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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.



4 L M R  M A Y  2 0 1 5

Lara-Murphy Report

The caged bird sings 
with fearful trill 
of the things unknown 
but longed for still 
and his tune is heard 
on the distant hill for the caged bird 
sings of freedom

“The Loneliness of the Long Distance Runner” is a story about an angry unemployed young man from a 
poor working class family in the 1950s who comes to realize that the creation of the welfare state was 
essential for creating a mass consumption economy in order to control the masses.  When left with 
bleak prospects for the future, unemployed men become desperate and dislocated from their roots. They 
turn to petty crimes not so much to merely steal, but as a way to defy the authorities and express their 
independence.

All this comes together for the protagonist when he is arrested for robbery and confined to a prison school 
for delinquent youths. To escape the drudgery and the soul-destroying manual labor of the prison, he seeks 
solace in long distance running. His prison superiors are impressed with his athletic abilities and single him 
out to represent the prison in a cross-country competition with the best runners of other prestigious public 
schools. The prison warden, realizing this could be a major public relations boost for the establishment, 
offers to make life easy for him if he wins the race—an offer too good to refuse.

However, on the day of the race the young man realizes that he has lost his integrity; just being in the 
race has dehumanized him. When the starting gun goes off the mental reflections generated by the 
mere act of running magnifies his plight and loneliness, but it also begins to bring clarity to his sense of 
purpose and his political insights.  

He is way ahead of the other runners and is the clear winner, but then suddenly he deliberately throws 
away the victory. He stops several feet short of the finish line. Seconds tick by as he stands there looking 
up at the amazed spectators who are shouting at him to finish the race and win. Yet he refuses to cross 
the finish line in a final act of defiance directed at the warden, the prison, and the repressive forces they 
represent. By choosing to lose the race he demonstrates his free spirit and independence. The response 
from the authorities afterwards is heavy-handed, but he has no regrets.  Finally, he is free.

Hopefully, readers of the LMR recognize this spirit as being the essence of the 10%.

Yours truly,
Carlos and Bob

“It is the masses that determine the course of history, but its initial
movement must start with the individual.”

— How Privatized Banking Really Works
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RECENT DEVELOPMENTS THAT MAY BE OF INTEREST TO READERS OF THE LARA-MURPHY REPORT…
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Pulse on the Market

GOVERNMENT BONDS FALLING FAST
Since we mentioned the trend in last issue, government bonds have 
continued their plunge in market value—which is the same thing 
as saying that their yields have increased. As a May 9 article in the 
Economist described it: “Rarely can a market have changed direction 
with such speed.” The yield on the 10-year German bond hit a low of 
0.07 percent on April 20, which then rebounded to 0.72 percent by 
May 13, a mere three weeks later. (As of this writing the 10-year Bund 
yields 0.55 percent.) Although not as dramatic, the increase in 10-year 
Treasury yields was similar, jumping from 1.91 percent on April 24 to 
2.29 percent by May 13.

To be sure, in absolute terms such nominal yields on ten-year bonds 
are still quite low, particularly in Germany. But we are keeping a close 
watch on such indicators, because—in our view—both the equities 
and government debt markets are very much in bubble territory. The 
perverse thing about an asset bubble is that it can keep chugging 
along, buoyed by self-fulfilling expectations, until—it doesn’t. Perhaps 
government bonds merely bounced off of unusual highs (i.e. low yields) 
and have settled back into a long-term holding pattern, or perhaps we 
are seeing the unraveling of a bubble. Either way, we will keep LMR 
readers posted. And be sure to watch for Murphy’s article in the next 
issue ( June 2015), discussing the impact of the bond market on life 
insurance companies.

Bonds  Bombing?

BRIDGEWATER NOTE TELLS CLIENTS NO STOCK BUBBLE
Speaking of bubbles, the hedge fund Bridgewater—which manages 
some $169 billion, the largest in the world—wrote in a note to clients: 
“We think asset prices are high and, as a result, the future expected returns of 

Bridgewater :  No Bubble
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of passive investing are likely to be low. But ... we do not see current 
conditions as a bubble.” However, some of the reasons given, at least as 
described in news reports, don’t make any sense. For example, the note 
apparently argues that stock prices have not increased as quickly as in 
previous bubbles. But just look at a long-term chart of the S&P500: 
the surge since 2009 is comparable to the late 1990s dot-com bubble 
and it’s much steeper than the run-up in the 2000s.

The note also argues that economic sentiment today is “less ebullient” 
than in other bubble periods. Right, the economy feels awful to average 
people right now, which is why the booming stock market is even more 
alarming.

Another point (though the report lists others) is that corporate 
stock buybacks are “sustainable.” Well, as Jeff Foxworthy might say: 
If a hedge fund is assuring investors that the market isn’t overpriced 
because the trend of corporations buying their own stock can continue 
indefinitely—you just might be in a bubble. (See Murphy’s April 2015 
LMR for a discussion of corporate stock buybacks.)

CAMPAIGN AGAINST CASH CONTINUES
A May 24 article in The Telegraph carries the following ominous 
subheading: “Forcing everyone to spend only by electronic means from 
an account held at a government-run bank would give the authorities far 
better tools to deal with recessions and economic booms, writes Jim Leaviss.” 
The article goes on to cite (with approval) a proposed law in Denmark 
that would allow shops the right to refuse payment in actual currency, 
and then discusses academic work by Trond Andresen. The upshot is 
that putting all money into government-controlled commercial banks 
would allow the authorities to more expertly steer total spending to 
jumpstart the system out of a slump and to slam the brakes during an 
inflationary boom.

