
Page 8

by Robert P. Murphy

J U N E • 2 0 1 5

P U L S E  O N  T H E 
M A R K E T

L A R A - M U R P H Y  R E P O R T

Grexit?
Fast Track TPP

Spitz in the Paul Camp
MetLife vs Dodd-Frank

Page 5

BUILD ING THE  10%

LMR

THE BOND
BUBBLE
AND LIFE INSURERS

Page 22

by L. Carlos Lara

Page 34

Interview With Philipp Bagus

THE TRUTH 
ABOUT ICELAND 

AND THE EURO

HOW TO WEATHER THE COMING
FINANCIAL STORM
PART II



2 L M R  J U N E  2 0 1 5

THE BOND 
BUBBLE AND LIFE 
INSURERS
BY  Robert  P.  Murphy

Yes, it DOES make sense to buy 
life insurance, even if you’re worried 
about interest rates and the dollar.

Economic  Deep  End

HOW TO WEATHER 
THE COMING 
FINANCIAL STORM 
PART II
BY  L .  C arlos  L ara

Lots of people are alarmed about the 
economy, but what can we do about 
it?

PULSE ON THE MARKET
Grexit? • Fast Track TPP • Spitz in 
the Paul Camp • MetLife vs Dodd-
Frank

THE TRUTH ABOUT 
ICELAND AND THE 
EURO
Interview 

Economist Philipp Bagus corrects the 
myths that will be used to spin more 
government out of the overseas crisis.

EVENTS AND
ENGAGEMENTS
Learn more in person from Lara, 
Murphy, and other Austrian economists, 
at these upcoming appearances.

LARA-MURPHY REPORT
Yes, storms lie ahead, but we need to 
see the big picture.

One More  Thing

IN EVERY ISSUE

Dear  Readers

4 5 39

THIS MONTH’S FEATURES

228 34

Overview



3 L M R  S E P T E M B E R  2 0 1 0

LMR
L. Carlos Lara

Editor in Chief
Dr. Robert P. Murphy

Executive Editor

Anne B. Lara
Stephanie Long

Managing Editor
Design Director

CUSTOMER SERVICE
In order to subscribe to LMR, visit:

www.usatrustonline.com/store
and click on subscriptions.

To update your account information please visit the same 
online store, login and manage your account.

For questions or comments concerning LMR, its articles or 
anything about the publication other than advertising please 

email: LMRinfo@usatrustonline.com

For questions or comments concerning LMR advertising please 
email: LMRads@usatrustonline.com

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

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

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

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

ABOUT LARA & MURPHY
L. CarLos Lara 
manages a consulting 
firm specializing 
in corporate trust 
services, business 
consulting and 
debtor-creditor 
relations.  The 
firm’s primary 
service is working 
with  companies 
in financial crisis.  
Serving business 

clients nationwide over a period of three decades, 
these engagements have involved companies in 
most major industries including, manufacturing, 
distribution and retail.  Lara incorporated his 
consulting company in 1976 and is headquartered 
in Nashville, Tennessee.

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

Dr. robert P. “bob” 
MurPhy received his 
Ph.D. in economics 
from New York 
University.  After 
teaching for three 
years at Hillsdale 
College, Murphy 
left academia to 
work for Arthur 
Laffer’s investment 
firm.  Murphy 
now runs his own 
consulting business 

and maintains an economics blog at 
ConsultingByRPM.com.  He is the author 
of several economics books for the layperson, 
including The Politically Incorrect Guide to the Great 
Depression and the New Deal (Regnery, 2009).  

Murphy is 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  J U N E  2 0 1 5

Lara-Murphy Report

“Actions speak louder than words.”  This familiar slogan has been with us for a very 
long time, possibly since the beginning of reason. It is so easily understood by most of us that it is 
practically indisputable.  We can give voice to much, but our actions certainly demonstrate our true 
intentions; they testify that humans have desires and these wants are made visible by our choices. 

Action really does get at the heart of things. It is no wonder that Mises called his great economic 
treatise, Human Action. He believed action was foundational and said so.

“No treatment of economic problems proper can avoid starting with acts of 
choice; economics becomes a part, although the best part, of a more universal 
science, praxeology.”

But is thinking action?  Is it all about how you think? And if it is, how are we to best think? Here 
is the way the psychologist and philosopher William James put it:

“Action seems to follow feeling, but really action and feeling go together; and 
by regulating the action, which is under the more direct control of the will, 
we can indirectly regulate the feeling, which is not. Thus the sovereign path 
to cheerfulness, if our cheerfulness be lost, is to sit up cheerfully and to act and 
speak as if cheerfulness were already there…”

This explanation by a father of psychology can be difficult to discern especially when we live in 
a world where the humans in it are careening out of control. Certainly everybody in the world is 
seeking happiness and, according to James, there is one sure way to find it—that is by controlling 
our thoughts or simply changing our mental attitude. Happiness, he seems to indicate, doesn’t 
depend on outward conditions, but rather on our inner conditions. It is what you think about it.

And yet, it is at this very point that we see a window inside this closed box.  For behind our every 
thought are our beliefs about the world and the humans that live in it. These beliefs reside in the 
individual. Though our passionate beliefs spur us on to change the course of history, these actions 
are ultimately subordinate to the will of God who controls the world and all humanity.

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…

PULSE ON THE MARKET
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Pulse on the Market

GREECE NEGOTIATIONS OVER EURO
By the time you read this, the situation may have changed, but as of this 
writing officials in Europe are working hard to stave off a default on Greek 
government bonds, which would then ultimately lead to Greek exit from 
the eurozone. The situation is relevant even for Americans who have no 
assets in Europe, because—as we have been stressing here at the LMR for 
years—the major economies of the world rest on a very shaky foundation 
of cheap credit pumped in not just by the Fed, but by the European Central 
Bank, the Bank of England, the Bank of Japan, and so forth. Greece is 
currently the poster child of how such a system can begin to unravel. If we 
see a new crisis emerge in Greece, it may spark financial mayhem elsewhere.

Like all savvy State operators, officials are looking at this episode as a way 
to centralize political power. They are relying on certain theories from 
mainstream economics in order to explain the crisis this way: In order for 
Europe to perform as a unified economic bloc, with free trade and labor 
migration and a common currency, it too must have a unified fiscal authority 
just as the United States has the federal government that can provide net 
subsidies to regions that need it. Therefore, so the argument goes, the way 
to salvage the vision of a unified Europe is for the national governments to 
cede their taxing and spending powers to a central political institution, so 
that France, Germany, and Spain become analogous to California, Texas, 
and Florida.

There is another way. If State authorities returned control of money and 
banking back to the private sector, we would return to a commodity 
money—gold—and people all over the world would reap the advantages 
of being part of a “currency union.” Contrary to the claims of Keynesian 
orthodoxy, the way to ensure smooth economic growth and avoid crises is 
to eliminate “countercyclical” top-down policies.  

Gre xit?
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Pulse on the Market

RECENT DEVELOPMENTS THAT MAY BE OF INTEREST TO READERS OF THE LARA-MURPHY REPORT…

PULSE ON THE MARKET
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WHILE YOU WERE SLEEPING
As Americans argued over the display of a flag, the Republican-controlled 
Senate approved President Obama’s desire to get “fast track authority” on 
the Trans-Pacific Partnership (TPP), the massive (and secretive) trade 
deal being negotiated with 11 other Pacific Rim countries that will cover 
an estimated 40 percent of global commerce. Note that the TPP itself 
wasn’t approved. What “fast track” means is that the Congress is now only 
allowed to do an up-or-down vote on the package presented by the Obama 
Administration, rather than being able to offer amendments. 

