

the practice of IBC using dividend-paying
whole life insurance continues to afford us financial freedom, but with this benefit comes
responsibility, especially in how it is marketed to the public. Providing guidance and
educational insight in this particular area is
one of the most important reasons for the
establishment of the Nelson Nash Institute
along with the Authorized IBC Practitioner
Program for financial professionals.

Putting The Facts In
Chronological Order
This story begins in the 1960s with, of all
things, a common misconception about how
whole life insurance is designed and how it
actually works. At that time the life insurance industry was relatively uncomplicated
and had only two life insurance products:
“term” and “whole life” insurance. The only
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other non-life product was the annuity. But
what many members of the general public
did not know or understand from an actuarial standpoint was that “term” and “whole
life” insurance were conceptually similar
products that obeyed the same rules of design and pricing.
Ironically, the same lack of understanding
prevails today. Properly understood, there
really is no price differential between the
term and whole life products since they are
both priced according to the length of time
of their coverage. A term policy whose coverage is so long that the insured will almost
certainly die during its term becomes very
similar to a “whole life” insurance policy.
Term protection for a lifetime is naturally going to be more expensive than a 10-, 15-, or
20-year term policy. Consequently, in order
to provide coverage for a period spanning a
whole lifetime, a specially designed term policy
will need to be created in such a way that
an actuarial relationship between the fixed

A term policy whose
coverage is so long that
the insured will almost
certainly die during its
term becomes very similar
to a “whole life” insurance
policy.

IBC Is Not a Gimmick

premiums, cash values, and death benefit are
to be “just sufficient enough, and no more,
to cause the policy to endow”8 (become fully
paid–up). This is not a speculative strategy,
but rather a set formula designed to reach a
designated end. With a whole life policy, the
insurer will pay out the death benefit claim,
either upon the actual death of the insured
or (sometimes) when the insured reaches the
designated age (originally 100 but now often
121 years) and the policy endows. Unfortunately, as interest rates rose in the U.S. due
to inflation and more of the American public turned to speculative ventures, this basic
knowledge about whole life’s simple protection and saving structure began to fade. In
1979 this crucial understanding was dealt a
deathblow.
Our particular sordid story unfolds with
Ralph Nader9, the well-known consumer
advocate of the 1960s who agitated for the
federal laws governing seat belts in our automobiles. Nader took a self-promoting stance
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with the insurance industry by incorrectly
diagnosing that whole life insurance was an
investment product, and as such was terrible
when compared to other investment products in the marketplace that paid a much
more favorable rate of return. Since most
Americans still owned whole life policies as
their primary means of saving money, Nader
believed Americans were getting conned by
the insurance companies. He began calling
for a Congressional investigation, and that’s
when the trouble really started.

The 1979 Federal Trade
Commission Report
By the late 1970s when government eventually stepped in to examine the life insurance industry and the whole life product
itself, the confusion surrounding it had escalated. Keep in mind that state insurance
commissioners—who actually regulate the
life insurance industry and have done so
for two centuries—had no problem understanding whole life insurance, its mechanics, and its ultimate purpose. But now

By starting with the wrong premise their comparison of
whole life to other investment products was an unfair
analysis, more like comparing apples to oranges. They only
served to bewilder the investigating committee even more.
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we had a federal inquiry made up of an assembled staff of individuals commissioned
to explain to the Federal Trade Commission how life insurance works. By starting
with the wrong premise their comparison
of whole life to other investment products
was an unfair analysis, more like comparing
apples to oranges. They only served to bewilder the investigating committee even more.
Consequently, their conclusions were not at
all surprising and were identical to Nader’s.
According to them, whole life insurance was
a bad investment with meager rates of return. Furthermore, they determined that the
moving parts of the whole-life product were
entirely too concealed thus making it difficult for the investing public to make proper
buying decisions. Their recommendations
were that the entire industry should be reformed to provide more disclosure of the
products and their internal workings.
Unfortunately, this Staff Report to the
Federal Trade Commission was published in
a booklet in 197910 and without any warning to the National Association of Insurance Commissioners (NAIC) was released
directly to the press. Predictably, newspapers
had an absolute nationwide field day casting whole life in a bad light with astonishing
headlines such as these:

‘Americans Lose Billions on Insurance, FTC
Says’ – Houston Post, July 11, 1979
‘FTC Finds ‘Whole Life’ Insurance a Bad Investment’ – Dallas Morning News, July 11,
1979
‘FTC Study Assails Whole Life Policies’—
Palm Beach Post, July 11, 1979
Although the NAIC and life insurance
actuaries representing many of the largest
life insurance carriers came back into these
investigation hearings for weeks afterwards
to rebut these false accusations and set the
record straight, it was too late. The damage
had been done. The FTC report devastated
the whole life product. It plummeted from
about 85% of the life insurance market in
1979 to about 50% by 1986.

‘Whole Life Insurance a Bad Investment,’
Yields Only 1.3% Return, FTC Reports– —
Los Angeles Times, July 11, 1979

Buy Term and Invest the
Difference

‘FTC Staff Says Consumers Losing Money by
Keeping Savings in Insurance Policies’ – The
Wall Street Journal, July 11, 1979

By the time of the Senate hearing of 1988,
whole life was on the ropes and fighting for
survival while the entire life insurance in-

IBC Is Not a Gimmick
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The record shows that they
adapted to the circumstances
and emerged from it all
financially stronger than ever.

dustry was under great duress in attempting
to financially reposition itself. Several carriers such as Executive Life, Integrity, and
others were very obviously struggling. It was
actually these companies, in desperate acts to
increase premium revenue that had placed
the ads promising outlandish benefits from
life insurance. In order to keep them from
going under and ultimately to protect policyholders, financially stronger life companies eventually acquired them. Though this
period proved to be one of the more difficult
and darkest in the history of the life companies, the record shows that they adapted to
the circumstances and emerged from it all
financially stronger than ever. What really
exonerated whole life insurance in the eyes
of the thoughtful public was the severe stock
market crashes that came later.
IBC Is Not a Gimmick

What our readers must understand is that
the slanderous remarks made by the A. L.
Williams Company against whole life in this
particular hearing had actually started 20
years earlier when the young A. L. Williams
set out with a handful of agents to destroy
it. He, like consumer advocate Nader, had
failed to see that in the broadest sense whole
life was in fact “term insurance and investing
the difference” all in one financial product—
but with the investing being done in a very
safe and conservative portfolio, compared
to equity-based mutual funds. But now all
that was a moot point. The 1979 FTC Report had already made A.L. Williams a billionaire and helped lead to the surrender of
millions of whole life policies because the
people believed the government. In his book
and in his own words A.L. Williams wrote:

25

LMR

APRIL 2015

What you will most likely never see again is a life
insurance company promoting these special benefits
ostentatiously and recklessly. Financial professionals
should be careful not to do it either.
“We put the FTC report on top of every client’s kitchen table. We passed out flyers by the
thousands. The report supported everything we
claimed. Its credibility just couldn’t be denied.
Every man and woman in A.L. Williams felt
a new conviction that our crusade was 100
percent right for consumers. ... Consumers now
knew the real story behind “trash value” life insurance. With a choice, they came to A.L. Williams every time.”
—A.L. Williams, Coach, 2006

Conclusion
After the Tax Reform Act of 1986, sales of
the single premium whole life product had
skyrocketed among wealthy individuals for
good reasons: With many “tax loopholes”

IBC Is Not a Gimmick

now removed, people began reaping the financial protections that had been there all
along with traditional whole life insurance.
At the time of the 1988 Senate hearing,
Williams’ organization was no longer a small
group of salesmen, but instead was a nationwide network of independent businessmen
and women marketing financial services in
all 50 states and all of the provinces of Canada with 180,000 licensed representatives.
The presence of the A.L. Williams representative at this hearing was principally to make
sure whole life would not be resurrected into
the prominence it had previously held.
This 1988 committee’s efforts were successful in reclassifying the single premium
whole life11 product from pure insurance to a
“tax preferred investment account.” However,
the dividend-paying whole life product for
all practical purposes remained intact com-
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There is a bad
financial storm
coming. Don’t be
left on the outside.
Get in now while
there is still time.

