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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

Dear Readers,

What do the Austrians mean by the aggressive economic nature and consequences of government 
intervention? It seems unthinkable that we could explain this for all to understand in such few paragraphs 
since there are literally volumes written on this subject.  But let us try since it affects each and every one of us.

Intervention is the invasion of assertive physical force into society. It doesn’t matter if an individual 
or a group wields this power, the results of the action remain the same. Historically, governments are the 
aggressive intruders since they are the only organizations legally equipped to use violence and are the only 
organizations legally equipped to derive their revenue from a mandatory tax.

The person or persons being coerced always lose their usefulness as a result of the intervention since their 
actions have been forcibly changed by its impact. It is only the intruder that benefits from his aggressive 
intrusion. 

Before the development of economic science it was believed that the market always benefitted one 
party over another, a form of exploitation, but that was proved to be false. On the market both sides of an 
exchange benefit. Conversely, this is not the case with government intervention. The very institution of 
taxation insures that some will benefit while some will lose. This is why as soon as government intervention 
appears on the scene there is always friction, because individuals, or groups struggle not to be the net losers 
in the wake of the intrusion and may even join with the intruder in order to be net gainers and avoid being 
net losers. Obviously this process, being embedded in the fabric of society, is difficult to reverse. The turn-
around begins when we can see its ill effects up close and personal.

What we must see is that such interference makes people poorer and less satisfied. It is a step-by-step, 
or piecemeal, transformation of capitalism into socialism. In today’s world, monetary policy and central 
banking are the chief activators of government intervention. After 100 hundred years of central banking in 
our own country have we completely lost sight of what it has done?

This August at our annual Night of Clarity in Nashville we will bring to you clear and precise verbal 
exposés on this intervention problem that we may see the sharpness of its image. With this renewed vision 
we can be empowered to move against it one individual at a time. Come and be with us and see the fusion 
of Austrian Economics and Nelson Nash’s Infinite Banking Concept.

Yours truly,
Carlos and Bob

5 L M R  J U N e  2 0 1 3

Lara-Murphy Report
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fEd ANNOUNCES TIGHTENING, ANd MARKETS RESPONd 
ACCORdINGLy
On June 19 the Fed announced that it would be scaling back its asset purchases 
later this year, based on economic conditions. Although the announcement was 
consistent with earlier statements from the Fed, this one gave more specificity 
to the timing of the pullback. Even though this was quite a modest tweaking in 
the grand scheme, the S&P500 fell 1.4 percent the day of the announcement. 
Moreover, consider Treasury yields: From June 3 through June 21, the nominal 
30-year yield went from 3.27 to 3.56 percent, while the real (inflation-adjusted, 
or TIPS) yield went from 0.95 to 1.45 percent, an enormous increase in under 
three weeks. As we have been stressing since 2008, the Fed is playing with fire. 
The phony “recovery” thus far has been an illusion built on easy money, propping 
up asset prices and giving the government cheap financing. So far the Fed has 
gotten a free pass from the markets, who trust Bernanke to rein things in before 
price inflation gets out of hand. But if and when that faith is lost—and the Fed 
needs to tighten in order to contain inflation expectations—there will be a hard 
choice: let the dollar crash, or let the economy crash?

Bernanke  Disappoints

fEd’S BALANCE SHEET IS vERy vULNERABLE
Caitlin Long, head of Corporate Strategies at Morgan Stanley and the first 
person we interviewed in the Lara-Murphy Report (September 2010 issue), 
passes along a research note for their clients. They analyzed the maturities of 
assets and liabilities on the Fed’s balance sheet, and calculated that as of May 15, 
2013, a mere 1.43-percentage-point rise in interest rates across the yield curve 
would completely wipe out the Fed’s equity. They also reported that the Fed is 
currently levered at a ratio of 61:1. The Fed’s average asset duration is 5.91 years, 
while its liabilities are mostly “on demand” (because they are commercial bank 
reserves with the Fed, as well as actual currency), meaning there is more than 
a 5-year maturity mismatch. Thus, Bernanke has painted himself into a corner 
in yet another way: If the Fed needs to jack up interest rates, it may very well 
render itself insolvent. That won’t stop the Fed from continuing to print money, 
of course, but such a dubious condition might further scare investors and cause 
them to flee the dollar.