Incidentally, do not be bamboozled by economists citing textbook 
demonstrations on the virtues of free trade into thinking the TPP is a boon 
for liberty. (If it were, would the Obama Administration be pushing it?) 
It doesn’t take a massive deal negotiated over years in order to say, “We 
are reducing our tariffs on each others’ imports.” Indeed, former Clinton 
Treasury Secretary Larry Summers—in a June 14 article in the Washington 
Post praising the TPP—lets the cat out of the bag when he explains:

“[T]he era of agreements that achieve freer trade in the classic sense is essentially 
over. The world’s remaining tariff and quota barriers are small and, where 
present, less reflections of the triumph of protectionist interests and more a result 
of deep cultural values such as the Japanese attachment to rice farming. What we 
call trade agreements are in fact agreements on the protection of investments and 
the achievement of regulatory harmonization and establishment of standards in 
areas such as intellectual property.” 

The progressive intellectuals and labor unions who oppose the TPP don’t 
have exactly the right economic framework, but their suspicions are well-
founded. This represents yet another movement by which regulatory 
authority is removed even from national legislatures and ceded to 
international bureaucracies accountable to no citizenry.

Fast  Track  TPP
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Pulse on the Market

RECENT DEVELOPMENTS THAT MAY BE OF INTEREST TO READERS OF THE LARA-MURPHY REPORT…

PULSE ON THE MARKET

AUSTRIAN HEDGE FUND MANAGER SENIOR ECONOMIC 
ADVISOR TO RAND PAUL
Republican presidential candidate (and Kentucky Senator) Rand Paul has 
tapped Mark Spitznagel to be a senior economic advisor. In 1999, Spitznagel 
co-founded the world’s first “tail-hedging” fund with (now) famous Black 
Swan author Nassim Taleb. Spitznagel subsequently went off on his own, 
with his Universa hedge fund reportedly posting a return of more than 
100% in 2008 when the market crashed. Murphy helped with the Austrian 
consulting on Spitznagel’s 2013 book The Dao of Capital, and Spitznagel 
was featured in the August 2013 issue of the LMR. Our readers will not be 
surprised to learn that Spitznagel is currently very bearish on U.S. equities, 
and has purchased many put options accordingly.

7 L M R  J U N E  2 0 1 5

Sp itz  in  the  Paul  C a mp

METLIFE SUES TO REJECT SIFI STATUS
Bloomberg reports that the nation’s largest life insurance company has 
filed a lawsuit to reject its classification as a “systemically important financial 
institution” (SIFI), a classification that allows it to be regulated under the 
2010 Dodd-Frank law, even though it is a non-bank. Bloomberg explains  
that the “other non-bank SIFIs are Prudential Financial Inc., American 
International Group Inc. and General Electric Co.’s finance unit. Prudential, 
the No. 2 U.S. life insurer, initially opposed the label before deciding against a 
court fight. AIG and GE Capital didn’t contest their designations.”

MetLife argues that its size alone doesn’t render it a threat to financial 
stability, as its life products are secure. We here at the LMR will follow this 
episode with great interest, as Lara has explained (in the May 2014 issue) 
the relevance of Dodd-Frank to “bail-ins” and why conventional bank 
deposits are now so risky. More generally, we see once again how political 
officials use a crisis—this time, the financial panic in 2008—in order to 
solidify their power. Life insurance in America continues to be regulated 
primarily at the state level, and the Dodd-Frank maneuver is (among other 
things) a way to slip the feds in through the back door.

MetLife  vs  Dodd-Frank
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The Bond Bubble and Life Insurers
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there is an aPParent tension—though 
it really is only apparent—in the financial 
and economic views that Carlos and I have 
been promulgating here at the Lara-Murphy 
Report. On the one hand, we subscribe to the 
view held by most Austrian economists that 
the Federal Reserve’s policies since late 2008 
have set the U.S. economy up for a major 
crash, which at some point will be followed 
by spiking interest rates and a falling U.S. 
dollar.

On the other hand, we also champion the 
views of Nelson Nash and his Infinite Bank-
ing Concept (IBC), in which Americans can 
use boring old whole life insurance policies 

gold (ideally held in your household itself ), 
adding whole life insurance to your port-
folio—especially if you use it as a personal 
“banking” cashflow system as Nelson Nash 
describes—makes perfect sense. This is the 
ideal way to prepare yourself for the coming 
financial storms.

B O N D  B A S I C S

Most readers probably already know this, 
but let’s not leave anybody behind: When 
interest rates go up, the market value of a 
bond goes down.

THERE IS AN APPARENT TENSION—THOUGH IT REALLY IS ONLY APPARENT—
IN THE FINANCIAL AND ECONOMIC VIEWS THAT CARLOS AND I HAVE BEEN 

PROMULGATING HERE AT THE LARA-MURPHY REPORT.

When interest rates go up, the 
market value of a bond goes down.

The Bond Bubble and Life Insurers

as part of a conservative and advantageous 
cash management system. Indeed, the whole 
aim of the book Carlos and I wrote—titled 
How Privatized Banking Really Works—was 
to marry the insights of Austrian economics 
with Nash’s IBC.

To many observers, this juxtaposition 
seems odd. After all, if you think interest 
rates are going to rise and the dollar is going 
to fall, why in the world would you embrace 
any type of life insurance—let alone whole 
life, which isn’t tied to the stock market?

There’s actually no contradiction at all. In 
conjunction with an emergency stockpile of 

This is very intuitive. A bond is a promise 
to pay a sum of cash in the future (or possi-
bly at several points in the future). Therefore, 
the bond’s current price—how much cash 
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you could get for the bond right now in the 
market—is very sensitive to the prevailing 
interest rate. That’s because someone who is 
considering paying cash for your bond right 
now, could also invest in other assets and 
earn the going rate of interest. So the price 
of your bond has to adjust itself, such that 
the rate of return it yields to a new buyer is 
equal to that of other possible investments 
(of comparable risk). Therefore, if interest 
rates go up after you have bought your bond, 
then the amount you could get by selling it 
must go down, in order for a new buyer to 
be able to earn a higher yield on it than you 
locked in for yourself when you bought it.

For example, suppose interest rates are cur-
rently 10 percent, and you buy a bond that 
promises to pay $1,000 in one year’s time. In 
order for you to earn 10 percent (the going 
interest rate) on your investment, you will 
pay about $909 for the bond, today. (Note 
that $909 x 1.1 = $1,000.)

But now suppose that five minutes after 
you buy the bond, locking in your yield at 
10 percent—which was the going rate of in-
terest when you purchased—all of a sudden 
the Fed announces that it is going to jack up 
interest rates to 20 percent.

Note that the Fed’s announcement hasn’t 
directly affected the legal nature of your 
bond. It is still a promise by the issuer to 
pay $1,000 in one year, to the holder of the 
bond. Assuming that the Fed’s announce-
ment doesn’t cast doubt upon the likelihood 
of payment, your bond will now have a lower 
market price, because the “yield to maturity” 

for someone who buys it must now be 20 
percent. Thus, after the Fed’s announcement 
(which remember happened five minutes af-
ter you pulled the trigger and bought the bond 
originally), if you tried to sell it to someone 
else to get your money back, you would only 
be able to charge $833. (Note that $833 x 
1.2 = $1,000.) Nobody would pay you more 
than that, because they could earn a 20 per-
cent return on other investments. Your bond 
is a legal promise to receive $1,000 in one 
year’s time, so at a 20 percent discount rate 
its current market value is only $833.

