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Announcing! The First Annual

Where IBC financial professionals meet,
share their mutual goals, and learn advanced-level

IBC implementation strategies.

Birmingham-Jefferson Convention Complex, Birmingham, Alabama

FEBRUARY 6-7, 2014

Now that you have obtained a solid foundation in the theory and imple-
mentation of IBC, as well as an understanding of Austrian economics 
and its unique insights into our monetary and banking institutions— 
come to the IBC Practitioner’s Think Tank and learn ftrom successful 
IBC Practitioners in the field who will lead these important seminar pre-
sentations.

PLUS —new IBC Practitioner Course offerings from Nelson Nash, Rob-
ert Murphy and Carlos Lara, including the new IBC Practitioner Mentor-
ship Program!

This is a totally new and revised program unlike any other previous IBC 
meetings.  Open only to “graduates” of the IBC Practitioner’s Program 
and for this time only—IBC Practitioner “students” too!

15 Seminar Speakers (veteran IBC Practitioners) will present:
   • IBC Case Studies    
   • Client Interview Techniques
   • Starting The IBC Conversation
   • Software Presentations Supporting The IBC Concept 

All in a small-group seminar format to maximize the learning experience.

Book your sleeping room at the Sheraton Birmingham, our host hotel, at $110 a night (plus taxes).

DON’T GET LEFT BEHIND. STAY ON THE EDUCATIONAL CUTTING EDGE.
REGISTER TODAY!

IBC & AUSTRIAN ECONOMICS
IS GROWING!

WITNESS IT HERE.

https://vimeo.com/82566158
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THE END OF THE 
BERNANKE ERA
BY  Robert  P.  Murphy

As Bernanke hands over the reins, 
it’s important to reflect on how he 
changed the Fed—for the worse.

Economic  Deep  End

INSIDE THE 
CLOSED BLOCK
HOW MUTUAL INSURANCE HOLDING 
COMPANIES REALLY WORK, PART II
BY  L .  C arlos  L ara

The concluding essay in our series on 
the history and institutional structure 
of life insurers.

PULSE ON THE MARKET
China vs BTC • NSA Thirsty? • No 
Coal for Congress • TPP Trojan 
Horse?

FAILING FED AND 
SNOOPING FEDS
Interview

Lawrence H. White is a world expert on 
Austrian monetary and banking theory. 
He’s not impressed with the Fed.

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

LARA-MURPHY REPORT
Liberty is a goal that inspires all men 
and women.
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Dear  Readers
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Give Me Liberty. We could not think of more appropriate words to convey to our LMR 
readership than these, especially as we near the end of this year and begin the next. Our sincerest hope is 
that they will take on a greater meaning for you if you know that they were taken from the title of a short 
inspirational little book written by Rose Wilder Lane. Who is she? Aside from being the daughter of Laura 
Ingalls Wilder and co-author/editor of the Little House on the Prairie book stories that millions of us 
watched on television, she is noted—with Ayn Rand and Isabel Patterson—as one of the founding mothers 
of the American libertarian movement.

In this short manuscript of only 55 pages written in 1936 Lane makes us realize the supreme and 
precious value of our personal freedom and why she is deserving of the title and place she has been given in 
history. Words like these— selected from this little gem— make us pause and think deeply:

“Americans have had more freedom of thought, of choice, and of movement than any 
other peoples have ever had. There is the European Peasant; there has never been the 
American Peasant.

…The thought that I might lose it had never remotely occurred to me. 

…But anyone whose freedom has been, as mine has always been, knows that this 
independence is another name for responsibility. The question is whether personal freedom 
is worth the terrible effort.

…The final answer cannot be personal, for individual freedom of choice and of action 
cannot long exist except among multitudes of individuals who choose it and who are 
willing to pay for it.

…We look too much at charts and statistics. We would learn more by looking at 
America.”

Are we looking at America intently? Is the spirit of our freedom still in us? Of course it is. Pockets of 
freedom perhaps, but we’re still here. Look at all of us and what we are doing and more especially what we 
are getting ready to do. We’re writing history by waking up America one individual at a time. We are more 
intent and single-minded than ever in our efforts to reach the 10%. This is our great hope. This is what we 
will do today, tomorrow, next year and forever.

Have a Merry Christmas and a Happy New Year!
Carlos and Bob

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

— How Privatized Banking Really Works

http://mises.org/document/3317/Give-Me-Liberty
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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

BUDGET DEAL GIVES FEDS CHRISTMAS PRESENT
The Beltway insiders are all so relieved that the Republicans and 
Democrats could settle their differences and agree to spend taxpayer 
money. As a Reuters article puts it, “As Washington empties out for the 
holidays, a final budget fight will play out in the nearly empty Capitol 
building as congressional staffers parcel out more than $1 trillion to 
fund everything from cybersecurity to student loans.” What a great 
example of the Christmas spirit of reconciliation. It would be touching 
if it were their money.

No Coal  for  Congress

THE SECRET TPP IS MORE THAN JUST A TARIFF DEAL
Scrutiny over the pending Trans Pacific Partnership (TPP) deal—
for which the Obama Administration wants to acquire the power 
to grant fast-track approval—is growing. We will cover this topic in 
greater detail in a future LMR, but for now readers should realize that 
it doesn’t take years of negotiations behind closed doors just to lower 
tariff rates. Rather, what happens with these modern trade deals—
including NAFTA—is that the signatory countries partially cede their 
sovereignty to an unaccountable supernational body. With the TPP, 
one particular aspect very troubling to civil libertarians is its treatment 
of copyright infringement. Some speculate that by placing the legal 
onus on the companies hosting content that turns out to violate IP 
law, the TPP would grant governments the ability to crack down on 
dissent without formally violating freedom of speech. The problem 
with all of these discussions is that the legitimate concerns about such 
treaties are often drowned out in simplistic rhetoric concerning “cheap 
imports” and other protectionist fallacies that were exploded by the 
great classical economists. Yet modern proponents of the free market 
shouldn’t make the opposite mistake, and assume that just because 
people claim something is about “free trade” means it’s a good thing.