Bernanke  Le veraged
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OBAMA AdMINISTRATIONS GETS CAUGHT 
EAvESdROPPING, THEN CALLS fOR NATIONAL 
dISCUSSION
It is truly astonishing that as the Obama Administration amplifies everything 
the Bush Administration did in terms of violating civil liberties, the same people 
who compared Bush to Hitler are hardly raising a peep with a Democrat in the 
White House. The War on Terror (and hence the war on Americans’ financial and 
communication privacy) is truly a bipartisan affair. Regardless of what one thinks 
of the morality of a hawkish foreign policy, we must realize that a government left 
free to monitor phone calls, read emails, and use killer drones in order to fight the 
bad guys, will also have the power to turn those tools against innocent Americans. 
Some people have said our situation is becoming Orwellian, yet that’s not quite right: 
It’s actually Kafkaesque. For example, Senators Mark Udall and Ron Wyden have 
been warning for years that they were briefed and learned that the government is 
interpreting its powers under the Patriot Act in ways that would shock Americans. 
(Presumably they had in mind the activities that the leaker Edward Snowden recently 
brought to the public’s attention.) However, when asked to be more specific, the two 
senators said they weren’t allowed to say exactly what it was the feds were doing (like 
tracking millions of phone calls), because the information was classified. As Austrian 
economist Roger Koppl points out, this is an ominous situation in which elected 
representatives need to get permission from an unelected bureaucracy to tell the 
citizens what the government is doing to them. Koppl likened our modern security 
apparatus to the Praetorian Guard in Rome.

snooping Ob a m a

PuLse On the MaRket

recenT developmenTS ThaT may Be oF inTereST To readerS oF The lara-mUrphy reporT…
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BRAzIL OvERRUN By PROTESTS
Reportedly more than a million people demonstrated against the Brazilian 
government on June 20, in cities throughout the country, as part of an ongoing wave 
of civil unrest. The riots and angry demonstrations that have recently swept through 
the Middle East and Europe, are now in South America as well. Americans should 
not dismiss these as foreign phenomena. When the markets turn on the Fed, the 
U.S. government will be forced to rein in its massive spending. Rising interest rates, 
crashing portfolios, soaring unemployment, and reduced government aid will spell 
a heckuva lot of angry Americans. When will this happen? No one can say, but the 
conditions are in place. The young woman who organized one of the initial (modest) 
protests in Brazil had no explanation for the mass outbreak, except to say, “People 
finally woke up.”

Buckwild Brazil ians
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The Good, The Bad 
and The UGly

The Good, The Bad 
and The UGly

HHH  IBC:  HHHHHH  IBC:  HHH

by L. Carlos Laraby L. Carlos Lara

IBC: the good, the Bad and the ugly
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SIMPlICITy is elusive. 
Nothing in recent years has convinced me more 
of this fact than attempting to explain the Infi-
nite Banking Concept (IBC) to others. When I 
consider the number of years it took me to final-
ly understand it, I wonder if its simplicity is not 
perhaps the real source of its difficulty. It is so 
simple it makes no sense!  But, of course, that’s 
not it at all, there is much more to it than that. 
IBC involves matters having to do with money, 
credit and how it flows in the entirety of our 
economy. Those particular elements have never 
been simple for anybody.