Thus, in this simple numerical example, the 
interest rate jumping from 10 to 20 percent 
caused your one-year bond to drop $76 in 
market value, about 8 percent of the original 
price you paid for it.

The Bond Bubble and Life Insurers
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However, now let’s consider the effect of 
maturity length, meaning how long before 
the bond pays out. We’ll use the exact same 
example, except that instead of the bond 
paying $1,000 a single year after purchase, 
now it only pays out five years after purchase.

In this new scenario, when interest rates 
(and now of course we are talking about five-
year interest rates) are originally at 10 per-
cent, you will have to pay about $621 for the 
bond. (Note that this is a lot cheaper than in 
the one-year scenario.) That’s because $621 
invested today, rolling over for five years 
at 10 percent annually, grows to a value of 
$1,000 in five years.

But shucks, the Fed zings you again in 
this scenario. Five minutes after buying your 
bond, once again you are shocked to hear 
that the Fed has jacked up interest rates (and 
again, we are talking about five-year rates) 
to 20 percent. Now the market value of your 
bond plummets down to about $402, because 
$402 rolling over at an annual rate of 20 per-
cent for five years grows to a value of $1,000.

Notice that with our hypothetical five-year 

bond, the impact of interest rates jumping 
from 10 to 20 percent is much more sig-
nificant. In this revised scenario, your bond 
went from an original price of $621 down to 
$402 after the interest rate spike, for a loss of 
$219, which is some 35 percent of your orig-
inal market value. Compare that to the first 
scenario, where you only lost about 8 percent 
on your bond. The difference in the two cases 
is that the second bond had a higher dura-
tion—it was more sensitive to a given change 
in interest rates, because it was a longer-term 
bond.

As we’ve shown in this refresher section, 
bond prices (meaning the market value of 
bonds as assets) move in the opposite direc-
tion as interest rates. In particular for our 
times, if and when interest rates go up, bond 
prices will go down. Furthermore, the longer 
the bonds have until their maturity date, the 
more sensitive (other things equal) they will 
be to a given change in interest rates.

As a final note, be sure to keep the proper 
“interest rate” in mind when thinking these 
issues through. For example, when the Fed 

The Bond Bubble and Life Insurers

THE LONGER THE BONDS 
HAVE UNTIL THEIR MATURITY 
DATE, THE MORE SENSITIVE 

(OTHER THINGS EQUAL) 
THEY WILL BE TO A GIVEN 

CHANGE IN INTEREST RATES.
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decides to “raise rates,” it will pri-
marily be controlling very short-
term rates. The Fed has much less 
control over longer term interest 
rates. Therefore, they are more 
sluggish and tend not to move as 
much as short rates, in response 
to a Fed policy shift. This fact 
somewhat dampens the differ-
ent impact of interest rate shifts 
on bonds of varying maturities, 
because a given policy shift by 
the Fed will probably move short 

A life insurer divides its assets between 
two accounts that differ largely in the 
nature of the liabilities or obligations for 
which the assets are being held and invest-
ed. The general account supports contractu-
al obligations for guaranteed, fixed-dollar 
benefit payments, such as life insurance 
policies. The separate account supports li-
abilities associated with investment risk 
pass-through products or lines of business, 
such as variable annuities, variable life 
insurance, and pension products. 

State laws allow assets in separate ac-
counts to be invested without regard to the 
restrictions usually placed on the general 
account.2

Especially for those who are considering 
Nelson Nash’s advice to purchase dividend-
paying whole life insurance, the distinc-
tion between general and separate accounts 
is critical. As we will see below, the assets 
“backing up” the whole life policies (which 
do not promise the policyholder returns that 
are tied to the stock market) consist primar-

The Bond Bubble and Life Insurers

rates more than long rates.

LIFE INSURER ASSETS: GENERAL 
VS. SEPARATE ACCOUNTS

We can review the American Council of 
Life Insurers (ACLI) 2014 Fact Book to get 
statistics on the industry’s assets.1 These as-
sets “back up” the industry’s life, annuity, and 
health liabilities. To be clear, we are focus-
ing here just on life insurance companies, but 
consider that they are large issuers of annui-
ties, and that they are contractually obligated 
to make cash payments (perhaps implicitly, 
in the case of premium waivers that kick in 
upon disability of a policyholder) for reasons 
other than simply the death of a policyholder.

However, readers must be discriminat-
ing when they consult references on the life 
insurance sector, because these statistics are 
often broken down by the “general account” 
and the “separate account.” Here is how the 
ACLI Fact Book describes the two accounts:

The Fed has much less control over 
longer term interest rates.
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ments about its safety in light of the coming 
financial crashes that Carlos has been de-
scribing—see his article in this issue and the 
one from May 2015—be sure to focus on the 
general account. That is the one relevant for 
fixed-dollar obligations, such as whole life 
policies.

First, in order for the reader to get a sense 
of the life insurance sector overall, Table 1 
below breaks down total assets (i.e. general 
plus separate accounts) by major category.

ily of bonds. In contrast, the assets “backing 
up” variable life policies and annuities with 
payouts tied to stock performance, are more 
heavily tilted toward equities.

Furthermore, the various state-level regu-
lations concerning the composition of life 
insurer assets are much more conservative 
when it comes to the general account, as op-
posed to the separate account.

Therefore, when you evaluate literature 
on the life insurance sector and make judg-

The Bond Bubble and Life Insurers

TABLE 1. LIFE INSURANCE INDUSTRY TOTAL ASSETS (GENERAL PLUS SEPARATE ACCOUNTS)
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From 2003 to 2013, total life insurer assets 
grew from $3.9 trillion to $6.2 trillion. The 
proportion of government bonds fell sharply, 
from 13.8 down to 7.5 percent. This drop al-
most fully accounts for the fall in total bond 
holdings (as a share of assets), which went 
from 56.1 to 48.8 percent. Meanwhile, the 
drop in corporate bond holdings was almost 
fully explained by the addition of mortgage-
backed securities. Almost all of the fall in life 
insurer bond holdings was counterbalanced 
by an increase in stocks, namely from 26.3 to 
32.6 percent. 

Although it is a bit of a simplification, the 
life insurance industry between 2003 and 
2013 shifted away from government bonds 
and in to common stock. Although I am 

speculating—in other words, I didn’t read 
this in the ACLI report—this movement is 
no doubt due to the abysmal returns on gov-
ernment bonds since the financial crisis of 
2008. Many customers have been lured into 
the chance for higher returns with market-
sensitive insurance products, and this par-
tially explains why the industry’s total asset 
mix has itself shifted toward equities and 
away from bonds.

But as I explained earlier, people who are 
considering Nelson Nash’s IBC really are 
interested in the life insurance industry’s 
general account statistics, as these are the as-
sets backing up whole life policies and other 
fixed-dollar obligations. Table 2 gives the in-
formation on this subset of total assets.