TPP  Trojan Horse? 
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CHINESE AUTHORITIES LIMIT BITCOIN
The Chinese government halted new deposits into Chinese Bitcoin 
exchanges, in a move that sent the dollar-price of the virtual currency 
crashing (from about $1200 down to $700). In our assessment of 
Bitcoin, our primary interest has been from the perspective of Austrian 
economic theory; we are concerned that some of the anti-BTC 
arguments would also “prove” that gold isn’t a good money (its price 
too has been volatile since the Fed’s shenanigans).  Another frequent 
argument is that Mises’ explanation of the origin of money proves that 
Bitcoin will never be money, since it didn’t emerge (as gold and silver 
did) from the marketplace as regular commodities. The problem here is 
that Mises’ argument specifically applied to a medium of exchange, not 
just money, and Bitcoin at this point is clearly a medium of exchange. 
(Some users accept it in trade, intending to trade it away for other 
items in the future. That’s what a medium of exchange is.) We don’t 
know what the future holds, but it’s also worth reminding cynics that 
people were saying Bitcoin was a bubble back when it hit $10.

China  vs  BTC

NULLIFICATION GROUP SEEKS TO DEPRIVE NSA OF ITS 
PRECIOUS FLUIDS
The California-based Tenth Amendment Center—the epicenter of the 
state-based nullification movement—has come up with a clever idea to 
stop the NSA from snooping: Have state governments restrict the flow 
of water into NSA buildings. The giant computer operations (needed to 
collect and analyze our transmissions, apparently) consume vast amounts 
of water, and the specific actions in the model legislation clearly fall 
within a state’s legal authority. People interested in the idea can check 
out the video at: http://www.youtube.com/watch?v=8ANUo8BnYoo., or 
simply search YouTube for “No Water = No NSA Data Center.”

NSA Thirst y?

Pulse on the Market
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The End of the Bernanke Era
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ball” without helping our new readers get up to 
speed. So before discussing the specific moves 
of the Bernanke Fed, let me take a moment to 
explain our perspective when it comes to the 
macroeconomy.

Carlos and I subscribe to the Austrian School 
of economics, named for the historical fact that 
its original members hailed from that coun-
try. The Austrian School was instrumental in 
the 1870s “marginal revolution” in economic 
thought, which replaced the old classical labor 
theory of value with modern subjective value 
theory. Rather than explaining the market price 
of a good by reference to how much labor power 
went into its construction, the new subjectivist 
approach started from the fact that consumers 
evaluate goods according to their usefulness (or 
“utility”).

As a recovering college professor I can’t help 
but give two quick examples to show the ob-

THIS MONTH MARKS 
THE 100TH ANNIVERSARY OF THE FED, 
prompting many observers to reflect on the bale-
ful influence of this institution on the United 
States. (See for example this month’s interview 
with Lawrence H. White.) Yet barring a sur-
prise announcement, this month also showcased 
the final policy statement from the Fed presided 
over by Ben Bernanke. It’s fitting, therefore, that 
we review the tremendous transformation of the 
Federal Reserve under Bernanke’s tenure. As I 
have remarked elsewhere, Ben Bernanke is the 
Fed’s FDR.

A BRIEF PRIMER: WHAT 
CAUSED THE HOUSING 
BOOM AND BUST?

The LMR’s readership constantly grows, such 
that Carlos and I sometimes talk “inside base-

The End of the Bernanke Era

Ben Bernanke is 
the Fed’s FDR.
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vious superiority of the subjectivist approach 
over the old classical framework: It doesn’t mat-
ter how many hours of labor I put into it, if I 
make a mud pie, nobody will pay me for it. On 
the other hand, if I accidentally strike oil in my 
back yard, I will be able to charge just as much 
per barrel as someone else who spent millions 
of dollars searching for new crude deposits. 
The common element in both scenarios is that 
people evaluate goods (and services) based on 

much sounder footing—than the cost- or labor-
theory of value that the classical economists had 
developed.

For our purposes, and of particular interest to 
financial professionals, the most important con-
tribution of the Austrian School is their theory 
of the business cycle. It was first developed by 
Ludwig von Mises in the early 20th century, 
then it was elaborated by his disciple, Friedrich 

The End of the Bernanke Era

The modern explanation of market price is much more versatile—and 
rests on much sounder footing—than the cost- or labor-theory of value 
that the classical economists had developed.

forward-looking plans and how those goods will 
assist them; the past is irrelevant when deciding 
on current action. Of course, it’s still true that 
competitive forces in a market tend to make 
“prices equal costs” (including interest), but this 
emergent pattern is not due to costs “causing” 
retail prices. The modern explanation of mar-
ket price is much more versatile—and rests on 

Hayek—whose work on the subject won him 
the Nobel Prize in 1974. In the Mises-Hayek 
view, interest rates do something in a market 
economy; they serve a definite social function. 
Specifically, the market interest rate serves to 
coordinate the subjective “time preferences” of 
consumers with the objective investment proj-
ects maintained by the entrepreneurs.
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To see how this works, suppose we have an 
economy where consumers suddenly decide 
that they want to have more wealth available 
in their later years. Consequently, every house-
hold cuts back its spending on current enjoy-
ments—people don’t go out to eat as much, they 
take in fewer movies and vacations, and they 
buy more economical vehicles. Now they have 

output changes away from a “present-oriented” 
mix of goods into a “future-oriented” one. The 
economy cranks out (relatively) fewer consum-
er goods in order to free up resources for the 
production of (relatively) more capital goods. 
The growing collection of tools and equipment 
eventually leads to a permanently higher stan-
dard of living, despite the higher savings rate.