Nelson Nash, originator of the concept and 
author of the book that started it all, has made 
it very clear that he did not write his book for 
the financial professional, but instead for the 
average American—the middle class. What 

is important to realize is that this sector of the 
economy for the most part is in a state of utter 
confusion when it comes to matters of money 
and finance. In the past thirty years this group 
in particular has suffered through some of the 
worst periods of chronic inflation and eco-
nomic upheavals this country has ever experi-
enced. This progress of inflation, coupled with 
onerous taxation and erratic market volatility 
has served to deprive these masses of their sav-
ings and made them desperate.  Therefore, it is 
not surprising that Nelson’s book should surge 
in popularity at this crucial time in American 
history.  Finally, here appeared a book for the 
general public with a strategy that beat the sys-
tem at its own game and promised individuals 
financial prosperity once again. By the time the 
2008 financial crisis hit, life insurance compa-
nies began reporting dramatic increases in the 

IBC: the good, the Bad and the ugly

Finally, here appeared a book for the general public with a 
strategy that beat the system at its own game and promised 
individuals financial prosperity once again.
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sale of dividend-paying whole life insurance not seen in 
decades, while banks and Wall Street were in the tank. A 
200 year-old product was suddenly back in the limelight, 
but it was not a coincidence. This just so happens to be the 
one financial product that is at the heart of Nelson Nash’s 
concept. Obviously, the IBC book, Becoming Your Own 
Banker, and Nash’s seminars had gotten the public’s atten-
tion and made them take action.

InSUranCe
One very important detail that should not be overlooked 

is that Nash is an expert in life insurance. His kind of pro-

IBC: the good, the Bad and the ugly

He dared to compare dividend-paying 
whole life insurance to that- of one’s own 

private bank.

fessional has long since retired from the business or they 
are not even on the planet anymore. They are deceased!  At 
82, he has spent enough time in the industry to experience 
personally how the public’s view of insurance has changed 
and knows exactly why those changes occurred. Prior to 
1960 whole life insurance was the very best place to put 
your money, along with bonds and savings accounts. This 
is because Whole Life’s multi-dimensional benefits made 
it superior to any other financial product on the market 
at that time and virtually every household in America 
owned a policy. Whole Life, the workhorse of the insur-
ance sector, had take Americans safely through the Great 
Depression of the 1930s, so it was a well-known financial 
product. The growth on these policies admittedly was slow, 
but it was steady and most importantly, secure—like cash 
underneath your mattress! But then the stock market re-
emerged. Driven by government inflationary policy, the 
need and desire to speculate changed everything. The na-
tion soon turned away from traditional savings to wildcat 
investing as the primary method to build wealth. Fifty-
three years later an entire generation of conservative savers 
who understood the value of dividend-paying whole life 
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insurance and how it worked died out, as did 
knowledgeable insurance agents. Left behind is 
today’s venturing generation who understand 
only one thing, “buy term insurance and invest 
the difference.”

The mind for saving money the old-fashioned 
way closed. Even today the fact that IBC in-
volves insurance at all is still its single most per-
sistent impediment to its understanding.  Peo-
ple simply cannot clear their heads enough from 
the distractions of investing and an extreme fo-
cus on interest rates of return to view it with an 
open mind. Yet, Nash realizing this problem did 
something very ingenious in the way he wrote 
his insurance book, in a manner which only an 
ardent student of Austrian economics could 
have done (let’s not forget that he is an expert 
in both). He dared to compare dividend-paying 
whole life insurance to that of one’s own private 
bank and because he did that his concept cannot 
be easily dismissed. One is drawn into the study 

of the two institutions, banking and insurance, 
simultaneously. Even the great Austrian giant, 
Ludwig von Mises, had once stated, “in Amer-
ica the insurance companies were the biggest 
moneylenders.” So in effect, in reading Nash’s 
book we are forced to see not a product, but a 
process—a process of money flow. The more 
one learns about the banking system and how 
it works the clearer his IBC concept becomes.

Every financial advisor, attorney, or certified 
public accountant should be keenly aware that 
monetary policy dramatically affects our taxes, 
savings, and investments. In light of this knowl-
edge the whole life product should be the most 
logical choice to headquarter one’s money, but 
the reason the experts do not consider it is that 
very few experts know anything about it. Most 
of the 2,000 or more life companies do not even 
carry the product so even life insurance agents 
who should be the first to know are in the dark. 
In this sense, Nelson’s book in the hands of the 

IBC: the good, the Bad and the ugly

Even the great Austrian giant, Ludwig von Mises, 
had once stated, “in America the insurance 
companies were the biggest moneylenders.”

