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Lara-Murphy Report

We’ve had a great year—thanks to you! 
Most of the goals we dared to dream about in 2014 came to fruition. 
For this one reason this month has been one of reflection and 
celebration. We remember with gratitude each experience that has 
taken place over the course of this past year and the good that has 
come from it. All of the knowledge we have gained, the hard work 
that paid off, the comfort you have brought to us by being our close 
supporters— for all of this and more, we are grateful. It’s been a really 
great year.

Of course, we have not been completely shielded from all discomfort. 
We have had our share of hardships, misunderstandings, and shadows 
along the way. But the patience to wait out these low periods has 
proved invaluable and the wisdom gained from them appreciated.

Now we ready ourselves for the next twelve months. These days that 
lay before us, like a blank page in the book of time, come to us as a gift 
from God. They are like the air we breathe —a part of life. We can’t 
waste any of them and we won’t. In fact, we have already started our 
resolution list beginning with a complete re-examination of our core 
beliefs. Though we are certain of what we stand for, organizing and 
clarifying our values is one of the most important things we can do to 
formalize our strategic plans for the coming New Year. 

Obviously, building the 10% is our number one goal. We’re grateful 
that it is your goal too. To achieve it we must prepare well for nothing 
great ever came easy. Our success will also take time and effort, but 
it will happen. We’re certain of it! We must work hard everyday and 
never stop till the prize has been won. When we see athletes win the 
gold medal at the Olympiads, many of them cry because their dreams 
have come true. Only they know how hard they have worked to earn 
it. So likewise we too will be filled with emotions that cannot be 
contained when we achieve our purpose.

It’s a big dream, but small dreams have no power to move the 
hearts of men.  This dream can change the world and we know it. 
Therefore, visualize the 10% goal often. We can transform yesterday’s 
discouragements when we take ownership of this great dream and 
move confidently in its direction. Privatized Banking all the way.

Happy New Year!

Carlos and Bob

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

— How Privatized Banking
Really Works
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ReCent deveLoPMents that May Be of InteRest to ReadeRs of the LaRa-MuRPhy RePoRt…

PuLse On the MaRket
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Pulse on the Market

RUSSIA HIKES INTEREST RATES TO ARREST CURRENCY 
COLLAPSE
On December 16 the Russian central bank hiked its key interest rate to 
17 percent, up from 10.5 percent. The rate shock was intended to halt the 
ruble’s slide, which had broken above 60 rubles to the U.S. dollar. (It started 
2014 at about 32 rubles to the dollar.) The episode naturally reminds players 
in the market of the Russian currency crisis and sovereign debt default back 
in 1998.

The specific triggers of the new Russian financial crisis are the crash in oil 
prices (see Murphy’s article in this issue of the LMR)—a CNBC estimate says 
oil exports account for 11 percent of Russia’s GDP—as well as the sanctions 
imposed by the U.S. and EU against Russia. Intuitively, if the world price 
of oil collapses, then other countries do not need to spend as much of their 
currencies to obtain rubles, with which to buy a given number of barrels of 
oil from Russia. Thus the demand for rubles in the forex markets collapses as 
well, meaning that the “price” of a ruble (quoted in another currency) drops. 
In other words, when the world price of a country’s major commodity export 
drops, this tends to cause that country’s currency to depreciate sharply.

By hiking Russian interest rates, its central bank seeks to counteract this 
effect. First, by making Russian bonds more attractive (because of the higher 
yield), the rate hike induces investors around the world to become more 
interested in Russian financial assets. They have to use their own currencies 
to buy rubles and then buy the Russian bonds. Intuitively, if Russia can’t 
attract as much foreign exchange by selling its oil to foreigners, it seeks to 
fill the gap by selling more bonds. But the only way to get foreigners to buy 
more bonds is to make them cheaper, i.e. to hike interest rates.

A second mechanism is that the Russian central bank implements the rate 
hike by reducing the number of rubles in the banking system (either in 
absolute terms or relative to what otherwise would have happened). In other 
words, a rate hike is associated with “tighter money.” By effectively removing 
rubles from the system, the Russian central bank naturally tends to prop up 
the value of the ruble against other currencies.

Ruble  Ruptures
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The more general take-away lesson from the Russian episode is that even 
large countries are vulnerable to a sudden “attack” from speculators. Few 
people were anticipating the collapse in oil prices this year, and consequently 
few people would have expected such a fiasco to fall on Russia’s doorstep. The 
Keynesian apologists for massive deficit spending and “quantitative easing” 
keep assuring everyone that the crisis that struck Greece was an isolated 
incident, and that major countries with their own currencies (in contrast 
to Greece which was part of the broader euro system) were invulnerable 
to a speculative attack. To be sure, Russia’s case is fairly idiosyncratic as 
well, with its dependence on oil. But all financial crises have some specific 
trigger; the U.S. crisis of 2008 was largely related to real estate loans and 
their derivatives. The recovery since 2009, tepid as it has been, rests on 
financial quicksand. The fate of Russia may prove to be a foreshadowing of 
the more advanced economies of the world.