C ash in  the  Crosshairs
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Beyond curing the business cycle, Leaviss sees other advantages with 
eliminating paper currency: “Apart from the control over the economy, 
there would be many other advantages of a cashless society. Such a system 
is much cheaper to run than one based on banknotes and coins. Forgery is 
impossible, as are robberies…Finally, the “black economy” will be hugely 
diminished, and tax evasion made all but impossible.”

It would be hard to overstate the chasm between Leaviss’ views and 
those of us, your humble writers for the Lara-Murphy Report. In the 
first place, the boom-bust cycle is caused by political intervention into 
the banking system, as we explain in our book, How Privatized Banking 
Really Works. Thus, as usual, Leaviss is proposing a State solution to a 
problem that it created.

Yet beyond that, the loss of financial privacy from Leaviss’ proposal 
would place all individuals at the utter mercy of the ruling elite. In 
this context, it’s useful to remember that Thomas Piketty—the French 
economist who wrote the monster bestseller Capital in the Twenty-
First Century—proposed a modest wealth tax not to raise revenue, 
but rather to force everyone to report financial information to the 
respective authorities. That way, Piketty argued, no one would have 
anywhere to hide his wealth on planet Earth.

Unfortunately, to make sense of the various calls for increased taxation 
and regulation coming out of DC and other capitals, it’s not enough 
to assume that the writers lack economic understanding. No, we 
also must realize that many people just want to see the State grab 
more power, over the financial system, health care, education, energy 
production, information (which includes the Internet), and any other 
oasis of social power that could challenge the authorities.
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Most aMeriCans—CertainLy those who 
subscribe to the Lara-Murphy Report!—are 
aware that the Federal Reserve has pumped 
an unprecedented amount of money into the 
banking system since the financial crisis in 
2008. However, many analysts seem to be-
lieve that most of this monetary inflation is 
still “bottled up” with the banks, which have 
not been making loans, and that the quantity 
of money “held by the public” has not risen 
significantly.

This view is mistaken. In fact, the amount 
of money in the hands of the public—in 
the form of currency and demand deposits 
with commercial banks—has more than dou-
bled since 2008. The reason consumer prices 
haven’t exploded is that the public’s demand 
to hold cash balances has likewise increased 
sharply since the financial crisis, both be-
cause of uncertainty and a collapse in nomi-
nal interest rates. 

It is important for the public, and especial-
ly financial professionals, to understand the 

big picture when it comes to the American 
monetary inflation that has occurred since 
2008. As I will explain in this article, the 
problem isn’t merely one of trying to pre-
vent the commercial banks from lending out 
their excess reserves. In addition, there is the 
problem of a huge increase in the amount of 
money held by the public, which will con-
tribute to large price inflation if and when 
the demand to hold cash subsides.

Excess Reserves: What Everyone 
Has Been Watching

First, let’s review the situation with “excess 
reserves.” This is the issue on which most 
analysts—including us here at the LMR and 
in our book, How Privatized Banking Really 
Works—have focused their attention. Figure 
1 shows excess reserves and how they have 
exploded since 2008:

Understanding the American Monetary Inflation

Most Americans—certainly those who 
subscribe to the Lara-Murphy Report!—are 
aware that the Federal Reserve has pumped 
an unprecedented amount of money into the 

banking system.
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Figure 1 shows that the commercial bank-
ing system went from having the historical 
norm of roughly $0 in excess reserves in early 
2008, to a whopping $2.4 trillion at the pres-
ent time. This is an extraordinarily alarming 
situation, because commercial banks are le-
gally allowed to lend out “excess reserves.” 
If the banks keep, say, a 10 percent reserve 
to “back up” their customers’ checking ac-
counts, then $2.4 trillion in excess reserves 
could translate into a total of $24 trillion in 
new checking account balances among the 
public, if the banks decided to grant loans 
the way they did before the crisis.

There are many reasons that the banks have 
not lent out their excess reserves. Three obvi-
ous factors are that their balance sheets are 
still shaky, they don’t see any great loan op-

portunities, and they are earning a guaran-
teed return from the Fed in a low-consum-
er-price-inflation environment.

On top of those considerations, the banks 
also might be worried that the Fed could re-
verse course on them at any moment, selling 
off its own assets and thereby draining re-
serves from the system. In this light, it’s pos-
sible that the commercial banks are keeping 
a huge stockpile of excess reserves, in order 
to keep their options open in case the Fed 
engages in a firesale.

Understanding the American Monetary Inflation

Figure 1.

There are many reasons that the 
banks have not lent out their 

excess reserves. 
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Finally, back in 1936-1937 the Fed—wor-
ried about the possibility of price inflation 
resulting from its monetary inflation—sud-
denly doubled the reserve requirements on the 
commercial banks. (Many academic econo-
mists think this policy move was partially re-
sponsible for the economy falling back into 
depression in 1937-1938.1) It is possible 
that the commercial banks are keeping their 
powder dry in anticipation of a repeat of that 
Depression-era move by the Fed.