plete with all of its multi-dimensional benefits. Although a one-time single premium
payment into a dividend-paying whole life
policy no longer avoids income taxation on
the excess cash accumulation due to these
hearings, it is still possible to properly structure and fund even a large whole life policy
that is not adversely affected by the revised
IRS rules.
When properly designed and funded, the
dividend-paying whole life policy continues
to have the same favorable tax treatment, accessibility of its cash values, safety, privacy,
diversification away from volatile markets,
guaranteed growth, stability, control and numerous others financial advantages that had
made it so appealing, both historically and
in particular after the 1986 Tax Reform Act.
It still continues to provide the flexibility to
sequester small or large amounts of money
inside of it for maximum protection and financing purposes, in addition to the peace of
mind that comes from protecting one’s beneficiaries in the event of death.
IBC Is Not a Gimmick

Since IBC is the process of using a specially designed, dividend-paying whole life
policy for superior cash management purposes and safety, members of the public,
when ready to implement the process, are
encouraged to visit the Nelson Nash Institute for a complete truthful explanation of its
theory and seek out personal guidance from
an Authorized IBC Practitioner listed on its
website (www.InfiniteBanking.org/Finder).
It is wise to make sure one implements this
process with the proper product, the proper
policy design, and the proper education on
how it works from the very start.
What you will most likely never see again
is a life insurance company promoting these
special benefits ostentatiously and recklessly. Financial professionals should be careful
not to do it either. We must not forget that
government is like a roaring lion seeking to
destroy everything in its path through excessive regulation when given the opportunity.
Let’s not give them an irresponsible reason
to come looking our way again with sensa-
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tional and misleading advertising. No matter
how “too good to be true” IBC may seem, it is
not a financial gimmick and should not be
portrayed as such.
There is one last important anecdote I
should mention in closing. It was repeated
frequently in the 200-page transcript of this
Congressional hearing so it merits showcasing here and is exemplified in Senator Bacchus’ statement:
“If you are going to change the definition of
life insurance, I think there is a strong basis for
feeling that any changes should be prospective,
that prior investments ought to be protected, because that change is very dramatic.” 12

This statement specifically refers to “grandfathering” in and protecting all those that are
already on the inside and are rightful owners of a whole life policy before any new law
changes are enacted. This principle of applying large-scale changes in regulatory treatment only going forward is often (though not
always) respected when we survey the history of government intervention. So I would
only add that you be judicious enough in its
use to cause you to act soon. There is a bad
financial storm coming. Don’t be left on the
outside. Get in now while there is still time.
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LARA-MURPHY REPORT: How did you discover
Austrian economics?

JEFF HERBENER: My formal education in eco-

nomics was entirely conventional. The only mention of an Austrian economist I recall in all of
my college education was a passing reference to
Böhm-Bawerk’s concept of roundabout production in, of all places, a graduate course in Monetary Theory. I discovered the Austrians shortly
after taking my first teaching job when a colleague, who shared my interest in free markets,
suggested looking through a catalog from Laissez Faire Books. Naturally, I started with Hayek,
since his name was known to me from his Nobel Memorial Prize. Hayek led me to Mises,
whose approach I immediately adopted as my
own, and from Mises I continued on my journey

Teaching and Living Liberty
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“ Neoclassical economists tend to exclude
from economics altogether claims that
cannot be stated mathematically and
tested statistically. For them, it’s not so
much that Austrian economics is ‘bad’
economics—it’s just not economics at all.”

through the works of the panoply of Austrian
economists.

