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Lara-Murphy Report

“[T]he best [social and economic] theories are useless if not supported by public opinion. They 
cannot work if not accepted by a majority of the people. Whatever the system of government 
may be, there cannot be any question of ruling a nation lastingly on the ground of doctrines at 
variance with public opinion. In the end the philosophy of the majority prevails. In the long 
run there cannot be any such thing as an unpopular system of government.”

—Ludwig von Mises, Human Action

Sometimes it may seem as if those of us preaching the doctrines of economic and political 
liberty suffer from a contradiction. If things are so bad, what’s the point of educating the 
public? If State officials are capable of the skullduggery that we document every month in 
these pages, how in the world will knowledge of Austrian economics make a difference?

Mises provides the answer in the quotation above, taken from the final section of his 
masterwork. The only reason the government gets away with its outrages is that in the final 
analysis the public supports them.

In reality, government officials are not “bound” by the Constitution or other formal 
mechanisms. No, in practice their actions are circumscribed by the crowd. Now it’s true, 
if the public still believed in the Constitution, then government officials would have to 
obey it—but again, only because this was a necessary condition for keeping the people 
happy.  In this respect, the function of the Supreme Court—when it declares a blatantly 
unconstitutional piece of legislation to be legitimate—is not to actually confer legitimacy, 
but instead to convince the majority of citizens that they can safely focus on the World 
Series because the robed experts have got that whole “limited government” thing under 
control.

We can clearly see the crucial role of public opinion in totalitarian States, where the regime 
exercises the utmost control over every aspect of the schools and media. If government 
power ultimately came down to tanks and guns, we would see the opposite: the dictator 
wouldn’t care what people believed, because he would just shoot or imprison those who 
got in his way. But to repeat, that’s not what actually happens: Dictators above all try to 
design a society in which every member is taught from the cradle that the State is a loving, 
benevolent institution. This pattern only makes sense if dictators believe that public opinion 
is key to maintaining their power.

Once we understand how power works, we realize that education truly is the long-term 
solution to our social and economic crises. If most Americans really understood economics, 
then no politician would curry favor with the masses by promising a higher minimum wage 
or a crack-down on business. This is why we focus on “building the 10%,” because we know 
that if a critical threshold of opinion leaders learn sound economics, the majority will soon 
follow.

We thank you for joining us in our quest to spread these truths, in order to protect your 
own household or business, but also to plant the seeds for a future renaissance of liberty 
and prosperity. 

Yours truly,
Carlos and Bob
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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

WhO in the WOrld is carMen segarra?
She was hired by the New York Fed in late 2011 to work on bank 
oversight, but was fired seven months later. She alleges her firing was 
retaliation for her refusal to play ball with the kid treatment that the NY 
Fed had traditionally given to Goldman Sachs. Adding to the drama 
is that Segarra—sensing the end was near—began secretly recording 
conversations she had with her Fed bosses and colleagues before they 
showed her the door. The recordings were recently released and have 
been providing fuel for pontificating about the big banks.

Although Segarra’s recordings have shocked some journalists, there 
is really nothing surprising here. Economists label this phenomenon 
“regulatory capture,” and it blows the lid off the typical progressive 
view of government. Rather than standing in the breach to protect 
the public from big bad business (including the big bad banks), the 
big government—believe it or not!—serves the interests of the wealthy 
elite who control the media and fund their campaigns. In particular, you 
have the “revolving door” between the private sector and government 
bureaucracy, where the same people who are regulating giant companies 
will be enforcing policies on their old buddies, and/or who will one 
day be charging huge consulting fees to these same groups because of 
their past government experience and contacts. This is not a recipe for 
efficient oversight.

Whisteblower  vs .  Fed

Martin WOlf fears the BOOM-BUst cycle
In an October 7 column for the FT, Martin Wolf writes: “Huge 
expansions in credit followed by crises and attempts to manage the aftermath 
have become a feature of the world economy….Without an unsustainable 
credit boom somewhere, the world economy seems incapable of generating 
growth in demand sufficient to absorb potential supply.”

FT  Confirms  Mises
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To be sure, Wolf ’s prescriptions end up being run-of-the-mill 
Keynesianism. But it is interesting to watch more and more financial 
pundits coming around to the ideas that Mises put out in 1912: The 
credit-induced booms typically labeled “prosperity” are actually sowing 
the seeds for an inevitable crash. Don’t believe the Keynesian dial-
fiddlers when they assure you they can handle the next boom juuuust 
right. The solution is to return to a foundation of sound money and 
savings-backed growth. 

gOvernMent and sharehOlders eye grOWing 
Piles Of cOrPOrate cash
The recent “scandal” of corporate inversions—most notably Burger 
King’s proposal to buy Tim Hortons and move to Canada—underlines 
the pattern we have been warning will continue in the coming years: 
the U.S. federal government will levy increasingly onerous reporting 
rules on American citizens and companies in an effort to prevent 
them from moving their income and wealth to (relative) tax safety. 
The current thicket of rules leads to many corporations piling up their 
earnings offshore, where the IRS (currently) can’t touch them but at 
the same time cannot be brought home and distributed as dividends 
to shareholders.

The irony in all of this is that wealthy individuals and companies are 
now calling the Big Government Patriot’s standard bluff. Normally 
when someone complains about the outrageous taxes and regulations, 
critics bite his head off by saying, “If this country is so awful, then 
leave!” Yet now that many wealthy individuals and companies are doing 
just that, the response is, “You can’t do that! Traitor! We’re gonna tax 
the heck out of you on your way out the door!”

Corp s  Keep  C ash
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sWiss vOte On gOld BUyBacK
On November 30, Swiss voters will decide the referendum entitled, 
“Save Our Swiss Gold.” If approved it would require the Swiss National 
Bank to: (1) Hold 20% of its reserves in gold. (2) Recall any gold it 
owns that is currently being held outside its borders. (3) Stop selling 
gold. As of this writing, polls suggest a slight lead for the “yes” side.

In context, the Swiss authorities have been reducing their holdings of 
the precious metal. Back in 2006, gold constituted 29% of the SNB’s 
total foreign reserves, but as of September 2014 that figure had fallen 
to about 8%.

Just as the “responsible” elites absolutely flipped out when Scotland 
voted on secession, here too the mainstream financial pundits are 
aghast at the idea that a modern central bank thinks gold is a good 
idea amidst lackluster economic growth and bloated balance sheets. 
For example, a Forbes column (from which I drew the above stats) is 
titled, “Switzerland Set to Greedily Grab Gold.”

As we explain fully in our book How Privatized Banking Really Works, 
historically the market-chosen monies were the precious metals, gold 
and silver. It took massive government intervention to wean people off 
of these and force them to use unbacked paper currency.

In the present environment (as Murphy explains in his article this 
issue), at the individual level the purpose of holding stockpiles of 
gold is not as an “investment” but rather as a hedge against possible 
currency debasement. From the perspective of a national government 
issuing paper currency, a solid backing with the yellow metal is the 
perfect way to reassure the world that its money is “good as gold.”