Most of the commentary on the Fed’s 
monetary inflation since 2008—and the dif-
ficulties of its “exit strategy” once consumer 
prices begin rising rapidly—have focused on 
the (admittedly enormous) problem of ex-
cess reserves. As I explained in my March 
2015 LMR article, the current thinking is 
that the Fed will let those excess reserves sit 
in the banking system for the indefinite fu-
ture. When the Fed wishes to raise interest 
rates, it (currently) plans on increasing the 

M1: Currency and Checkable 
Deposits 

The odd thing about “excess reserves” is that 
they are owned by the commercial banks, 
and represent either currency stored in bank 
vaults or electronic deposits in the comput-
ers of the Fed. The public does not directly 
hold the “excess reserves,” and so long as the 
commercial banks don’t make new loans, it 
almost seems as if the Fed’s monetary infla-
tion hasn’t really “gotten into the economy” 
yet.

To be sure, I personally don’t think that’s 
a useful way of looking at it. After all, the 
commercial banks certainly look at their ex-
cess reserves as money, and the bankers are 
part of the economy. Nonetheless, I under-
stand what people have in mind when they 
say things like, “Bernanke’s inflation has 
been bottled up in the banking system, just 
wait until that money finds its way into reg-

Understanding the American Monetary Inflation

It is possible that the 
commercial banks are keeping 
their powder dry in anticipation 
of a repeat of that Depression-

era move by the Fed.

interest rate it pays to 
the commercial banks 
themselves for keeping 
their reserves parked at 
the Fed.

This strategy is at best 
kicking the can down 
the road, but there’s an-
other problem with it. 
Before explaining, we 
first need to document 
the increase in money 
held by the public since 
2008.
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ular people’s wallets and checking accounts!”

However, the ironic thing is that this already 
has happened. Figure 2 shows the monetary 
aggregate M1, and two of its major compo-
nents, namely currency and demand deposits 
at commercial banks, as compiled by the St. 
Louis Federal Reserve Bank.

The reason M1 has a “1” in it is that this is 
the most narrow of the general definitions of 
money. It consists of actual currency—green 

pieces of paper with pictures of dead presi-
dents on them—as well as checkable depos-
its.

In Figure 2, we see that both currency and 
demand deposits have shot up since 2008, 
but particularly demand deposits. The over-
all monetary aggregate M1 (the green line) 
has skyrocketed since the crisis. Even though 
M1 was flat for long stretches in prior de-
cades, since 2008 it has risen sharply and 
steadily, more than doubling in the last six 
years.

Even if we just focus on actual currency 
holdings (the red line in Figure 2), we see 
that they have increased about 70 percent—
some $500 billion—since 2008. Now to be 
clear, not all of that currency is held domes-

Understanding the American Monetary Inflation

Figure 2.

Both currency and demand 
deposits have shot up since 2008, 
but particularly demand deposits. 
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tically. Panicked foreigners 
have bulked up on their hold-
ings of U.S. $100 and $50 bills, 
not to mention the taste for 
cash among drug dealers of all 
nationalities.

Even so, in this section I 
have shown that the American 
monetary inflation since 2008 
has not been confined to the 
inner workings of the commer-
cial banks. The general public 
has loaded up on its holdings 
of money, both in the form of 

holding cash. For example, when short-term 
Treasuries yield 3 percent, then holding cash 
carries an implicit opportunity cost of 3 
percent. But when Treasuries yield virtually 
nothing, then the average person thinks he 
might as well hold cash, either in the form of 
physical currency or on deposit with a com-
mercial bank.

Yet what happens when one or both of 
these conditions change? Specifically, what 
happens as the economy gradually returns 
to (at least a semblance of ) normalcy, and 
when interest rates begin to rise? The public 
will gradually reduce their appetite for literal 
cash holding, and will shift into other assets.

But if the public doesn’t want to hold as 
much money as currently exists, what hap-

Understanding the American Monetary Inflation

green pieces of paper as well as their check-
ing account balances. Overall, the public’s 
holding of narrow money (as measured by 
M1) has more than doubled since 2008.

The Fed’s Exit Strategy Will Have 
to Be Extra Strategic

All of this goes to show that the Fed’s so-
called “exit strategy” is becoming less like 
a textbook maneuver and more like an act 
from Houdini. The public has been willing 
to absorb such a large increase in cash bal-
ances because of the general uncertainty—
when the economy is awful people rush to 
cash—and because rock-bottom interest 
rates have eliminated the usual penalty on 

All of this goes to show that the Fed’s so-called “exit strategy” is becoming 
less like a textbook maneuver and more like an act from Houdini. 
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pens? There are two standard ways econo-
mists explain. (Both yield the same answer, 
it just depends how a person wants to look at 
the situation.) In terms of the “flow” model 
of money, economists would say that a drop 
in the demand to hold cash would cause an 
increase in the “velocity of circulation.” This 
makes prices rise as people try to get rid of 
their unwanted dollars.

Alternatively, using a “stock” analysis, 
economists could say that the only way to 
convince people to demand to hold all of the 
available supply of money, is for prices to rise 
enough so that in “real” purchasing power 
terms, the public is holding less money. For 
example, if the public wants to cut its cash 
holdings in half, their desire is satisfied not by 
burning half the money—why would anyone 
destroy money?—but instead by prices dou-
bling.2 Then, in “real” terms, everyone has, on 

don’t know from the aggregate statistics how 
any individual person came to acquire the 
extra cash, but the point is that the Ameri-
can public overall is holding more than one 
trillion dollars more in money since the cri-
sis began.

Conclusion

Since the onset of the financial crisis, the 
Federal Reserve has engaged in unprec-
edented monetary inflation. Most analysts 
have focused on the increase in reserves held 
by the commercial banks, as this will allow 
a multiple amount of new loans to be pyra-
mided on top.