SWISS REFERENDUM FAILS
In the October issue we summarized the referendum “Save Our Swiss 
Gold,” which would have required the Swiss National Bank to hold at least 
20 percent of its balance sheet in gold, recall all gold being held abroad, and 
further would have prevented the SNB from selling any gold once acquired. 
On November 30 the referendum went down to crushing defeat, losing 77 
percent to 23 percent.

Beyond the defeat, it is interesting to parse the campaign against the 
referendum. According to a Bloomberg article: “SNB policy makers warned 
repeatedly that the measure…would have made it harder to keep prices 
stable and shield the central bank’s cap on the franc of 1.20 per euro. That 
minimum exchange rate was set three years ago, with the SNB pledging to 
buy foreign currency in unlimited amounts to defend it.”

It’s case it’s not clear, let us spell it out: Three years ago the Swiss bank told 
the world it was going to weaken the Swiss franc against the euro, and 
then peg it. Economist Scott Sumner reports that this initial devaluation 
took a massive amount of monetary inflation. In his words: “From January 

Swiss  Dump G old
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to September 2011 the Swiss monetary base soared from 79b SF to 253b 
SF.  That’s Zimbabwean money printing…”
 
So when Swiss bank officials were warning about the gold initiative, they 
were actually saying: “This initiative would tie our hands if we need to 
engage in another massive bought of monetary inflation in case the euro 
falls and we need to similarly weaken the Swiss franc.” Well, we all agree on 
the implications of moving back toward a gold standard. But in our view, it’s 
a good thing when the central bank lacks such power to debase the currency. 

FED’S “PATIENT” ANNOUNCEMENT CAUSES STOCK 
SURGE
U.S. equities markets had their biggest two-day surge in three years following 
the December 17 announcement from the Federal Reserve. In her prepared 
statement Fed chair Janet Yellen said that the Fed would be “patient” before 
raising the target federal funds rate, which would very likely not happen 
for at least “a couple” of more meetings. In response to a question from 
the crowd, Yellen clarified that this really meant two meetings, leading the 
financial press to conclude that the Fed almost certainly won’t raise rates 
until at least April.

With the end of “quantitative easing,” the interaction of the Fed and 
financial markets has returned to its familiar setting, where traders react to 
interest rates, not the size of Fed asset purchases. However, it is nonetheless 
interesting to ask what the connection is. If the Fed is going to hold its 
balance sheet constant, then how will it be able to raise interest rates? The 
quick answer is that the Fed can adjust the interest rate that it pays on bank 
reserves. In a future issue of the LMR we will devote an entire article to this 
new (introduced in 2008) “tool” in the Fed’s box.

Fed Patiently  Pump s
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Plunging Oil Prices
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as of this writing, the PriCe of CruDe oiL is Down about $50 Per barreL sinCe MiD-June, 
a decline of almost 50 percent.1 In this article I’ll put the oil plunge in its historical perspective, and 
show the connection to gas prices. Then I’ll outline some of the major factors behind the fall, in-
cluding the surge in domestic U.S. production and the Federal Reserve’s halt to quantitative easing.

The Oil Drop in Historical Perspective

The chart below shows the nominal (not inflation-adjusted) price of crude over the last decade:

Plunging Oil Prices

Figure 1. West Texas Intermediate (WTI) Crude Oil, weekly average

As of this writing, the 
price of crude oil is down 
about $50 per barrel 
since mid-June, a decline 
of almost 50 percent.
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As Figure 1 indicates, our current plunge is second only to the collapse in oil that began in July 
2008, two months before the financial crisis shook the world. Even in percentage terms, the crash 
in oil over the last twelve months is fairly rare, being surpassed on only four occasions since 1986.

Gasoline Prices Follow Crude Oil

Before delving into the possible causes of crude oil’s plunge, I want to note—for the record—that 
gasoline prices have followed suit:

Plunging Oil Prices

Figure 2. Crude Oil and U.S. Gasoline Prices

Whenever crude prices rise 
quickly, gas prices follow suit, 
leading people to complain 
about “greedy oil companies” 
and speculators. It’s useful 
then to point out all the times 
when oil falls sharply, pulling 
down gas with it.
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In Figure 2, gasoline prices (red line) track the movement of crude oil (blue line) very closely. If 
anything, gas prices don’t follow crude all the way up during a spike.

I bring this up because whenever crude prices rise quickly, gas prices follow suit, leading people 
to complain about “greedy oil companies” and speculators. It’s useful then to point out all the times 
when oil falls sharply, pulling down gas with it. Does this mean that the oil companies suddenly 
weren’t greedy since the summer? Should Congress hold hearings to thank speculators for short-
selling oil futures?