Even the great Austrian giant, Ludwig von Mises, 
had once stated, “in America the insurance 
companies were the biggest moneylenders.”
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general public or untrained agents can lead to 
potential problems. This is the only ugly side of 
IBC. We must realize that the product Nash de-
scribes is of a certain kind, with a special design. 
Without these prerequisites it doesn’t work in 
the manner he prescribes. Further, life insur-
ance companies do not train agents as they once 
did.  It has become cost prohibitive. When the 
stock market and investing came into vogue, 
insurance companies out of necessity in order 
to meet consumer demand launched several 
insurance products tied to the stock market 
just to maintain their competitiveness in the 
financial services industry. According to Nash 
these types of insurance products will not work 
as vehicles to implement IBC. How, then, do 
you control the co-mingling of such insurance 
products with IBC? It is for this very reason 
that Nelson Nash, David Stearns (CEO of the 
IBC organization), economist Robert Murphy, 
and I created the Authorized IBC Practitioner’s 
Program. Among other things it is specifically 
designed to protect the general public and the 
integrity of the IBC concept from such abuses. 
Financial Advisors wishing to use IBC in their 
practice must sign a contract with the Infinite 
Banking Concepts organization specifically 
to prevent these types of problems from aris-
ing. Further, Advisors are required to study the 
IBC Practitioner’s Manual and pass a proctored 
exam on not only IBC’s theory, but also the fun-

damentals of Austrian economics. This sets this 
program completely apart from other course 
curricula and makes it unique. As a result, the 
general public wanting an IBC policy can find 
qualified and authorized IBC Practitioners by 
simply going to the Infinite Banking Institute’s 
Agent Finder at https://www.infinitebanking.
org/finder/. 

Money aT rISk
As a spokesman of the concept I am often 

asked questions concerning IBC that cover the 
gamut. Does IBC make sense? Am I too old 
to be insured? Is it affordable? Should I liqui-
date my securities or qualified plan to fund an 
IBC policy? How many loans are appropriate? 
Is there a case of too many loans that lead to a 
taxable event? The list of questions can be var-
ied and extensive. IBC is spreading throughout 
the country and people genuinely want to know 
what it is all about. Unfortunately it can be diffi-
cult to explain for the reasons already cited. Per-
manent life insurance is not easy to understand 
and coupled with the IBC component, it can 
all get immensely confusing. So, before answer-
ing it’s important to remind myself of this and 
respond in a way that first gives the inquirer the 
broadest explanation of whole life’s multi-facet-
ed benefits. By doing so I stand a better chance 
of being understood. If you are reading this per-

IBC: the good, the Bad and the ugly

Life insurance companies 
do not train agents as they 

once did.  It has become cost 
prohibitive.
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haps this article will be helpful.

For example: Recently I had the opportu-
nity to visit with a couple, friends that I have 
known for some time, to talk over their future. 
Their wills and estate documents were all in or-
der. She is already retired and he wants to re-
tire this year, but does not know if he can. They 
have over $1.5 Million accumulated and parked 
in several places, no mortgage payment; there 
is some pension income for each of them in re-
tirement, plus their Social Security checks. Each 
has a $500,000 whole life policy covering each 
other’s life, but no heirs. After careful study of 
their entire financial situation three problems 
clearly stood out.

1.First of all, their current expenses exceed 
their pension and estimated Social Security 
income. This deficit is expected to rise due to 
inflation. In other words, already before they 
retire they have a cash flow problem.

2.Secondly, their $1.5 million accumulated 
assets are not providing enough income to 
cover the cash flow shortfall. Believe it or 
not, this is a common story of many Ameri-
cans today. They have assets, but not enough 
income.

3.The biggest problem is that over $500,000 
of the total assets accumulated is in mutual 
funds with half of that number in qualified 
funds tied to the stock market. Consequent-
ly, if the stock market were to crash today, or 
in the near future, their hopes of retirement 
are wiped out in one fell swoop. Already I 
have witnessed this sort of thing countless 
times so I cannot help seeing this money at 
risk. There is no other expression for it. You 
can’t be in the stock market at the same time 
you plan on retiring without taking on huge 
risks with your money, especially these days.

