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Mises On Business Cycles…

If one wants to avoid the recurrence of economic crises, one must avoid
the expansion of credit that creates the boom and inevitably leads into the
slump.

—The Theory of Money and Credit, p. 482

The ultimate cause, therefore, of the phenomenon of wave after wave of
economic ups and downs is ideological in character. The cycles will not
disappear so long as people believe that the rate of interest may be reduced,
not through the accumulation of capital, but by banking policy.
—On the Manipulation of Money and Credit, p. 139

True, governments can reduce the rate of interest in the short run. They can
issue additional paper money. They can open the way to credit expansion
by the banks. They can thus create an artificial boom and the appearance of
prosperity. But such a boom is bound to collapse soon or late and to bring
about a depression.
—Omnipotent Government, p 251

The wavelike movement affecting the economic system, the recurrence
of periods of boom, which are followed, by periods of depression is the
unavoidable outcome of the attempts, repeated again and again, to lower the
gross market rate of interest by means of credit expansion.
—Human Action, p. 570

The boom produces impoverishment. But still more disastrous are its moral
ravages. It makes people despondent and dispirited. The more optimistic
they were under the illusory prosperity of the boom, the greater is their
despair and their feeling of frustration. The individual is always ready to
ascribe his good luck to his own efficiency and to take it as a well-deserved
reward for his talent, application and probity. But reverses of fortune he
always charges to other people, and most of all to the absurdity of social and
political institutions. He does not blame the authorities for having fostered
the boom. He reviles them for the inevitable collapse.
—Human Action, p. 574

These words of Mises remind us that we are clearly in the quiet before the
storm. It’s a time to be humble and gratteful for the knowledge we have
been given. What we sense, see and hear inspires us to keep building the
10%. It’s a special time to be thankful and we are especially thankful for you
and your mutual support.
Yours truly,
Carlos and Bob

Lara-Murphy Report
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Pulse on the Market
Recent developments that may be of interest to readers of the Lara-Murphy Report…

Gr uber G otc h as

“Architect of ObamaCare” Just a Little Too
Frank
A huge story that broke this month is the implosion of the fortunes
of MIT economist Jonathan Gruber, who was a key designer of the
Massachusetts health care legislation passed under Governor Mitt
Romney (aka “RomneyCare”) and who played a major role in the
computer modeling of the Affordable Care Act (aka “ObamaCare”).
The best compilation we’ve seen is a YouTube video titled, “All of
#GruberGate In Two Minutes” (at: https://www.youtube.com/
watch?v=kDomkBtJC7Q), which will get you up to speed on the big
picture. What happened is that recently a YouTube clip went viral from
a 2013 academic conference, in which Gruber is on a panel talking
about the new legislation and he quite openly says that the bill was
intentionally written in a misleading and non-transparent way in
order to pass. He actually uses the phrase “stupidity of the American
voter” to explain why the Affordable Care Act had to be written in
the convoluted way that it was, for example by not acknowledging
that it was an implicit subsidy of sick people by healthy people, or
that the individual mandate was a new tax. Once opponents of the
ACA smelled blood in the water, they started mining all of Gruber’s
recorded presentations on health care “reform,” and kept finding
embarrassing clips where he openly mocks the economic ignorance of
Americans and explains how the Obama Administration misled them
in order to pass the legislation. The situation became quite humorous
when Obama, Nancy Pelosi, and other apologists tried to do damage
control by effectively asking, “Gruber who?” when in fact he’d earned
almost $400,000 directly from HHS on ACA consulting alone, and
truly millions of dollars from federal and state governments for his
consultation and expert testimony since the early 2000s. The video clip
above also shows how much Gruber was touted as an expert before his
name became mud.

Pulse on the Market
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Pulse on the Market
Recent developments that may be of interest to readers of the Lara-Murphy Report…

Beyond the particulars of this episode, “GruberGate” underscores the
importance of sound economic education. This is why we constantly
stress the need for everyone to learn the essentials of Austrian
economics. The only reason the political machine in DC cranks out
such nonsense is that—alas—the average citizen doesn’t have the
tools to pierce through the deception. Contra Gruber, it’s not that
Americans are stupid, but rather that they are ignorant when it comes
to sound economic thinking. And with paid guns like MIT’s Gruber
actively helping with the act, those of us who are lucky enough to have
stumbled upon the truth need to do our part and enlighten others.