LMR: You are currently one of the editors for the

Quarterly Journal of Austrian Economics. Why is
it important to have a separate journal for the
School? Isn’t Milton Friedman right when he
says there is only good economics and bad economics?

JH: Unfortunately, the divide between neoclas-

sical and Austrian economists cuts across the
fundamental nature of economic arguments.
Neoclassical economists tend to exclude from
economics altogether claims that cannot be
stated mathematically and tested statistically.
For them, it’s not so much that Austrian economics is “bad” economics—it’s just not economics at all. To publish an Austrian analysis in
a mainstream journal requires one to recast it as
a mathematical model that is subject to empirical hypothesis testing. But Austrians hold that
formal modeling arbitrarily squeezes important human elements out of economic analysis.

Teaching and Living Liberty

Austrian journals permit us to publish our work
straight up and thereby provide explanations
that can be compared to and contrasted with
those of neoclassical economists.

LMR: In a class for Tom Woods’ “LibertyClass-

room,” we understand that you systematically
took apart Paul Samuelson’s bestselling eco-

“Mathematics and statistics can take
us only so far in understanding and
predicting markets.”
nomics textbook. Can you highlight some of its
major problems for our audience, who are primarily in the financial sector?

JH: Samuelson had as much to do with math-

ematizing economics as anyone in the history
of economic thought. So a lot of my effort in

31

LMR

APRIL 2015

“ In 1984, Grove City College lost a Supreme
Court case which decided that any
federal government aid given either
directly or indirectly to a college gave the
government control over its operations.
From that moment on, the college
cut all financial strings to the federal
government including federal government
financial aid to its students.”

the course was demonstrating the inferiority of
such an approach compared with the Austrian
approach, which starts with human persons as
they really are. For example, Samuelson was a
pioneer in developing the formulaic approach
to finance theory. Austrians counter that while
there are formulas in finance, like the present
value formula within which an investor calculates the discounted value of the stream of future revenue from an investment, the investor
must exercise his own judgment to estimate the
magnitude of each term in the formula. Mathematics and statistics can take us only so far in
understanding and predicting markets.

cut all financial strings to the federal government
including federal government financial aid to its
students. One of the ways in which the college
has exercised its independence has been its steadfast support of the vision J. Howard Pew had for
GCC. Pew rendered significant professional and
personal support to Ludwig von Mises and made
GCC the world’s leading undergraduate center
for the study of Misesian economics.

LMR: What is your prognosis for the future,
both in terms of the economy but also liberty
more broadly construed?

As the great economic historian, Robert
LMR: Can you explain to our readers why Grove JH:
Higgs, points out, the state takes every financial-

City College—where you are chair of the economics department—is so rare in academia?

JH: In 1984, Grove City College lost a Supreme

Court case which decided that any federal government aid given either directly or indirectly to
a college gave the government control over its
operations. From that moment on, the college

Teaching and Living Liberty

economic crisis as an excuse for further intervention. Financial markets become more fragile and
economic production weaker as a result. To avoid
economic stagnation or worse, those of us who
love liberty must demonstrate in word and deed
how to live free. If others come to share our aspiration, then we can rebuild a free and prosperous
commonwealth.
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Events and

Engagements
2015
April 17, 2015 • Chicago, IL
Murphy and Nelson Nash lecture on economy and IBC with National Private Client Group

•
April 27-28, 2015 • Lexington City, VA
Murphy lectures on monetary economics at Washington & Lee University

•
May 2, 2015 • Edmonton, AL
Murphy speaks on economy and IBC for McGuire Financial

•
June 12, 2015 • Boulder, CO
Murphy teaches economics and future of liberty for Independent Institute

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

A brand new educational program designed exclusively
for the financial professional
Includes brand-new video lectures from NELSON NASH
Learn the economics of life insurance that you won’t get
anywhere else!
For full details see www.infinitebanking.org

Infinite Banking Concepts LLC • 2957 Old Rocky Ridge Road • Birmingham, AL 35243
www.infinitebanking.org
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+
FUND YOUR OWN

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