The Bond Bubble and Life Insurers

For those who are considering 
Nelson Nash’s advice to 
purchase dividend-paying 
whole life insurance, the 
distinction between general 
and separate accounts is 
critical.
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The Bond Bubble and Life Insurers

TABLE 2. LIFE INSURANCE INDUSTRY GENERAL ACCOUNT ASSETS

The main takeaway from Table 2 is that the 
general account is heavily weighted toward 
bonds—accounting for 71 percent of assets 
at the end of 2013. Though riskier, almost 
an additional 10 percent of the assets con-
sist of mortgages, another form of fixed-dol-
lar investment. Policy loans are yet another 
fixed-dollar asset (though of uncertain ma-
turity, because the borrower can repay on his 
or her own schedule), and of course so are 
the “Cash and Cash Equivalents” category. 

Therefore, as of year-end 2013, the life in-
surance general account portfolios consisted 
of at least 85 percent of dollar-denominated 
assets.

Finally, still focusing on the general ac-
count, we now look at the composition of 
the life insurance industry’s bond holdings, 
according to the remaining maturity. The 
ACLI report goes back to 2009, allowing us 
to analyze the change in duration since the 
crisis struck.
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Table 3 reveals that the life insurers have 
shifted away from short-term bonds and into 
long-term bonds, and moreover that this 
trend was much more pronounced in their 
government versus corporate bond holdings.

My interpretation of this result is obvious 
enough: Short-term yields fell more than 
long-term yields, and for a given maturity 
Treasury yields collapsed more than corpo-
rate bond yields, and so naturally the life in-
surers have adjusted their holdings over the 
years to try to maintain some yield on their 
fixed-income assets.

To be sure, the life insurers enjoyed a capi-
tal gain on their bonds when interest rates 
collapsed in 2008. (In other words, the mar-
ket value of these assets increased.) How-
ever, Table 3 indicates that from 2009 to 
2013, probably at least a third of the life in-
surers’ bonds would have matured—because 
10.3% + 28.9% = 39.2% of their bonds as 

of 2009 were going to mature in 5 years or 
less—with the principal needing to be rolled 
over into new bonds, with the now prevail-
ing (and abysmal) yields. To repeat, the fact 
that yields collapsed—particular among 
short-term Treasuries—probably explains 
the trends in Table 3.

L I F E  I N S U R E R  A S S E T S  V E R S U S 
L I A B I L I T I E S

As we saw above, the U.S. life insurance 
sector’s general account holdings are very 
heavily weighted—at least 85 percent ac-
cording to the most recent numbers—to-
ward dollar-denominated assets. Further-
more, their bond holdings are also of high 
duration, with at least 35 percent having 10 
or more years left in maturity.

In this context, if someone subscribes to a 

The Bond Bubble and Life Insurers

TABLE 3. LIFE INSURANCE INDUSTRY BOND COMPOSITION, GENERAL ACCOUNT, YEAR-END 2013
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The Bond Bubble and Life Insurers

popular Austrian view that bonds—particu-
larly government bonds—are in a bubble, 
should the life insurance sector be shunned? 
After all, won’t their portfolios take a huge 
beating if interest rates suddenly spike at 
some point in the next decade?

We must remember that we are not dealing 
with a mutual fund, with the goal of maxi-
mizing return (subject to risk constraints). 

ever, by the same token, if interest rates sud-
denly rise, then that will cause a reduction in 
the accounting value of life insurer liabilities.

Here’s yet another way to think about it: So 
long as the issuers of the bonds (such as the 
U.S. Treasury and major corporations) don’t 
default, then the life insurers will still collect 
the coupon and principal payments on them. 
If they have done a good job with “maturity 

On the contrary, we are dealing with life in-
surers, who rely on actuaries to predict their 
future cashflow obligations to pay out fixed 
death benefit claims. This counterbalances 
their reliance on fixed-dollar assets.

In other words, if interest rates suddenly 
rise, then yes, that will cause a reduction in 
the market value of life insurer assets. How-

LIFE INSURERS HAVE SHIFTED AWAY FROM SHORT-TERM BONDS AND INTO 
LONG-TERM BONDS, AND MOREOVER THAT THIS TREND WAS MUCH MORE 

PRONOUNCED IN THEIR GOVERNMENT VERSUS CORPORATE
BOND HOLDINGS.

matching” their assets and liabilities, then 
they will have cash coming in the door in 
order to pay out their death benefit claims 
as required in their outstanding life insur-
ance policies. So long as they can weather 
the financial storms and hold the bonds to 
maturity (and the issuers don’t default), the 
movement in interest rates doesn’t disturb 
this underlying reality.

Similar reasoning applies to the fate of the 
U.S. dollar itself. If the dollar should sud-
denly fall against (say) the yen, an ounce of 
gold, or a basket of U.S. consumer goods, this 
would not by itself pose a solvency problem 
for the life insurers. They could continue to 
honor their death benefit claims, as well as 
surrender and policy loan requests, so long 
as the dollar’s changing fortunes didn’t cause 
issuers of the bonds held by life insurers to 
default.
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A  P L A N  F O R  I N D I V I D U A L 
H O U S E H O L D S  A N D  B U S I N E S S 
O W N E R S

As I tried to explain in the previous section, 
the life insurance sector is not as vulnerable 
to “interest rate risk” and “currency risk” as 
a consideration of its fixed-income, dollar-
denominated assets might at first lead us to 
expect. Indeed, because of its conservatism, 
the life insurance industry buys these assets 
in order to match its liabilities, which are of 
similar nature.

For this reason, I believe that in the coming 
financial storms, the life insurance sector—
particularly if we focus on the portion of the 
business dealing with plain vanilla policies 
including whole life—will hold up much 
better than hedge funds, equity-based mutu-
al funds, and even commercial banks (which 
are inherently illiquid because of the practice 
of “fractional reserve banking”). If history 
is our guide, my confidence is well-placed: 

The life insurers did much better than Wall 
Street or the commercial banks both during 
the Great Depression and in the wake of the 
2008 crisis.

For these reasons, I am confident that Nel-
son Nash is giving good advice to Ameri-
cans when he urges them to move away from 
commercial banks and Wall Street, and in-
stead to embrace dividend-paying whole life 
insurance as the best vehicle for managing 
cashflows. To the extent that Americans still 
need to control dollars flowing in and out of our 
possession, the philosophy of IBC is the way to go.

C A S H  A N D  G O L D

However, having said all of this, we must 
not be naïve. If the U.S. dollar itself crash-
es, it will be little consolation to know that 
one’s whole life policy surrender cash values 
are still intact. This is why Carlos and I—we 
cannot here speak for other members of the 

The life insurance sector is not as vulnerable to “interest rate risk” 
and “currency risk” as a consideration of its fixed-income, dollar-
denominated assets might at first lead us to expect.
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IBC community—have also been urging our 
readers to accumulate an emergency stock-
pile of gold. (To be sure, readers of more 
modest means can do the same thing with 
silver.)

Specifically, we recommend that each 
household or business owner picks a speci-
fied number of months during which things 
might recalibrate after a major fall in the 
dollar. For example, a salaried employee 
might have to wait at least a year to see a 
raise in her salary (to reflect the fact that U.S. 
prices in general have risen sharply), where-
as the owner of a liquor store would be able 
to boost his nominal income very quickly if 
the dollar crashed—both because he has the 
freedom to raise prices and because his busi-
ness will probably pick up! Thus, the salaried 
employee who is very worried about a fall-

ing dollar might begin a plan to accumulate 
twelve months’ worth of gold, whereas the 
liquor store owner might think a stockpile of 
two months is sufficient.