Swiss ’  Golden Referendum
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the Coming Crash(es), Life Insurance, and Gold
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those who understand austrian 
business cycle theory know that a crash is com-
ing—the only question is when. In this article I’ll 
outline a framework for estimating the severity 
and possible timing of the crash. However, I’ll 
also explain that there are different types of eco-
nomic crises—some involving “only” a drop in 
equities, while more serious ones pull down the 
currency as well. The best mix of assets to hold 
depends on the type of crisis we endure. The re-
sponsible business owner or head of household 
must be aware of these nuances when preparing 
for the coming storm—or storms.

an unsustainable boom 
Leads to an Inevitable bust

In this article I will take it for granted that 
the reader understands the basic theory of the 
business cycle as laid out by Austrian econo-
mists Ludwig von Mises and (Nobel laureate) 
Friedrich Hayek. For a full explanation, refer to 
the book I co-authored with Carlos Lara, How 
Privatized Banking Really Works.

However, for those readers who need a re-
fresher, let me summarize the essential points 
of the Mises-Hayek theory: Market interest 

rates serve a definite social function. They help 
communicate information among people in the 
economy, giving a signal of the scarcity of sav-
ings. When people become more patient and 
future-oriented, they reduce consumption and 
save more. This tends to push down interest 
rates, allowing entrepreneurs to borrow more 
funds and invest in long-term projects (which 
now appear profitable with the lower discount 
rate used in their calculations). 

The problem comes in when the interest rate 
falls not because of an increase in genuine sav-
ing, but rather because the commercial banks 
(perhaps fueled by the central bank) engage in 
credit expansion, in which they flood the loan 
market with new funds that are created through 
inflation. When the commercial bank cuts in-
terest rates to lend more money, this increased 
borrowing and investment doesn’t match up 
with lenders’ increased saving. No, the bank cre-
ated the new money “out of thin air” through 
the accounting practice of (what economists 
call) fractional reserve banking. Addition-
ally, the central bank—the Federal Reserve in 
the United States—contributes to the process 
by creating new money in the act of buying as-
sets, such as Treasury bonds and (more recently) 
mortgage-backed securities.

Market Interest 
rates serve a definite 
social function.

the Coming Crash(es), Life Insurance, and Gold
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The insidious aspect of a credit expansion is 
that it can create the appearance of prosper-
ity, with firms hiring new workers and report-
ing large profits. But the problem, Mises and 
Hayek explained, is that such a boom is an il-
lusion. Because there are no genuine savings 
backing up the new investment projects, they 
can’t be fulfilled. The economy is in the posi-
tion of a home builder who thinks he has more 
bricks at his disposal than he really does. No 
matter what tricks the central bank pulls, it can’t 
create more physical capital goods—crude oil, 
aluminum, tractors, factories—just by printing 
up new money. The artificial boom must even-
tually end in a bust.

Typically, the boom comes to an end when the 
banks see prices rising and either slow down or 
reverse their injection of new money into the 
credit markets. With the tapering or outright 
reversal of monetary inflation, interest rates rise 
back toward their “natural” level and many en-
trepreneurs realize they are overseeing unsus-
tainable enterprises. They lay off workers, scale 
back operations, and take other measures that 
everyone recognizes as “a recession.”

However, Mises also made clear that even if 
the banks ignored the red flags of rising prices 
and kept inflating, eventually the boom would 
still come to an end. This would occur when the 

rapidly collapsing value of the currency led the 
public to abandon it altogether. In this “crack-
up boom” the entrepreneurs would eventually 
realize their tragic mistake, but they would suf-
fer a currency collapse as well as a crash in the 
“real economy.”1

The overriding moral of Mises and Hayek is 
that credit expansion doesn’t make the economy 
richer; creating new money only distorts the 
signals that the market interest rate provides to 
savers and borrowers. Any prosperity resting on 
inflation is an illusion. An artificial boom can 
be propped up by continued injections of new 
money, but only for a while. Eventually prices 
begin rising at ever higher rates, and the public 
abandons the collapsed currency. A wise central 
bank would abandon its inflationary madness 
well before this point of the “crack-up boom.”

“Quantitative easing” and 
the stock Market

At this point, there is no dispute that the surge 
in the stock market since 2009 has gone hand-
in-hand with the various rounds of “quantitative 
easing” or “QE.” The following chart makes the 
case plainly enough:

the Coming Crash(es), Life Insurance, and Gold

the problem comes 
in when the interest 
rate falls not because of 
an increase in genuine 
saving, but rather because 
the commercial banks 
(perhaps fueled by the 
central bank) engage in 
credit expansion
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As Figure 1 clearly indicates, ever since 2009 
the stock market and the Fed’s asset purchases 
have moved hand-in-glove, while this was not 
the case prior to the crisis.

We had a very telling demonstration of this 
connection just this month. As of Wednesday, 
October 15, the S&P500 had been down more 
than 7% over the previous month. Recall that 
the official schedule had the “taper” fully execut-
ed by October, i.e. this was supposed to be the 
last month of net asset purchases ($15 billion 
worth) under the QE3 program, after which the 
Fed would roll over its maturing bonds in order 
to keep its balance sheet at a constant size.

During Thursday, October 16, the market was 
again way down. But in the afternoon St. Louis 
Fed President James Bullard—considered a 
relatively “hawkish” (anti-inflation) Fed official 
but who is not currently a voting member of 

the FOMC—gave an interview to Bloomberg 
in which he said that the falling (price) infla-
tion expectations should make the Fed consider 
a pause in the taper. In other words, Bullard was 
suggesting that the Fed might continue buying 
net assets after all.2 The stock market recovered 
much or all of its ground that day (depending 
on which index you use), and on the next day 
(Friday October 17) the various indices were 
all way up—the S&P500 jumping 1.3% for ex-
ample.

Thus, at this point there can be no argument 
that the Fed is driving the U.S. stock market 
with its asset purchases. The only disagreement 
is whether this is a good or bad thing. Propo-
nents will say that the various rounds of QE are 
helping to prop up aggregate demand and fend-
ing off deadly (price) deflation, thereby boost-
ing the “real economy” and causing investors to 
rationally mark-up stock prices in anticipation 

the Coming Crash(es), Life Insurance, and Gold

FIGURE 1. Federal Reserve Assets vs. S&P 500 Index

SOURCE: St. Louis Federal Reserve
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of a genuinely stronger economy.

Pessimists, of course, will say that the stock 
market is poised for another crash—and this 
one potentially much greater than the last two. 
Look at the long-term trend in the S&P500 for 
example:

When Will the Crash 
happen?

Thus far I’ve explained why I think a (hard) 
stock market crash is inevitable. But when will 
it happen?