There is a solution, of course, but without 

IBC: the good, the Bad and the ugly

Permanent life insurance 
is not easy to understand 
and coupled with the IBC 
component, it can all get 

immensely confusing.
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component, it can all get 

immensely confusing.
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getting into that specifically, the bright spot in 
their financial plan are those insurance poli-
cies.  I found that there was $200,000 in cash 
value inside them; that money resides in a tax 
beneficial environment that can be accessed in 
the form of loans without tax consequences. All 
that is necessary is a simple request to the insur-
ance company. The money is contractually guar-
anteed by the financial strength of the insurance 
company and the ratings on the company are 
solid. It is creditor protected.  It is liquid and 
free of market volatility. The rising death benefit 
acts as an inflation hedge while the premiums 
are contracted to stay the same as time march-
es on. The policies are transferable and easy to 
manage. They earn annual dividends that cal-
culate to a reasonable and competitive annual 
rate of return. They are free from penalties and 
fees. The product is reputable and private—my 
friends have never received a 1099 since they’ve 
had these policies. Above all, those death ben-

efits are huge assets and represent a form of per-
mission for this couple to spend down $500,000 
of their assets in retirement if they have to. And, 
all of this isn’t even IBC! This is merely the in-
frastructure of IBC. It is dividend-paying whole 
life insurance.

yoU Can’T do ThIS 
WITh a SavInGS 
aCCoUnT!

IBC is more like a cash flow system inside a 
bulletproof environment—a financial bunker 
for scary times. But even under normal circum-
stances it is an excellent form of privatized bank-
ing. Here is another real life anecdote involving 
my wife, Anne, which may help to explain what 
I mean. Anne and I keep separate bank accounts 
and she is in charge of paying most of our house-
hold expenses. Recently she didn’t have the cash 

IBC: the good, the Bad and the ugly

You can’t be in the stock market at the same time 
you plan on retiring without taking on huge risks 
with your money, especially these days.
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to pay our $6,500 in property taxes, which were 
due. Knowing that she owns a whole life policy 
on my life that has a substantial amount of cash 
value in it, I suggested she borrow the money 
from her own bank. “How do I do that?” she 
asked. “Just call up the insurance company and 
tell them you want your money,” I replied.

You see, even though Anne has known about 
IBC for years she had never really worked the 
process herself and she needed that experience 
to fully understand it. She happily reported that 
she had filled out only one form, very conve-
niently on-line, and had the $6,500 in 3 days. 
The insurance company used $6,500 of her 
cash value as collateral and lent her the money 
at 5% interest. If she had used her credit card 
she certainly could have had the money faster, 
but she knew better than to go into debt that 
way. This method suddenly started to make a lot 
more sense to her. She had a legitimate emer-
gency and her money was available to her when 
she needed it. Would she pay it back? — of 
course! It made perfect sense to do so. This tax 
bill would come around next year and she had 
already planned on doing this again so she set 
up a payment schedule to pay the principal and 
interest back to the insurance company in one 
year.

Many skeptics might easily dismiss this as 
nothing more than a silly exercise claiming 
that you could easily do this with a savings ac-
count. They would see it as nothing more than 
forced savings by those that are financially in-
ept. But wait a minute; you would be more fool-
ish trying to do this sort of thing with a sav-
ings account at a local bank. If what happened 
in Cyprus recently has not convinced us not to 
stockpile substantial amounts of money in com-
mercial banks, then simply consider a scenario 
whereupon making her second savings deposit, 
Anne were to drop over dead of a heart attack. 
How much money would be in her bank’s sav-
ings account then? The answer is two deposits of 
roughly $1,000 while with the IBC strategy the 
entire death benefit of $500,000 would be paid 
over to me, income tax free. Since I have a policy 
on her life, if I were in her shoes in this example, 
the reverse would happen and she would be paid 
the benefit. Forget term insurance to come bail 
us out, Anne is 65, and her term policies ex-
pired long ago (as have mine). What she did and 
how she did it makes perfect sense and no, you 
can’t always do that with a savings account.  
You see, this is the main point, in our attempt to 
understand IBC we must always keep in mind 
the permanency of the whole life product in 

IBC: the good, the Bad and the ugly

IBC is more like a cash flow 
system inside a bulletproof 
environment—a financial 

bunker for scary times.
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conjunction with all of its wonderful benefits as 
being the platform of privatized banking.