Gold & Governments

Other Governments Recognize the Market’s
Money
In last month’s issue we summarized the forthcoming referendum in
Switzerland that would bolster its central bank’s gold holdings. (As
of this writing the referendum hasn’t occurred yet.) Yet beyond the
Swiss case, many central banks around the world are increasing their
gold reserves, “driven by a number of factors including a continued
diversification away from the U.S. dollar and the backdrop of ongoing
geopolitical tensions,” in the words of a report from the World Gold
Council. Of the central banks that report their gold purchases—and
this does not include China—Russia is the leader of the pack, having
purchased some 150 metric tons of gold this year, according to Bank
of Russia Chairwoman Elvira Nabiullina.

Pulse on the Market
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Pulse on the Market
Recent developments that may be of interest to readers of the Lara-Murphy Report…

Stockm an on Stocks

Former Insider Warns of Central Bank Bubble
Of all the financial pundits out there, former Reagan OMB chief
David Stockman is one whose macroeconomic views are quite similar
to those we broadcast here at the LMR. (Indeed, Stockman was our
headline speaker at the 2014 Night of Clarity in downtown Nashville.)
In a recent post at his website, Stockman warns that the U.S. equity
markets are absurdly overvalued, pushed up by monetary policy, not
genuine savings and economic health. Here’s his take on what to
expect:
“As the bubble takes on ever greater girth, it becomes increasingly susceptible
to a negative shock to confidence. Part of the reason is technical. When
markets reach their current nose bleed levels there are no shorts left…
So if a sharp, sustained self-off gets underway due to an unexpected blow
to confidence or the arrival of the proverbial “black swan”—-there are no
shorts to cover and take their profits by buying the market as it craters;
and there is a simultaneous scramble among the buy-the-dip longs for
downside “protection” in order to ride out the storm. But in this context,
market makers who sell such protection are not in the least inclined to
write insurance or puts on a naked basis. So they sell the index short
in order to cover their exposure, thereby adding to the downward
momentum.
That is part of the reason why central bank driven bubbles expand
relentlessly for years, but then correct swiftly and violently in a few
months or even weeks when the bubble finally cracks.”
Stockman ends his post by reminding people that “no one rings a
bell at the top.” In other words, Stockman thinks it’s better to get out
sooner rather than later, even if that means “losing” money in the ride
to the top.

Pulse on the Market
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There have been qualitative changes
in the U.S. labor market, some of which have
been underway since the late 1990s. In this article I want to accomplish three things: First, I’ll
simply document the numerous developments,
showing in particular that the unemployment
patterns we’ve seen since 2008 dramatically
differ from previous recessions. Second, I will
offer a theory to explain the various patterns,
because the standard arguments from the progressive Left and the conservative Right don’t
really work. Third, I will take this new framework and look to the future, showing how the
use of privatized banking—as Carlos Lara and I

explain in our book—can help households and
business owners cope with the new reality.

Documenting the Trends
In this section I’ll post some graphs showing
various trends in the labor market. In the next
section I’ll try to make sense of them.
First, note that the conventional unemployment rate, and even the “special” unemployment
rate including “discouraged workers,” have fallen back to normal levels:

Figure 1

Even though the government’s official unemployment statistics
seem to indicate a (tepid) return to normalcy, many people
sense that these particular metrics are painting a false sense of
optimism.
The New Labor Market
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Yet even though the government’s official unemployment statistics seem to indicate a (tepid) return to normalcy, many people sense that
these particular metrics are painting a false sense
of optimism. One of the problems is that to be
“unemployed” or even a “discouraged worker,”
you have to answer government surveys in a
particular way. In subsequent figures we’ll show

that the intuition of the skeptics is right; the official unemployment statistics are masking the
true state of the U.S. labor market.
For example, consider Figure 2, which shows
the total number of civilian employees divided
by the overall population:

Figure 2

The proportion of the
population currently
working in civilian jobs
is the lowest it’s been
since the mid-1980s.

The New Labor Market
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Figure 2 certainly paints a much different picture from the official unemployment rate. The
proportion of the population currently working
in civilian jobs is the lowest it’s been since the
mid-1980s, and there is no indication that the
ratio is poised to sharply rebound over the next
few years—the drop from the late 1990s seems
as if it’s here for a while. (However, be careful:
The FRED software charted the graph starting

at the 54% mark, so the graph may appear to
indicate a bigger drop than actually occurred.)
The final figure I’ll produce shows the median duration of unemployment. In other words,
when we look at the (officially) unemployed
people and ask how long they’ve been in that
condition, we can track the duration of unemployment spells over time:

Figure 3

There are still
some 3 million
Americans who
have been out
of work for 27
weeks or longer.
The New Labor Market
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Five years into our
ostensible “recovery” from
the Great Recession, the
population of unemployed
have been out of work
longer (on average) than
the unemployed at the
most awful stage of the
early 1980s recession.