The End of the Bernanke Era

Eventually reality asserts itself, the banks stop plowing artificial credit 
into the system, and the boom collapses. 

a greater amount of savings which they make 
available to financial institutions (such as com-
mercial banks, mutual funds, and life insurance 
companies). Other things equal, the extra sav-
ings makes it easier for businesses to borrow, as 
interest rates fall.

In the Austrian perspective, this story shows 
the crucial role of the interest rate—which is 
just a market price, after all—in adjusting every-
one’s actions. The community effectively wants 
to lower its standard of living today in exchange 
for a higher standard of living decades in the 
future. From an individual household’s point 
of view, this tradeoff is achieved by saving more 
today, and investing/lending the money out to 
earn a compounded return over the decades.

Yet from the “macro” economic point of view, 
the economy physically transforms in response 
to the new saving: The lower interest rates allow 
businesses to borrow funds and make longer-
term investments, because on paper these proj-
ects now appear profitable at the lower discount 
rate. It’s true that the restaurants and sports car 
sectors of the economy shrink—at least in the 
near term—but factories and medical research 
firms expand. The composition of the economy’s 

The above (simplified) tale shows what hap-
pens when things go right. But Mises and Hayek 
showed how things can go terribly wrong. Spe-
cifically, if the commercial banks (nowadays un-
der the influence and behest of the central bank) 
expand credit and lower interest rates without 
an influx of genuine saving by the public, the 
result is an unsustainable boom. Entrepreneurs 
still expand investment in long-term projects, 
because they are reacting to the (false) signal 
provided by the lower interest rates. Yet the con-
sumers have not cut back their purchases, and so 
the economy is tugged in opposite directions; it 
is trying to expand capacity faster than is physi-
cally possible. Eventually reality asserts itself, 
the banks stop plowing artificial credit into the 
system, and the boom collapses. Then the reces-
sion occurs, where businesses have to adjust in 
light of the grim realities.

In our book How Privatized Banking Really 
Works, Carlos and I walk through the evidence 
showing that the Austrian theory of the boom-
bust cycle does a great job explaining the hous-
ing crisis of the 2000s. Here’s the quick version: 
After the dot-com crash, then-Fed chair Alan 
Greenspan tried to provide a “soft landing” to 
the economy by slashing interest rates from 6.5 



12 L M R  D E C E M B E R  2 0 1 3

percent down to 1 percent (by June 2003), where 
he held them for a year. At the time, Greenspan 
was hailed as “the Maestro” who had fueled a 
surge in house prices despite the recession.

In retrospect, however, it became clear that 
Greenspan had simply swapped out one asset 
bubble for another. The crisis in the fall of 2008 
was far worse than what would have happened 
had Greenspan simply allowed the dot-com 
crash to play itself out. By flooding the finan-
cial sector with artificially created money, the 
Greenspan Fed had merely postponed the in-
evitable crisis, making it much worse.

BERNANKE MORE THAN 
“DOUBLES DOWN” ON 
GREENSPAN

As everyone now knows only too well, Ben 

Bernanke only compounded the policy mis-
takes of his predecessor. Whereas Greenspan 
had pushed the target interest rate—the so-
called federal funds rate—down to 1 percent for 
a year, Bernanke has pushed it down to virtually 
zero, where it has been stuck for several years 
and counting.

Indeed, because Bernanke pushed the (nomi-
nal) interest rate down as far as it would go, the 
Fed under his watch had to switch to “quanti-
tative easing,” where the central bank now an-
nounced how much money it was going to cre-
ate. The reader should consider that this is a 
new twist; historically, the Fed would merely 
announce what it was doing with interest rates. 
The new “quantitative” money talk was necessary 
to show the world that Bernanke was “doing 
something” regarding the awful economy. Fig-
ure 1 shows just how unprecedented Bernanke’s 
“zero interest rate policy” (ZIRP) has been.

The End of the Bernanke Era

Figure 1
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The failure of the QE programs is obvious; had Bernanke explained to Americans back in late 
2008 that he would quadruple the Fed’s balance sheet, and yet the economy would still be on the 
ropes five years later, an overwhelming majority would have told him to cease and desist. But since 
he got his foot in the door with the initial bursts of QE, now Wall Street is addicted to Fed infla-
tion. Figure 2 illustrates the dependence of the S&P 500 on the continual expansion of Fed assets:

The End of the Bernanke Era

Figure 2

The Fed, under Bernanke’s tenure, has painted itself—and us—into a corner. If they stop printing 
money, the economy will slide back into recession. Yet if they keep printing money, eventually the 
dollar will collapse and prices will soar. It’s true that some of us have been surprised by how long the 
Fed has gotten away with such massive money creation already, but eventually they will have to slow 
down the printing presses. That day of reckoning will be much worse than the situation we faced in 
the fall of 2008.

