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Lara-Murphy Report

“A teacher is designated solely and exclusively by 
the student,” so said the great Leonard Read. This statement 
has to be true in that no one can force a change in the beliefs of 
another. The best that can be done is to submit new and verifiable 
information with hopes that those who receive it will consider it. 
Consequently, the influence that we have on others in the area of 
disseminating knowledge is restricted. It’s always up to the listener.

In order to advance our influence on others we must first become 
students. And not just mere students, but students of an excellent 
variety so that future students will come to us in search of the 
knowledge they do not possess. Only at that point can we as 
students then be said to be teachers. Our competency as educators 
grows only as the result of our continuing advancement as students.

Further, our study and research must be much more than just 
finding out what is already known, but to seek and find what is not 
known— a trait that is rare in most of us.

At 83 Nelson Nash still claims to be a student of Austrian economics 
and is now in his 57th year of study. These many years of study 
enabled him to write Becoming Your Own Banker—knowledge that 
has helped untold thousands. There was never any certainty that 
what he wrote would be shared. For him it was enough to achieve 
his God-given potential and live out what he had learned—to have 
the satisfaction of being true to one’s self. If he improves no one else 
but himself, it is enough. But then again, are these not the essentials 
for teaching others? Clearly, we have proof that the students have 
found their teacher.

Likewise we here at the LMR, and through our association with 
the IBC Practitioner’s Program for financial professionals, have 
taken on the student approach as our foundation. We seek to build 
“the 10%,” but this group will arise only if we continue our own 
intellectual refinement. The dark times of the present age may push 
us to urgency and drive our instincts to tell others what to do and 
how to think, but sound reasoning tells us that we must learn first. 
Influencing others will take care of itself.

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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Pulse on the Market

SOROS LOAdS UP ON S&P PUTS
George Soros famously made more than a billion dollars in 1992 
betting against the British pound, when he guessed (correctly) that 
the Bank of England would not be willing to keep interest rates 
high enough to keep the currency’s value in the range required by 
the European “Exchange Rate Mechanism” (ERM).  According 
to the Washington Times, Soros’ latest SEC filings show that his 
Soros Fund Management increased the value of its puts on the S&P 
500 from $299 million in the first quarter to $2.2 billion in the 
second quarter. (A put option gives the owner the right, but not the 
obligation, to sell the S&P 500 index at the contractual “strike price.” 
Puts on the S&P 500 therefore pay off in proportion to how much 
the stock market falls below the strike price.)

We should stress that by itself, knowing that Soros has loaded up on 
put options doesn’t necessarily mean he’s “betting the market will 
tank”; one would need to look at his position in relation to the rest 
of his portfolio. Nonetheless, it’s certainly an alarming development 
when such a seasoned and savvy investor bolsters his defenses against 
a market crash.

Soros  Hedges  Stock s

vETERAN EcONOMiST THiNKS STOcK MARKET 
OvERvALUEd
Robert Shiller is famous among academic economists as well as 
investors. He co-developed the famous Case-Shiller housing 
price index, but he also helped create the cyclically adjusted price-
earnings ratio or CAPE. This index of stock valuations differs from 
the more familiar P/E ratio because Shiller’s CAPE index looks 

Shiller  Scared
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back at (inflation-adjusted) earnings from the last ten years, rather 
than just one.

In an August 16 article for the New York Times, Shiller explained 
that his CAPE ratio is currently “above 25, a level that has been 
surpassed since 1881 in only three previous periods: the years 
clustered around 1929, 1999 and 2007. Major market drops 
followed those peaks.”

Now Shiller goes on to list the obvious caveats: Perhaps something 
has fundamentally changed to make stocks permanently higher, 
relative to earnings, than they have been historically. (One obvious 
factor is lower interest rates.) He also warns readers that even if we 
agree stocks are “too high” relative to the fundamentals, that doesn’t 
tell us when the market will correct.

Nonetheless, we have more and more signs that U.S. equities are 
grossly overvalued. For example, last year the August 2013 issue 
of the LMR featured an interview with Mark Spitznagel, former 
partner with Nassim Taleb and author of The Dao of Capital. Using 
his preferred metric (based on “Tobin’s q ratio” and supplemented 
with Austrian capital theory) Spitznagel also concludes that the 
U.S. stock market is poised for a sharp correction. 

Austrian economics does not by itself yield quantitative predictions. 
Yet it does teach us that massive infusions of monetary inflation don’t 
make the country genuinely richer. Inasmuch as the recent boom 
in Wall Street has moved hand-in-glove with the various rounds 
of the Fed’s quantitative easing (QE), we here at the LMR are not 
surprised to hear these various professional investors reaching the 
same conclusion with their different tools.
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THE OMiNOUS iMAgES FROM FERgUSON
As this issue goes to press, it is still unclear exactly what happened in 
the fateful encounter between Ferguson police officer Darren Wilson 
and the unarmed teenager Michael Brown. (Unfortunately we may 
never have definitive knowledge of the details of the shooting.) Yet 
regardless of whether Wilson acted justifiably, it is clear that the 
overall government response to the situation has been appalling. At 
least for a stretch of several days—we are limited as this issue goes 
to press—the police presence looked more like Fallujah than a U.S. 
suburb. Beyond the shocking images of heavily militarized security 
forces was the fact that they were openly intimidating and arresting 
peaceful members of the media.