At the peak point in early 2010, half of the
entire set of (officially) unemployed Americans
had been out for work for 25 weeks or more.
Notice that this value dwarfed the comparable
figure for the awful recession in the early 1980s.
Even now, five years into our ostensible “recovery” from the Great Recession, the population
of unemployed have been out of work longer
(on average) than the unemployed at the most
awful stage of the early 1980s recession.
Although the information is not contained in
the above graph, I can also report that as of this
writing, there are still some 3 million Americans
who have been out of work for 27 weeks or longer.1
In addition to the economy-wide charts
above, let me add in more anecdotal evidence.
I was recently talking with the head of a freemarket think tank who told me that it was very
The New Labor Market

difficult to find PhD authors to write the studies that had already been funded by donors. He
said that his perception was that other directors
of research were in a similar position, at sister
organizations. His story sounded similar to the
CEOs of Silicon Valley companies, who are
constantly complaining to Congress that they
can’t find enough qualified people to fill certain
high-tech positions, which is why they want
easing of immigration restrictions at least for
these types of jobs.
Another personal anecdote involves the owner
of the auto body shop where I take my car. He
told me that they had had an opening for six
months, were offering great benefits and pay,
and yet couldn’t find any qualified applicants. I
asked if this would have happened back in 2006,
and he said not at all—such a spot would have
been filled very quickly back then.
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Making (Some) Sense of It All
The conventional explanations of “what’s
wrong with the economy”—coming from both
the Left and the Right—don’t fit all of the above
patterns. For example, traditional Keynesians
(such as Paul Krugman) argue that the economy suffers from a lack of spending (“Aggregate Demand”), and that’s why they think the
federal government should step in with bigger
budget deficits. But if that were true, why have
the conventional unemployment numbers fallen
so much, and why are there so many pockets of

employers who can’t fill positions?
On the other hand, the standard free-market
diagnosis that economic weakness is due entirely to “Obama’s tax hikes and regulations” also
doesn’t totally explain the present condition of
our labor market. If their diagnosis were the
whole story, we would expect to see the sluggishness in the labor market as the result of employers not wanting to fill positions. In this scenario,
any job opening with good pay and benefits
would presumably be snatched up very quickly,
far more rapidly than during boom times when

The conventional explanations of “what’s wrong with the
economy”—coming from both the Left and the Right—don’t fit all
of the above patterns.
The New Labor Market
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If someone lost his or her job in late 2008 and went a full year
without finding a new one, that person probably fell into a black hole.

high-skilled employees can be very picky. Yet
to repeat, that’s not what we’re seeing—at least
certain types of employers are complaining that
they have a demand for their product or service,
but they can’t find qualified job applicants to
help expand their output.
I suggest that a more accurate explanation involves thinking in terms of smaller sectors of the
economy, rather than giant macro aggregates.
In particular, various tax and regulatory changes—including the extension of unemployment
checks from the federal government, the employer mandates (which have been postponed
thus far) under “ObamaCare,” and the federal
and state-level hikes in the minimum wage—
have made a large segment of the population
The New Labor Market

virtually unemployable. To put it succinctly, if
someone lost his or her job in late 2008 and
went a full year without finding a new one, that
person probably fell into a black hole. On paper
the person would look less and less desirable to
a potential employer, and worse yet such a long
spell of unemployment would also do damage
to the person him or herself—by leading to a
waning of skills and a warping of confidence
and motivation.
Another piece of the puzzle is surely the fact
that employers took the crash in late 2008 as
an opportunity to become lean and mean. Firms
laid off their least productive workers, and asked
those remaining to pick up the slack. That’s
(partly) why measured productivity and corpo-
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rate profits seem so “healthy” even during this
tepid recovery.
Precisely because so many people—employers and workers alike—are nervous about the
future of the U.S. economy, it means that firms
will hang on to their most valued employees,
and those employees in turn are staying put. If
another crash occurs, it’s better to be at a company where you’ve spent the last 10 years, rather
than being 6 months in a new position to which
a headhunter lured you with a big pay raise.
Laid on top of all of this is a growing disconnect between the skill set of graduates coming
out of the traditional schooling system, and what
employers need in the new global economy. The
old model simply will not work, with students
racking up tens of thousands in debt to obtain a

traditional undergraduate degree, and then not
being able to find a decent job.