Now what do I mean when I speak of 
“months” of gold? Specifically, the person 
should figure out a bare-bones “austerity 
budget” (using current dollar prices) to con-
tinue the basics in the event of a major eco-
nomic crash, which includes the fall of the 
dollar. This includes housing, food, car pay-
ments, health insurance premiums, tuition 
for the kids, and so forth. Suppose the num-
ber comes out to $4,000 per month. To re-

Carlos and I are recommending an 
emergency stockpile of gold as a 

hedge, not as an investment.
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peat, this is not the normal monthly budget. 
We’re not including vacations and building a 
new deck. This is an austerity budget, mean-
ing how much does the household (or busi-
ness) need to spend, to keep from collapsing, 
during a stressful transition period.

Now the person multiplies by the number 
of months for which he or she wants to be 
totally protected in the event of a crash, wait-
ing for income sources to adjust to the new 
reality. Someone who wants six months’ of 
protection, for example, would need $24,000 
worth of gold (at today’s prices). The price 

Second, if you run through the procedure 
above and end up with a target amount of 
gold that seems far beyond your financial 
reach, don’t let that paralyze you. You should 
still begin accumulating modest amounts, as 
your budget permits. The reason is that in 
a true currency crisis, many of your finan-
cial obligations—such as your mortgage 
and car payments, and of course your whole 
life insurance premiums—will be fixed dol-
lar amounts. So even if the U.S. experiences 
several consecutive years of, say, double-digit 
consumer price inflation, your austerity bud-
get might not rise nearly as much. There-

WE BELIEVE THAT THE FEDERAL RESERVE HAS SET AMERICANS UP FOR 
ANOTHER CRASH IN THE STOCK AND REAL ESTATE MARKETS,

right now is about $1,175, so the target 
stockpile for this person would be about 20 
ounces of gold.

Before leaving this section, let me empha-
size two points. First, Carlos and I are rec-
ommending an emergency stockpile of gold 
as a hedge, not as an investment. If you have 
embraced IBC and thus hold large dollar-
denominated assets in the form of whole 
life insurance, then you will do fine during a 
prolonged economic malaise with low con-
sumer price inflation, which is a repeat of the 
last several years. The one thing that could 
really turn over such an applecart is a rapid 
fall in the U.S. dollar, which is exactly where 
a stockpile of gold would come to the rescue.

fore, what you originally calculated as only 
“two months” of gold, could end up turning 
into much more, especially since gold prices 
would presumably zoom upward more than 
most other prices, let alone your fixed mort-
gage payment.

C O N C LU S I O N

With our grounding in the Austrian School 
of economics, Carlos Lara and I are alarmed 
at the medium-term prospects for the U.S. 
economy. We believe that the Federal Re-
serve has set Americans up for another crash 
in the stock and real estate markets, and that 
(perhaps further down the road) the dollar 
itself could take a beating. It seems inevita-
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ble that interest rates will rise, perhaps rap-
idly, in the coming years.

At the same time, we are proponents of 
Nelson Nash’s Infinite Banking Concept 
(IBC). This way of life counsels people to 
“become their own bankers” through the use 
of properly designed, dividend-paying whole 
life policies.

Although it may seem as if these two per-
spectives are at odds, in reality they are com-
patible. In our view, the essential ingredient 
to make it all work is to accumulate a healthy 
stockpile of “emergency money” in the form 

of gold (or silver), which was of course the 
market-chosen commodity money.

If we have intrigued you to the point of 
wanting to discuss your personal affairs 
with a qualified financial professional, please 
consult the list of those who have gradu-
ated from our training program. It is avail-
able at: www.InfiniteBanking.org/Finder. At 
the same time, I encourage you to continue 
reading alternative sources on financial mat-
ters, because when the crash comes, the talk-
ing heads on CNBC are going to exclaim, 
“Nobody could have seen this coming!”
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are we aDequateLy PrePareD to survive 
the next financial storm? This is the question 
all prudent financial managers everywhere 
are asking themselves. Quite frankly, this 
concern has no simple answers. The reason 
for this is because the reality of the world in 
which we live varies considerably from one 

country and the world. This is the difficulty 
we face in laying out steps to a sound finan-
cial survival strategy. And this is the subject 
of this article—part two and conclusion to 
last month’s LMR commentary on, How To 
Weather the Coming Financial Storm.

Recapping Part I of Our Narrative

In the previous outline we made clear that 
ultimately there will not be much we can 
do to appeal to those who do not even see 
some kind of financial crisis at hand. There 
are always individuals among us who for one 
reason or another remain unaware and fail 
to take the necessary precautionary mea-
sures to protect themselves. Caught up in 
the euphoria of the economic boom they are 

How To Weather The Coming Financial Storm: Part II

Caught up in the euphoria of 
the economic boom they are 
blinded to what lies ahead.

person to the next and covers one end of the 
thinking spectrum to the other. For example 
some would ask, “What storm?” —while oth-
ers intuitively know a huge financial tsuna-
mi is on its way and fear the worst for our 
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to be exactly what is needed. 

The ideal blueprint to survive the next 
financial storm is Nelson Nash’s Infinite 
Banking Concept. Since liquidity and control 
are fast becoming preeminent in this kind 
of economic environment, Nash’s approach, 
when anchored with several months’ worth 
of basic expenses denominated in gold, pro-
vides the best-balanced means of passage 
through the worst kind of storm, including a 
temporary re-set of our currency, if it should 
come to that.

Today’s economic forecasters are not being 
shy in telling us that the next bust will be 
much more punishing to our financial well 
being than in times past. And so it is for 
this reason that our very first suggestion for 
determining the potential impact of these 

How To Weather The Coming Financial Storm: Part II

The ideal blueprint to survive 
the next financial storm is 

Nelson Nash’s Infinite Banking 
Concept.

blinded to what lies ahead. Once the storm 
arrives and they are devastated by it, they are 
shocked and can’t believe they never saw it 
coming. Unfortunately, this is the sad truth. 
Every historical boom and bust of the past 
has evidence of substantial collateral damage 
from the naïve public. But for the sensible 
financial manager of a business or household 
who is paying close attention to the ominous 
economic clouds that are forming, we offer a 
sound financial strategy that may well prove 
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in” ramifications of the Dodd-Frank Act1 
when a designated “systemically important 
financial institution” (SIFI)2 experiences a 
severe bank run.

A type B or C storm we pointed out were 
much more grievous. And if based on our 

storms on our own personal economy was 
to catalogue them as A, B or C in terms of 
their severity. For example, a type A Storm, 
we explained, was a stock and real estate 
market crash similar to what we experienced 
in 2008. 

Most of us can recall what the 2008 finan-
cial storm was like and more or less know 
what to expect when it happens again this 
next time around. We also know that many 
of us survived that particular type A storm 
by either having adequate cash flow or by not 
being invested in either of those two mar-
kets. Others of us were not so lucky. Since 
we all remember that there were bank runs 
in this last debacle, we should all be acting 
promptly to remove our cash or other dollar 
denominated assets from inside institutions 
vulnerable to systemic risk, such as commer-
cial banks and Wall-Street entities. This is 
especially more urgent now with the “bail-

How To Weather The Coming Financial Storm: Part II

This is especially more 
urgent now with the “bail-in” 
ramifications of the Dodd- 

Frank Act.

worldview we envision these types of storms 
on the horizon, more the reason to start mov-
ing toward safety and liquidity now. Natural-
ly, our choice should be a non-bank mutual 
or mutual holding life insurance company, as 
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mind I will now turn our attention to the 
insurance sector and explain some of the 
newer developments of the Dodd-Frank Act 
relative to insurance companies and why it is 
still prudent to move our money there. 