The unfolding of a police state in broad daylight is not unique 
to Ferguson. We saw that same thing in Boston after the tragic 
marathon bombings in 2013, and more recently in the standoff 
at the Cliven Bundy ranch in March. People can make plausible 
arguments for and against the specific decisions of government 
officials in all of these episodes, but it is undeniable that the old 
U.S. republic is eroding before our eyes. As many observers have 
been warning for years, the “War on Terror” being waged abroad 
has spilled back to infiltrate the manner in which the government 
treats Americans as well.

Police  State  USA
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the Fed Is not Your Friend
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by Robert P. Murphy
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The reason people in Washington often seem 
incompetent is that their actions don’t match 
their stated goals. For example, the U.S. federal 
government lavishes generous subsidies on to-
bacco farmers, while it simultaneously spends 
money on ads to get people to quit smoking. 
Gee whiz, that seems contradictory, doesn’t it? 
The feds should make up their mind! Do they 
want to encourage smoking or not?

But actually, there’s no contradiction here at 
all. Certain politicians benefit from providing 
subsidies to agriculture, because they in turn 
get support during their reelection campaigns. 
Other politicians benefit from appearing to be 
“good on health issues.” Once you realize that 
there are different people with different objec-
tives in Washington, and you realize that a poli-
tician doesn’t necessarily announce to the world 
the real reason he or she supports a particular 
policy, then a lot of things fall into place.

We must apply these lessons to the actions 
that the federal government and Federal Re-

At this year’s “Night of Clarity” event in 
downtown Nashville, the theme was “Capital-
ism versus Corporatism.” My own talk on Fri-
day was titled, “The Fed Is Not Your Friend.” In 
the present article, I will summarize some of the 
key points I made in that speech. The take-away 
message is that to truly understand our financial 
predicament, it’s not enough to realize that the 
Federal Reserve’s policies have been horribly 
misguided. We also have to accept—disturbing 
though it may be—that the Fed’s mistakes have 
not been honest ones.

The Ruling Class: Stupid or 
Evil?

Whenever I give a talk to the general public 
regarding the government’s fiscal policies and 
the Fed’s monetary policies, someone will end 
up asking in the Q&A, “So Murphy, what’s the 
deal? Are these guys just stupid, or are they evil?” 
My stock reply: “Well, they’re not stupid.”

the Fed Is not Your Friend

Someone will end 
up asking in the 
Q&A, “So Murphy, 
what’s the deal? 
Are these guys just 
stupid, or are they 
evil?” My stock 
reply: “Well, they’re 
not stupid.”
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serve have taken since the 2008 financial crisis. 
If we naïvely took the official justifications at 
face value, these policies would make no sense. 
But if we entertain the notion that there were 
ulterior motives, then things become crystal 
clear.

Paying Banks to Not Make 
Loans

When the crisis struck in September 2008, 
Treasury Secretary Paulson went to Congress 
asking for $700 billion in TARP (Troubled As-
set Relief Program) funds. The Fed bailed out 
AIG, and began its various “extraordinary” lend-
ing programs to major banks. Average Ameri-
cans bristled at all of this money being shoveled 

into the very institutions that had behaved so 
recklessly during the years of the housing bub-
ble, but officials in Washington assured the pub-
lic that it was necessary to bail out Wall Street 
“in order to keep credit flowing to Main Street.” 
In other words, Americans were told that un-
less these emergency measures were taken to 
prevent a meltdown in the credit markets, com-
mercial banks would stop making loans to small 
business owners and regular home buyers.

In that light, it’s interesting to note that at the 
same time, the Federal Reserve asked for, and re-
ceived, the authority to begin paying interest on 
reserves (often abbreviated as “IOR”).1 When a 
commercial bank holds “excess reserves,” it has 
more cash in the vault (or on deposit with the 
Fed itself ) than the commercial bank legally 
needs in order to “back up” its existing customer 
deposits.

the Fed Is not Your Friend
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For example, suppose the legally required re-
serve ratio is 10 percent, and that customers 
have put $1 billion on deposit with a particular 
commercial bank—so if they added up all of 
their checking account balances, the customers 
collectively would think they had $1 billion “in 
the bank.” In this case, the required reserves 
would be $100 million; that’s how much the 
bank would need to keep in reserve, either as 
cash in its vaults or on deposit with the Fed. 
But suppose instead that the commercial bank 
actually held $175 million in cash inside its 
vaults. We would say it held $75 million in ex-
cess reserves, because these $75 million could 
be taken out—and lent to other bank custom-
ers looking to borrow money, for example—
with the bank still maintaining its legally re-
quired reserve ratio.

Yet in the fall of 2008, after the financial crisis 
struck, the Fed began paying commercial banks 
interest on reserves.2 In other words, if a com-
mercial bank refrained from lending out its re-
serves up to the legally permitted limit, then the 

Fed would pay extra money to that bank. The 
interest rate paid on excess reserves bounced 
around but soon settled at the modest rate of 25 
basis points. 

Even though the interest rate has been mod-
est, nonetheless it is a true claim to say that the 
Federal Reserve has effectively told banks, “If 
you keep your excess reserves parked at the Fed, 
rather than lending them out to your customers, 
we will pay you.” To repeat, this is a new policy, 
instituted precisely at the time that officials as-
sured Americans they were doing everything 
they could to keep the commercial banks lend-
ing to Main Street.