The Role of Nelson Nash’s
IBC
Besides undoing the particular Federal Reserve and government policies that contribute
to the boom-bust cycle and ossify the labor
market, individual households can adapt to this
new labor market by saving more in safe, liquid
assets. A comfortable buffer of liquid savings—
which can be tapped without penalty before retirement, and which will not plummet in market value with the stock market—will give the
individual employee the confidence to switch

Individual households can adapt to this new labor market by
saving more in safe, liquid assets.
The New Labor Market

16

LMR

NOVEMBER 2014

employers if there are better opportunities out
there.
More generally, I urge everyone to develop
multiple streams of income, even those readers
who have a salaried position. Having access to
one’s own personal “bank” in the manner described by Nelson Nash is an excellent starting
point for any other entrepreneurial venture.
This article is already long so I will point interested readers to Nelson Nash’s book, Becoming
Your Own Banker: The Infinite Banking Concept. There is also a dedicated YouTube channel
that we have created, which teaches the basics of

IBC in bite-sized chunks for the general public.
You can go to YouTube and search for “Infinite
Banking Institute” or directly type in the URL:
https://www.youtube.com/channel/UCwHyE9ftq4f5T_DF6o91Icw.
Finally, if you have learned enough on your
own and wish to talk to a financial professional
about applying IBC in your own household or
business, please consult the list of Authorized
IBC Practitioners who have passed through our
training program, available here: http://www.
infinitebanking.org/finder/.

References
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For a chart showing the number of Americans out of work 27 or more weeks over time, see: http://research.stlouisfed.org/fred2/
graph/?g=S1g.
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T he financial strength of the life
insurance industry is impressive. Compared to
commercial banks and investment firms, their
solvency record has been nearly faultless even
during hard economic times. While Americans
witnessed Standard & Poor’s Rating Services
actually downgrade the long term credit rating
of the United States in 2011 with a negative
outlook1, the life insurance industry not only
survived the 2008 financial crisis, it emerged
from the Great Recession financially sound
and continuing to issue policies, paying policyholder claims and servicing in-force business.
This is not to say that life companies are totally
immune to failure. Quite the contrary, in any
competitive marketplace you will find financial
impairments, including failures— they are inevitable. More to say that the number of failures
in the life insurance industry spanning a period
of nearly 200 years is small contrasted to other
financial intermediaries in the U.S. economy.
Even so, with the few companies that have actually failed, recovery to policyholders has been

In the more recent insolvencies
more than 90 percent of
policyholder benefits have been
recovered in full.

substantial. “In the more recent insolvencies
more than 90 percent of policyholder benefits
have been recovered in full.”2 Many of these insurer’s financial problems were solved without
public knowledge and often a friendly merger
or acquisition resulted.
The secret to this impeccable record stems
from the industry’s long history of conservative
financial management in addition to the layers
of solvency surveillance methods employed by
the industry, third-party analysts, and state regulators that work to ensure a financially healthy
insurance industry. In this LMR article we will
cover some of the more relevant tools used by
state insurance regulators to monitor these secure financial enterprises. In the paragraphs that
follow I hope to be able to answer the question
that most policyholders, including myself, really
want to know: “What happens to my insurance
cash values and benefits in a worst case scenario?”

Policyholders Come First
As stated previously in other LMR articles related to this subject (see the LMR Archives at
www.usatrustonline.com), the life insurance inHow Safe Are Insurance Companies?
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ers wishing to conduct business in all 50 states
must be licensed in each state and must comply
with 50 different state’s requirements. Regulatory uniformity among the 50 states is achieved
by and through the National Association of
Insurance Commissioners (NAIC),4 a trade organization composed exclusively of insurance
commissioners from each state.

Unlike most other financial
institutions in our economy, the
insurance industry is regulated at
the state level rather than at the
federal level.

dustry, like most financial intermediaries in the
U.S., is highly regulated. However, unlike the
commercial banking industry’s solvency monitoring tools that aim to prevent risks to the entire banking system, insurance solvency monitoring is focused primarily on protecting the
policyholders. As the owner of several insurance
policies that objective is comforting.
Additionally, we have often stated that unlike
most other financial institutions in our economy,
the insurance industry is regulated at the state
level rather than at the federal level. This form
of decentralization may seem odd to many readers since most of us are aware that state laws differ from one another. However, this is how it has
worked in the insurance industry dating back to
the early 1900s. An insurance commissioner,3
either elected or appointed by the Governor, enforces each state’s body of insurance laws. InsurHow Safe Are Insurance Companies?

The objective of insurance commissioners, in
addition to bringing about nationwide regulatory consistency and protecting the public’s interest, is to “strive to detect financially troubled
companies early, take corrective action to restore
them to financial health when possible, and
minimize the negative repercussions to policyholders of the financial failures that do occur.”5
Please note that, once again, the emphasis is in
protecting the policyholders. Financial professionals typically know this important information, but often neglect sharing this with clients
and prospects, forgetting that for the average
American these regulatory differences many
times represent completely new revelations to
their understanding of the life insurance industry. These distinctions can be immensely helpful
in properly understanding the mechanisms that
safeguard the public’s money, which in many
cases is their life’s savings. If advisors are to give
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clients a full range of essential advice then providing this level of information to the public
should not be overlooked.