Before leaving this section on gas prices, I want to correct the notion that gasoline is now “cheap.” 
Relative to the Consumer Price Index (CPI), gas is still very high by historical standards. For exam-
ple, Figure 3 shows nominal versus “real” (inflation-adjusted) gas prices as published by the Energy 
Information Administration:

Plunging Oil Prices

Figure 3. Nominal Versus Real Gasoline Prices

In inflation-adjusted dollars (the blue line), 
gasoline was cheaper during the entire period 
from August 1985 through March 2005—
almost a twenty-year stretch.
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The EIA chart shows a monthly average price of $2.61 in December 2014. Even though this is the 
cheapest gasoline has been since the financial crash, it’s nonetheless more expensive (in real terms) 
than gas has typically been since 1976. Specifically, in inflation-adjusted dollars (the blue line), 
gasoline was cheaper during the entire period from August 1985 through March 2005—almost a 
twenty-year stretch. The only reason gas seems cheap right now is that Americans have endured 
very high prices (by historical standards) for the last few years.

Plunging Oil Prices

Figure 4. U.S. Field Production of Crude Oil (monthly). Source: EIA3

Americans have heard of the “fracking boom,” which involves 
hydraulic fracturing (which is actually an old technology) and improved 
techniques for horizontal drilling.

Supply Side Factors

So what caused crude oil to fall almost in half since the summer? I’m an economist so of course I 
will explain the movement in oil prices by uttering the magic phrase: supply and demand.

On the supply side, the historically high price of crude since late 2009 has encouraged the de-
velopment of higher-cost unconventional operations. The United States, Canada, and Russia have 
greatly expanded production, while areas like Libya, Nigeria, and Iraq have resumed output after be-
ing hampered by military conflicts. (For more specifics, see the article from the Institute for Energy 
Research cited in the endnotes.2)

Americans have heard of the “fracking boom,” which involves hydraulic fracturing (which is actu-
ally an old technology) and improved techniques for horizontal drilling. Figure 4 shows just how 
incredible the surge in U.S. output has been:
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U.S. output of crude has risen by 
more than 50 percent in the last 
four years. If the trend were to con-
tinue (which it may not, because of 
the crash in oil prices), it would 
soon break the previous record. 
Indeed, already the United States 
has overtaken Saudi Arabia and 
Russia to become the leading oil 
producer in the world. (The plunge 
in oil prices was exacerbated after 
Saudi Arabia’s decision to continue 
pumping despite the initial fall in 
prices.)

Beyond the ongoing develop-
ment in fracking, some analysts 
point to an important break-
through in mid-July when the Bu-
reau of Ocean Energy Manage-
ment (BOEM) issued a “Record 
of Decision (ROD)” that would 
set “a path forward for appropriate 
geological and geophysical (G&G) 
survey activities off the Mid- and 
South Atlantic coast to update 
40-year old data on the region’s 
offshore resources.” The change in 
policy seems innocuous enough—
the BOEM hasn’t approved drill-
ing, but instead is merely loosening 

Plunging Oil Prices

U.S. output of crude has risen by more 
than 50 percent in the last four years.

up on the possibility of seismic mapping and other ways of gauging the potential resources. How-
ever, the BOEM’s announcement coincides just about perfectly with the start of the plunge in oil 
prices, and at least one financial analyst at the time said it heralded a big drop.4

Demand Side Factors

On the demand side, there are obvious considerations such as the slowdown in economic growth 
among China and elsewhere. However, I haven’t seen many analysts discussing the end of quantita-
tive easing and the fall in oil.

In May 2011 I testified before a Congressional subcommittee on the possible role that the Fed’s 
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QE policies could be playing in pushing up 
commodity prices.5 I pointed out that there 
were two mechanisms through which the 
Fed could be artificially boosting oil. (If the 
Fed led to a genuine economic recovery, then 
that wouldn’t be artificial.)

First, the Fed’s actions would make the 
dollar depreciate against other currencies. 
Other things equal, this would make the 
price of a barrel of crude oil—which is set 
in the world market—rise when quoted in 
U.S. dollars.

Second, the massive monetary expansion 
by the Fed and other central banks would 
push speculators into commodities as a 
hedge against inflation. This would push up 
the price of oil in all currencies.

Plunging Oil Prices

I haven’t seen many analysts 
discussing the end of quantitative 
easing and the fall in oil.

Naturally, when it comes to the end of Fed monetary inflation—with the conclusion of the “taper” 
and end of QE3 in October of this year—the two mechanisms I described would be flipped. We 
would see the dollar strengthen against other currencies, and we would see speculators ease off from 
commodities as their forecast of future (price) inflation was correspondingly adjusted.

Since July, the U.S. dollar has strengthened 
about 10 percent against a basket of other 
major currencies.6 To the extent that the end 
of QE3—with announcements from other 
central banks (such as the Bank of Japan and 
ECB) that they would continue easing—has 
caused the dollar to strengthen, then the 
drop in crude prices quoted in dollars is par-
tially a monetary phenomenon.

However, it is not as obvious that the Fed’s 
actions have led to a fall in the “real” price 
of commodities in general, beyond the direct 
impact on the dollar versus other currencies. 
For example, since July gold has fallen from 
about $1,320 to $1,200 per ounce, which 
lines up pretty closely with the 10% appre-
ciation of the dollar against other currencies.