THE NUANCED “TAPER”

The strange new world of monetary policy is epitomized by the most recent Fed policy statement. 
On December 18 the Fed announced:

Beginning in January, the Committee will add to its holdings of agency mortgage-backed se-
curities at a pace of $35 billion per month rather than $40 billion per month, and will add to its 
holdings of longer-term Treasury securities at a pace of $40 billion per month rather than $45 
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billion per month. The Committee is maintain-
ing its existing policy of reinvesting principal 
payments from its holdings of agency debt and 
agency mortgage-backed securities in agency 
mortgage-backed securities and of rolling over 
maturing Treasury securities at auction…

To support continued progress toward maxi-
mum employment and price stability, the Com-
mittee today reaffirmed its view that a highly 
accommodative stance of monetary policy will 
remain appropriate for a considerable time af-
ter the asset purchase program ends and the 

economic recovery strengthens. The 
Committee also reaffirmed its expecta-
tion that the current exceptionally low 
target range for the federal funds rate 
of 0 to 1/4 percent will be appropriate 
at least as long as the unemployment 
rate remains above 6-1/2 percent, infla-
tion between one and two years ahead 
is projected to be no more than a half 
percentage point above the Committee’s 
2 percent longer-run goal, and longer-
term inflation expectations continue to 
be well anchored. [Bold added.]1 

This policy statement beautifully dem-
onstrates the tightrope that Bernanke’s 
successor(s) will have to walk: While 
seeming to slow the pace of monetary in-
flation (from $85 billion per month down 
to “only” $75 billion per month), the Fed 

The End of the Bernanke Era

This policy statement 
beautifully demonstrates the 
tightrope that Bernanke’s 
successor(s) will have to 
walk.

is also providing clear forward guidance. That 
is, the Fed’s most recent statement is providing 
investors with fairly specific criteria for when it 
will begin to raise interest rates once again. This 
component of the announcement was “dovish” 
and helps to explain why stock prices rose.

BERNANKE AS THE FDR OF 
CENTRAL BANKING

Beyond the specific policies and their (disas-
trous) implications, Bernanke has transformed 
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the public’s conception of the appropriate role 
of the Federal Reserve. This is why I compare 
him to FDR, whose New Deal similarly trans-
formed the American understanding of the 
proper scope of the federal government.

There are now people openly calling for the 
Fed to provide a guaranteed income for all 
Americans, and ironically they can make this 
case on grounds arguably stronger than those 
used to justify purchasing mortgage-backed 
securities. And let us not forget the ridiculous 
“trillion dollar platinum coin” idea floated dur-
ing one of the debt ceiling debacles, in which 
the Fed would deposit $1 trillion into Uncle 
Sam’s checking account in exchange for a slug 

of platinum.2 Although (in fairness) we should 
stress that Bernanke himself didn’t endorse the 
plan, it was understandable “epiphany” in light 
of everything else going on.

Beyond defying the laws of sound finance, the 
Bernanke Fed arguably defied its actual statutory 
authority. Section 14 of the Federal Reserve Act 
specifically prohibits many of the asset purchas-
es conducted by the Fed during the crisis. The 
Fed attempted to skirt this prohibition by using 
the powers granted in Section 13.3, which gives 
open-ended powers to the Fed to make loans. 
This loophole explains the creation of the vari-
ous LLCs (such as the three Maiden Lane com-
panies) since the fall of 2008: Technically, the 

The End of the Bernanke Era

Beyond the specific policies and their (disastrous) implications, 
Bernanke has transformed the public’s conception of the appropriate 
role of the Federal Reserve. 
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The End of the Bernanke Era

Fed would make loans to, say, Maiden Lane II, 
which in turn would then buy mortgage-backed 
securities from beleaguered investment banks.3 
Thus, the Fed’s lawyers could argue, “Hey, we’re 
not buying mortgage-backed securities; we’re 
not allowed to under Section 14. Instead, we’re 
lending money to Maiden Lane II, which we’re 
allowed to do under Section 13.3. If they want 
to buy mortgage-backed securities with our 
loan, more power to ‘em; it’s a free country.”

It’s because of these types of shenanigans that 
economist Jeffrey Rogers Hummel has referred 
to Bernanke as a “central planner.”

CONCLUSION

The tenure of Ben Bernanke has been a di-
saster. Not only has he set the U.S. (and world) 
economy up for a major crash, but he has radi-
cally transformed the public’s understanding of 
the proper role of the central bank. This is not 
surprising; it is the action of most political of-
ficials. Only by returning money and banking 
back to the truly voluntary, private sector will 
we have a sound financial footing.
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Inside the Closed Box

How Mutual Insurance Holding Companies Really Work
Part II

INSIDE
THE

CLOSED
BLOCK

by: L Carlos Lara
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e all know that long ago the 
Church condemned usury. As a 
result a special monetary device 
was conceived that allowed reli-
gious institutions to borrow great 

sums of money from the public without com-
mitting this sin. That peculiar financial instru-
ment was the annuity. Its features worked so 
well that governments soon began using it too. 
In fact, in 1689, King Louis XIV of France used 
an annuity scheme devised by Lorenzo Tonti, a 
Neapolitan banker, to raise needed funds for the 
state. It was immensely successful and the plan 
was quite simple. Money was set aside yearly for 
the contributing participants. As participants 
died and their annuity obligation ceased, ever-
larger annuity amounts became available to the 
survivors.  The longer one lived, the larger grew 
the annuity payout.  Two centuries later, Henry 
B. Hyde, President of the Equitable Life Assur-
ance Society of the United States, revived the 
use of this “tontine”1 concept and in doing so 
completely revolutionized the industry. This one 
apparatus made the life insurance companies in 
the United States the most powerful financial 
institutions in the world until the twentieth 
century when it was outlawed. In this article we 

will explore why, and what all this has to do with 
the “closed block” in a mutual insurance hold-
ing company (MIHC).