There Is No Such Thing As A Fail-
Safe Financial Bunker

Before going any further it makes sense to 
be clear on this one point. Nearly everyone 
agrees that gold has historically represented 
sound money. It is readily acknowledged that 
when all financial institutions and all fiat cur-
rency fail, gold still represents the bedrock 
money. This is exactly why it appears at the 
base of Exter’s Inverted Pyramid. Of course 
world economic events have to get pretty 
bad for that sort of thing to actually hap-
pen. But ironically many financial experts 
actually think that this is exactly where we 
are all heading, and there is plenty of proof 
that makes it difficult to repudiate their be-

Nelson Nash explains in his work.

Finally, in Part I of this paper we stressed 
that the best cash flow guide for an unstable 
economic environment such as this is John 
Exter’s Inverted Pyramid.3 In this picture 
model we get a visual organization of asset 
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This article and the protection steps 
outlined only make sense if you 

feel our economic environment is 
indeed extremely turbulent and 

uncertain.

classes in terms of risk and size, making it 
ideal for planning our money moves much 
more carefully and expeditiously. In a col-
lapsing economy the direction of our money 
moves should be toward the base of the pyr-
amid. It’s easy to see why. There is where we 
see cash and gold.

Of course this article and the 
protection steps outlined only 
make sense if you feel our eco-
nomic environment is indeed ex-
tremely turbulent and uncertain. 
These are bold money moves we 
are discussing, not your typi-
cal estate or investment plans 
offered by your average finan-
cial advisor. We must remember 
this as we keep reading. At the 
same time, these money moves 
are quite simple, straightforward, 
and conservative. With that in 
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cal possession of it so that you have access 
to it in the event of an “emergency” declared 
from the White House. For the remainder of 
your fiat money, the best place to warehouse 
it is inside a mutual life insurance company 
where the policyholders are also the owners 
of the mutual, and then practice privatized 
banking with it.

Life Insurance Companies Are Not 
Banks Or Wall Street

In the same way that gold is not complete-
ly impenetrable by severe outside economic 
forces, including severe government inter-
ventions, commercial banks and investment 
Wall Street firms are by far the weakest link 
to the interconnectedness of our financial 
system. But now central bankers speculate 
that the life insurance sector also has its 
own Achilles heel. After all, life insurance 
companies are financial institutions and like 
most financial institutions, they play a major 
role in sustaining our economy thereby mak-
ing it interconnected to many other finan-
cial sectors. Just to give you an idea of how 
important a foundation it is to our overall 
financial system, consider that life insurers 
make up a large segment of the institutional 
investor space and play an important role in 
fixed income markets, especially as major 
providers of long-term funding to banks and 
other sectors. The industry as a whole with 
over one thousand carriers channels a huge 
volume of savings into a wide range of finan-
cial markets, with asset holdings on the same 
order of magnitude as those of mutual funds, 

liefs. Consequently we need a strategy that 
focuses not only on the severity of that kind 
of impact, but also on its duration. We must 
be able to weather the storm no matter how 
bad it gets. It is for this reason that we in-
clude in our financial survival strategy sev-

How To Weather The Coming Financial Storm: Part II

Gold still represents the 
bedrock money. 

eral months of basic household expenses in 
gold or silver. Robert Murphy’s article in this 
month’s LMR issue is excellent reading on 
this subject and lays out the exact emergency 
money strategy step by step. 

And yet gold is not totally insulated from 
government tyranny and confiscation. “Ex-
ecutive Order 6102”4 on April 5, 1933 crim-
inalized the possession of monetary gold by 
any individual, partnership, association, or 
corporation. In other words, gold is not com-
pletely bulletproof. When we say owning it 
today as a form of emergency money, not as an 
investment, we mean for you to take physi-
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which are larger than those of hedge funds 
and sovereign wealth funds. Consequently 
the current low interest rate environment 
has cast a spotlight on life insurance com-
panies to reveal the possible consequences 
of their investment strategies and portfolio 
allocations that may have negative financial 
market implications.

However, if there is only one important 
take away point from this entire message 
it would be this: Life insurance carriers are 
vastly different from other money interme-
diaries, especially commercial banks and 
investment firms. These differences include 
structure, investment allocation, manage-
ment, accounting, and statutory oversight to 
name just a few. Unlike most financial in-
stitutions, which are generally regulated by 
the federal government, state commissioners 

regulate the insurance sector. What makes 
this difference so critically important is that 
the federal government specifically watches 
over and extends protection to systemic risk 
issues so endemic to the commercial bank-
ing sector while state commissioners, who 
oversee companies with virtually no systemic 
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The current low interest 
rate environment has cast 

a spotlight on life insurance 
companies. 

risk concern, are primarily preoccupied with 
protecting the individual policy owner. Now 
that’s the kind of difference we all like.
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The LMR archives have numerous articles 
written specifically to address this one point 
and it is highly recommended that LMR 
readers review these reports. And since over 
70% of a life carrier’s portfolio of assets is 
made up of bonds, the very next rung on the 
Exter Pyramid, Robert’s article in this LMR 
issue is the ideal reading companion to this 
particular section of this article.

Should We Fear The Dodd-Frank 
Act?

If you hold substantial amounts of money 
inside commercial banks, especially if that 
bank is large, there are legitimate reasons to 
be concerned about the Dodd-Frank Act. 
For a comprehensive review of this law please 
read my May 2014 LMR article, “Bank De-
posits Are Risky—Now, More Than Ever!”

According to a recent study by the Inter-

federal authorities], or to support a rapidly 
spreading sector-wide run. The 2008 finan-
cial crisis was driven by the losses suffered 
by commercial banks and investment banks 
that were reliant on short term funding to 
carry long-term assets. When those assets—
mostly mortgages and mortgage-backed 
securities—declined in value, the firms suf-
fered substantial losses in paying off their 
short-term liabilities as these came due.”5

On the other hand life insurance carriers 
do just the opposite. They are a liability driv-
en business that relies on long-term funding 
which it matches with its long-term assets. 
If those assets should decline in value there 
is no particular financial pressure on the 
company because the assets are supported 
by long-term debt. Although it’s true that a 
policyholder’s fast exit strategy in a crisis is 
the policy surrender, without this financial 
pressure on the company, there are likely to 
be few, if any, policyholder surrenders (runs).