ConClUSIon
Try as you may, attempting to figure out how 

to be your own banker using other means, such 
as 401k’s, IRA’s, or any other similar struc-
tures including bank accounts, is a useless ex-
ercise once you understand how dividend pay-
ing whole life insurance works. You realize 
why Nelson Nash endorses this, and only this 
product for IBC. Furthermore you will see why 
Nelson Nash strictly instructs his followers that 
all policy loans should be repaid and insists that 
you grow wealthier if you pay back more. This 
coincides with his admonition that IBC poli-

cies should be taken out from mutual insurance 
companies wherever possible where the poli-
cyholders are the owners of the mutual. In this 
sense, you are sure to be paying it back to your 
own system. But, even if you didn’t, and only 
paid back the loan and its interest in the simple 
way my wife did, your policy’s cash value still 
grows. This happens because dividend-paying 
whole life insurance is actuarially designed to 
reach a known dollar destination during the life 
of the policy, therefore, no matter what happens 
economically on the outside, inside the policy it 
can only move forward toward that known tar-
get—never backward. With all of its attributes 
as elaborated here in this article, and this one 
special growth caveat, dividend-paying whole 
life is the perfect warehouse for one’s money. 

IBC: the good, the Bad and the ugly

What she did and how she did 
it makes perfect sense and no, 
you can’t always do that with a 

savings account.
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I have never been a fan of whole life insur-
ance.   I have always thought of it as a rip 
off.  If you need life insurance, then get term 
life insurance. You don’t need to mix two 
things - life insurance and savings/ in-
vestments.

…

I can possibly see benefits to buying whole 
life insurance for a limited number of peo-
ple.   Generally, I still think it is a scam 
though.   There are salesmen who solicit 
people to buy whole life insurance policies 
and these salesmen make a living doing 
this.  This doesn’t automatically make it bad, 
but I suppose it is due to the nature of the 
business.

I understand there are salespeople and there 
is marketing in almost every industry.   A 
car salesman makes a commission, but it 
doesn’t mean that you are getting ripped off 
when you buy a car.  But there are signifi-
cant differences.  You can go online and get 
a quote for a term life insurance policy with-
out speaking to anyone.  They will call you 
up and verify your information.   They may 

In last month’s is-
sue of the Lara-
Murphy Report, I 
explained my own 
history with Nel-
son Nash’s Infinite 
Banking Concept 
(IBC). IBC allows 
you to “become 
your own banker” 

by funding large purchases through the use of 
a properly designed dividend-paying whole life 
insurance policy. I received a lot of good feed-
back on the article, but also some criticism. In 
this month’s issue, I want to specifically respond 
to the critique posted at the blog “Libertarian 
Investments.”

summarizing the Critique
The post ran on June 15, 2013, and was titled, 

“Infinite Banking Concept or Whole Life In-
surance.”1 Let me quote extensively from the 
post to accurately convey the author’s perspec-
tive:

Does Whole Life Mix two Goals Inefficiently?

(T)he reason i chose to address 
this specific critique is the 
writer’s emphasis on the notion 
that whole life insurance is 
“mixing” the two different goals...
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send out a nurse to you to get a physical to 
make sure you are healthy.  If you are young 
and healthy, you can get term life insurance 
that is quite inexpensive.  There really is no 
need for a salesman…

Whole life insurance is mixing things.   It is 
mixing life insurance and your savings and 
investments.  For this reason, it makes the 
numbers rather confusing.  I think the indus-
try likes it this way.  But we all know there 
is no free lunch (at least those reading this 
blog who call themselves Austrians).  There 
is no magical rate of return just because it 
is a whole life policy.  There are no special 
interest rates to be earned.  The salesman’s 
commission has to come from the payments 
you are making on your policy (so to speak).