In this second section of a two-part LMR series 
on How Mutual Insurance Holding Companies 
Really Work we elaborate further on this unique 
mutual insurance hybrid, which has become the 
most sought after method to reorganize a mu-
tual insurance company in modern times as op-
posed to simply demutualizing it. Since 1995, 
over 70% of insurance company mutual reorga-
nizations have used the MIHC structure. As we 
explained in Part I, the impetus to reorganize in 
the first place was generated by the onset of the 
Financial Services Modernization Act.2 This law 
eliminated many of the 20th century barriers 
that once separated banking, investments, and 
insurance. Once passed it unleashed a conglom-
eration of financial services giants seeking to 
merge or acquire one another. In the insurance 
sector, the larger mutuals now found themselves 
with a definite advantage to fully demutualize 
and many did. On the other hand, the smaller 
mutual was placed at a distinct disadvantage 
and became vulnerable to a take-over. The idea 
that the mutual may be going away permanently 

Inside the Closed Block

One of the most significant 
factors in the MIHC structure 
is that 51% of the voting 
control of the downstream 
stock company remains 
(by statutory law) with the 
mutual holding company.
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The Conversion Process: Diagram A

Inside the Closed Block

Diagram A is a re-creation from a similar diagram presented at the New York Annual 
Meeting of the Society of Actuaries October 18-21, 1998, Panelist and Presenter, Carl M. 

Harris, Principal with Deloitte & Touche in Des Moines, Iowa.

is startling to many, but the facts are clear: We 
now have only approximately 13 pure mutuals, 
down from 150 back in 1965. But it has actually 
been the MIHC form of reorganization that has 
stopped the complete evaporation by allowing a 
mutual company to be split into a tiered edifice 
containing both a mutual holding company and 
a stock company, while at the same time holding 

onto its cherished mutuality. One of the most 
significant factors in the MIHC structure is that 
51% of the voting control of the downstream 
stock company remains (by statutory law) with 
the mutual holding company. This is where the 
policyholders maintain their ownership and 
membership rights. (SEE Diagram A.)3
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Mutuals in the United States
For those of us that mourn the loss of so many 

of the mutuals it may be comforting to know 
that mutual insurance companies have always 
been few in number. In one very important 
sense the mutual was originally—more or less—
forced into existence here in the United States. 
To fully understand why, we have to trace the 
early beginnings of the life insurance business 
in this country. Basically, it was illegal to launch 
the easier and more preferable stock company 
because there was a monopoly on corporate 
formation for insurers, granted by the English 
Crown in 1720.4 This had a negative effect on 
the development of the insurance business in 
the American colonies, making it impossible 
for new entrants into the business to compete 
against the more established London stock in-
surers. The mutual concept was the only viable 
choice available.

The first life insurance corporation in the 
United States was a mutual established in 1759 
in Philadelphia by the synod of the Presbyte-

rian Church as the Corporation for the Relief of 
the Poor and Distressed Presbyterian Ministers 
and for the Poor and the Distressed Widows and 
Children of Presbyterian Ministers—known to-
day by the shorter title—The Presbyterian Min-
isters’ Fund.5 Undergirding the establishment 
of this first life insurance organization by a re-
ligious group is the recognizable scripture verse 
taken from the New Testament, which says:

“Religion that God our Father accepts as 
pure and faultless is this: to care for orphans 
and widows in their distress.” — James 1:27

Foundationally, the desire for security is one 
of the most potent motivating forces of human 
history. Early societies relied on families for this 
security, but with economic progress and grow-
ing financial sophistication, a more formalized 
and structured source of security is contractual 
insurance. For this universal reason, those who 
fully understand the nature of insurance tend to 
view it as a noble institution. The mutuals, be-
cause of their reliance on membership in order 
to form their infrastructure, best fit the descrip-
tion of a system of organized benefits. 

Inside the Closed Block

The mutual was originally—more or less—
forced into existence here in the United 
States.

... those who fully understand the nature 
of insurance tend to view it as a noble 
institution.
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Insurance companies 
grew rich and powerful—
more so than any other 
financial institution of 
that time.

The Tontine Annuity
The first stock proprietary corporate insurer in 

the United States was founded soon after the 
colonies won their independence from Eng-
land; it was The Insurance Company of North 
America chartered in 1794.  With the English 
monopoly on stock insurers having been bro-
ken, most of the new companies formed were 
stock companies. In the mid 1800s more mutu-
als emerged and gained in popularity with the 
advent of policy dividends.  Then a New York 
State Law passed in 1849 (prompted by the 
more established mutuals) required a $100,000 
security deposit for all new insurers. This would 
have been a substantial monetary barrier at 
that time so the numbers of new mutuals were 
contained, but it naturally paved the way for 
new stock company formations. From 1853 to 
1865, 41 new stock insurers were organized. By 
then competition in the insurance business had 
grown fierce. Only 11 of those stock companies 
survived, but it was one of those survivors who 

brought back the centuries old “tontine” con-
cept in 1868, as a marketing strategy to compete 
against the larger stock and established mutual 
companies. It worked beautifully, just as it had 
in the past for both religious institutions and 
governments. “Under tontine policies, premi-
ums were split between ordinary insurance that 
paid a death benefit and a limited group invest-
ment fund that deferred dividend payments for 
a term of usually 10-20 years. At the end of the 
term, only the surviving participants received 
the deferred dividend proceeds as either a lump 
sum or an annuity.”6 The incentive to take part 
in this scheme was tremendous and demand 
for these types of policies soared. The emerg-
ing middle class, eager to get involved in invest-
ment options, poured huge amounts of money 
into life insurers who were amassing these large 
quantities of funds without the need for man-
datory reserves. Insurance companies grew rich 
and powerful—more so than any other financial 
institution of that time.