However, the public already has a huge in-
crease in money in its hands—both in the 

Understanding the American Monetary Inflation

average, cut his cash balance 
in half, as desired.

In short, no matter how 
you look at it, the economy’s 
gradual return to normalcy 
will put upward pressure on 
all prices, as the public begins 
to unwind its unusually large 
appetite for holding money. 
Note that this is totally sepa-
rate from the problem of the 
commercial banks beginning 
to make loans on the basis of 
their huge stockpile of excess 
reserves. In this section we are 
talking about new money that 
the public already holds. We 
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ventional proportion of cash among their 
other assets, and thus will contribute to 
rising price inflation caused by the money 
already “in circulation.” Some of this extra 
inflationary pressure will come to bear on as-
set prices, not just consumer prices, which 
will further contribute to the enrichment of 
some and the impoverishment of others.

form of currency and demand deposits. In-
deed, the monetary aggregate M1 has more 
than doubled since the crisis struck in 2008. 
The Fed may choose to raise the interest rate 
that it pays on “excess reserves” in order to 
keep them bottled up, but by so doing it will 
increase the opportunity cost of holding ac-
tual cash. Rising interest rates will amplify 
the public’s desire to return to a more con-

Understanding the American Monetary Inflation

The American monetary inflation since 
2008 has not been confined to the inner 

workings of the commercial banks. 
The general public has loaded up on its 
holdings of money, both in the form of 
green pieces of paper as well as their 

checking account balances.
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with so Many oF our Most PoPuLar 
doomsayers, conspiracy theorists, even 
trained economists and historians now 
claiming that we are in the quiet of anoth-
er menacing financial storm, this one being 
more destructive than the last, their messages 
are getting a broader appeal. Day after day, in 
mainstream news reports, through the Inter-
net and by other broadcasting means these 

the eye of the beholder, for none of us views 
the world in the same way. The image of this 
storm can be so taxing on the nerves that 
many simply deny these unacceptable truths. 

Note that I am not necessarily faulting 
those who make alarming predictions to 
the public. After all, we—Robert Murphy 
and I—have contributed to some of these 

How To Weather The Coming Financial Storm

We are proponents of 
sound money-sound 

banking and we advance 
a private strategy that 
directs the individual 

toward the escape exit of 
that unavoidable storm 

that is coming.

social, political, and economic forecasters 
parade before us scenes of financial disasters, 
civil unrest, wars, moral decadence, decline 
of basic health services, and scarcity of es-
sential foods as examples of what is in store 
for us in the coming tempest. When hear-
ing about these predictions we cannot help 
but to become either paranoid with fear or 
highly suspicious of the messengers. Many 
times the impending doom is laced with 
huge opportunities to get rich quick from 
the ignorance or misfortune of others.  Yet 
try as we will the image of that storm, what 
it will actually look like, its magnitude and 
its destructiveness, remains dependent on 

predictions ourselves and also by bringing 
to our annual event, the Night of Clarity, 
speakers such as historian Tom Woods, for-
mer Congressman and Presidential Candi-
date Ron Paul and former Budget Director 
under President Reagan, David Stockman 
who speak to large crowds about the conse-
quences that lie ahead. As analyzers of these 
disturbing trends we humbly confess that 
the dangers we see are of such size and com-
plexity that most of them remain outside 
of the individual’s direct control. We know 
that and have made peace with that.  Still, 
we believe that a mere 10% of the right kind 
of individuals can actually change the course 
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of our own following how seriously we 
should be taking these warnings we would 
find differences in our opinions, on what ac-
tion steps we should take first, second, third, 
and so on in order to combat an economic 
collapse.  Ultimately how we really see this 
coming financial whirlwind is predicated on 
who we are as individuals.  In other words, 
how you and I view this coming threat is de-
pendent on basic factors such as our age, our 
education, where we currently live, whether 
we are employed or not, our marital status, 
whether we have children or not, our social, 
political and economic understanding of the 
world in which we live, and, I even dare say, 
our race and our religious beliefs, if we have 
any.  This is another way of saying that this 
entire issue is complicated. But no matter 
what kind of storm it ultimately turns out 
to be, the bigger question is whether or not 
we can survive it.  If it is possible to survive 
it, we want to know exactly how to do that.  
This is the essence of this LMR article.

of history by triggering a tipping point and 
rescuing our freedom.  Readers of the Lara-
Murphy Report are by now familiar with this 
particular world outlook and belief. But for 
those of you who are new to our readership 
you should know that our camp represents 
and supports the Austrian School of Eco-
nomics, we are proponents of sound mon-
ey-sound banking and we advance a private 
strategy that directs the individual toward 
the escape exit of that unavoidable storm 
that is coming no matter how disastrous it 
may be.  In fact, at the same Night of Clar-
ity events, on the second day, Nelson Nash, 
the founder of the Infinite Banking Concept 
(IBC), Robert Murphy and myself conduct-
ed a special IBC workshop focused—not so 
much on the problem—but on the solution 
we call privatized banking. The concept is so 
revolutionary that we believe it is the ideal 
blueprint for a survival strategy to use in this 
type of economic environment. 

Nevertheless, if we were to ask members 

How To Weather The Coming Financial Storm

Ultimately how we really see this coming 
financial whirlwind is predicated on who 

we are as individuals.
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storms and whether or not we have prepared 
well enough to be able to get through them.