How to make sense of this? Easy. Just stop 
believing that any of this was about helping av-
erage Americans. Instead, suppose that TARP 
and the Fed’s actions have had the purpose of 
propping up the investment and commercial 
banks that are on good terms with the power 
elite. Then everything makes perfect sense.

the Fed Is not Your Friend

How to make sense of this? Easy. Just stop believing that 
any of this was about helping average Americans.
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An Offer They Couldn’t Refuse

However, we shouldn’t rush to the conclusion 
that all of the private banks were the villains in 
this scenario—some of them were arguably vic-
tims. For example, when Henry Paulson called 
in the heads of the major banks to tell them how 
much capital the federal government was going 
to inject into their institutions, some of them 
didn’t want the money. Here’s how Wells Far-
go CEO Dick Kovacevich later described the 
meeting (when he was no longer at the helm 
and he thought it was safe to discuss it):

As my comments were heading in that di-
rection [to refuse the TARP funds], Hank 
Paulson turned to Chairman Bernanke, 

who was sitting next to him and said, 
‘Your primary regulator is sitting right 
here. If you refuse to accept these TARP 
funds, he will declare you capital defi-
cient Monday morning.’ This was being 
said when we were a triple-A rated bank. 
‘Is this America?’ I said to myself.3

Thus we see that Ben Bernanke went along 
with these strong-arm tactics. He apparently 
didn’t pipe up and say, “Oh no, Henry, you mis-
understand. In my role as primary regulator of 
the banking system, I could never go along with 
such intimidation. I will tell the public what I 
honestly think are the capital positions of the 
banks, and I’m sorry if that interferes with your 
plans for TARP.”

the Fed Is not Your Friend
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None of these “extraordinary measures” has ever been 
about helping Joe Sixpack.

Rescuing the Housing Market—
or the Big Banks?

For yet another example of skullduggery, con-
sider that as of this writing, the Fed holds about 
$1.7 trillion in mortgage-backed securities.4 
The purpose given to the public for this massive 
bond buying is that the Fed is simply trying to 
bolster the secondary market in mortgages, thus 
propping up the primary market, and ultimately 
helping average Americans who were plunged 
underwater on their homes when the real estate 
market collapsed.

Yet hold on a second. According to the Fed-
eral Reserve, the total mortgage debt outstand-
ing on “one- to four-family residences” (the 
smallest breakdown I could find at their site) 
is currently $9.9 trillion.5 Using back of the 
envelope calculations, that means that for as 
much money as the Fed has spent buying up 
mortgage-backed securities, it probably could 
have covered the amount that every individ-
ual homeowner in America is underwater on 
the primary residence. There would be techni-
cal questions about how to actually implement 
such a policy, but the Fed has been doing all 

the Fed Is not Your Friend
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sorts of new and creative things since 2008.

Don’t get me wrong, it would have been an ab-
solutely terrible policy—on numerous dimen-
sions—if Bernanke had bailed out underwater 
homeowners across the country by printing up 
money out of thin air. But then again, creating 
$1.7 trillion out of thin air in order to relieve 
major investment banks of their “toxic assets” 
wasn’t a good move, either. My point with this 
numerical demonstration is to show that none 

of these “extraordinary measures” 
has ever been about helping Joe 
Sixpack. Instead, throughout the 
crisis and to this very day their 
purpose has been to save and re-
capitalize the politically connected 
bankers.

Conclusion

Austrian economics teaches that 
the booms and busts we associate 
with modern capitalism are not the 
result of pure market forces. In-
stead, government intervention in 
money and banking causes unsus-
tainable booms which then neces-
sitate painful recessions.

the Fed Is not Your Friend
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However, when we try to understand why pol-
icymakers continually repeat the pattern time 
and again, we must stop kidding ourselves: It’s 
not because the people in Washington are idi-
ots, and it’s not because the Austrian economists 
have done a bad job explaining the situation. On 
the contrary, the reason these harmful policies 
persist is that they benefit a small group of pow-
erful individuals, even though they hurt the rest 
of society.
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the Modified endowment Contract

by L. CarLos Lara
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For those of us who have read 
Nelson Nash’s book, Becoming Your Own 
Banker, or even for those of us who are just now 
entertaining the idea of doing so, the resultant 
understanding after reading it is that the plat-
form used to set up the process for becoming 
your own banker requires a specially designed 
insurance contract. To be even more specific, it 
requires a dividend-paying Whole Life insur-
ance policy with a special codicil known as a 
Paid-up Additions Rider. Of course, if you are 
not at all familiar with insurance vernacular, it’s 
very possible that these terms may easily con-
fuse you and soon have you scratching your 
head. Please understand that this is not at all 
intentional on the part of Nash, actually it’s his 
best attempt of doing just the opposite since he 
is aware that he is writing to the general public, 

not financial professionals. He keeps his expla-
nations light and uncomplicated for the pub-
lic’s benefit knowing full well that the public is 
generally unsophisticated in these matters and 
that the experienced insurance professional will 
be able to explain the technicalities of all these 
terms at the proper time. 

This same undemanding explanation holds 
true when he introduces the Modified Endow-
ment Contract (MEC) on page 38 of his book. 
By simply drawing a spectrum of various life in-
surance plans with a term policy at one end and 
a single-premium whole life policy at the other 
end, he then instructs the reader not to cross the 
line into the single-premium policy territory. 
In reality, however, following these instructions 
can only be accomplished using a life insurance 

the Modified endowment Contract

the IRs, by a ruling made in the 1980s, will 
change the treatment of the policy from 
a standard insurance contract to an 
endowment contract.
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illustration provided by an insurance profes-
sional. But here within the context of his book, 
Nash is providing the reader with facts that are 
important to his understanding when it comes 
time to prepare the illustrations. The caution he 
gives to not cross into the territory of the single-
premium policy is because the IRS, by a ruling 
made in the 1980s, will change the treatment of 
the policy from a standard insurance contract to 
an endowment contract. 