Since July, the U.S. dollar has 
strengthened about 10 percent 
against a basket of other major 
currencies.
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Conclusion

Crude oil is produced in dozens of countries and is used in large quantities in all of them. Its price 
is definitely set in a world market, with literally billions of people making decisions that affect sup-
ply and demand. Consequently, it would be foolish to point to one or two factors as the explanations 
for the recent plunge in crude prices.

Nonetheless, it is important to note the impact that the U.S. government and Federal Reserve 
have on something as critical as oil and gasoline prices. (Various policy announcements have also 
affected the U.S. stock market, a topic I will explore in a future issue.) Even though many Americans 
probably thought the U.S. was starving for energy, it is actually brimming with literally centuries’ 
worth of coal, oil, and natural gas—much of which is off-limits to exploration and development.

Finally, even though many critics laughed at the idea that the Fed was injecting “inflation” into the 
markets, we can see one area where it clearly did have an impact: oil and gasoline prices. 

Plunging Oil Prices
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thought the U.S. 
was starving for 
energy, it is actually 
brimming with 
literally centuries’ 
worth of coal, oil, 
and natural gas.
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there exists toDay a tyPe of finanCiaL 
professional that is set apart from among the 
ranks of the three-quarters of a million licensed 
financial experts in the U.S. and Canada. These 
individuals may be attorneys, CPAs, CFPs, 
CLUs or even stockbrokers, but in addition to 
their given trade they also practice a unique fi-
nancial strategy that they teach to their clients. 
This concept is so radically different from tradi-
tional wealth building strategies and the results 
so appreciably better that these practitioners are 
beginning to receive notable interest. The tech-
nique is so all-encompassing that it is not too 
far fetched to say that no other strategy will ever 
be needed in order to get the desired financial 
results. While we might begin to think that it 
must be some kind of exotic formula only ex-
perts can practice, we discover that what these 
practitioners are actually teaching their clients 
is a no-nonsense approach to sound cash man-
agement. It is taught to them by the founder 
of the idea, R. Nelson Nash (now 84) through 
his educational institute and school for financial 
professionals. The strategy is quite profound, 
not for the reasons we might typically assign 
to the work of a genius, but simply because it 
makes practical sense. In fact, it’s a concept with 
infinite cash management possibilities limited 
only by one’s own imagination. What Robert 
Murphy and I saw in our own interpretation of 
the concept when we first investigated its theory 
several years ago was the actual evidence of av-
erage Americans practicing a form of privatized 
banking that allowed them to achieve financial 
freedom. But not just average people, wealthy 
individuals were using it too. In light of our 
current economic environment and oppressive 
monetary policy we believe this distinctive con-
cept should not be overlooked by anyone wish-
ing to learn how finally to put their financial 
house in order— once and for all.  In this Lara-
Murphy Report article, I will attempt a brief ex-
planation of what causes this uncommon cash-

flow management strategy and the individuals 
who practice it to be set apart from the rest of 
society that typically uses traditional financial 
planning systems, and why the implementation 
of this particular strategy requires a specific type 
of life insurance policy as its central piece.

the Distinct Difference of IBC Practitioners

What these practitioners are 
actually teaching their clients 
is a no-nonsense approach to 
sound cash management.

Life Insurance

At this point readers may start to back up. 
“Life insurance? — Oh boy here we go again.”  
If that is your reaction you are not alone. I did 
exactly the same thing.  As a businessman who 
has spent 38 years helping to solve the finan-
cial problems of closely held corporations, I 
asked a similar question, “What does cash flow 
have to do with life insurance?”  Although it 
is absolutely true that business owners look to 
cash flow management with a higher degree 
of respect than profit and loss, I still could not 
make the connection to life insurance. But it’s 
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not just the masses that push back in this way 
before giving Nash’s idea serious consideration. 
The multitudes of representatives in the finan-
cial services industry do it too, and what makes 
it even more difficult to teach the concept to 
others is that the larger part of the life insur-
ance companies also struggle understanding it 
as well. Consequently, it’s difficult for them to 
lend credible support.

But Nash is absolutely right when he suggests 
using life insurance to manage your cash now 
and for the long term. A recent study conducted 
by the American Council Of Life Insurers1 re-
vealed that 78% of Americans families own life 
insurance. The reason for the high percentage is 
that life insurance plays a vital role in the finan-
cial affairs of families as well as businesses. Not 
only does life insurance provide the necessary 
financial safety net to navigate the uncertainty 
of our financial future, but it is also the ideal 
financial instrument for business continuation 
plans and in estate conservation.  Life insurance 
is the perfect tax-favored repository of easily 
accessible funds when the need arises, and for 

households and businesses that need arises quite 
often.

Safe and Conservative

It should not surprise any of us to learn that 
tens of thousands of financial professionals are 
engaged in the selling of life insurance, making 
the life insurance industry one of the largest in 
our economy. In the financial services industry it 
is matched in size by only the investment firms 
and commercial banks, however, the life insur-
ance sector is much, much safer. It is not any-
where close to being as susceptible to systemic 
risk as the other two financial intermediaries.  In 
a recent LMR article entitled, “Bank Deposits 
Are Risky, Now— More Than Ever,”2 I point out 
just how vulnerable we all are by simply hav-
ing cash in a commercial bank account, espe-
cially since the passing of the Dodd-Frank Act 

the Distinct Difference of IBC Practitioners

At this point readers may start 
to back up. “Life insurance? 
— Oh boy here we go again.”