Risk-Based Capital Requirements
There are several important solvency monitoring tools used by insurance commissioners and
their staff, but the one solvency regulation that
should be singled out as the most important is
a life insurance company’s net worth (the excess of assets over liabilities). This topic too has
unique distinctions not commonly found with
other financial institutions. To be precise, it is
imperative to understand that the principle liabilities on life insurance balance sheets are actually policy reserves. In last month’s LMR article
we learned that insurance companies follow a
very conservative strategy of matching assets to
their long-term liability commitments known
as “asset liability matching.” But here we mean
specifically that state regulators require additional capital cushions for all present and future liabilities by mandating an overstatement
of future expected claim costs.
“For example: the mortality rates required to
be used in reserve calculations are much greater than those actually experienced by insurers.
This fact results in reserves being higher than
they would be were realistic mortality assumptions used. In effect, this requirement means
that insurers ordinarily have some surplus or
cushion embedded within their liabilities.”6
Still yet another layer of conservatism is found
in the limitations regulators place on the quality
and quantity of assets to be purchased by insurers. This summons special focus on their valuation. A 2012 study of the Life Insurance industry conducted by the Federal Reserve Bank
of Chicago revealed that 74% of assets were in
How Safe Are Insurance Companies?

State regulators also require
life insurers to use a completely
different method of accounting
standards known as Statutory
Accounting Principles (SAP).
investment-grade bonds with 44% being corporate bonds.7 The study was an impressive indicator of a financially solid insurance sector. In
fact, riskier investments, especially for marketsensitive insurance products, are required by law
to have an additional increase of policy reserves.
This emphasis on a stockpile of capital reinforcements with regards to the management of
insurance companies is hard to ignore.
In addition to these mandates, state regulators
also require life insurers to use a completely different method of accounting standards known
as Statutory Accounting Principles (SAP).
What makes this form of accounting so important is that the assessment emphasis is placed
squarely on an enterprise’s solvency rather than
on the value of a company as an ongoing concern. It allows regulators to analyze more stringently these extra reserve requirements. Needless to say SAP financial statements are more
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A 2012 study of the Life Insurance industry conducted by the Federal
Reserve Bank of Chicago revealed that 74% of assets were in investmentgrade bonds with 44% being corporate bonds.

conservative than Generally Accepted Accounting Principles (GAAP) commonly used by all
other U.S. corporations.
Finally, these regulatory methods all come
together in the implementation of the NAIC’s
Risk-Based Capital (RBC) model law that
evaluates the adequacy of each insurer’s surplus
(with surplus being synonymous with capital).
The riskier an issuer’s operations are the larger
the amount of capital it is made to hold. An insurer that invests in low-grade bonds exposes
itself to greater default risk and therefore it is
required to hold more surplus than one that
invests in high-grade bonds as mandated. This
very important law spells out several contingency risks of life insurers and then makes use of a
complex formula with several risk-based capital ratios that have certain thresholds. A ratio
below the required threshold triggers progressively more intrusive actions by regulators that
help identify inadequately capitalized insurers.
In other words, above the ratio threshold there
is “no-action,” but as an insurer moves below the
threshold there is first the “company action level,” followed by the “regulatory action level,”
then the “authorized control level,” and finally the “mandatory control level,” which is the
regulatory seizure of the company. Through this
process regulators are able to detect financially troubled companies much earlier and move
quickly to rehabilitate them.
Before we discuss what regulators actually do
How Safe Are Insurance Companies?

to a financially impaired insurer once they find
one, there are two other important tests or regulatory restrictions placed on life insurance companies that should be mentioned in the interest
of assuring the reader of the insurance sector’s
financial solidity.