Generally speaking, an endowment, for those 
that may not be acquainted with its detail, is 

as ordinary income in the year the withdrawal 
or loan is made. It is not a matter of earth-shak-
ing consequences, but it can be avoided with a 
little bit of understanding of just what is going 
on.”1

 The purpose of this LMR article is to expand 
our knowledge on this important subject, discuss 
how this law came about, and hopefully shed 
some light on what is going on. Once we see 
what is really happening we realize the power of 
an IBC policy and what it is capable of doing in 
the economic climate we find ourselves in.

the Modified endowment Contract

Once we see what is really happening we realize the 
power of an IBC policy.

funds, or property, received from an external do-
nor. Donors usually give these bequests to non-
profit organizations for an institution’s on going 
support, with restrictions that the principal of 
the gift is to be retained in perpetuity. It can be 
spent only with certain stipulations. These non-
profit recipients may include academic institu-
tions, cultural institutions, such as museums or 
libraries, and religious organizations: think of 
“Harvard’s endowment.” Such institutions we 
all know are tax-exempt, but here in the expla-
nation Nash is giving in his book the recipient 
is not always a non-profit and the tax-free with-
drawal aspects contained in an insurance con-
tract present certain technical issues that were 
noted by Congress and quickly addressed. Nash, 
who is familiar with the tax law, points out that 
as an endowment contract “any withdrawal or 
loan from the plan would be treated as a dis-
tribution and would be taxed as from any other 
accumulation account, i.e., part is capital and 
part is earnings. The earnings portion is taxed 

the 1970s:  Inflation 
and Its Impact on 
savings

To better understand how the MEC rule came 
to be enacted we need to walk through history 
over the last 40 years and keep our mind’s eye on 
the bigger picture. You should first realize that 
prior to 1960 most American households owned 
a dividend-paying Whole Life insurance policy 
as one of the best methods to save money, be-
sides the conventional savings account at a com-
mercial bank, or in bonds. A Whole Life policy 
was well known and understood by the average 
American. It had taken them safely through the 
Great Depression at a time when Wall Street 
and so many of the country’s banks had failed. 
To that generation a Whole Life policy was as 
safe as cash under the mattress. But something 
dramatic happened in the 1970s that changed 
all of that and brought economic ramifications 
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both domestically and globally. In 1971 Presi-
dent Richard Nixon2 closed the gold window 
internationally and shocked the world. This one 
act unlinked the dollar from the precious met-
als, finally ending the last remnants of the clas-
sical gold standard. Shortly thereafter, with no 
restraints to the printing presses, a torrent of 
inflation was unleashed upon the world. 

The results began to be felt in our pocket books 
before we knew it, but our full understanding 
of how it all came about and the more severe 
ramifications yet to come were still in the fu-
ture. Few could have foreseen the emboldened 
powers of the Federal Reserve we see today or 
government’s increasing role over the entire 
economy. Or even what inflation really is! Most 
Americans only witnessed the rising prices on 
everything including stocks and we took note 

of that. Now with the stock market promising 
higher rates of returns, Americans moved away 
from traditional savings plans that now seemed 
slow and boring and plunged into the specula-
tion markets. With the emergence of the mu-
tual fund, the transition was made easier. Real 
estate, which had a tax-sheltering component at 
the time, surged to record highs. By the end of 
the 1970s and early eighties the correction came 
with full force and interest rates skyrocketed to 
23% on commercial bank loans! Suddenly there 
was panic on the streets. 

the tax Reform act of 
1986

The Tax Reform Act of 19863, which came 
during Reagan’s term in office, also had enor-
mous ramifications for Americans coming on 

the Modified endowment Contract

prior to 1960 most american households owned a 
dividend-paying Whole Life insurance policy as one of 
the best methods to save money.
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the heels of an inflationary decade. This tax law 
was specifically targeted to increase corporate 
taxes, increase capital gains taxes, and generally 
broaden the Tax Code; its enactment success-
fully brought billions into the coffers of the U.S. 
Treasury, but in so doing virtually eliminated all 
known tax shelters for the wealthy. Tax havens 
at the time were tied to real estate in the form 
of limited liability corporations. The passing of 
the Tax Reform Act of 1986 set off a nation-
wide collapse of the commercial and residential 
real estate markets and a wave of business and 
personal bankruptcies followed. In fact, it was 
the worst real estate collapse since the Great 
Depression. Hundreds of shopping centers lit-
erally stopped construction in midstream and 
were virtually abandoned. Large office buildings 

and office complexes in major cities lay dormant 
and empty as white elephants. It remained this 
way for several years and people wondered if 
this was the end to all future real estate invest-
ments. These dramatic economic events eventu-
ally tipped the scales of the prevailing panicked 
mood of Americans and set off the great stock 
market crash of October 19, 1987 famously 
known as “Black Monday,” when $500 billion 
was lost in one day. There was a sense that things 
were getting out of control.