The larger part of the life insur-
ance companies also struggle 
understanding it as well.



19 L M R  D E C E M B E R  2 0 1 4

in 2010. However, there is another important 
reason to use life insurance as one’s reservoir for 
cash. Statistically over the past 100 years there 
have been far more failures of Wall Street firms 
and commercial banks than life insurance com-
panies, even during the Great Depression of the 
1930s and the recent 2008 financial crisis. This 
is a fact that cannot be ignored. 

Par vs. Non-Par

There are however, specific nuances that Nash 
requires for the type of policies one should use 
above all others. For example, Nash insists that 
people following his philosophy use a dividend-
paying whole life insurance policy as the vehi-
cle. Furthermore, Nash also has general advice 
that is not essential in every case. For example, 
whenever possible Nash suggests you purchase 
your policy from a mutual life insurance compa-
ny (rather than a stock company) to implement 
his strategy. Unfortunately that’s not always 
possible. Approximately 75% of life insurers 
are stock companies, only 19% are mutual, or 
mutual holding companies and the remaining 
6% are fraternal organizations. The essential 
difference between the two types of corporate 
organizations—stock vs. mutual—is ownership. 
Stockholders own a stock company whereas 
policyholders own a mutual. As to which is ac-
tually better is debatable.  There are proponents 
of both. This is why it is very wise to work with 
financial professionals who have been autho-
rized by Nash’s school to get the best advice 
when selecting a life insurance carrier.

The defining issue, as far as Nash is concerned, 
is not so much what type of life insurance com-
pany to use, but rather that the life insurance 
policy chassis must be able to receive dividends, 
or rather more specifically, be a participating 
(par) life insurance policy. (This is critically im-

portant since 73% of life insurance policies in 
force today are non-par life insurance policies.) 
For Nash, that explicitly means a “dividend 
paying whole life insurance policy.”

the Distinct Difference of IBC Practitioners

The essential difference be-
tween the two types of corpo-
rate organizations—stock vs. 
mutual—is ownership.

This one mandatory requirement, in addition 
to the particular design of these policies is what 
sets the Authorized IBC Practitioner apart from 
all other financial professionals who sell life in-
surance to individuals.

Visible vs. Invisible 

As we go deeper in understanding Nash’s 
strategy it starts to get a little more compli-
cated, but this is because people like me—and 
this includes many financial professionals—do 
not understand the internal workings of life in-
surance, except for perhaps term insurance. But 
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and which contains the least amount of visible 
moving parts. In other words Whole Life is a 
“bundled” financial product. But this is not a 
negative or something to worry about; it is not 
missing any of its parts, they are simply invisible 
to the policy owner because they are fixed and 
guaranteed. In contrast, all other “newer” cash 
value policies are “unbundled” and exposed 
in order to make them more flexible to policy 
owner actions including investment actions in 
the equities market.

General Account vs. Separate 
Account

What we should clearly understand is that 
Nash is not only helping us make the experience 
of his strategy simple by selecting the Whole 
Life product, but is also looking out for our safe-
ty. The cash values of par whole life policies are 
neither determined by nor linked directly to the 
market performance of any underlying invest-
ments of the life insurance company’s general 
account. In fact, the contracts in these policies 
guarantee to credit the policy with a specified 
minimum interest rate. This is markedly differ-
ent from the cash values of variable unbundled 
life insurance policies whose credited interest 
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He has already selected for us 
the main frame from which all 
other cash value policies are 
derived.

remember Nash is discussing cash-value life 
insurance, so naturally the intellectually curious 
are prone to investigate all of its moving parts 
before purchasing it. There is nothing wrong 
with that human inclination except that invari-
ably most of us get lost when trying to compare 
the Whole Life policy with other types of cash 
value policies in the industry. This is because the 
actuarial design of all life insurance is complex 
and there is no way around that issue without 
years of study. In fact it is one of the main disad-
vantages of owning life insurance. Nash knows 
this all too well having spent 35 years in the in-
dustry.  This is why he focuses his audiences on 
the vision of what they are doing with the policy 
instead of focusing on the inner workings of the 
policy itself. 

To make it as easy as possible to understand, he 
has already selected for us the main frame from 
which all other cash value policies are derived, 
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rate are determined by and linked directly to 
the market values of the underlying investments 
and are held in the “separate account” of life 
insurance companies. Although the investments 
in the separate account represent a very small 
percentage of the entire investment portfolio 
of the life company, it’s important to know that 
they are riskier investments consisting mostly of 
equities. Individuals can even choose to invest 
in hedge funds utilizing these policies. Howev-
er, there is no guaranteed interest rate credited 
to the cash values of these unbundled non-par 
policies and the risks are borne totally by the 
policyholder—a characteristic not found with 
the par whole life insurance product. 