How To Weather The Coming Financial Storm: Part II

Peter J. Wallison, past gen-
eral council to the U.S. Trea-
sury Department and White 
House council to President 
Ronald Regan makes this 
important distinction be-
tween banks and life insur-
ance companies. “While 
there have in fact been li-
quidity runs on life insur-
ance companies, no histori-
cal quantitative or qualitative 
evidence exists in the record 
which supports a run of the 
scale and speed posited [by 
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national Monetary Fund, May 2014, enti-
tled Bank Size and Systemic Risk, several im-
portant factors are highlighted pertaining to 
large banks. “Large banks tend to have lower 
capital, less-stable funding, more market-
based activities (those outside traditional 

Banks may operate at a size too large from 
a social welfare perspective due to ‘too-big-
to-fail’ subsidies and corporate governance 
shortcomings. However, the potential for 
economies of scale in large banks cannot be 
dismissed. As a result, ‘optimal’ bank size is 
uncertain.”6

On the other hand, the larger an insurer be-
comes the less likely it is to encounter finan-
cial distress or failure. “The business model 
of insurance is based upon the assumption of 
a large number of ideally uncorrelated risks 
from policyholders to build up and main-
tain a well-diversified portfolio. In practice, 
this means that with an increasing portfo-
lio there is less opportunity for unexpected 
results and a lower probability of very large 
losses in relation to the entire portfolio.”7

Obviously, the emphasis placed for system-
ic risk issues with regards to banks is size, 
market based activities, and complexity of 
organization. What we are mostly concerned 
with here, however, is not so much the banks, 
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If you hold substantial amounts 
of money inside commercial 
banks, especially if that bank 
is large, there are legitimate 

reasons to be concerned about 
the Dodd-Frank Act.

bank lending) and be more organization-
ally complex than small banks. This suggests 
that large banks may have a distinct, possi-
bly more fragile, business model. Failures of 
large banks tend to be more disruptive to the 
financial system than failures of small banks. 
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but more importantly the re-
lationship of the life insurance 
companies to the Dodd-Frank 
Act. The Financial Stability 
Oversight Council (FSOC), 
established by the Dodd-
Frank Act has extraordinary 
authority to designate finan-
cial firms as systemically im-
portant financial institutions 
(SIFIs). “The Dodd-Frank 
Act itself has determined that 
a bank holding company with 
more than $50 billion in assets 
should automatically be con-

FSB’s lead. Not surprisingly, Met-Life has 
sued ( June 16, 2015), seeking to overturn its 
“too-big-fail” designation. “The filing comes 
on the heels of a federal judge’s ruling that 
the government went beyond its authority in 
demanding an equity stake while bailing out 
American International Group (AIG).”9   A 
federal judge will hear Met-Life’s case this 
fall. We will need to watch this case closely 
as it develops.

At the heart of the Prudential and Met-
Life cases is the “Collin Amendment,” a 
requirement of Congress for the Fed to es-
tablish minimum risk-based capital require-
ments for commercial banks, investment 
banks, and non-bank financial institutions 
that have been designated as SIFIs. “Al-
though the Fed officials have said that they 
intend to ‘tailor’ these requirements some-
how for insurers, they haven’t indicated how 
this would be done. This is a serious concep-
tual problem. The fed is apparently having a 
very difficult time trying to figure out how to 
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The larger an insurer 
becomes the less likely it 
is to encounter financial 

distress or failure.

sidered and regulated as a SIFI.”8     Firms 
so designated are then turned over to the 
Federal Reserve for stringent regulation.  
However, neither such size dollar threshold 
had been assigned, nor such action taken on 
insurance companies by the FSOC until the 

Financial Stability Board (FSB), an agency 
empowered by the G20 leaders to reform 
the international financial system, desig-
nated three U.S. insurers—AIG, Prudential, 
and Met-Life as SIFIs. Apparently, without 
a comprehensive analysis of these insur-
ance companies to qualify them as SIFIs 
other than size, the FSOC just followed the 
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pervisors.”10

Prudential, AIG, and Met-
Life were designated as SIFIs 
based solely on size. To put 
this in perspective, Pruden-
tial, a stock company and the 
second largest U.S. insurer, has 
$900 billion in assets so it is 
very large and is an interna-
tional player. Met-Life, also a 
stock company, has $919 bil-
lion. By comparison, the larg-
est mutual life insurance com-
pany in the U.S. is New York 
Life with $514 billion in as-
sets, North Western Mutual 
has $229B, and Mass Mutual 

has $195B. Only 26 out of 1,000 life insur-
ance companies in operation have assets over 
$50 billion. Most mutual and mutual hold-
ing companies are smaller than $50B and do 
not fall under the Dodd-Frank Act at all or 
have the potential to be regulated by the fed-
eral government in the future.

Conclusion

While there may be many who seem to 
think that the economy really is improving, 
the well advised are thinking otherwise. In 
fact many now strongly believe that a finan-
cial tempest of massive proportions is head-
ing our way. The steps for surviving such a 
storm have been laid out and explained in 
these two brief articles. Now you have the 
critical steps at hand.

comply with what seems a clear congressio-
nal directive. There is no assurance that the 
Fed has, or can develop, with any reasonable 
period of time, sufficient competence in in-
surance accounting and regulation to carry 
out the role of an insurance regulator that 
are more stringent than the regulations nor-
mally imposed on insurers by their state su-

The Financial Stability Board 
(FSB), an agency empowered 
by the G20 leaders to reform 

the international financial 
system, designated three U.S. 
insurers—AIG, Prudential, and 

Met-Life as SIFIs. 
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One other thing. Please forget the imprac-
tical idea of trying to set up some type of 
foreign bank account to safeguard your fiat 
money. That no longer works. The Foreign 
Account Tax Compliance Act became law 
in March 2010 and closed off that option.  
What we’re recommending here is quite 
harmless and traditional. There is nothing 
complex or illegal about it— hey, we’re sim-
ply buying life insurance!

 If you are ready to make your move I would 
recommend that you contact an Authorized 
IBC Practitioner in your area for individual-
ized assistance. These men and women are 
financial professionals who have graduated 
from our IBC Practitioner Program. They 
understand these important matters and 
can assist you in implementing a specially 
designed dividend paying whole life policy 
with an appropriate highly rated mutual or 
mutual holding company life carrier. The 
most current list of them can be found at 

www.InfiniteBanking.org/Finder. 

Gold and silver purchases can be made 
easily and conveniently online from many 
reputable sources. Remember—physically 
possess your coins!

So there you have it. It’s time to move away 
from uncertainty and  to move toward safety, 
liquidity, and control. The sooner you do it 
the better.
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Lara-Murphy Report: How did you learn 
about Austrian economics?

Philipp Bagus: I discovered Austrian eco-
nomics through the Internet, when I was look-
ing for classical liberal ideas and the theory be-
hind it. 

LMR: You recently appeared on the Tom 
Woods Show to talk about CNBC’s favorite 
boogeyman, deflation. Can you explain to our 
readers why the conventional treatment is so 
wrongheaded?

PB: Price deflation is often misused as a scape-
goat in order to justify money printing for the 
benefit of a minority. There are several argu-
ments that claim that price deflation is a disas-
ter for the economy. They are all wrong. One 
says that companies cannot flourish when prices 
fall. Yet, a price, which is an exchange relation-
ship, means that there is necessarily a buyer and 
a seller. So when prices fall, it is not a problem 

for the economy in general, since one party of 
the trade, the buyer, benefits from lower prices. 
Moreover, we are all buyers and sellers. Wheth-
er we benefit or lose in a price deflation depends 
on which prices fall faster: our buying or our 
selling prices. The same is true for companies. 
When their buying prices (their costs) fall faster 
than their selling prices, the real profit margin 
increases in times of falling prices. 

Furthermore, it is sometimes argued that 
borrowers lose in a price deflation, which would 
be bad for the economy as the aggregate de-
mand of borrowers would fall and thus depress 
businesses. It is true that borrowers lose, because 
they have to pay back their nominal fixed debts 
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“PRICE DEFLATION IS  OFTEN 
MISUSED AS A SCAPEGOAT 

IN ORDER TO JUSTIFY MONEY 
PRINTING FOR THE BENEFIT  OF A 

MINORITY.”