Meanwhile, the wealthy having been thrown 
out of their tax sanctuaries began pressing their 
tax attorneys and advisors for a new tax refuge 
and the answer soon came back with urgency 
earmarked with these general instructions—

the Modified endowment Contract

the passing of the tax Reform act of 
1986 set off a nationwide collapse of 
the commercial and residential real 
estate markets.
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not merely as insurance policies, but also as 
a way to shield wealth from taxes. Conse-
quently, in June of 1988 Congress passed the 
Technical and Miscellaneous Revenue Act 
(TAMRA) to specifically curb these actions, 
and the single-premium policy was declared 
a Modified Endowment Contract (MEC).4

Although all of the policies issued prior to 
this date were grandfathered in (subject to 
material changes in the policy that can oc-
cur later), and are not subject to the new tax 
rules, single-premium Whole Life policies “write one check — a big check— and drop it 

into a Single-Premium Whole Life Insurance 
Policy!”  These directives seem almost strange 
when all we hear today is that Whole Life is 
the worst place to put your money. Nevertheless, 
these were the guidelines coming from the top 
tax advisors in the nation who were on the pay-
roll of America’s richest families. The advice was 
quickly heeded. But why were the wealthy ad-
vised to do this? The answer is simply this—the 
tax benefits and the control over one’s money 
offered to policy owners of a Whole Life con-
tract. When you look around and discover that 
nothing else offers such benefits, why not “over-
fund” one of these policies with the entirety of 
your wealth? As it came to pass the wealthy took 
immediate action and the money poured into 
these policies soon got the attention of the reg-
ulators who noticed that they were being used, 

the Modified endowment Contract

Why were the wealthy advised to do 
this? the answer is simply this—the 
tax benefits and the control over 
one’s money offered to policy owners 
of a Whole Life contract.

written after this date are now all MEC policies. 
This is a designation that remains to this day.

The following tax rules apply to Modified 
Endowment Contracts and are listed here as 
only general guidelines: 

1.Distributions will switch from a First In 
First Out (FIFO) basis to a Last In Last Out 
(LIFO) basis. This means that withdrawals will 
require the policy owner to withdraw taxable 
gain before withdrawing un-taxable basis.

2.Policy loans will be realized as ordinary in-
come to the policy owner and could be subject 
to income taxes in the year the loan is made.

3.Distributions (either withdrawals or loans) 
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that go beyond the policy basis will be subject 
to a 10% penalty tax for policy owners under the 
age of 59.5 In effect; a MEC insurance policy 
is now taxed much like an annuity or any other 
government qualified plan.

The Corridor Rule: Although a single big 
check can no longer be made to “overfund” a 
policy and completely pay it up without it being 
classified a MEC, the IRS’s so-called 7-pay test 
that came along in conjunction with TAMRA 
does allow you (provided you follow the rules) 
to make seven individual checks, one each year, 
and virtually accomplish the same thing with-
out it being a MEC. It just takes longer.

In a general sense, the corridor rule states that 

in order for any life insurance policy to avoid be-
ing classified as a MEC, there must be a “cor-
ridor” of difference in dollar value between the 
death benefit and the cash value of the policy. 
What is being eliminated or discouraged are 
premium payments that would make the cash 
value of the policy higher at any point in the 
first seven years, compared to a hypothetical 
policy of comparable death benefit that would 
be fully paid-up after seven equal premium pay-
ments. 

Material Changes: Important to all of this is 
the fact that once an insurance contract becomes 
a MEC, the status is irrevocable. Of even more 
noteworthy importance is that the 7-pay test 
described above must be satisfied not just at the 

the Modified endowment Contract

Once an insurance contract becomes a MeC, the status 
is irrevocable.
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inception of a new policy, but also anytime dur-
ing the life of the policy if it undergoes a “mate-
rial change.”  The legislative history of a MEC 
defines material changes as those having to do 
with any increases in future benefits caused by a 
policy exchange, such as a 1035 exchange and a 
conversion from term to permanent insurance 
as specific examples. Increases in the death ben-
efit or the addition of riders can have a material 
change on a policy. If a policy undergoes a mate-
rial change, a new 7-pay premium is calculated 
using the age of the insured and the policy’s 
death benefit at the time of the material change 
to determine if it crosses to MEC status. 

As you can see, some of this can get pretty 
technical and just reading the actual language 
in the tax code itself is difficult for the layman 
to decipher without the aid of a tax expert. But 
for those of you who wish to tackle the para-
graphs in question they are found in the modi-
fied endowment contract rules Section 7702A. 
Ironically, even the tax experts of the Necessary 
Premium Task Force of the Society of Actuar-
ies’ Taxation Section has reported, as recently at 
2012, that there are no regulations describing 
the NPT (the necessary premium test) in the 
code, “a circumstance not unusual where sec-
tions 7702 and 7702A are concerned.”5 Yet in a 

the Modified endowment Contract

as long as you stay within the rules, the strategy of the 
wealthy is still available to you, your household, or 
your business.
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private letter ruling by the IRS, dated June 14, 
2011 and released to the public on September 
16, 2011, the Service not only clarified the rul-
ing but also reached a conclusion that was con-
sistent and logical with the original authors of 
the TAMRA rules. This most recent IRS ruling 
has actually helped insurance carriers track the 
MEC technicalities with even greater precision.

Conclusion

The good news is that today each policy that 
is issued will have its own MEC premium limit 
already calculated by the insurance carrier, so 
that if an owner attempts to make a premium 
payment that would result in the reclassification 
of the policy as a MEC, the company can hold 
the money temporarily and warn the owner be-
fore it actually happens. This is a huge advantage 
and relief for policy owners who have no idea 
that these IRS guidelines exist, especially when 
practicing IBC, or for those wishing to do so. 

Additionally, now with the Authorized IBC 
Practitioner’s Program and the Practitioner 
Finder at Infinitebanking.org, policy owners 
can have a double safeguard by being able to 
consult with a trained IBC financial profes-
sional beforehand, or in a case where a premium 
payment would trigger the MEC status and the 

company is requesting authorization to proceed 
or send a refund. For these and other important 
reasons an Authorized IBC Practitioner should 
always be consulted for implementing IBC pol-
icies.