Since dividend-paying whole life is a partici-
pating policy the policy owners share in the life 
insurance company’s surplus funds—that is, 
their profits. This is why these policies are most-
ly associated with a mutual company. Life insur-
ance companies that sell this product (less than 
30 out of the approximately 1,000 life insurance 
companies in operation today) price them so 
conservatively that they are nearly guaranteed to 
create a surplus. This surplus is returned to the 
policy owners in the form of tax-free dividends. 
You can learn the mechanics of this distribution 
process in my LMR article entitled, “The Divis-
ible Surplus.”3

All Other Cash Value Policies

The Universal Life insurance policy can be 
thought of as a Whole Life policy that has 
been unbundled and made transparent to the 
policy owner. You not only can see all the mov-
ing parts, but a policy owner can make changes 
in them (within limits). It is a non-par prod-
uct, although mutual companies can and do sell 
a lot of these policies using a subsidiary stock 
company. Although Whole Life was the origi-
nal cash value life insurance policy, the Univer-
sal Life chassis is now the main frame for all 
other newer cash value permanent life insurance 
policies sold today. This includes Variable Uni-
versal Life (VUL) and Equity Index Universal 
Life (EIUL), which has gained in prominence 
in recent years. There are literally thousands of 
variations of these types of policies made to fit 
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Nash is not only helping us 
make the experience of his 
strategy simple by selecting 
the Whole Life product, but is 
also looking out for our safety.
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the various needs, risk variances and target mar-
kets found in our society. Today the Universal 
Life insurance product dominates the industry.

We do not mean to imply that these non-par 
policies are inferior to the Whole Life product; 
it’s just that Nash believes they are ill suited for 
his strategy. These other life insurance products 
appeal to those with greater investment savvy 
and who understand the volatility and long-
term nature of equity markets.  We would add 
that these individuals would not represent your 
average consumer and probably not even your 
average investment advisor. The danger of Vari-
able Universal Life (VUL) policies is that the 
owner assumes the investment risk on the un-
derlying assets, and more generally (even with 
the plain vanilla Universal Life) the burden is 
placed on the policyholder to ensure that he is 
putting enough money into the policy to ful-
fill expectations of future value. The strength of 

the life insurance industry historically has been 
its investment guarantees. With most of these 
unbundled, non-par life insurance policies, con-
sumers are relinquishing these guarantees.

Once you step back and assess what is really 
going on with these flexible policies, the policy 
owner is actually being given an opportunity by 
the insurance company to reduce their cost of 
insurance (COI) charges by earning a higher in-
terest rate. Since life insurance companies nec-
essarily incur these various operational expenses 
and taxes, they must be paid via loads (charges) 
in the policy. As we have already made clear 
these loads can be bundled, fixed and managed 
by the insurance company, or they can be un-
bundled and not fixed so that consumers, who 
feel they are able might improve their earnings 
and their cash values. The methodology used 
can be seen in the following illustration.

the Distinct Difference of IBC Practitioners

Month 1

Plus: Premium (Less Loading)

Less: Expense Charge

Less: Mortality Charge

Plus: Interest Credits

Equals: Account Value

Month 2

Account Value

Plus: Premium (Less Loading)

Less: Expense Charge

Less: Mortality Charge

Plus: Interest Credits

Equals: Account Value

Universal Life Funds Flow Illustration



23 L M R  D E C E M B E R  2 0 1 4

For a Universal Life policy, after deciding on 
the desired death benefit, the applicant must 
pay in a minimum premium amount to get the 
policy started. Thereafter, the policy owner pays 
as little or as much as he wants into the policy, 
subject to tax prescribed maximums. The front-
end load is expressed as a percentage. Expense 
charges are stated as a flat dollar amount. The 
mortality charge is a dollar amount based upon 
the net amount at risk (NAR) to the insurance 
company. (Intuitively, the NAR is the difference 
between the cash value and the death benefit, 
effectively showing how much the insurer is 
“on the hook for” above and beyond the assets 
it already holds “backing up” the policy.) The 
monthly interest credit is applied to the account 
value (cash value) on a daily basis. 

This process is repeated every month respect-
ing the guarantees in the type of Universal Life 
policy being used. The policy remains in force 
only as long as the account value is positive. It 
will terminate if the account value goes to zero. 
This is the primary reason that Nash would 
criticize the use of these policies for practicing 
IBC. The buyer, especially with the passing of 
time, can easily misunderstand the operation, 
function, and sensitivity of these policies that 
are not Whole Life. Their safety and persistency 
is predicated on the policy owner’s level of life 
insurance expertise, discipline, and investment 
knowledge—attributes that are rare in most 
individuals. If an individual doesn’t pay close 
attention to, say, a Universal Life policy, it can 
“blow up” on him years down the road because 
(say) interest rates changed and the individual 
didn’t adjust his premium payments accordingly. 
The whole life policy, on the other hand, is never 
in danger of collapsing in this way unless the 
policy owner goes out of his way to abuse it. As 
far as flexibility goes, the participating Whole 
Life policy, when specially designed using div-
idends and special riders, can easily provide a 
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The whole life policy, on the 
other hand, is never in dan-
ger of collapsing in this way 
unless the policy owner goes 
out of his way to abuse it.

similar flexibility feature without the risk.