Well, as Mises himself explained, there are 
two ways that an inflationary credit expansion 
can end. First, the banks can back off, slowing 
or even reversing the injection of new money, 
allowing interest rates to rise toward a more 
“natural” level. This causes a crash as the era of 
“easy money” abruptly halts.

However, even if the banks put the pedal 
to the metal and disregard the warning signs, 
eventually the currency itself will collapse and 

the Coming Crash(es), Life Insurance, and Gold

FIGURE 2. Long-Term View of S&P500 (October 1989 – October 2014)

SOURCE: Yahoo! Finance

How does one interpret the above chart? Did 
the stock market crash first in 2000 and then 
again in 2008 because the government failed 
to prop up aggregate demand, as the Keynes-
ians claim? Or are the Austrians right? Were 
the prior run-ups in the stock market really just 
artificial bubbles, which eventually had to pop? 

Thus we see the crucial importance of under-
standing sound economic theory. If you agree 
with Mises and Hayek that injecting trillions 
of dollars of new money into the credit sys-
tem doesn’t create genuine prosperity, then you 
should be extremely wary of the fate of the stock 
market over the short- and medium-term hori-
zon. As Figure 2 suggests, if indeed we are in the 
midst of an asset bubble, then the stock market 
has a lot of room to crash hard.

at this point there 
can be no argument that 
the Fed is driving the u.s. 
stock market with its asset 
purchases.
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the “crack-up boom” occurs. The economy will 
still experience a crash in “real” terms, but the 
agonizing switch to a different currency is su-
perimposed on the “normal” readjustment pro-
cess.

For today’s investor, therefore, the question 
is one of guessing the Fed’s future moves. Will 
they keep extending QE, every time the stock 
market dips? Or will they eventually realize that 
a crash has to occur, and be the adults in the 
room to let it happen?

Obviously, nobody can answer this question 
with certainty; there is nothing in Austrian eco-
nomics equipping us with psychological crystal 
balls. However, if I had to guess—and this is 
only a guess—I would say that the Yellen Fed 
is indeed going to let the crash happen sooner 
rather than later.

The reason has to do with legacy and politics. 
Austrian theory tells us that for every boom, a 
bust eventually occurs. So on average, Fed chairs 
will have the same number of booms and busts 
on their respective watches.

Now if economic law forces every boom to 
be followed by a bust, what is the ideal way to 

distribute Fed chair(wo)manships? I think it 
would make sense for each Fed chair to inher-
it an economy poised on the verge of collapse, 
then deal with the crash early on—when it can 
be blamed on the previous chair. Then, the sit-
ting chair blows up a new bubble, giving the ap-
pearance of prosperity for most of the term. As 
things start looking bleak, the chair steps down, 
handing the keys to the (bubblicious) economy 
to the next person in line. The economy then 
crashes early on in the new chair’s term, and the 
cycle repeats.

Does this story fit the empirical record? In-
deed it does. Paul Volcker took over as Chair of 
the Fed in August 1979. A recession officially 
began  five months later, in January 1980. The 
second “early 1980s” recession officially began in 
July 1981, during which the annual unemploy-
ment rate hit 9.7% in 1982. This was the worst 
recession since the Great Depression.

In  August 1987  Alan Greenspan took over 
the Fed. Two months later “Black Monday” 
occurred on October 19, 1987, when the Dow 
dropped 22.6%—the  worst one-day crash in 
history.

Finally, in February 2006 Ben Bernanke be-

the Coming Crash(es), Life Insurance, and Gold

For today’s 
investor, therefore, 
the question is one 
of guessing the Fed’s 
future moves. 
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came Fed chair. The worst recession since the 
Great Depression officially began in December 
2007.

Thus we see that there is an alarming tenden-
cy for major financial crises to occur relatively 
soon when a new Fed chief takes over, at least 
going back to the late 1970s. If you think back 
to the actual mechanics of the “taper” of QE3, 
it was originally supposed to start in the fall of 
2013. But then too, the stock market was slid-
ing, so the Fed postponed the start of the taper 
until December 2013—literally the last month 
of Ben Bernanke’s tenure. He then handed the 
keys to Janet Yellen, under whose leadership 
the taper ran just about its full course until this 
month (October 2014) when it is supposed to 
wind up.

To reiterate, nobody can predict the free 
choices of human beings. It’s entirely possible 
that the Yellen Fed reverses course and contin-
ues to buy net assets, in order to juice the stock 
market. However, if I had to guess—and it’s just 
a guess, folks—I would say that Fed officials 
will wait until the mid-term elections are over, 
and then make it more explicit that they really 
are taking away the punch bowl.

Note that this would be consistent with how 
the Fed started QE2 (not QE3, mind you): It 
made the announcement that it would begin its 

$600 billion bond-buying program on Novem-
ber 3, 2010,3 literally the day after the mid-term 
elections. As we are now in the midst of another 
mid-term election year, my hunch is that Fed of-
ficials will try to keep people in a state of limbo 
until the votes are cast, then drop the news on 
everybody. One of the tricks this time around 
was that the Fed (the week before the election) 
announced a relatively “hawkish” move, but then 
the Bank of Japan followed up with a surprise 
“dove” announcement of more stimulus, send-
ing the markets rallying. So my guess is that the 
central bankers don’t want to come off as influ-
encing the U.S. elections, but the bad news will 
come soon.

a Panic affects Different 
Types of Interest Rates

To anticipate what might happen if and when 
the stock market next crashes, we can look at the 
last crash, which occurred in the fall of 2008 when 
the news of Lehman and AIG broke and world 
financial markets began to panic. Specifically, 
from September 19, 2008 through October 10, 
2008 (less than a month), the S&P500 fell 28%. 
(Going into September, the market had already 
fallen heavily since its previous high, but the drop 
we’ve noted here was the fastest collapse.) Look-
ing at that period is thus instructive to get a clue 
as to what might happen in the future.

the Coming Crash(es), Life Insurance, and Gold

In august 1987 
alan Greenspan took over 
the Fed. two months later 
“black Monday” occurred on 
October 19, 1987, when the 
Dow dropped 22.6%
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The quick answer—which might sound coun-
terintuitive at first to some readers who are 
committed to “hard money”—is that Treasury 
prices rose sharply (yields collapsed) and the 
U.S. dollar strengthened. For example, from 

early August through early October of 2008, 
the euro fell about 13 percent against the dol-
lar. And Table 1 shows the stunning collapse in 
Treasury rates across the yield curve, but par-
ticularly in the shorter maturities:

the Coming Crash(es), Life Insurance, and Gold

TABLE 1. Treasury Yields on Various Maturities, Select Dates in 2008

DATE
March 3, 2008
September 12
September 15
September 17
December 31

1-Month 
T-Bill
1.99%
1.37%
0.36%
0.07%
0.11%

3-Month 
T-Bill
1.70%
1.49%
1.02%
0.03%
0.11%

10-Year   
T-Note
3.54%
3.74%
3.47%
3.41%
2.25%

30-Year   
T-Bond
4.42%
4.32%
4.12%
4.08%
2.69%

SOURCE: U.S. Treasury

From september 19, 2008 through October 10, 2008
(less than a month), the s&P500 fell 28%.
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As the data in Table 1 show, yields on T-bills 
collapsed incredibly quickly in just one weekend 
in September 2008. (On Monday, September 
15, Lehman officially filed Chapter 11, which 
explains the enormous drop in yields from Fri-
day September 12. Also, on September 16 the 
Fed authorized up to $85 billion for its take-
over of AIG.4)  Over the next several months, 
the yields on longer-term Treasuries also came 

down sharply.