Finally, we should not lose sight of what is re-
ally going on here. The IRS has stepped in here 
at a crucial time in history for a reason and I 
have devoted this article to making that reason 
clear. The notion that Whole Life insurance is 
the “worst place to put your money” should now 
appear ridiculous. Prudent and middle-class 
Americans should take careful note that as long 
as you stay within the rules, the strategy of the 
wealthy is still available to you, your household, 
or your business.

Naturally, each individual’s circumstances are 
unique, requiring a specialized financial plan. 
No decision should be made without input from 
a qualified professional. Yet the reader’s choices 
should take into account the material I have 
presented in this article. In an economic envi-
ronment filled with chronic inflation, onerous 
taxation, and erratic market volatility such as 
we have today, the decision to move your wealth 
from the volatile Wall Street/commercial bank 
nexus into the conservative, safe, insurance sec-
tor via a specially designed IBC policy carries 
tremendous advantages.

the Modified endowment Contract
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Lara-Murphy Report: How did you 
become interested in Austrian Economics?

Redmond Weissenberger: I came 
to the Austrian School through my world ex-
periences. I had grown up in Ottawa which is 
a political place, as it’s the capital of Canada. 
My dad was in the foreign service and we used 
to travel a lot, and was at one point posted in 
Washington D.C., so I would always go between 
Washington D.C. and Ottawa. I was fascinated 
by political machinations and the difference be-
tween varying political and economic systems. 
Of course in Ottawa there were always these 
big economic debates, politicians and pundits 
would be going on about free trade, economic 
policy, the debt, taxes, etc. Fast forward to the 
year 2000—I picked up a copy of Adam Smith’s 
Wealth of Nations because a lot of people had 
been talking about capitalism, largely complain-

ing about it of course: deregulation, NAFTA, 
GATT, the World Trade Organization. You had 
anarchists protesting in Seattle, Naomi Klein 
writing books called No Logo about how we 
shouldn’t have any international trade because 
Nike exploited people. So I wanted to push 
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Redmond Weissenberger is a Founding Director of Mises 
Canada, the center for the study of the Austrian School of 
Economics within Canada. After studying fine art at the 
Ontario College of Art and Design, he spent seven years as 
an industrial designer, and was involved with projects such 
as Norman Foster’s Bow skyscraper in Calgary, Alberta. 
Redmond founded Mises Canada in 2010 to address the lack 
of knowledge about the true cause of our booms and busts of 
the last 100 years and the need for sound money and sound 
economics to be applied to the Canadian and global economy.

Editors’ note: The following is an edited transcript of an oral interview conducted over Skype.

“I came to the Austrian School 
through my world experiences.”

back, and I read what I thought to be good eco-
nomics. When people talk about the free mar-
ket, and people talk about capitalism and these 
sorts of things, Adam Smith and his concept of 
the “Invisible Hand” inevitably comes up. So I 
read Smith and incorporated it into my under-
standing of the world. 
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itself out - as the bubble grew and grew, these 
guys kept pushing for more and more space to 
be added to their showrooms. Ironically they 
said, “Well if you don’t do this, if you do not 
expand on our space, we are going to go to Las 
Vegas” and of course Doug French—who is now 
on the board of Mises Canada—could tell you a 
lot about Las Vegas and its housing bubble. The 
Dallas World Trade Center ended up building 
an entire new wing for the lighting showrooms 

After I graduated from school in 2003, I 
worked in the field of industrial design. We 
were designing residential lighting in Canada, 
manufacturing in China and distributing across 
North America. Because it was residential light-
ing, it served as a proxy for the housing market, 
so as the housing bubble grew and grew and 
grew in the United States we obviously got to 
see what was happening behind the scenes. As 
I talked with our suppliers, they would tell me 
that the price of oil was going up, the price of 
zinc was going up, and that of course was being 
incorporated into the prices they would charge. 
Meanwhile back in Canada I would watch a TV 
show called “Flip This House” – of course very 
few of the houses would sell by the end of the 
show.

I was visiting Dallas, Texas on a regular basis 
as all the lighting companies had their show-
rooms there. I didn’t know it at the time, but I 
was witnessing an Austrian Business Cycle play 
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“I didn’t know it at the time, 
but I was witnessing an 
Austrian Business Cycle

play itself out.”

and just as they were filled with product, the 
housing bubble burst. 

After that, I started looking for answers. I 
had been doing a great deal of research on the 
global warming movement and I found a blog-
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ger who agreed with my point of view on the 
greens, but who was also a self-taught Austrian 
scholar. I started reading his work, and clicking 
through the links I started reading Mises.org, 
of course reading your [Murphy’s—eds.] work, 
this was around 2009, and I was hooked. I like 
to say that I was an Austrian my whole life but I 
didn’t know it. Austrian Economics made sense 
to me from day one as I have had to work for a 
living [laughs], I said WOW this is the way the 
world works.

LMR: Why did you decide to establish Mises 
Canada? What function does it serve that wasn’t 
filled by the original Mises Institute in Auburn, 
Alabama?

RW: So as I got deeper into this—again, as I 
said I was always interested in politics and his-

tory—I was widely interested in a lot of things 
so, in some ways I wanted to move on or expand 
my horizons on the career I had found myself in, 
which was industrial design. I would find my-
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“Everybody believes in gravity 
or the laws of physics—they do 

not seem to believe that there are 
laws of economics.”

self at lunch or a coffee break, just talking about 
economics or talking about history or talking 
about politics the whole time—as opposed to 
worrying about the buildings I was building! So 
I decided I wanted to get more involved in the 
world of think tanks and ideas, and I also saw a 
real need for something like the Mises Institute 
of Canada because these ideas really weren’t be-
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ing discussed within the Canadian context.