Inside the Closed Block
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ers—The Equitable, The Metropolitan and the 
Prudential—converted to the mutual form of in-
surance thereafter.”7 

The aftermath of the Armstrong Investiga-
tions were sweeping. States assumed much 
broader and more comprehensive regulatory 
control of the industry from that point forward 
that still remains in place today. Dividends, 
for example, were required to be paid annually 
ending forever the “deferred dividends” of the 
tontine system. Additionally, insurers were pro-
hibited from owning common stock and under-
writing securities. So even before the enactment 
of the Glass Stegall Act of 1933 that came down 
hard on commercial banks for the same type of 
financial misdeeds, insurance companies were 
prohibited from co-mingling with banks and 
investments firms 28 years earlier.

During the “Roaring ’20s” and before the on-
set of the Great Depression, the life insurance 
industry had completely rebounded financially 
with new all-time sales records. With investor 
confidence in insurance restored and the in-
dustry completely detached from stock market 

The 1905 Armstrong 
Investigations

According to a recent CIPR study put out by 
the National Association of Insurance Com-
missioners dated August 2013, it was tontine 
deposits and the effects it had on the industry 
that eventually led to accusations of insurer 
mismanagement and corruption, culminating in 
the 1905 Armstrong Investigations held first in 
New York and later in many other parts of the 
country. The report goes on to state that prior to 
this investigation insurers were using these large 
amounts of money to buy controlling shares 
in banks and other corporations. They partici-
pated in investment syndicates to buy bonds at 
cheaper prices, underwrote securities, sat on the 
boards of banks, and influenced politics. The 
Armstrong Investigation was mostly concerned 
that insurers had grown to such proportions that 
their failure would wreck havoc on the economy. 
Most of the criticism for financial misbehavior 
was centered on the stock companies, which 
ultimately lost substantial market share. “As a 
result, three of the then largest U.S. stock insur-

Inside the Closed Block
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investments, the Crash of 1929 did not have 
the same devastating impact on insurance com-
panies as it did on banks and investment firms. 
Only 20 of the 350 insurance carriers in opera-
tion, or about 5%, went into receivership. Even 
so, reinsurers honored all policyholder claims. 
Banks, on the other hand, had over 4,000 fail-
ures out of 25,000 banks, or a 15.5% failure rate, 
with a loss to depositors of $1.3 billion.

In spite of this glowing episode in favor of the 
life insurance companies, the industry did not 
escape unscathed. The Great Depression wore 
on for years, generating mortgage defaults and 
policy surrenders that drained cash flows. (In-
surance companies were partially invested in 
mortgages.) A low interest rate environment 
very similar to that of our own current times 

hurt both asset valuations and earnings. Cred-
it ratings also suffered and caused insurers to 
shift their investment strategies to deal with the 
economic environment of the times. This is, of 
course,  a historical portrayal of the profound 
effects of a classic boom-bust cycle, as Austrians 
would depict it.

The “Closed Block,” Its 
Significance, and the Future

Following enactment of the Financial Ser-
vices and Modernization Act of 1999, mutual 
management had to make drastic changes, 
once again, in its governing strategy in order to 
align with the new economic environment. For 
many of them this meant demutualization. For 
those that chose the mutual holding company 
route a different sort of challenge lay in store. 
The process is rigorous and expensive although 
not as much as that of a complete demutualiza-
tion. One example of the technical processes of 
forming a mutual holding company is the need 
for on-going separate accounting of the “closed 
block”8 that has to be reviewed annually. To fully 
understand this requirement, we have to keep in 

Inside the Closed Block

Only 20 of the 350 insurance carriers in operation, or about 5%, went into 
receivership. Even so, reinsurers honored all policyholder claims. Banks, on the 
other hand, had over 4,000 failures out of 25,000 banks, or a 15.5% failure rate, 
with a loss to depositors of $1.3 billion.
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mind that the pure mutual is 
changing over to a stock com-
pany. In order to be fair and 
equitable to the policyholders 
of the pure mutual that is go-
ing away, an initial separation 
must take place since no cash 
or shares of stock were distrib-
uted as compensation as in the 
normal process of a complete 
demutualization. Therefore, 
the closed block insures the 
mutual policyholders of their 
future dividends and is like a 
giant box you open and throw 

dend liability”9 or what we have already learned 
is an illegal tontine. Since the closed block is 
a closed system and if such an accumulation 
of dividends were allowed to happen, then we 
could say that if everyone’s policy lapsed inside 
the closed block with the exception of yours—
you would win the lottery!  So of course, those 
surpluses must be carefully managed, accounted 
for, and distributed over time to the mutual pol-
icyholders to prevent that from happening. 