Yet hold on. We shouldn’t infer from the 
above that all interest rates dropped sharply 
once the crisis struck. Consider Figure 3, which 
compares yields on 10-year Treasuries, Moody’s 
Aaa-rated corporate bonds, and Baa-rated cor-
porate bonds:

the Coming Crash(es), Life Insurance, and Gold

FIGURE 3. Yields on Various Bond Classes

SOURCE: St. Louis Federal Reserve

From early august through early October of 2008, the euro 
fell about 13 percent against the dollar.
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In Figure 3 above, we see that when the cri-
sis first struck in the fall of 2008, the yields on 
corporate bonds spiked, but the Baa rose much 
higher than on the Aaa-rated bonds. In con-
trast, 10-year Treasury yields didn’t move much 
(as we’ve already seen in Table 1 above). By the 
end of 2008, yields across all three bond classes 
had come down dramatically, but notice: The 
yields on 10-year Treasuries and Aaa-rated cor-
porate bonds had fallen below their pre-crisis 
levels by the end of 2008, whereas the yields on 
Baa-rated corporate bonds did not drop below 
their previous levels until the recession was of-
ficially over in the summer of 2009. 

How do we make sense out of all these trends? 
The answer is pretty straightforward: When 
the crisis struck in September 2008, investors 
around the world rushed to (relative) safety, re-
gardless of return. Like it or not, investors in 
recent years have perceived the U.S. Treasury 
as the safest asset on planet earth. During a fi-
nancial panic, therefore, investors rush into U.S. 
Treasuries. That pushes up their market price, 
which is the same thing as pushing down their 
yield (interest rate), because on a bond, price 
and yield move in opposite directions.

Naturally investors dumped their equities 

during the crisis, which is why the stock mar-
ket collapsed. But they also tried to get out of 
risky corporate bonds, and even reduced their 
appetite for holding the safest corporate bonds. 
This is why the yield on Baa-rated bonds shot 
up so much, while even the yield on Aaa-rated 
bonds increased during the first month of the 
crisis (though the yields on Aaa bonds then 
dropped quickly as the panic subsided). To put 
it succinctly, in the first few months of the crisis 
the highest-quality borrowers (such as the U.S. 
government and solid corporations) found it 
easier to obtain funds, while the lower-quality 
borrowers saw their credit access tighten up.

Finally, the U.S. dollar strengthened on the 
world currency markets, because if foreigners 
want to buy U.S. financial assets, they need to 
obtain U.S. dollars to do so.

the Impending Crash and 
Its Impact on Life Insurance 
Companies

Long-time readers of the Lara-Murphy Report 
know that we are strong advocates of Nelson 
Nash’s Infinite Banking Concept (IBC), which 

When the crisis 
struck in september 
2008, investors around 
the world rushed 
to (relative) safety, 
regardless of return
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counsels the use of dividend-paying Whole Life 
insurance policies as a method of cashflow man-
agement. Many readers are initially intrigued by 
our ideas, but they ask a very sensible question: 
“If you guys are so pessimistic about the U.S. 
economy, the government, and the Fed, why in 
the world would I want to get into a dollar-de-
nominated asset like life insurance?!”

It’s a great question. This article is already 
quite long, so I won’t give the full answer. (We 
address the issue in greater depth in Chapter 19 
of How Privatized Banking Really Works.) But 
coming on the heels of the discussion above, we 
can say: The life insurance companies are ide-
ally equipped to handle a crisis if it resembles 
what happened in 2008. 

In particular, life insurance companies hold 
a large portion of their portfolios in bonds, 
both Treasuries and high-grade corporate debt. 
Compared to other asset classes (especially eq-

uities and real estate), these will hold up quite 
well if we have a repeat of 2008 and beyond. 
Intuitively, the bonds that the life insurance 
companies purchased in order to “back up” the 
existing block of policies will experience a jump 
in market value—the Treasuries will do so im-
mediately, while the high-grade corporates will 
do so over a few months (again, if things play 
out in similar fashion).

However, once the bond market re-equili-
brates, the life insurance companies may be re-
luctant to issue greater amounts of new (whole 
life and other permanent) insurance policies. 
Intuitively, as long-term safe bond yields col-
lapse, the life insurance companies don’t have 
anywhere to put the new premium dollars to 
work, unless they are willing to take on more 
risk (which, by their conservative nature, they 
don’t want to do).

What does all of this mean for the individual 

the life insurance companies are ideally equipped
to handle a crisis if it resembles what happened in 2008. 
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considering the pros and cons of implementing 
IBC, either as head of a household or a busi-
ness owner? We think it means time is of the 
essence. As the considerations above indicate, 
people who are already “in” will be very glad 
they did so, if and when the next crisis strikes. 
The value of the assets backing up their poli-
cies will be relatively stable, while other assets 
collapse. Furthermore, as credit channels for the 
average Joe dry up, whole life policyholders will 
have their contractually-guaranteed access to 
policy loans. Finally, people who try to get into 
IBC at that point, after the crisis has struck, 
may find that the terms are much less attractive, 
as the life insurance companies will understand-
ably take steps to limit the influx of new money 
into such interest rate-sensitive products.

In short, for those who have been toying with 
the idea of IBC but just haven’t pulled the trig-
ger: The door may be closing faster than you re-
alize.

What about Gold?

Before concluding, I should mention one im-
portant consideration: The Federal Reserve is 
not omnipotent, and ultimately the world may 
lose confidence even in the U.S. dollar. In that 
case, holding dollar-denominated assets would 
be slim consolation. Sure, the life insurance 
companies can faithfully provide policy loans 
and death benefit checks according to the terms 

of the contract, but if bread costs 
$10 per loaf, that might be a cruel 
joke.

This is why Carlos and I al-
ways supplement our discussions 
of IBC with a plea to obtain at 
least several months’ worth of 
gold (and/or silver) as emergen-
cy money. In the event (say) that 
Americans see prices across the 
board double (in a short period of 
time), they would eventually see 
their incomes double. However, 
there would be a lag, with aver-
age workers (and especially retir-
ees) having to pay higher prices 
for food, energy, etc. while their 
incomes stayed the same.