Before we leave this thought, let me be 
clear that a stock market crash and a real es-
tate crash are foregone conclusions. We have 
been warning our readers about these two 
markets for quite some time and it merits 
repeating again. At this point in the cycle, 
wealth held in the wrong places can prove 
disastrous especially if it is directly linked to 
these two asset classes. Money should also 

DEFINING THE STORM OR 
STORMS—A, B, AND C

A large part of the difficulty is in getting 
our heads around the potential impact this 
storm will have on us directly.  Before we can 
describe any steps for survival we first need 
to define the storm itself and determine as 
best we can if it will be one big financial tsu-
nami or more than one. Economic collapses 
can certainly have far reaching consequences 
that go beyond the financial realm, but his-

How To Weather The Coming Financial Storm

What we most want to focus 
on is the duration of this 

so-called storm, or storms 
and whether or not we have 
prepared well enough to be 
able to get through them.

tory does show us that financial crashes do 
not necessarily happen all at once, but rather 
unfold over time in a series of crashes. Al-
though these crashes can certainly be mas-
sive dislocations with global implications, 
it does not mean that life will come to an 
abrupt end.  Yes, it will definitely be a pain-
ful and disastrous experience for many, but 
there will be survivors.  Even holocausts 
have survivors. What we most want to focus 
on is the duration of this so-called storm, or 

be kept out of institutions that are more vul-
nerable to systemic risk, such as commercial 
banks and Wall Street entities.  But despite 
the business cycle’s economic clarity, a huge 
portion of the complacent population will 
still be caught completely off guard as they 
have been in the booms and busts of the past.

The most important thing to realize with 
respect to our subject is that these types of 
crashes can be endured, not only by our stron-
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moves beyond a crash of the stock and real 
estate markets, a type of “Storm B.” In this 
financial storm we are given the picture that 
the monetary policy of central bankers has 
taken us into uncharted waters, perhaps be-
yond the point of no return. Here the world 
of individuals and governments are now 
drowning in debt and the most important 
economic structures of the global financial 
system, the U.S. government Treasury bond 
and the dollar, could potentially blow at the 
slightest increase in interest rates or loss of 
confidence. Therefore, the warnings from our 
prognosticators to get out of dangerous as-
sets are much more urgent. Here they mean 
to get out of assets that could completely 
come unraveled overnight. For example, here 
in the U.S. the government qualified plans, 
such as 401ks, 403bs, and IRAs, the Cadillac 
of retirement savings a few short years ago 
are now, according to these emissaries, ripe 
for confiscation by federal authorities. With 

ger financial institutions like those found in 
the insurance sector, but also by individuals, 
so long as they have the economic means to 
do so.  Since we just went through one of 
these types of crashes seven years ago when 
both of these two markets crashed we should 
be able to recall that experience.  We should 
all know what it felt like. We should also 
know what kind of fall-out to expect from 
them if they should happen again. To get a 
better handle on these economic phenom-
ena in order to build our survival strategy, 
let’s categorize them by referring to these 
initial crashes in the stock market and real 
estate, such as those we recently experienced, 
as “Storm A.”

STORM “B”

But some doomsayers now speak of a 
much more serious type of meltdown that 

How To Weather The Coming Financial Storm

But some doomsayers now 
speak of a much more serious 
type of meltdown that moves 

beyond a crash of the stock and 
real estate markets, a type of 

“Storm B.”
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our individual lives. The gravity of the situ-
ation raises the possibility of our populace 
returning to an agrarian society where indi-
viduals raise their own food and barter their 
goods for survival. 

Yet as dire as these scenarios appear in the 
images of “Storm B,” if one analyzes what 
these messengers are saying, we come away 
realizing that they are also advocating the 
potential for great financial gains as this 

all of this alarm also comes the heightened 
potential for civil unrest of the kind we are 
starting to see in pockets here and abroad. 
In fact, farmland when purchased far away 
from the big cities and marauding crowds, 
has suddenly become a much sought af-
ter commodity. Only a short time ago, Tea 
Party types advised the purchase of guns and 
precious metals.  Today such purchases are 
baseline recommendations for personal safe-
ty and financial security. As David Stockman 
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As David Stockman 
clearly told our dinner 
audience last year, the 
safety is in “cash and 

gold.”

clearly told our dinner audience last year, the 
safety is in “cash and gold.”

Notice that these potential financial threats 
are pushing individuals into doing things 
they have never done before. For example, 
breadwinners may have to bear the econom-
ic burden of taking care of their elderly fam-
ily members and even their extended fami-
lies instead of letting the government be the 
benevolent caregiver. There is a new aware-
ness that government is completely broke, 
snatching at more power and control over 

massive storm produces an enormous trans-
fer of wealth that will surely enrich many. 
The question is whether we will have the 
wherewithal to prepare for the coming storm 
adequately, and also be able to weather its 
duration plus take advantage of the oppor-
tunities. To accomplish these three things 
we will need money. We should never think 
that money (the medium of exchange) will 
disappear. If it really gets bad it may disap-
pear for a short time, but you can count on 
its reappearance.
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STORM “C”

Finally, to make sure we don’t leave any 
unknown typhoon out of the big picture of 
possible storms, there is a “Storm C.”  Here 
the destructive descriptions have more to do 
with war, in fact the mother of all wars where 
there is total devastation of the enemy. One 
scenario is that this type of financial storm 
is a precursor to the end of the world.  These 
scenarios are more closely aligned with re-
ligious beliefs and are obviously of a much 
more extreme nature. In these scenarios 

FORGET ASSETS, EQUITY AND 
PROFITS—THINK CASH FLOW

Now that we can look out into our world 
and see a clearer picture of the potential eco-
nomic dangers that could possibly hurt us, 
we can more easily begin to analyze these 
threats through our own filters and deter-
mine our true reality. We will naturally act 
to protect ourselves on any one danger or 
dangers that seems real to us. In effect that 
action becomes our very first step toward our 
personal survival plan. 