Furthermore, Nash would see the cash flow 
management required to keep these Universal 
Life policies going as misplaced. The focus is all 
on the policy rather than the cash management 
that Nash is teaching in his concept. As he would 
put it “the need for financing the things of life 
is greater than the need for life insurance.” This 
implies that all the action happens out in the 
marketplace with everyday buying and selling of 
the big-ticket items of life. Nelson would argue 
that to manage the cash flow requirements of 
the financing function of households and busi-
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nesses, a dependable, stable, guaranteed pool 
of money to work with is required—the fewer 
moving parts to worry about, the better. This is 
why, of the thousands of variations of cash value 
policies that exist today, dividend-paying whole 
life is ideally suited for the purposes Nash says 
is the essence of IBC.

Conclusion

Readers by now should not have any difficul-
ty pointing to the distinguishable features that 
set the IBC Practitioners apart from everyone 
else in society, whether he or she is a financial 
professional or simply a policy owner. What we 
haven’t stated yet is that every financial profes-
sional who wishes to make IBC a part of his 
or her practice with clients and goes through 
Nash’s school to become authorized to do so, 
signs a contract with the institute. This contract 
binds the financial professional who promises 
to sell only a dividend-paying whole life insur-
ance policy to members of the general public, 
under certain conditions. Specifically, though 
these professionals may be stockbrokers, CPAs, 
CLU, attorneys or other types of financial rep-
resentatives engaged in selling a broad array of 

financial products or dispensing advice to use 
them, whenever clients or members of the gen-
eral public specifically request a Nelson Nash, 
or Infinite Banking Concept  (IBC) policy, only 
a specially designed dividend paying whole life 
policy can be sold to them. Individuals who 
make this commitment are the only Authorized 
IBC Practitioners recognized by the institute.

This pledge fully satisfies the Nelson Nash 
Institute, the institute’s board members and 
Nelson Nash himself that the consumer will be 
placed on a safe, solid foundation that cannot 
fail to achieve for him or her the goal of IBC—
financial peace and freedom. 
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Liberty and economic Growth
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Lara-Murphy Report: How did you dis-
cover Austrian economics?

Ben Powell: Kind of by accident.  I was an 
undergraduate attending a conference where I 
was given a copy of Milton Friedman’s Capital-
ism and Freedom.  I thought it was pretty good 
and I found out Hayek had been his colleague 
and had similar views so I read Road to Serf-
dom.  Then I found out that Mises was Hayek’s 
teacher so I started reading some Mises and 
then Rothbard.  I did not have any undergradu-
ate professor who was interested in Austrian 
economics, so the discovery was initially all 
through reading.  Then I found out about the 
Mises Institute and attended a summer seminar 
and that’s where I first encountered professors 
working in the Austrian tradition.  By the time 
the week was over I knew I wanted to become 

a professor and work with Austrian ideas.  I’ve 
never looked back.  (Side note, I think I met 
Murphy at my second summer conference!)

Liberty and economic Growth

Benjamin Powell is the Director of the Free Market Insti-
tute at Texas Tech University and a Professor in the Rawls Col-
lege of Business. He is the North American Editor of the Review 
of Austrian Economics and a senior fellow with the Independent 
Institute. He earned his B.S. in economics and finance from the 
University of Massachusetts at Lowell, and his M.A. and Ph.D. in 
economics from George Mason University.

Professor Powell is the author of Out of Poverty: Sweatshops in 
the Global Economy (Cambridge University Press: 2014), editor 
of Making Poor Nations Rich: Entrepreneurship and the Process 
of Development (Stanford University Press: 2008), co-editor 
of Housing America: Building Out of a Crisis (Transaction: 2009), 
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research findings have been reported in more than 100 outlets 
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cial Times (London), the Christian Science Monitor, and more.

LMR: Ever since 2009, the United States and 
Europe have experienced low interest rates, sky-
rocketing government deficits, low price infla-
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tion, and stagnant economies. 
Analysts have drawn the ob-
vious comparison with Japan. 
Can you summarize your re-
search on this issue?

BP: Massive fiscal “stimu-
lus,” expansionary monetary 
policy pushing interest rates 
down, targeted bank bailouts.  
Sound familiar?  That was the 
Japanese policy response to 
the collapse of their real es-
tate and stock market bubble 
in the early 1990s.  We all 
know the results of that pol-
icy.  More than a lost decade 
of growth and even though 
they are doing a little better 
now, it is much more sluggish 
than the growth that occurred 
in the decades leading up to 
the 1990s.  The United States’ 
response to the collapse of our 
own (smaller) housing bubble 

rights, created large deficits making future tax 
prospects higher, and increased the regulatory 
scope of government.  In short, both countries 
decreased their economic freedoms.  As a result, 
the sluggish growth both here and in Japan can 
be expected to be our new norm if we don’t re-
verse course and shrink the government’s size 
and scope.  