For such a transition period, it 
is essential to have assets that re-
spond more than proportionately 
(and immediately) to a change in 
the expectations of price infla-
tion. Gold and/or silver are ideal 

the bonds that the life insurance 
companies purchased in order 
to “back up” the existing block of 
policies will experience a jump
in market value
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in this respect. For those who still have variable 
sources of income, we recommend figuring out 
the bare minimum of expenses for a desired 
transition period (such as 6 months, a year, or 
even longer, depending on the risk tolerance 
of the individual and the speed with which in-
come would adjust), then obtaining that dollar-
amount worth of gold and/or silver at today’s 
prices. Furthermore, for absolute accessibility in 
a crisis, we recommend taking physical posses-
sion of these precious metals, rather than (say) 
buying into an exchange-traded fund (ETF) or 
other vehicle that could be severed from one’s 
control during an emergency.

Conclusion

During our most recent (August 2014) Night 
of Clarity in downtown Nashville, we hosted 
David Stockman as our headline speaker. In 
the Q&A session after dinner, someone asked 
Mr. Stockman his own portfolio strategy, given 
Stockman’s extremely bearish views. We were 
very pleasantly surprised to hear his succinct 
answer: “Cash and gold.”

We, the authors of the Lara-Murphy Report, 
could not agree more. The one subtlety we 
would add is that “cash” is best held in the form 

We always supplement our discussions of IbC with a plea to 
obtain at least several months’ worth of gold (and/or silver) as 
emergency money.
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of accumulated cash surrender values in one or 
more dividend-paying whole life policies, as op-
posed to an individual directly owning Treasur-
ies, money market funds, large commercial bank 
balances, or other USD-denominated assets.

As I wrap up this article, let me offer the stan-
dard disclaimers: Every individual is unique. No 
one knows the future with certainty. I am not 
in this article providing direct financial advice. 
Before taking any action, each reader should 
consult with qualified and properly licensed 
professionals, especially to consider the tax ram-
ifications of any decisions.

Let me remind the financial professionals who 
read the LMR: If you do not have a securities 
license, then FINRA will not take kindly to you 

urging clients to sell equity holdings (perhaps 
to fund the acquisition of a new life insurance 
policy). It is important that your clients come 
to you, already knowing what they want to do, 
without you “finding the money” for them.

Finally, for readers who want to learn more, I 
urge you to seek out a properly trained IBC Au-
thorized Practitioner at the following website: 
www.InfiniteBanking.org/Finder. These indi-
viduals have been through the training program 
and passed the exam designed by Nelson Nash, 
David Stearns, Carlos, and myself. The financial 
professionals listed at this website understand 
how the Infinite Banking Concept provides 
the solution to the problems that the Austrian 
economists have so ably identified.

the financial
professionals listed 
at this website 
understand how 
the Infinite banking 
Concept provides 
the solution to the 
problems that the 
austrian economists 
have so ably 
identified.
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In the wake of the 2008 financial crisis 
following the crash of the stock and real estate 
markets, Americans witnessed 1,200 of the es-
timated 7,000 commercial banks in the coun-
try stagger financially. As expected the FDIC 
sprang into action to cover bank depositor’s 
funds, but what many people have never realized 
is that the FDIC literally ran out of money! The 
FDIC went $9 billion in the hole and these re-
serves were shored up only after receiving a loan 
from the U.S. Treasury. But that’s not all, in the 
midst of the catastrophe panicked investors of 
every stripe saw the typical money storehouses 
for retirement savings collapse with even one of 
the most financially sound money market funds 
(the Reserve Primary Fund)1 “breaking the 
buck.” Prompted by a flight to safety and to sal-
vage remaining principal, millions of Americans 
poured huge sums of money into the insurance 
sector. Even the insurance industry’s founda-
tional product, the slow and boring dividend-
paying Whole Life contract, saw a resurgence it 
had not seen in decades. When at first it seemed 
like there was no place left in this entire country 
to put one’s money, the life insurance sector—
the epitome of conservatism— was left stand-
ing, just like it always had for over two centuries.

For all of those who are now on the inside of 
those fortresses of financial strength, but more 
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PromPted by a flight 
to safety and to
salvage remaining 

principal, millions of 
americans poured huge 
sums of money into the 

insurance sector.

What many people have 
never realized is that the fdiC 

literally ran out of money!

importantly for all those who are currently con-
templating coming inside, this LMR article is 
written with you in mind. For the latter group, 
this article assumes that you are already inves-
tigating the Infinite banking Concept (IBC), ei-
ther because you have read Nelson Nash’s book, 
Becoming Your Own Banker, or our book, How 
Privatized Banking Really Works, or perhaps 
because you are currently speaking to an Au-
thorized IBC Practitioner who has introduced 
you to the concept. The substance of the pres-
ent article is intended to fortify your knowledge 
so that you can make an informed decision. I 
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have drawn heavily from a resource published 
by the American Bar Association, (ABA) which 
has provided me with new information to share 
with you. The traditional life insurance text-
books used in universities rounded out the re-
mainder of my research. For those who already 
own an IBC policy, this article will only serve 
to broaden your understanding of the financial 
statements of life insurance companies. 

It behooves us to make clear that the Whole 
Life contract used to practice IBC is only one 
of many different types of life insurance and an-
nuity contracts within any given life insurance 
company. What we specifically want to analyze 
here, is not so much the different financial prod-
ucts, but the insurance carriers themselves.  This 
analysis must first begin with the fact that life 
insurers are not immune to financial difficulty. 
To be sure, far fewer life insurance companies 
than banks and investment banks got into fi-
nancial difficulty during the Great Depression 
of the 1930s and the Great Recession of 2008; 
even so, careful scrutiny of a life insurance com-
panies’ financial condition is always warranted.

The GuaranTee is The promise 
embedded in The conTracT

The life insurance sector is completely differ-
ent from the commercial banking system and 
Wall Street. Fixed within life insurance policies 
are long-term, intangible financial promises not 
found in any other form of financial product. In 
effect, life insurance companies are obligated to 
fulfill their promises as written in their contracts 
now, or 65 years from now. In fact, no other fi-
nancial product contains guarantees and op-
tions of such potentially long durations as those 
found in life insurers. Obviously, a lot can hap-
pen to the financial strength of the entity that 

supports these promises over such a long period 
of time. Consequently, the financial strength 
and integrity of a life insurance company are 
more indispensible to its customers than is true 
of most other firms.

Like commercial banks and the securities in-
dustry, the life insurance industry is among the 
most heavily regulated sectors in operation to-
day. However, unlike the commercial banks and 
investment banks, which are regulated by the 
federal government, the individual state govern-
ments oversee the insurance industry and they 
are the ones that provide the rules and require-
ments on how companies should manage their 
finances and the products they sell. Although 
we have 50 states in the union, these insurance 
regulations, for the most part, are harmoniously 
similar. 