How To Weather The Coming Financial Storm

The money will need to remain fluid 
and flow at a moment’s notice; 

consequently cash flow— above all 
else— will be the priority.

there are no viable earthly solutions for any 
of us as economic beings, so our discussion 
of these will have to end here at this time. 
But before you think I am dismissing this 
scenario as unimportant, I am not. These 
are theological analyses with a large body 
of worldwide advocates and supporters. For 
that reason alone a “Storm C” should not be 
completely ignored.

Of course any move we choose in order to 
protect ourselves will require money, or the 
movement of money. This will be either a 
small amount of money or a large amount 
of money depending on how much we have. 
I have already mentioned earlier in this text 
that there will be differences in opinion on 
where to move our money first. Conserva-
tive individuals who agree that our economic 
environment is precarious will move toward 
liquidity first and safety next without losing 
access to that liquidity. In other words, the 
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United States Federal Reserve System and 
founder of the Central Bank of Sri Lanka, 
but he is best known for his “inverted” pyra-
mid of collapsing values which he designed 
shortly after President Nixon took us off the 
Gold Standard internationally in 1971. Ex-
ter claimed that in a collapsing economy we 
should move down the pyramid in order to 
achieve liquidity and safety. In this picture 
model we get a visual organization of asset 
classes in terms of risk and size. Notice that 
gold forms the small base of the most reli-
able value. Asset classes at higher levels are 
more risky. Next to gold is cash and then 

money will need to remain fluid and flow at 
a moment’s notice; consequently cash flow— 
above all else— will be the priority.

EXTER’S INVERTED PYRAMID

The best cash flow guide for an unstable 
economic environment the likes of the one 
we all find ourselves in today is John Ex-
ter’s Pyramid.  John Exter (1910-2006) was 
an American economist with an interest-
ing background.  For one thing he was a 
member of the Board of Governors of the 
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The best cash flow guide for an unstable economic environment the 
likes of the one we all find ourselves in today is John Exter’s Pyramid.
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next in line is the U.S. Treasury. By carefully 
examining this model we can use it to plan 
our money moves much more carefully and 
expeditiously. Obviously, if we feel the econ-
omy is heading for an enormous crash as in 
a type “B” tsunami we certainly do not want 
to own assets at the very top of the pyramid 
and we will want to get out of them as fast 
as we can. On the other hand, if the future 
according to our own analysis is not as cata-
strophic our action moves will not be as rad-
ical indicating that we feel our present cash 
flow can sustain a type “A” storm.

CONCLUSION

Our main takeaway is this: Robert and I 
discovered that the best private strategy that 
will allow individuals to maintain the best 
cash flow flexibility in terms of liquidity 
and safety is Nelson Nash’s Infinite Banking 
Concept (IBC).  We wrote extensively about 
it in our book, How Privatized Banking Re-
ally Works.  But more recently, Nelson Nash, 

David Stearns, Robert Murphy and myself 
created an educational program to teach 
Nelson’s theory to financial professionals 
in order to equip them to teach it to others. 
Today many of our graduates can be found 
on a national listing found at www.infinite-
banking.org/finder. As the problems in the 
general economy have worsened, Robert and 
I have continued to research and verify that 
Nash’s theory, in combination with sound 
money and sound banking principles, still 
stands even in the worst of economic col-
lapses.  Remember that in a collapsing econ-
omy we need to move out of dangerous assets 
and out of institutions vulnerable to system-
ic risk, such as commercial banks and Wall 
Street entities.  Privatized Banking utilizes 
the conservative insurance sector in order 
to warehouse our cash that is essential in an 
economy such as this. Since the life compa-
nies are less vulnerable to systemic risk, than 
commercial banks and Wall Street entities as 
exemplified during the Great Depression of 
the 1930s, they represent a bulwark of finan-
cial strength that has been tried and tested 
with historical evidence. They hold together 

How To Weather The Coming Financial Storm
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with impressive excess reserves and match 
their liabilities with assets at the near base 
of the Exter Pyramid. Specifically, 74.8% are 
made up of U.S. Treasuries and investment 
grade (AAA) corporate bonds at year-end 
2012. 

We should not forget to mention that U.S. 
government bonds, due to their high credit 
quality and strong liquidity, represent the 
likeliest of assets to be readily convertible 
into cash for the insurer at or near their car-
rying value. But let’s also realize that as own-
ers of banking policies we are not actually 
invested in the assets of the insurer. We’re 
simply using the structure of the banking 
policy as an efficient cash flow mechanism 
and it works exceptionally well.

I want to reiterate, however, that Robert 
and I also endorse the other half of David 
Stockman’s advice to acquire cash and gold. 
Individuals who are concerned about out-
comes in the category of Storm B should 
ideally bulk up in their physical possession 

several months’ worth of basic expenses de-
nominated in gold, at today’s prices. This will 
constitute a fund of “emergency money” in 
case there is a tremendous crash that causes a 
reset in the currency and/or disrupts the en-
tire financial system temporarily. We should 
stress that not everyone associated with Nel-
son Nash’s IBC is an advocate of gold in our 
present environment, but Robert and I think 
it is very prudent to concentrate one’s assets 
in the base of Exter’s pyramid—namely cash 
and gold.