LMR: When people complain about the U.S. 
government, one of the common refrains is, 
“Oh, so if you hate the government so much, 
why don’t you move to Somalia?!” Yet you’ve ac-
tually written some articles on this topic as well, 
can you explain?

Liberty and economic Growth

“Massive fiscal ‘stimulus,’ expansionary monetary 
policy pushing interest rates down, targeted bank 
bailouts.  Sound familiar?  That was the Japanese 

policy response to the collapse of their real estate and 
stock market bubble in the early 1990s.”

has followed the Japanese playbook with similar 
results.  

The problem in both cases was prior expan-
sionary monetary policy that led to a housing 
bubble.  During the bubble too many resources 
were bid into housing, banking, and related sec-
tors.  The problem both countries faced was not 
a lack of aggregate demand but a mismatch be-
tween their accumulated capital stock and that 
which would be necessary to satisfy the demands 
of their respective consumers.  The interventions  
delayed the capital and labor reallocation across 
industries and thus slowed the recovery. 

In the process, the interventions destroyed 
confidence in the protection of private property 
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BP: Ha.  Good follow up!  Somalia has been 
stateless for more than 20 years.  It’s still a des-
perately poor country that I have no desire to 
move to.  That would be true whether they had 
a state or not.  The real question is, how does 
Somalia’s statelessness perform relative to how 
any achievable state would perform there.  The 
key word is achievable. 

Imagine your ideal form of governance pro-
vision.  Whatever it is, it’s probably not on the 
menu of institutional possibilities in Somalia.  
Regardless of what form of government is laid 
out on paper for them, the state that they are 

likely to get is probably going to be ex-
tremely predatory – like the one they 
had before or many of the other sub-
Saharan governments.  Similarly, their 
governance in their state of anarchy is 
less than ideal but it does provide some 
governance even without having a gov-
ernment.  There is a customary legal sys-
tem, restitution-based penalties, adjudi-
cation between clans, and decentralized 
enforcement mechanisms. 

My research compared how living 
standards fared under these alternative 
forms of governance.  What I found was 
that Somalia has improved its living 
standards since losing its government.  
In fact, not only have they improved in 

Liberty and economic Growth

“The real question is, how does Somalia’s 
statelessness perform relative to how any 

achievable state would perform there.
The key word is achievable.”

absolute standards, but they’ve improved rela-
tive to the average performance of the 41 other 
sub-Saharan African countries that do have 
governments.  In short, my evidence indicates 
that having a government was doing more harm 
than good in Somalia. 

LMR: Can you explain your relatively new role 
at Texas Tech as Director of the Free Market 
Institute?

“The Free Market Institute also 
sponsors public lectures by prominent 

scholars and public intellectuals, 
produces our own PBS Tv Show ‘Free 

to Exchange,’ and runs a regular 
research workshop.”
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Liberty and economic Growth

BP: The Free Market Institute at Texas Tech 
(www.fmi.ttu.edu) promotes the teaching and 
study of Free Market Economics.  We’re a uni-
versity-wide institute that cooperates with nu-
merous departments and faculty members across 
campus.  We aspire to become one of the lead-
ing places to earn a Ph.D. in economics where 
the faculty have strong research track records 
on topics related to free markets and where stu-
dents can write their dissertations under the su-
pervision of these faculty members.  I’m thrilled 
that we were able to hire Edward Stringham 
and Adam Martin to join Texas Tech as faculty 
members this fall.  We are already working with 
some Ph.D. students and we are currently re-
cruiting new Ph.D. student applicants to apply 
for fellowships from the Institute that will fund 
their studies beginning next fall.   

The Free Market Institute also sponsors 
public lectures by prominent scholars and public 
intellectuals, produces our own PBS TV Show 
“Free to Exchange,” and runs a regular research 
workshop.  Myself and our other faculty mem-
bers frequently comment in the media and lec-
ture around the world on topics related to free 
markets.  Texas Tech is an exciting place to be 
right now!   

LMR: What is your outlook for the future, both 
in terms of economic growth and the prospects 
for liberty?

BP: I think the two questions are related.  Lib-
erty is the fundamental cause of economic de-
velopment.  So a long-term growth forecast is 
really a long-term liberty forecast.  I’m cau-
tiously optimistic.  Far more young people are 
interested in liberty than they were 20 years 
ago.  Technology has made it easier and easier 
for people to discover the ideas of liberty and 
free markets.  Ultimately I think these are pow-
erful ideas that will win people over.  On the 
other hand, in the immediate future normal 
interest group politics seem set to maintain or 
expand leviathan.  The U.S. government’s fiscal 
obligations are unsustainable.  I think that the 
fiscal crisis that eventually comes from the defi-
cits and unfunded liabilities will be a key mo-
ment for our future because it will break politi-
cal equilbria.  If enough people understand the 
statist roots of that crisis and demand a return 
to principles of liberty, I think we have a fight-
ing chance at turning our trajectory around. 

“Technology has made 
it easier and easier for 
people to discover the 

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

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

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