Why evaluating Life Insurer Financial strength Is Important

What we specifically want to 
analyze here, is not so much 

the different financial products, 
but the insurance carriers 

themselves.
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When a life company experiences financial 
difficulty, state regulators take a very active role 
in its rehabilitation or in selling off the compa-
ny to financially stronger competitors to make 
sure all insurer promises are fulfilled. In addi-
tion, “State Guarantee Associations,  support 
payment of policyholder benefits of financially 

impaired insurers. In recent insolvencies, 100 
percent of death benefits and 90 percent of pol-
icy holder benefits have been covered in full.”2    
Even in the case of the famous financial impair-
ment of AIG, it is important to recognize that 
its financial difficulty was neither precipitated 
by nor related to its mainstream insurance op-
erations. Although sections of its holding com-
pany became entangled in selling credit default 
swaps, AIG’s mainstream insurance subsidiar-
ies, including its life subsidiaries, were not di-
rectly affected by the impairment of the holding 
company. In fact, when state insurance regula-
tors—not the federal government—stepped in 
to protect the insurance assets of its policyhold-
ers, it found them entirely intact. 

a Life insurance company is a 
LiabiLity-Driven business

In a real sense life insurers can be considered 
to be a liability-driven business since they take 
funds from individuals and businesses today to 
make conditional payments in the distant fu-
ture. These in effect represent the promises em-
bedded in the contract. This leads life insurers 
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to invest in a collection 
of long-term assets that 
consist mostly of bonds. 
Additionally, life insur-
ance companies tend to 
purchase these fixed in-
come securities with fairly 
long maturities in order 
to match their long-term 
liability commitments. 
This conservative invest-
ment strategy of match-
ing the duration of assets 
to the duration of liabili-
ties is known as asset-
liability matching. And, 
as one would expect, the 
management of life insur-

regulatory concern about the insurance com-
pany’s financial condition. This excess would be 
the company’s “net worth.” In insurance speak, 
this would be customarily called the “surplus,” 
or sometimes simply as “capital.” Here we 
should interject how life companies assemble 
their financial statements in contrast to other 
forms of enterprises. State regulators insist that 
insurers be measured using Statutory Account-
ing Principles (SAP), “based on the notion that 
an insurer is worth only that which it can use to 
meet its present obligations—and those obliga-
tions (policy liabilities)—are themselves gener-
ally calculated conservatively.”3   This approach 
may be differentiated from the more widely 
used Generally Accepted Accounting Principles 
(GAAP) that are predicated on the concept of a 
business being a “going concern.” This is a sig-
nificant difference in that SAP rules resemble 
more the familiar and strict “acid test”4 in fi-
nance when analyzing financial statements of 
companies. Conversely, stock analysts typically 
use GAAP information for analyzing compa-
nies.

Why evaluating Life Insurer Financial strength Is Important

ance companies, including their boards, have 
natural motivations to insure company finan-
cial strength and profitability. They understand 
that strong financial numbers garner decent rat-
ings from their rating agencies, principally, A. 
M. Best, Fitch, Moody’s Investor Services, and 
Standard & Poor’s. But, they also want to avoid 
any undue attention and criticism from state 
insurance regulators. Therefore obtaining and 
maintaining financial strength is a priority.

WhaT does iT mean for a Life 
insurance company To have 
financiaL sTrenGTh? 

To secure top rating, life insurance companies 
must have a strong balance sheet and operate 
profitably. A strong balance sheet means assets 
that exceed liabilities by a sufficient margin to 
enable the insurer to weather adverse opera-
tional and economic conditions with minimal 
disruption to operations and without provoking 
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can an insurance company be 
Too secure? 

This seems like an odd question to ask, yet 
even though policyholders want a financially 
strong company they also want low-cost insur-
ance. In essence, what this really implies is that 
policyholders want the company to credit high 
interest rates to their cash values, to project low 
expenses and mortality charges, and/or to pay 
higher dividends. As you can see this creates a 
dilemma for management. The lower the inter-
est rate credited and the higher the loading and 
mortality charges, the more financially secure 
the insurer will be because it builds up surplus. 
But it also makes for more expensive and less 
competitive policies, which affect their market 
share. Therefore, striking the right balance be-
tween maintaining a strong financial position 
and providing good value to policyholders is the 
on-going challenge of life insurance manage-
ment. I specifically point out this special dis-
tinction because it might seem that the natural 
inclination would be for insurance companies to 
always aim to become and remain exceptionally 
strong financially, but the incentives influencing 
management to do so are debatable. Obviously, 
the first priority is still financial strength, but as 
we can see, there is a limit.

examininG The Life insurance 
company porTfoLio

As we have already mentioned, the assets held 
by the insurance companies back the liabilities 
that arise from in-force policies. Asset growth 
occurs when cash inflows are greater than cash 
outflows. That we would agree makes perfect 
sense, but then we have an interesting twist in 
our analysis. The life insurance assets (invest-
ments) are required by state regulation to be di-
vided between two accounts that differ in the 
nature of the liabilities for which the assets are 
being held and invested. One account is known 
as the “general account” and the other as the 
“separate account.”  An insurer’s general ac-
count supports guaranteed, interest-crediting 
contractual obligations, such as those arising 
from traditional life policies including Whole 
Life and Universal Life products. However, the 
asset composition of the separate account is 
materially different from that of the general ac-
count. All insurers’ assets in the separate account 
support liabilities arising from pass-through 
products for which all investment risk is borne 
by the policyholder. These products would in-
clude variable annuities and variable life prod-
ucts and are usually purchased to access equity 
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market returns. They are considered to be riskier 
investments than those found in the general ac-
count and state regulators permit these riskier 
investments because variable life policyholders 
have control over their asset allocation. How-
ever, it needs to be underscored that variable 
life policyholders must look solely to the value 
of the separate account were the insurer to fail. 
Ordinarily, the insurer itself has no obligation 
to these policies. For this reason buyers wanting 
to tap the equity markets using variable policies 
must pay closer attention to insurer financial 
strength. On the other hand, it is also important 
to keep in mind that though separate account 
assets are indeed risky, they generally represent 
a much smaller portion of the entire portfolio of 
an insurance company. 

Table 25 taken from a recent study conducted 
by the Federal Reserve of Chicago on the entire 
insurance industry shows a broad and compre-
hensive overview of life insurance investments 
as of 2012.