The additional good news is that the MIHC 
structure is set up to be a self-perpetuating sys-
tem. Initially, all of the policyholders of the pure 
mutual at transformation are deemed to be also 
members of the new mutual holding company 

Inside the Closed Block

If the MIHC ever wants to fully demutualize, the policyholders as members have 
a say in that decision and can expect to be compensated accordingly for their 
membership interest. 

in all of your (participating) dividend-paying 
policies along with all of the matching assets 
required to fully mature that business—then 
you close it permanently. In other words, it is 
like walling off the liabilities and assets for that 
entire block of business and never reopening it 
again for as long as possibly 100 years. What 
goes in the box at the time of the reorganization 
stays in there. It is especially noteworthy that if 
by chance the closed block performs better than 
anticipated (a very real possibility since those 
assets are probably paying 8 and 10% interest), 
then the money cannot revert to the company 
or shareholders in case of an IPO. At the same 
time any stored-up surpluses can create, if man-
agement is not careful, a huge “deferred divi-



25 L M R  D E C E M B E R  2 0 1 3

Inside the Closed Block

(MHC). After the transformation, policies is-
sued out of the stock insurance company will 
also become members of the MHC to avoid 
the tontine effect. The policies inside the closed 
block will eventually leave the box whether it’s 
in 80, 90 or 100 years, leaving only the policy-
holders of the stock company who each have 
membership rights in the MHC, and (by law) 
must always own 51% of the stock company. 

If the MIHC ever wants to fully demutualize, 
the policyholders as members have a say in that 
decision and can expect to be compensated ac-
cordingly for their membership interest. If the 
MIHC wants to issue an IPO, policyholders 
have the option for first rights to subscriptions 
of such an offering. So in effect, policyholders in 
a MIHC—as in a pure mutual—are not simply 
owners of a financial product as in a pure in-
surance stock company, but also actual owner/
members of the entire financial structure.

Conclusion
In light of all these changes one thing can be 

said for certain: Mutual management can no 
longer think in terms of a 20- or 30-year hori-
zon. Stock management, the type found in the 
MIHC, is now forced to think every time the 
stock market ticks, central bankers tinker with 
interest rates, or whenever massive amounts of 
money are moved through our banking systems. 
This could be a huge disadvantage since insur-
ance by nature is a long-term business. On the 
other hand, it could be the best thing that could 
have happened to the industry. The history of life 
insurers demonstrates that in spite of changing 
economic times, its reason for being has never 
been ignored. Its most important element is 
providing either total or partial relief from the 
potential burden of financial loss, commonly 
known as the transfer of risk. In order to hang 
on to this important feature, which encompass-
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es the very heart of the life insurance business, 
insurers have always been ready to try, fail, and 
try again to maintain their market share.

In the wake of the 2008 financial crisis, all of 
the players in the insurance sector—as all oth-
er sectors of our economy and of the world at 
large—are being forced to evaluate their pos-
sible options in navigating the uncertainty of 
our interconnected, yet fragile financial systems. 
The challenge is great for these are exceptional 
times.

This two-part exposé has been written solely 
for educational purposes. It is directed in par-
ticular to my fellow Infinite Banking Concept 
(IBC) Practitioners, who utilize the insurance 
sector in our personal lives and in our work. As 
far as a plan of action in light of present cir-

cumstances and especially with regards to mu-
tuals and mutual holding companies, our mes-
sage remains the same. It does not change. Like 
all those who are properly schooled in Austrian 
economics, we—the Authorized IBC Practitio-
ners—of all people are in the best position to 
stand back and see all this for what it means. 
Our current economic environment should not 
surprise us. We predicted it. What Nelson Nash 
wrote in his book, Becoming Your Own Banker, 
and what Robert Murphy and I wrote in ours, 
How Privatized Banking Really Works, is still 
true and foundational—every word of it. Teach-
ing Austrian economics to the public while con-
tinuing to implement IBC actually helps people 
immediately and gets us closer to our 10% mark 
of helping all of society. For this reason we must 
never stop.

Our current economic environment should not surprise us. We predicted it.
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Lara-Murphy Report: How did you 
discover Austrian economics?

Lawrence H. White:  By about 10th 
grade, starting from opposition to the draft, I 
had intuitively arrived at a kind of home-made 
classical-liberal worldview.  I then went looking 
for books to support it.  In The New Republic I 
saw an ad for Books for Libertarians, the distant 
forerunner of today’s Laissez-Faire Books, and 
ordered half a dozen books from them.  The first 
Austrian books I read were Murray Rothbard’s 
Power and Market and Henry Hazlitt’s Eco-
nomics in One Lesson.  In the summer between 
high school and college, I read Rothbard’s Man, 
Economy, and State.  I was planning on be-
coming an economics major, and I thought this 
would give me a head start.  I soon learned that 

this wasn’t exactly the kind of economics they 
were teaching at Harvard.  In college I used ev-
ery term paper assignment as an opportunity to 
read and write about Austrian ideas.  One term 
paper later became a booklet on “Methodology 
of the Austrian School.”

LMR: You are one of the leaders of the “free 
banking” branch of Austrian economics. Can 
you explain what the term means, and the con-
troversy within the School?

LHW:  Free banking means laissez-faire bank-
ing.  In my doctoral dissertation, later published 
as Free Banking in Britain, I investigated the 
historical experience of Scotland’s nearly free 
banking system, and the debate over introduc-
ing free banking to London (where the Bank 
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of England had a legal monopoly).  The con-
troversy you refer to is, no doubt, over whether 
fractional-reserve banking is a legitimate part of 
a free banking system.  I never understood how 
Rothbard’s opposition to FRB, on the grounds 
that it is inherently fraudulent, could be squared 
with freedom of contract given the historical 
evidence that customers of fractional-reserve 
banks understood the deal.  They preferred get-
ting interest on bank accounts to paying fees 
for warehousing.  George Selgin and I spelled 
out our case in the Rothbard memorial issue of 
the Review of Austrian Economics.  Rothbard-
ians seem to have mostly backed away from the 
“inherently fraudulent” charge, but their fall-
back reasons for banning FRB seem even less 
plausible to me.  There is also a non-normative 
controversy over the question of whether varia-
tion in money-issue by banks in a competitive 
free banking system is a source of equilibration 
(my view) or disequilibration.  And there’s a 
doctrine historical controversy:  I see Mises as a 
defender of fractional-reserve free banking, but 
others argue that for Mises such a system was 
only second-best to a legal limit on the issue of 
“fiduciary media” [unbacked notes and bank de-
posits—eds.] by banks.