Cash-Flow Testing and Dividend
Restrictions
Life insurance companies are required, as part
of their statutory filings, to model thousands of
economic scenarios to ensure that their assets
and future cash-flows provide enough liquidity
to provide policyholder obligations. These modeling scenarios also have mandatory cash-flow
thresholds. Consequently, additional reserves
will be required if they do not meet these points
of entry. When we hear and read that the insurance companies had far fewer failures than
commercial banks and other investment firms
even during the Great Depression of the 1930s,
these cash flow management efforts within the
insurance industry explain why they were able
to survive these major economic downturns.
More importantly, the states impose restrictions on any money transfers, such as dividends,
to their parent holding companies or other affiliates. Additionally, all the assets, reserves, and
capital/surplus must be maintained by the life
insurance subsidiary and be completely separated from the group’s other funds and obliga-
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tions. That’s another way of saying that there is
effectively a wall between a life insurance subsidiary and its parent company and affiliates,
which mostly operate in the federally regulated
markets. Although money transfers are permitted, state regulators must approve any money
transfers that exceed certain limits that may

Even if the AIG holding company
and conglomerate had been
allowed to fail, the life insurance
subsidiaries would have been
financially insulated and safe.

potentially damage the financial strength of the
life company. It is because of this regulation that
we can now understand why the assets within
AIG’s life insurance subsidiaries remained
separated and did not require taxpayer bailout
money. Even if the AIG holding company and
conglomerate had been allowed to fail, the life
insurance subsidiaries would have been financially insulated and safe. As policyholders we
could not have a better example of the financial
fortitude and conservatism of the life insurance
industry than AIG, whose temporary misfortune occurred in our own day and time.
The NAIC has several other important solvency surveillance tools which we cannot cover
in detail here, but they include annual Audited
Financial Statements, Financial Analysis Solvency Tools (FAST), Insurance Regulatory Information System (IRIS), Onsite Financial Examinations, Professional Third Party Oversight
(including rating agencies), and several forms
of Informal and Formal Actions by regulators,
all of which serve to establish proper incentives
and safeguards to keep the number of insurer
insolvencies to a bare minimum.
Of course, long before the regulators have to
step in, managers running insurance companies
know if their business is heading into financial
trouble and take voluntary action to reverse
their course. These steps may include such measures as expense cutting, selling pieces of their
business, purchasing relief reinsurance, exploring merger possibilities or trying to sell their
company to another more financially sound enterprise. Fortunately many of these options do
in fact work with minimal disruption to policyholders. However, occasionally there is that one
company that slips beyond the rehabilitation
stage. In the past some of these insurers have
been household names, but generally they are
small companies. The course of action taken by

How Safe Are Insurance Companies?
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Long before the regulators have
to step in, managers running
insurance companies know if their
business is heading into financial
trouble and take voluntary action to
reverse their course.

regulators against these insolvent entities represents for policyholders the worst-case scenario
or what we may describe as the bottom line to a
life insurance company that must be seized and
dismantled.

Liquidation— The Last Straw
Before assessing the outcome of this final
phase, the reader should realize that although
the insurance industry is highly regulated, it
must pass the “market test” on its own merits,
in contrast to commercial or investment banks
that can look to the “lender of last resort,”
(the Fed), when they make poor decisions. The
FDIC which protects bank deposits states on
its website that it is backed by the full faith and
credit of the U.S. Government. However, in
light of the recent Dodd-Frank Act this guaranty has been called into question. The point
is that life insurance companies make no such
claims to the public. State governments do not
provide insolvent life insurers taxpayer money
to solve their financial difficulties. Life companies, like all other corporations on the open
market, operate in a competitive profit and loss
environment. They have to provide their own
safety nets to protect their customers. But from
what we have learned already on how life insurance companies are conservatively managed,
How Safe Are Insurance Companies?

even a failed insurer probably has more assets
to distribute or sell than your typical financially
insolvent company. This may ultimately explain
why the recovery to policyholders is historically
high and the failure rate is so low.
The authors of the American Bar Association
reference book used in the writing of this paper
felt comfortable enough to state that “the average
policyholder is highly unlikely ever to be required
to deal with the insolvency of a life insurer.”8 It
is true that there are several options and plenty of
lead time to exit or transfer out of an insurance
carrier if absolutely necessary. But though they
may be minimal, unfortunately failures do occur. When it is found inadvisable that an insurer
should be rehabilitated a “conservation order,”9
or liquidation order, is granted to the insurance
commissioner to move the company toward the
final closing of operations. The insurance commissioner, acting in a similar role to a receiver in
bankruptcy, is given full title to the company’s assets and makes final settlement of all obligations.
The following distribution priority is mandatory
by law and it is executed accordingly.
•

Cost of Administration— first

•

Employee Salaries— second

•

Policyholder Claims

•

All Other Creditors

24

LMR

NOVEMBER 2014
“While these laws vary somewhat from state
to state, most states provide for guaranty association payment amounts up to these limits:”10
The reader should check for the actual limits in
their own state because some are actually higher.
•

$300,000 in life insurance death benefits;

•

$100,000 in withdrawal and cash values
for annuities;

•

•
•

Shareholders —last (in the case of Stock
Companies)