I think one of the reasons why something 
like Mises Canada needed to be created was 
that some people seem to think that as opposed 
to physical law—everybody believes in grav-
ity or the laws of physics—they do not seem to 
believe that there are laws of economics. And 
often times, some people would say, “Well the 
economics of one place work there, but they do 
not work here,” for example: “Socialized medi-
cine really works well in Canada but it does not 
work well in the United States,”. So the Mises 
Institute in Auburn will release articles discuss-
ing American government intervention or the 
American Banking system, but Canadians will 
simply dismiss it and say “well we don’t have 
those problems here” – even many Canadians 
who are aware of the Federal Reserve and the 
problems it creates are unaware of the Bank of 
Canada and its role in setting interest rates in 
Canada.

And in Canada, in comparison to the United 
States, there isn’t as much as a tradition of free 

market thinking, at least if you consider the last 
40 or 50 years when we have been immersed 
in an experiment in partial socialization of the 
economy. (Although if you look deeper into his-
tory there is quite a bit of free market think-
ing in Canada – it simply isn’t discussed.) The 
economists who teach at the Universities in 
Canada are all—I would say—essentially eco-
nomic Marxists or Keynesians, all very much in 
favor of centralized control of the economy. The 
first free market think tank in Canada was the 
Fraser institute, founded in 1974. Coincidently, 
Walter Block worked for the Fraser Institute 
from 1979 to 1991. And to date, there are only 
five or so free market think tanks within Canada 
and even those are largely dedicated to modi-
fying government intervention in the economy 
rather than opposing it root and branch. I saw 
that there was a real need for these ideas within 
Canada; certainly the existing think tank mar-
ket was not serving that need, it was not bring-
ing these ideas to the fore. That’s why Mises 
Canada needed to be created.

economics for the Real World

“To date, there are only five or so 
free market think tanks

within Canada and even 
those are largely dedicated 
to modifying government 

intervention in the economy 
rather than opposing it

root and branch.”

LMR: You follow U.S. policy debates and 
travel frequently in the United States. Are there 
any significant differences between audiences in 
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the U.S. versus Canada regarding economics? 
Perhaps attitudes toward government provision 
of health care?

RW: Regarding government provision of 
health care: Canada has a fully socialized medi-
cal system; what is known as “Universal Health-
care” was established in 1966. In Canada, as 
within the U.S.A., there is an attitude with re-
gards to services provided by the government 
and those provided by the free market. It seems 
that once the government socializes some as-
pect of the economy, within a generation or so, 
people just seem to forget that you can actually 
provide those services outside of the govern-

ment sector. In discussions about the free so-
ciety, even people who are sympathetic to your 
views will always ask about the roads; I was just 
having to expound on the private provision of 
roads a couple of days ago.

So, a lot of Canadians have grown up in this 
system and they can’t imagine anything else. 
There is a bit of pride going on there, too. Cana-
dians will often say, “We are so much better off 
than our cousins in the United States, we have 
this socialized medical system, it’s fair, every-
body gets treated, nobody goes bankrupt.” Now 
of course, such statements are full of myths. The 
Canadian health care system isn’t fair, people die 

“Once the government socializes some aspect of the economy, 
within a generation or so, people just seem to forget that you can 
actually provide those services outside of the government sector.”
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on waiting lists, and it is very expensive. In my 
debates with other Canadians who are sympa-
thetic to this system, they like to say that they 
have “free” health care, but I always remind them 
that it is not free, you just don’t know how much 
it costs you—Bastiat’s “seen and the unseen.”  

When suggesting a liberalizing of the Cana-
dian medical system, you are often hit with the 
rebuttal: “Well, what do you want? You want 

look up to Canada,” and they say they really 
want the Canadian system. But they really have 
no idea that the further they go towards the Ca-
nadian system—or what they call the “Nordic 
Model”—in fact the worse their health care sys-
tem is going to get, as the government gets fur-
ther and further integrated into the health care 
system. It will get more expensive, the quality 
will go down, wait times will be longer, and in 
general you will have poorer outcomes.

LMR: You personally seem very interested in 
energy and climate change issues. Can you share 
any thoughts for our readers?

 

RW: When I originally starting to get into 
these ideas, I was doing a lot of research on 
the environmental movement. In fact the blog-
ger who I found (the self-taught Austrian) also 
came from this point of view; he is very much 
against the environmental movement, from an 

an American system of free markets, a heart-
less system where you can go bankrupt if you 
can’t afford a doctor?” Now I have to inform 

“They like to say that they have 
‘free’ health care, but I always 

remind them that it is not free, 
you just don’t know how much

it costs you.”

them that number 1, within the 
United States, half of health care 
spending is already government 
spending – health care “fascial-
ism” [part fascism, part social-
ism—eds.] as Tom DiLorenzo 
would put it. The poor have 
Medicare and Medicaid in the 
U.S.A. and within Canada, peo-
ple often go bankrupt because 
they cannot afford the cost of 
life-saving drugs that the gov-
ernment system will not cover.

Now there are a lot of Ameri-
cans—more of a leftist persua-
sion—who will say,  “We really 
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ethical and philosophical standpoint. (He had 
read a lot of George Reisman’s work and prob-
ably Ayn Rand’s work as well on this.)