In Part II of this article I will continue 
the discussion of How To Weather The Com-
ing Financial Storm and will include in it a 
breakdown of the Life Insurer’s investment 
strategy in a low- and high-interest rate en-
vironment as that information is of special 
interest to many. We will also discuss the 
policy surrender in case of a major financial 
crisis.

How To Weather The Coming Financial Storm
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Lara-Murphy Report: How did you 
learn about Austrian economics?

Roger Bell: I was a philosophy major in 
college in the ’60s.  While this did nothing to 
prepare me for a career, it did allow me to go 
through four years of school dabbling in any-
thing I found remotely interesting and still get 
course credits toward graduation.  Economics 

was on the reading list.  Unfortunately, Marx 
was a more likely object of study than von Mises 
and we would have been more concerned with 
ethics than with economics.  

I met Nelson Nash a little over a decade ago 
and it was through discussions with him and an 
exploration of some of the books on his read-
ing list that a latent interest in economics was 
awakened.

LMR: Over the course of the twentieth centu-
ry, Americans went from relying on permanent 
life insurance as a bedrock financial instrument, 
to thinking that the “smart move” was to put 
their retirement in Wall Street, and at best buy-
ing term insurance for their early years. Do you 
have any thoughts on this evolution?

RB:  In some ways this evolution is natural. 

Lessons from Life Insurance History

Roger Bell started as a life insurance agent in 1977, and 
was so successful at the job that he rushed to take his first 
home office job in 1982.  Since then, he has worked for 
six different life insurance companies, two of which are 
still doing business under their original name.  His career 
has focused on agent support, including market research, 
product development, and individual case support 
involving insurance and its tax impact on the client’s 
situation.  Most recently, Bell was AVP of Advanced 
Markets with the Lafayette Life Insurance Company.

Bell is now retired in the Cincinnati area with his wife of 
46 years, after spending almost 20 years with Columbus 
Life and Lafayette Life. He plans on spending his free 
time visiting grandchildren and researching insurance 
issues.

“I met Nelson Nash a 
little over a decade ago 

and it was through 
discussions with him 
and an exploration of 

some of the books on his 
reading list that a latent 

interest in economics 
was awakened.”
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Life expectancy in the early twentieth century 
was roughly 20 years less than it is now and we 
were an agricultural and manufacturing based 
economy – physically demanding and risky life-
styles.  As life expectancy has increased the price 
people are willing to pay to cover the risk of an 
early death has gone down.

The memory of the depression also faded.  
As we moved into the mid-twentieth century, 
prosperity finally began to return after WWII 
and the memory of bank failures and the banks’ 
perceived callousness over the plight of some 
of its customers also began to fade.  Aided by 
gradually increasing interest rates, banks began 
to attract additional savings dollars.

As we moved into the second half of the 
twentieth century this change began to accel-
erate.  Mutual funds were first introduced and 
were touted as a way of removing risk from 
market investments by spreading that risk over a 
large number of investments in one instrument.  
The market, which was once seen as the prov-
ince of only those well versed in its risks, was 
now being represented as a safer environment 
for all investors.  

The “Nixon Shock” in the early 1970s 

brought rising interest rates culminating in the 
stag-flation of the late ’70s and early ’80s.  High 
interest rates do not bode well for lower, fixed 
return products like life insurance.  Under nor-
mal circumstances, inflationary or recessionary 
periods are relatively short lived and products 
weather such changes as a matter of course.  In 
this case, however, the prolonged high inflation 
was accompanied by highly publicized attacks 
from a government agency seeking to expand 
its power, new competition from within the in-
dustry in the form of UL products seeking to 
capitalize on the high interest rate environment, 
and producer groups looking to capitalize on 
the situation. 

Lessons from Life Insurance History

“Prosperity finally began 
to return after WWII and 

the memory of bank failures 
and the banks’ perceived 

callousness over the plight 
of some of its customers 
also began to fade.  Aided 
by gradually increasing 

interest rates, banks began
to attract additional 

savings dollars.”
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Lessons from Life Insurance History

“Under normal circum-
stances, inflationary or 
recessionary periods are 

relatively short lived and 
products weather such 
changes as a matter of 

course.  In this case,
however, the prolonged 

high inflation was
accompanied by highly

publicized attacks from a
government agency
seeking to expand its

power.”

The result is an industry struggling to pres-
ent a coherent message and a buying public that 
is underserved.

LMR: Another major change has been the 
gradual disappearance of the career agent. In 
particular the average life insurance agent has 
not received extensive training before going out 
into the field to interact with the public. Do you 
have any thoughts on this trend?

RB: Life insurance agents, like most salespeo-
ple, are trained to uncover how their product fits 
the needs or solves the problems of the people 
they are talking to.  This skill is acquired pretty 
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rapidly or the agent does not survive in the busi-
ness.

I do have two concerns, however, that are 
derivative from the “lack of coherent message” 
comment above.  The first is that there is a lack 
of general product training.  I am still not sure 
that most agents understand what it means to 
shift the interest rate risk to the consumer as 
is done in a UL product.  The product is sold 
on the basis of its returns and its flexibility, but 
if the client does not understand the impact of 
flexibility on returns, they can’t begin to manage 
the product.  This leads to unfulfilled expecta-
tions.

 The second is that this will eventually de-
volve into a market conduct issue.  We have al-
ready seen this with annuities where the failure 
to adequately understand or completely explain 
the product has caused problems ranging from 
the prosecution of agents to the threat of federal 
regulation through the SEC.  This is liable to 
become just as problematic on the life insurance 
side of the business.