What is important to recognize in this final
stage is that once the insurance commissioner
becomes involved as a receiver he will be focused intensely on conserving assets on behalf
of the policyholders. However, triggered simultaneously with the granting of the commissioner’s conservation order are the Guaranty Associations. This is an indemnity organization that
functions in the same way the FDIC works with
commercial banks, but without federal government support. Financed with the assets of the
failed insurer and the proceeds from an assessment system funded by other solvent life insurers, the guaranty association begins immediately
to provide coverage and benefits to the policyholders of the failed company. They will also actively transfer policies to other insurers and generally assume the role of an ongoing insurer or
they will honor cash benefits to those that want
out. Although the guaranty association has statutory indemnification limits, policyholders can
also make a priority claim against the assets of
the liquidated insurer for any claims not paid by
the guaranty associations.

How Safe Are Insurance Companies?

$100,000 in cash surrender or withdrawal
value for life insurance;

$100,000 in health insurance policy benefits

All 52 insurance guaranty associations are
members of the National Organization of Life
and Health Insurance Guaranty Associations
(NOLHGA)11 and work together to provide continued protection and support for policyholders.

Conclusion
The near invincibility and fortitude of the life
insurance industry has been underscored repeatedly in this article because of the impressive solvency record it possesses. Commercial
banks and investment firms have not been able
to match this performance. The secret to the life
insurance industry’s financial strength lies in
their conservative management style that places
such great emphasis on policy reserves. It’s as
though they are made to operate with a built-in
capital cushion. For this reason few insurers ever

State governments do not provide
insolvent life insurers taxpayer money
to solve their financial difficulties.
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fail and even in the rare cases when they do, recovery to policyholders is substantial. That’s the
good news of this article and why my personal
assets are concentrated in the insurance sector.
However, putting a positive spin on an article
that ultimately discusses what happens to policyholders when an insurer actually fails is admittedly difficult. The truth is that when a policyholder’s insurance company actually fails, it
makes no difference to him or her how impressive all these statistics are. A failed life insurance
company that has one’s insurance coverage and
benefits is going to be a problem no matter how
you look at it. Even though one may not actually suffer a complete financial loss in the end,
there will be uncertainty, delays, and just plain
aggravations. None of these makes for a pleasant experience.
Since failures in any competitive marketplace
are inevitable we should simply stress that buyers should be vigilant in their initial selection
of carriers. Study carefully the rating agency
reports provided by the company and contract

with only the best rated. It can also be wise to
place needed insurance coverage with several
insurers instead of putting all your eggs in one
basket. Finally, be just as vigilant in the selection
of your agent. Choose qualified financial professionals who will provide you with the full range
of financial advice including any early warnings
and escape routes if financial problems with a
carrier are imminent. This will add an additional
layer of safety to your insurance purchase and
relieve you of unnecessary stress. The Authorized IBC Practitioners listed at www.infinitebanking.org/finder is an excellent place to start.

References

1.
2.
3.
4.
5.
6.

7.
8.
9.

1.Downgrading the U.S. Credit Rating, Wikipedia, The Free Encyclopedia, November 22, 2014
http://en.wikipedia.org/wiki/United_States_federal_government_credit-rating_downgrades

“Who’s Watching Your Back?” An Assessment of Life Insurance Policyholder Protections Following the passage of the Budget Control
Act of 2011, Article, by Atlas Advisory Group, Who’s Watching Your Back? - Carlson Hammond
Insurance Commissioner, Wikipedia, the free encyclopedia, http://en.wikipedia.org/wiki/Insurance_commissioner

National Association of Insurance Commissioners, Wikipedia, the Free Encyclopedia, http://en.wikipedia.org/wiki/National_
Association_of_Insurance_Commissioners

The Advisor’s Guide To Life Insurance, Harold D. Skipper, PhD and Wayne Tonning, Copyright 2011, M Financial Group, American
Bar Association, Chapter 4. Page 70.
The Advisor’s Guide To Life Insurance, Chapter 4 Page 70

The Sensitivity of Life Insurance Firms To Interest Rate Changes, Berends, McMenami, Plestis and Rosen, Federal Reserve Bank of
Chicago https://www.chicagofed.org/webpages/publications/economic_perspectives/2013/2q_berends_mcmenamin_plestis_rosen.cfm
The Advisor’s Guide To Life Insurance, Chapter 4, Page 78

Life Insurance, Kenneth Black Jr., Harold D. Skipper, Kenneth Black III, Copyright 2014 by Lucretian, LLC, Chapter 13, page 309

10. Life Insurance, Chapter 13, page 309

11. National Organization of Life and Health Insurance Guaranty Associations (NOLHGA), Wikipedia, The Free Encyclopedia http://
en.wikipedia.org/wiki/National_Organization_of_Life_and_Health_Insurance_Guaranty_Associations

How Safe Are Insurance Companies?