At least since the 1960s and Rachel Carson’s 
book The Silent Spring, children have grown up 
bombarded by an endless series of myths about 
the environment—Bjorn Lomberg, author of 
The Skeptical Environmentalist, called these 
myths “the litany.” All these eco-myths about 
overpopulation, deforestation, destruction of 

natural resources, depletion of natural resources, 
peak oil, peak water, peak energy, peak natural 
gas…peak everything. Once you start to dig 
into the history of “the litany,” you begin to re-
alize that not one of these predictions has come 
true. Yet these allegedly imminent eco-catastro-
phes are used as the justification for the largest 
expansion of State power into individuals’ lives 
today.

There is a term that I use for environmental-

“Once you start to dig into the history of “the litany,” you begin to 
realize that not one of these predictions has come true. Yet these 

allegedly imminent eco-catastrophes are used as the justification for 
the largest expansion of State power into individuals’ lives today.”
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ists: “watermelons,” meaning they are green on 
the outside and red on the inside. Their solution 
for all of these alleged environmental problems 
is socialism, the solution is always more govern-
ment control.

Now of course once you start to read about 

private property rights, and you read about 
stewardship, you read about how markets work, 
you start to realize that in fact it’s exactly the 
opposite. If people want the environment to be 
taken care of, more and more of the environ-
ment should be held within private hands. We 
shouldn’t have resources controlled by govern-
ment entities, which suffer from what econo-
mists call “the tragedy of the commons” and 
what Mises termed the “Economic Calculation” 
problem.

When you look around the world, the very 
worst environmental disasters of the 20th cen-
tury occurred in places like the Soviet Union, 
Red China, all these places where you had 100% 
socialization of everything. When Stalin says to 
his underlings, “I want the Soviet Union to be-
come self-sufficient in the production of cotton,” 

“The very worst environmental 
disasters of the 20th century 

occurred in places like the Soviet 
Union, Red China, all these 
places where you had 100% 
socialization of everything.”
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they just do it, it doesn’t matter what it costs. It 
doesn’t matter if you are going to, say, drain an 
entire inland sea, which is what happened to the 
Aral Sea. It doesn’t matter because it’s a politi-
cal initiative and it has no bearing on whether 
that is actually the best use of those resources at 
that time. 

I see the environmental movement as being 
one of the largest threats to our individual free-

cerned about. That’s why I focus so much on it.

LMR: We know you have been trying to 
reach out to financial professionals in particu-
lar with Mises Canada events. What reception 
have you received? Are CPAs more receptive to 
the Austrian message than Harvard economists?

RW: I saw interest in the academic side of the 

“Practitioners of 
the Austrian School 

were able to see 
what was coming, 

and these other 
people—whom most 

everybody listens 
to—did not.”

dom. We have gained the qual-
ity of life that we have today 
through the application of pri-
vate property, rule of law, and 
respect for natural rights. This 
has enabled our productivity as 
a nation, as a society, as indi-
viduals. Yet everything about 
the environmental movement, 
and the laws it spawns, serve 
to threaten that exact thing: 
they threaten our individual 
freedom, our rights, even our 
freedom of speech. It is a new 
religion, a new pagan faith that 
everyone should be very con-
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Austrian School growing around the world, but 
it really wasn’t being served in Canada, and I 
also noticed that within the financial markets 
we had a similar situation. Leading up to 2008, 
there had been a number of prominent voices 
from the Austrian movement examining signals 
in the market, talking about housing bubbles 
and talking about interest rates and the way 
that these are going to affect the market, while 
in the mainstream most people did not really 
see this coming. You can watch Fox News, you 
can watch CNBC, you can watch these finance 
shows in those years during the bubble, and ev-
erybody was talking about how “everything is 
great.” The economy was chugging along nicely, 
let’s keep interest rates low, housing has nowhere 
to go but up, the stock market has nowhere to 
go but up.

Practitioners of the Austrian School were 

able to see what was coming, and these other 
people—whom most everybody listens to—did 
not. Now (Austrian economist) Mark Thorn-
ton would say the Austrian tradition isn’t about 
making predictions, but this episode showed 
that the Austrian School has something to of-
fer to practitioners in the real world that the 
current crop of the economics profession does 
not. I think that’s why CFPs and CAs—people 
who operate with in the real world, who have 
to make real investment decisions—are drawn 
to the Austrian School. I would say that some 
of the more savvy ones, who write books and 
look at these things, often times they come to 
an Austrian understanding of the market on 
their own. And now, just as there was an uptick 
in the interest in the Austrian ideas within the 
academic world, we are now seeing an uptick in 
interest in the investment world.

“I think that’s why CFPs and CAs—people who operate with in the 
real world, who have to make real investment decisions—are drawn 

to the Austrian School.”
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Lara and Murphy host “Night of Clarity” featuring David Stockman and Nelson Nash

some events may be closed to general public. 
For more information: LMRevents@usatrustonline.com
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A brand new educational program designed exclusively 
for the financial professional

includes brand-new video lectures from NELSON NASH

Learn the economics of life insurance that you won’t get 
anywhere else!

For full details see www.infinitebanking.org

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



37 L M R  A U G U S T  2 0 1 4LMR SEpTEMbEr 201037

+

If you don’t like giving large sums of money to banks and mortgage companies 
to finance your cars, homes, boats, capital expenditures for business needs or any 

thing else you need to finance, then you are going to really like this alternative.  The 
rebirth of Privatized Banking is underway.  You can take advantage of the 
years of experience that these three authors in these two books are offering you. 

Go to usatrustonline.com click: store and look for both of these books 
among the other fine books.

baILoUT
FUnd yoUr own