LMR: Recently Carlos has been researching 
and writing on the major changes in the tax 
treatment of life insurance that occurred in the 
1980s. Can you describe that period from the 
perspective of the industry?

“there is a lack of 
general product 

training.  I am still 
not sure that most 
agents understand 
what it means to 
shift the interest 
rate risk to the 

consumer as is done 
in a UL product.”

“The Federal Trade 
Commission, looking to 

expand its power, decided 
the NAIC had not gone 

far enough and opened its 
own hearings on the issue.”
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RB: I can’t speak for the industry, but in the 
words of the old Chinese curse they were “in-
teresting times.”  It is important to understand 
that since the late 1800s there had been little 
change in the life insurance industry.  Universal 
life, the first real product innovation, came out 
in the late 1970s as interest rates were climbing 
but for roughly five years no one really knew if 
it was life insurance or not until the issue was 
decided with the first tax law of the 1980s af-
fecting life insurance, TEFRA.  

In the mid ’70s the NAIC was also devel-
oping what would become the cost indices that 
appear on all illustrations today because it was 
concerned that agents were taking the cost of 
money into consideration when they were com-
paring product values.  The Federal Trade Com-
mission, looking to expand its power, decided 
the NAIC had not gone far enough and opened 
its own hearings on the issue arguing that life 
insurance was such a bad deal that there needed 
to be federal oversight.  

Meanwhile, universal life was projecting val-

ues using double-digit interest 
rates and feasting on whole life 
as if it were chocolate.  State 
regulators, who a few years be-
fore would have threatened to 
yank someone’s license if they 
were replacing other agent’s 
business, stood by while com-
panies watched their business 
being rolled to new UL con-
tracts – either their own or 
other companies.  

The UL illustrations at 
high interest rates now caught 
Washington’s attention in a 

“State regulators, who a 
few years before would 
have threatened to yank 
someone’s license if they 

were replacing other 
agent’s business, stood 

by while companies 
watched their business 

being rolled to new 
UL contracts – either 
their own or other 

companies.”  

new way.  Since life insurance cash values are 
not taxed until the policy is surrendered, a lot 
of money flowing into UL contracts at high 
projected yields created a potential loss of tax 
revenues.  To control that situation,   DEFRA 
was passed in 1984 which provided limits on 
the premiums that life insurance contracts could 
accept and still be considered life insurance (the 
guideline premium/corridor test generally in-
tended for UL) or on the cash value that could 
be developed relative to the coverage purchased 
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(the cash value accumulation test generally used 
for whole life).

By the mid 1980s, companies were in the 
midst of implementing the new definitions of 
life insurance and switching from the 1958 to 
the 1980 CSO mortality table, and Congress 
gave the industry a break by passing the Tax Re-
form Act of 1986, which lowered everyone’s tax 
rate but did not have a lot to do with life insur-
ance.  This didn’t last long as Congress now be-
came concerned with the amount of money go-

ing into single premium UL contracts in spite of 
DEFRA.  Congress convened new hearings to 
“explore problems created by the recent explo-
sion of sales of single premium life insurance and 
consider our options in responding.”  The result 
was TAMRA which defined a special kind of life 
insurance policy, a modified endowment.

Sometimes we forget that life insurance is 
a product designed to eliminate the economic 
risk caused by someone’s death.  It may have the 
added benefit of having a cash value that can 
be called on when needed.  Trying to make life 
insurance an investment by shifting the invest-
ment risk to the consumer can end up putting 
the consumer in a position of having neither the 
investment nor the insurance.  The industry’s 
failure to bring that point home in the 1970s 
and ’80s has caused a number of people, whose 
policies have subsequently lapsed, a tremendous 
amount of harm.

LMR: Many of our readers are very concerned 
about the possibility of a major economic dis-

“Trying to make life 
insurance an investment 

by shifting the 
investment risk to the 
consumer can end up 
putting the consumer 
in a position of having 
neither the investment 

nor the insurance.”
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ruption, possibly in the near future, as well as 
the long-term strength of the U.S. dollar. Can 
you give us any insight into how the life insur-
ance industry is dealing with such concerns?

RB: The insurance industry is not immune to 
such economic disruptions.  If it could speak it 
would probably argue that after almost a decade 
of low interest rates and 10-year Treasuries still 
trading under 2.25% we are still in one.  The 
industry survives them by staying pretty close 
to basics.  An insurance company is concerned 
about the yield on its investments but it is also 
concerned with that investment’s type, quality, 
duration, liquidity, and security.  

This formula has actually proven to be pretty 
successful for over 150 years.  The few life in-
surance companies that have failed have, for the 
most part, done so because they put aside the 

“The few life insurance companies that have failed have, for 
the most part, done so because they put aside the industry’s 

conservative investment principles in order to get some 
competitive advantage.”

industry’s conservative investment principles in 
order to get some competitive advantage.  

As for the strength of the dollar, I am always 
confused by the nature of the question.   Nixon, 
in setting aside the Bretton Woods Agreement 
said, in part:

Let me lay to rest the bugaboo of what is called 
devaluation.  If you want to buy a foreign car 
or take a trip abroad, market conditions may 
cause your dollar to buy slightly less. But if 
you are among the overwhelming majority of 
Americans who buy American-made products 
in America, your dollar will be worth just as 
much tomorrow as it is today.

Insurance premiums and benefits are paid in 
U.S. dollars and, as such, will continue to have 
the same relative value.
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