Why evaluating Life Insurer Financial strength Is Important

TABLE 2

Life insurance industry’s aggregate assets, 2012

  General-account (GA) assets Separate-account (SA) assets

   Percentage   Percentage
  Billions of GA Weighted average Billions of SA
  of dollars investments maturity (years) of dollars investments

Bonds 2,545.4 74.8 10.2  292.3 14.5
  Treasury and federal  177.8  5.2 11.9 — —
    government bonds 
  State and municipal bonds  125.8  3.7 14.3 —  —
  Foreign government bonds  75.8  2.2 13.4 — — 
  Agency mortgage-backed  229.6  6.7 10.0 — —
    securities  
  Nonagency mortgage-  237.5  7.0 6.8 — —
    backed securities  
  Asset-backed securities  170.9  5.0 9.1 — —
  Corporate bonds  1,504.4  44.2 10.1 — —
  Affiliated bonds  23.6  0.7 5.9 — — 
Equities  77.4  2.3 —  1,620.1  80.4
Mortgages  335.3  9.9 —  8.5  0.4
Real estate  21.3  0.6 —  7.6  0.4
Policy loans  127.5  3.7 —  0.5  0.0
Cash and short-term  106.4  3.1 —  18.1  0.9
  investments  
Derivatives  41.6  1.2 —  0.7  0.0
Other investments  149.2  4.4 —  67.5  3.4
Total investments  3,404.1  100.0 —  2,015.3  100.0
Total assets  3,590.0   — —  2,053.2  —

Notes: All values are for year-end 2012. Agency refers to a U.S. government-sponsored agency, such as the Federal National Mortgage Association 
(Fannie Mae) and Federal Home Loan Mortgage Corporation (Freddie Mac). Policy loans are loans originated to policyholders that are financed by 
cash that has accrued in their policies. The percentages of various bond classes in the general account do not total to the overall percentage 
of bonds because of rounding. Total assets also comprise reinsurance recoverables, premiums due, and other receivables (not listed).
Source: Authors’ calculations based on data from SNL Financial. 

the life insurance assets 
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SOURCE: Chicago Federal Reserve
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Note the different category of investments and 
their percentages. Note also the difference and 
size in the General Account Assets compared 
to those in the Separate Account Assets. As one 
can see, assets in the two accounts fall into five 
main categories consisting of Bonds, Mortgag-
es and Real Estate, Stocks, Policy Loans, and 
Cash and Miscellaneous. Notably 74.8 % of the 
life insurance industry’s aggregate assets are in 
Bonds with 44.2 % made up of high quality cor-
porate bonds.

The traditional elements of financial ratio 
analysis of life companies include the follow-
ing:6

1. Capital and Surplus Adequacy = Surplus/
Liabilities. The higher the ratio, the greater 
the indication of financial strength.

2. Leverage = (Net Premiums written + De-
posits) / Surplus. The higher the ratio, the 
greater the exposure.

3. Asset quality and diversification = Non-in-
vestment grade bonds / Surplus. Or, Mort-
gages in default / Surplus. The lower the ra-
tio pertaining to these assets, the better.

4. Liquidity = Unaffiliated Investments (assets 
other than those in the general and separate 
accounts etc., less the property occupied by 
the company) / Liabilities. The lower the 
ratio, the more vulnerable is the insurer to 
liquidity problems.

5. Operational performance = Net gain from 
operations / Surplus. A high ratio can reflect 
excessive leverage or low capitalization.

These few ratio analyses can be helpful to 
those who desire to look deeper into the inter-
relationships of these values, however, they will 
not be able to show the indirect elements of a 

company’s market position, brand, distribution, 
product focus and diversification, or the com-
petence of management. Even with this extra 
knowledge independent assessment of financial 
strength remains a complex and daunting task 
for everyone but the technically competent. For-
tunately, the insurer provides the general public 
a free report, prepared by the rating agencies, 
that describes the rating standing of the com-
pany. If one seeks to go further and desires to 
obtain an independent analysis, individual com-
pany ratings can be obtained directly from the 

Why evaluating Life Insurer Financial strength Is Important

rating agencies, either by subscription to their 
services or purchased on a case-by-case basis 
from their websites.

At this point we may be asking why we should 
even bother with such analysis if we already own 
a policy and are perfectly content with what we 
have. It’s possible that after several years with 
one company a well informed policyholder may 
determine the company he is contracted with 
is weakening and feels safer moving his busi-
ness to a more financially sound company or to 
a more suitable life insurance product. Such a 
move, under certain conditions, is certainly pos-
sible and is known as a 1035 exchange.7   In 
such a move, the carryover of the cost basis of 
the surrendered policy into the new one avoids 
recognition of any gain or loss. This is just an-

buyers wanting to tap the 
equity markets using variable 

policies must pay closer 
attention to insurer financial 

strength.
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other of the many options afforded policyhold-
ers within the life insurance industry and infor-
mation everyone should know.

concLusion

Evaluating an insurance company’s financial 
strength is obviously very important, but it is 
not simple. The purpose of this article was not 
to arm either the practitioner nor member of 
the general public with the full scope of tools 
for such an analysis, but rather to provide help-
ful background about life insurance companies 

that would enable individuals to better interpret 
and appreciate the significance of the financial 
information. The life insurance industry by its 
very nature and accounting practices is very 
conservative, yet it is not immune to financial 
reversals. Consequently, individuals looking to 
enter the insurance sector should, as a matter 
of sensible course, always look carefully at an 
insurance company’s financial strength as given 
by the rating agencies. They are available upon 
request. Though rating agencies are not perfect, 
they are the best predictors of an insurer’s finan-
cial health and buyers should place their great-
est weight on their opinions.

Why evaluating Life Insurer Financial strength Is Important
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Jeff Deist

Lara-Murphy report: How did you become interested in Austrian eco-
nomics?

Jeff Deist: I definitely discovered libertarianism first, which then led me to Aus-
trian economics. I was a hardcore libertarian fairly early in life, going to see Ron Paul 
at a 1988 Libertarian Party campaign event when I was in college. A few years later my 
close friend Joe Becker enrolled at UNLV for the express purpose of studying under 
professor Murray Rothbard in the graduate economics department, and I was able to sit 
in on a few of Murray’s classes. I knew nothing about the Austrian school at the time, 
but it became clear I needed a more comprehensive intellectual foundation—antipathy 
for the state and a belief that free markets “worked” better was not enough. Reading 
Rothbard was my start.

This is how most young people today first hear about Mises, Rothbard, or Hayek—
they already have an interest in libertarian political theory. They hear references to these 
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great names from their friends, from libertarian think tanks or organizations, from a 
huge variety of libertarian websites, and from social media, and they begin the process 
of educating themselves.

The Ron Paul 2012 campaign was a great example of this: people instinctively knew 
they favored property rights, markets, and peace. They knew they opposed cronyism and 
the banking cartel. But when Ron mentioned Murray or Mises or Austrian economics 
or the Fed in a speech, people wanted to go out and find the original sources for them-
selves. 

Of course those of us from Generation X remember when vast amounts of free Aus-
trian literature were not just a click away, to put it mildly. If you were lucky your local 
mall bookstore might have Milton Friedman’s Free to Choose and maybe Hayek’s Road 
to Serfdom—right next to John Kenneth Galbraith’s The Affluent Society. Mises and 
Rothbard certainly weren’t available at local libraries or university libraries. All that has 
changed today.

But obviously the Austrian school predates the modern libertarian movement. That’s 
why for much of the 20th century many people read Austrian economics before arriving 
at philosophical or political libertarianism. The direction was reversed. Smart individu-
als were absorbing giants like Leonard Read, Henry Hazlitt, and Mises, but they saw 
themselves as liberals in the classical European tradition of the word. Murray Rothbard 
deserves much of the credit for building a modern libertarian framework using Austrian 
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economics as the foundation, and creating a bridge for true liberals after the term was 
hijacked.