LMR: Most Americans were taught that we 
had laissez-faire in banking, and that it obvious-
ly failed during the early 1930s with thousands 
of bank closings. What’s your response?

LHW:  Look at the facts, in particular the con-
trast between the US and Canada.  American 
banks in the 1930s were failure-prone because 
they were weakened by long-standing legislated 
restrictions, particularly anti-branching laws 
(in some states, each bank could only have one 
office) that left them under-diversified. There 
were also restrictions on note-issue that led 

Failing Fed and Snooping Feds
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needlessly to reserve drains in seasons when the 
public wanted more currency.   Canada had a 
freer banking system in both respects, and had 
zero bank closings during the early 1930s de-
spite sharing the Great Depression.

LMR: In light of its 100th anniversary, you 
have been giving talks around the country, pro-
moting the results of your (co-authored) Cato 
article titled, “Has the Fed Been a Failure.”  
What were your key findings?

LHW: We found that the Fed has been a 
failure when judged by ordinary criteria.  My 
co-authors on the article were George Selgin 
and Bill Lastrapes, and the Journal of Mac-
roeconomics published the article in 2012 to-
gether with some commentaries.  The article 
statistically compares the performance of the 

US economy under the Federal Reserve regime 
(1915-2010 as a whole, and three sub-periods) 
to its performance during the pre-Fed regime 
of the classical gold standard plus the National 
Banking system (1879-1913).  Here’s a list of 
the main things we found.  

(1) Inflation has been much higher, 3.84% 
per year in the post-1971 era vs. -0.05% in 
the pre-Fed era, as measured by the CPI.  

(2) The Fed has increased price level uncer-
tainty, especially at long horizons.  That’s why 
we no longer see 50-year corporate bonds, 
and seldom bonds longer than 10 years. 

(3) The Fed has not reduced output volatil-
ity, that is, hasn’t dampened booms and busts.  
Over the entire Fed period, the standard 
deviation of real GDP from trend is double 
what it was in the pre-Fed period.  If we take 
out the Great Depression (the interwar and 

“I see Mises as a 
defender of fractional-
reserve free banking, 
but others argue that 
for Mises such a system 
was only second-best to 
a legal limit on the issue 
of ‘fiduciary media’ 
[unbacked notes and 
bank deposits—eds.] by 
banks.”
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Second World War periods)—because the 
Fed was just practicing, so that shouldn’t 
count!—then measured volatility in the post-
war era (1947-2009) is roughly the same as in 
the pre-Fed period. If you consider that the 
economy today is much better diversified and 
so has faced smaller supply shocks, the Fed’s 
contribution looks to be negative.  

(4) The Fed has not reduced the average un-
employment rate.  We shouldn’t expect mon-
etary policy to be able to sustainably improve 
the level of a real [meaning price-inflation-
adjusted, eds.] variable like that, so that’s not 
really a strike against the Fed.  But it seems to 
be something the Congress does expect, hav-

ing given the Fed a nonsensical mandate for 
“maximum employment.”

(5) The Fed’s leaving the gold standard since 
1971 has not even reduced the resource cost of 
the monetary system in terms of the percent 
of production devoted to digging up gold and 
storing it in vaults.  You may remember that 
Milton Friedman argued for ending the gold 
standard on the grounds that in principle a 
fiat money system would consume fewer re-
sources.  But the real price of gold is higher 
today than it was in 1879-1914, because dis-
trust of fiat money has led people around the 
world to buy and hold gold coins and bul-
lion as inflation hedges.  So, ironically, there’s 

Failing Fed and Snooping Feds
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actually more labor and capital consumed by 
monetary gold mining today than there was 
under the gold standard.

LMR: What are your thoughts on the pros-
pects for economic and personal liberty in the 
years ahead? 

LHW:  Somewhat gloomy.  All projections 
indicate that the government share of the 
economy will keep growing—transfer payment 
programs, Obamacare—and so taxes will keep 
rising. Occupation licensing keeps spreading to 
cover an ever-larger share of occupations. Those 
are not good trends for economic liberty.

I’m especially concerned about the threats com-
ing from the post-911 surveillance apparatus.  
We are learning from the Snowden revelations 
that our communications are no longer private 
from federal snooping.  Fewer people know 
or protest that our financial privacy has been 
whittled away to almost nothing.  That endan-
gers both personal and economic liberty.  In my 
paper for the 2013 Cato monetary conference 
I talked about how the entrepreneur who tried 
to provide an alternative gold-based payment 
mechanism to compete with the Fed, Douglas 
Jackson of e-gold, was suppressed for running 
afoul of sweeping new anti-money-laundering 
rules and licensing requirements for “money 
transmitting” businesses.  He didn’t “know his 
customer” to the federal authorities’ satisfaction.  
Bitcoin will not be able to give us a useful exit 
option from the fiat dollar system if the Feds use 
the same laws to suppress Bitcoin exchanges.

Failing Fed and Snooping Feds
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A brand new educational program designed exclusively 
for the financial professional

Includes brand-new video lectures from NELSON NASH

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

For full details see www.infinitebanking.org

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

BAILOUT
FUND YOUR OWN