36 L M R  J U N E  2 0 1 5

with a currency of a higher purchasing power. 
Yet, what borrowers lose, creditors win. And 
even if a highly indebted borrower such as a 
factory owner goes bankrupt, this does not re-
duce the overall wealth of an economy, it just 
implies a change of ownership. The factory and 
the machines do not disappear in the bankrupt-
cy. Creditors, who better anticipated the fall in 
prices, will take over the factory and continue 
production if the business plan is viable and the 
company collapsed only due to over-indebted-
ness. 

Another argument against (price) deflation 
is that people will stop buying because they 
think prices will continue to fall and, as a con-
sequence, businesses will go bust. This argument 
is maybe the weakest as everyone knows that 
in the technology sector prices fall and quality 
will rise in the future. Nevertheless, people buy 
smartphones and tablets and the industry is not 
depressed but thriving. We want these goods 
and services now, even if they will continue to 
fall in price. No one refrains from filling his gas 
tank this year, because he expects gasoline prices 
to be 10 percent lower next year.  

The arguments against deflation are typi-
cally defended by people who would lose in a 
price deflation. We have seen this pattern since 
the beginning of the financial crisis again and 
again. They argue: “Deflation is so horrible, so 
please print more money and give it to me and 
then the economy will do well.” While in fact, 
they will do well to the detriment of those that 
would have benefited from a price deflation. I 
discuss the arguments against deflation and the 
origins of the deflation phobia in detail in my 
recent book In Defense of Deflation.

LMR: You are the author (along with David 
Howden) of Deep Freeze, a significant book on 
the economic collapse of Iceland, and how its 
sad fate was not the fault of deregulation. Yet 
ironically—as we’re sure you’ve heard—recently 
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“EVERYONE KNOWS THAT IN THE 
TECHNOLOGY SECTOR PRICES 
FALL AND QUALITY WILL RISE 

IN THE FUTURE. NEVERTHELESS, 
PEOPLE BUY SMARTPHONES AND 
TABLETS AND THE INDUSTRY IS 

NOT DEPRESSED BUT THRIVING.”

“NO ONE REFRAINS FROM FILLING 
HIS GAS TANK THIS YEAR, 

BECAUSE HE EXPECTS GASOLINE 
PRICES TO BE 10 PERCENT 

LOWER NEXT YEAR.”
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progressives such as Paul Krugman have been 
claiming that Iceland is a success story showcas-
ing the wonders of debt default and currency 
debasement. What in the world is going on 
here?! Set the record straight.

PB: It is not true that the Icelandic banks de-
faulted on all of their obligations. They just de-
faulted on obligation to foreigners. They did not 
default on the savings accounts of Icelanders. 
Thus, there was a partial government bailout of 
the banks that were nationalized. All obligations 
to Icelanders were honored through the bailout. 
Therefore, there was a nationalistic debt default. 

In a free market, the Icelandic banks would 
just have collapsed and been liquidated. Credi-
tors would have received their fair share accord-
ing to the law and not according to their ethnic-
ity or passport. 

The currency debasement meant a sudden 
fall in the wealth of all Icelanders. Suddenly, 
all their assets were worth much less in relation 
to the assets of the rest of the world. The huge 
debasement did not solve any structural distor-
tions either. Structural distortions must be re-
solved by changes in relative prices, not through 
currency debasement which make all prices fall 
proportionately vis-à-vis the rest of the world. 
Iceland did not get out of the recession because 
of nationalistic defaults, bank bailouts and cur-
rency debasement, but rather despite these coun-
terproductive policies. 

Not Iceland, but the Baltic States are the true 
success story of the financial crisis. They main-
tained their fixed exchange ratios, lowered their 
costs, got more competitive, enacted structural 
reforms, and slashed government spending. As 
a consequence they got out of the recession very 
quickly with impressive growth rates. 

LMR: Another of your major works is The Trag-
edy of the Euro. Can you explain what led you to 
write this book, and outline its major thesis?

PB: In the spring of 2010 it became obvious 
to all that Greece was bankrupt. The Maastricht 
Treaty makes clear that there can be no bailout 
on part of other nations. Most Germans believed 
in that rule and, at least, I thought it impossible 
that Greece would be bailed out. German poli-
ticians were saying the same. Finally, Greece 
was bailed out by the other members of the Eu-

“IT  IS  NOT TRUE THAT THE 
ICELANDIC BANKS DEFAULTED ON 
ALL OF THEIR OBLIGATIONS. THEY 
JUST DEFAULTED ON OBLIGATION 

TO FOREIGNERS.”

“NOT ICELAND, BUT THE BALTIC 
STATES ARE THE TRUE SUCCESS 

STORY OF THE FINANCIAL 
CRISIS.”
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rozone. That opened the box of Pandora. It was 
this incident that led me to write the book.

The major thesis of my book is that the Eu-
rozone resembles a tragedy of the commons. All 
governments that are part of the Eurozone can 
finance their deficits, i.e. their spending, by issu-
ing new debts. The government debt may then 
be bought by their banks. The banks in turn can 
take these debts and use them as collateral at the 
ECB in order to get new loans and expand cred-
its. As a consequence, of the government deficit 
that is monetized via the banking system, there 
is credit expansion and a tendency for price in-
flation. Prices tend to rise, not only in the deficit 
country, but all over the Eurozone. That is, part 
of the costs of European government deficits 
can be externalized on (Eurozone) foreigners 
through a loss in the purchasing power of the 
euro. Thus, it is very attractive for politicians to 
finance their expenditures, i.e. to buy the sup-
port of domestic voters, through new debts and 

externalize part of the costs on foreigners, who 
do not vote in domestic elections. All govern-
ments face these incentives to exploit the com-
monly owned resource, the purchasing power of 
the euro, through the indirect monetization of 
their government debts. Therefore we are faced 
with a tragedy of the commons, which made me 
choose as a title for the book: The Tragedy of the 
Euro.

LMR: It’s perhaps a bit unfair to ask you this, 
since some major news might break before this 
interview is published. Even so, can you share 
your thoughts on the current problems with 
Greece? Do you think American investors need 
to worry about this supposedly European affair?

PB: There are basically three options. One is 
that the Greek government gets its way and will 
be bailed out through the printing press again 
without any substantial reforms. Then financial 
markets will benefit as new liquidity will be in-
jected. Other countries will follow the example 
of Greece, we will have more inflation and cen-
tralization in Europe. There will be fewer re-
forms and bigger government.  The euro will be 
an inflationary currency and fall in value.

The second option is that the Greek gov-
ernment will default. It may even leave the Eu-
rozone. Then there will be turmoil in financial 
markets worldwide. In the long run, this would 
be beneficial for the euro as other countries 
would be encouraged to engage in reforms and 
reduce their deficits.

The last option, but not the most likely one, 
is that the Greek government commits itself to 
serious reforms including a harsh reduction of 
its deficit. This would also benefit the euro.

“IN THE LONG RUN, THIS WOULD 
BE BENEFICIAL FOR THE EURO 
AS OTHER COUNTRIES WOULD 

BE ENCOURAGED TO ENGAGE IN 
REFORMS AND REDUCE THEIR 

DEFICITS.”
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