LMr: You worked for Ron Paul in his congressional office for several years. I suppose 
unlike most people in that type of a job, you didn’t have to lie every day at work! Is there 
any story you can share to illustrate the culture of DC and how you were the oddballs?

JD: My favorite anecdote involves other members of Congress asking us to have Ron 
sign books, photos, etc. for their constituents. This no doubt galled them, because Ron 
was a celebrity of sorts while they were unknown. But trust me, the average member 
of Congress deserves to be forgotten. They are a venal, mean, petty, and self-important 
bunch, despite the fact that maybe 1 in 20 of their constituents knows their names.

Working for Dr. Paul was a great experience. We (as a staff ) never had to worry about 
Ron being tempted to sell out or cast a safe vote due to political pressure. Ron’s office 
was far and away the most intellectual and philosophical office on Capitol Hill; the 
other members of Congress were purely political animals focused either on consolida-
tion of power or self-preservation, depending. 
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By contrast, we were busy quoting Mises, Rothbard, Bastiat, Tom Woods, Lew Rock-
well, Lysander Spooner, you name it, in Ron’s speeches, statements, press releases, and 
weekly columns. Virtually everyone on staff was at least familiar with Austrian thought, 
and we used mises.org as a frequent resource. 

The degree of groupthink and sheer cowardice in most offices was almost laughable. 
You have to understand that members of Congress receive voting instructions, talking 
points, and memos from party “leadership,” and they are expected to then regurgitate 
these tired slogans and platitudes like trained seals—whether on the House floor, talk-
ing to the media, or at constituent meetings.

But Republican leadership left Ron alone, and lobbyists did the same. We were free 
to promote Austrian economics, liberty, and peaceful non-intervention without the 
slightest hint of self-censorship. And yet Ron’s district in Texas always reelected him 
overwhelmingly, even when many of his constituents strenuously disagreed with certain 
of his positions. They enjoyed having a famous congressman, and they trusted his integ-
rity regardless of their personal political leanings.
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Control begins with information. fatCa is designed to make 
it more difficult for us taxpayers to diversify political risk by 
holding assets abroad, plain and simple.”

“

Perhaps the best part of working for Ron was meeting thousands of liberty-minded 
people over the years. If I had to choose two people who really stand out in my memory, 
I would say James Grant (a true patrician gentleman, brilliant yet humble) and Glenn 
Jacobs (Kane [the stage name of the professional wrestler—eds.], incredibly thoughtful 
and giving of his time). But we also met world famous academics and writers, billionaire 
business owners, stay-at-home moms, soldiers, high school and college students, peace 
activists, medical marijuana advocates, progressives, conservatives, libertarians, hardcore 
anarcho-capitalists, nonvoters, and everyone in between. We received a steady stream 
of visitors from around the country and around the world, generally unannounced. Ron 
(and often his wife Carol) always took the time to speak with them.  

LMr: As a tax attorney specializing in mergers and acquisitions, you also have expert 
knowledge with the U.S. financial and regulatory system. What’s your take on FATCA 
(Foreign Account Tax Compliance Act) and the other ways the U.S. government has 
been tightening the vise on American wealth holders?

JD: I see FATCA as tightening the noose, leading us ever closer to outright capital 
controls. Control begins with information. FATCA is designed to make it more difficult 
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for US taxpayers to diversify political risk by holding assets abroad, plain and simple. 
It’s a deterrent, but also a veiled warning to those Americans who dare not to see them-
selves as subjects of the US state. In a few short decades, a US passport has gone from 
being one of the most sought-after possessions on earth—something people would risk 
their lives for—to an albatross around our necks.

The Bank Secrecy Act of 1974 was a terrible development in American history, but 
few fully understood its potential impact at the time. The feds have always hated the 
privacy that cash provided, so they cloaked their malicious intentions with false patrio-
tism and began a long smear campaign against financial privacy, especially the offshore 
variety. Understand that the $10,000 cash transaction reporting requirement in the Act 
has never been adjusted for inflation; it ought to be at least $46,000 today. Americans 
should be able to walk into a bank, a car dealership, a jewelry store, or a precious metals 
shop and conduct business in cash. But instead most of our financial “wealth” consists 
of easily controllable electronic blips representing bank accounts, stock shares, mutual 
fund shares, etc. This should be very frightening to anyone paying attention.

LMr: Your current position, of course, is the President of the Mises Institute in Au-
burn, Alabama, where one of us (Murphy) has spent a great deal of time both learning 
and teaching Austrian economics. What role does the Mises Institute serve in the intel-
lectual battle for liberty?
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JD: We want the Mises Institute to serve as the intellectual home for the worldwide 
Austro-libertarian revolution. We want to be a place that incubates young (and not so 
young) minds. We want the Mises Institute to be the MIT or Stanford of the liberty 
movement—a place where people learn theory and first principles, so that they can go 
out into the world as entrepreneurial libertarians and apply what they’ve learned in 
academia, business, civil society, and beyond. And we are moving, slowly but inexorably, 
toward making virtually everything we offer free to the consumer.

We are a school, but school is being radically redefined. School is not necessarily a 
place you attend only when you’re young. School is not necessarily a place you attend 
physically. School does not necessarily involve a one-way lecture and a textbook. School 
does not necessarily mean long hours of study. 

One size does not fit all. Some may want to spend whole weeks at the Mises Institute ab-
sorbing advanced Austrian theory, reading copious amounts of economics texts, and build-
ing an academic career. Others simply may want to monitor our twitter feed and click on 
the occasional link. This may be all the “education” they need or desire in their busy lives. The 
point is that people learn in different ways, and our efforts should reflect that.  

We want the Mises institute 
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home for the worldwide 
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We want to be known 
as the place to get the 
economics education 
you can’t get in 
traditional schools.”

“

antipathy for the state Is not enough

Our mission is narrower and deeper than most think tanks and advocacy groups. 
While many wonderful liberty-minded organizations focus on much broader social 
topics, on the full gamut of libertarian issues, on political activism, or on public policy, 
we want to be known as the place to get the economics education you can’t get in tradi-
tional schools. But we hope what individuals learn at the Mises Institute will spill over 
into everything they do.

LMr: As our previous questions have indicated, you’ve had an eclectic career, and for 
that reason probably have seen things that, say, a lifelong investment banker or college 
professor would overlook. With your unique perspective, do you have any words of wis-
dom for those who share the Mises Institute’s goals of liberty and peace?

JD: Try to combine an investment banker’s income with a college professor’s lifestyle! 
Never invest based on your ideology, unless you have very long time horizons. And don’t 
succumb to Rothbard’s Law, whereby people tend to specialize at what they’re worst at.
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November 4 • Grand Rapids MI

Murphy speaks on sound money at the Acton Institute

•
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Murphy hosts Fraser Institute forum on economic issues for students

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