26

LMR

N O V EEMBER
MBER 2014

The Truth Will Set Us Free

27

LMR

NOVEMBER 2014

David Gordon is a senior fellow at
the Ludwig von Mises Institute. He was
educated at UCLA, where he earned his
PhD in intellectual history. He is the author
of Resurrecting Marx: The Analytical
Marxists on Exploitation, Freedom, and
Justice; The Philosophical Origins of
Austrian Economics; An Introduction to
Economic Reasoning; and Critics of Marx.
Dr. Gordon is the editor of The Mises
Review, and a contributor to such journals
as Analysis, The International Philosophic
Quarterly, The Journal of Libertarian
Studies, and The Quarterly Journal of
Austrian Economics.

David Gordon

Lara-Murphy Report:

you discover Austrian economics?

How did

David Gordon: When I was in junior

high, I used to go to Poor Richard’s Bookshop in
Hollywood, California. The store specialized in
libertarian and conservative books, and the first
libertarian book that I read was Bastiat’s The
Law. This made a great impression on me and
continues to do so. My first exposure to Mises
was a collection called Planning for Freedom. I
then read Human Action and Hayek’s Road to
Serfdom. I read Rothbard’s Man, Economy, and
State when it was published in 1962. By then I
was in high school.

The Truth Will Set Us Free

LMR: Those of us who have attended confer-

ences with you know that you have an uncanny
ability to recall passages from obscure books, often down to the page number. Is that a talent
you had as a youth?

DG: It’s kind of you to say that, but to me it

seems that I forget a lot. To the extent I’m able
to remember things, it probably comes from
the way I read a book. I am interested in all the
details of the book; I don’t outline or underline
passages that contain the main ideas and ignore
the rest. My memory when I was younger was
better than it is now.
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“I read Rothbard’s Man, Economy,
and State when it was published in
1962. By then I was in high school.”

LMR: You are known as a prolific reviewer of

books, often with scathing results for the poor
authors involved. Can you explain how you got
into this routine?

DG: I’m very interested in the structure of ar-

guments, and usually the way an argument goes
interests me more than the conclusion. I’m much
better at criticizing arguments than constructing good ones of my own, and this has led to my
writing reviews that are often less than fully enthusiastic. I was influenced in reviewing by one
of the greatest of all writers of scathing reviews,
the classical scholar and poet A.E. Housman
and also by the great philosophical scholar A.E.
Taylor. To a large extent, though, I exaggerated
for humorous effect my natural tendency to find
fault with arguments. This was especially true
in the early years of my Mises Review. I have

The Truth Will Set Us Free

mellowed with age, except, of course, when confronted by a charlatan.

LMR:

What are the most important philosophical ideas that budding young Austrian
economists need to learn?

DG: Economists, both Austrian and non-Aus-

trian, treat people’s value judgments as preferences. If you are trying to understand someone’s
behavior, you need to consider the preferences

“I have mellowed with
age, except, of course,
when confronted by a
charlatan.”
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“Austrian and
libertarian ideas are
true; and, as statist
programs continue to
fail, the attraction of
free market ideas will
increase.”

he actually has, not those which he should have,
according to some ethical theory.

contemporary philosophy takes seriously is just
not true.

Economists often jump from this entirely valid
point to thinking that ethics reduces to personal preferences: all that we have are competing
“value judgments” that cannot be rationally assessed. My advice to young Austrian economists
is that you should not take for granted that this
view is correct. If you study moral philosophy,
you will discover that this is a very contestable
thesis.

LMR: Finally, what is your assessment of the

Also, Austrian economists shouldn’t surrender the use of a priori reasoning. Again, if you
study philosophy, you will find that this is a very
complicated topic. The assumption by many
economists that Mises and Rothbard held outdated views that no one knowledgeable about

The Truth Will Set Us Free

prospects for liberty, in the near and distant future?

DG: Like Rothbard, I’m optimistic. The stu-

dents who attend Mises University, year after
year, give me hope. (Once at MU, I was talking
to a few students. One said, “This is my second
time here.” Another said, “I’ve been to MU three
times.” I said, “I think this is my twenty-eighth
time.”) Austrian and libertarian ideas are true;
and, as statist programs continue to fail, the attraction of free market ideas will increase. As J.K.
Galbraith, the antithesis of an Austrian, rightly
said, “The enemy of myth is circumstance.”
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www.infinitebanking.org

3232

LMR
2010
L M RSeptember
NOVEM
BER

2014

+
Fund Your Own

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