…

I am still not really seeing any advantages to 
the IBC, other than it being a good plan for 
those who lack discipline in their financial 
life.   If anything, IBC would be a disadvan-
tage because of the commissions and fees 
that you are handing over, when you can 
simply do much of it on your own and cut-
ting out the middle man (the salesperson).

In conclusion, I might have to read more of 
Robert Murphy on this subject.   I respect 
him and I want to make sure there is not 
something that I am overlooking. But for 
right now, I would suggest sticking with 
a good term policy if you need life insur-
ance.  Take care of your saving and in-
vesting separately.  I don’t see a need to 
combine the two together and confuse 
them. That is how you get ripped off. [Bold 
added.]

Thus we see that this critique (the tone of 
which was far more polite than a lot of the com-
mentary on whole life) falls back on the stan-
dard “buy term and invest the difference” rec-
ommendation. I specifically addressed that in 
the last issue, in the context of Dave Ramsey’s 
critique of whole life, and I’ll end up reiterating 
some of the key points here in this article.

But the reason I chose to address this specific 
critique is the writer’s emphasis on the notion 
that whole life insurance is “mixing” the two 
different goals of (a) pure life insurance and (b) 
wealth accumulation. At first this sounds like a 
very damning point, but as I hope to show, if we 

Does Whole Life Mix two Goals Inefficiently?
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moved the context to another arena, it would be 
an irrelevant bit of trivia.

an analogy With Real estate
Most people are familiar with real estate (be-

cause we all have to live somewhere), so this 
is an easy context in which to make my point. 
Imagine the following hypothetical conversa-
tion between two financial advisors:

SALLY: I was talking to a couple last week, 
who currently live in a small apartment but 
are now expecting to have a baby. The hus-
band has a stable job, they have a diversi-
fied portfolio of financial assets that are on 
target for their retirement, they hate moving, 
the husband wants to get a dog, and the 
wife wants to start a garden. I told them that 
given all these factors, and especially with 
the tax deduction on mortgage interest, they 
should seriously consider buying a house, 
instead of moving to another apartment.

DAVE: What are you nuts?! Everybody knows 
home-buying is a scam. For one thing, there 

are real estate agents who take a nice com-
mission on both ends. But more important, 
if you buy a house to live in, you are mix-
ing two things: your purchase of shelter ser-
vices, with real estate investing. There are 
houses that can be rented; your monthly 
payment to a landlord is much less than 
what you’d pay on a conventional mortgage 
for the same property. If you really want to 
invest in real estate, then take the money 
you save on your monthly house payment 
and go put it in a REIT or something. And 
last thing: Don’t bother running numbers 
trying to show me clients who did OK by 
buying their home, because at any moment 
Congress could take away the tax deduction 
and oops, there goes your whole case for 
why somebody should buy instead of rent. 
Only suckers own the house in which they 
live, especially the poor fools who end up 
selling their house soon after they buy it. I 
always tell my clients to rent.

Now let me ask: Does anyone think our hy-
pothetical financial advisor Dave above just 
“proved” that it’s always a bad financial move 

Does Whole Life Mix two Goals Inefficiently?

None of this is to suggest that 
whole life is a creature of the tax 
code, it just means a person’s 
lifetime financial plan must 
consider the tax advantages 
when evaluating whole life as an 
option.
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to buy a home? Yes, sometimes it’s a bad deci-
sion—if someone’s job causes him to constantly 
travel, or to relocate every other year, then rent-
ing probably makes more sense. But we certainly 
can’t discredit “buying a home” with the obser-
vation that it’s mixing the two goals of shelter 
services and real estate investing.

Notice too that there’s nothing contrived or 
needlessly complicated about the benefits of 
buying a home. It’s a straightforward transac-
tion, but if we are to understand its costs and 
benefits, we need to realize that it’s not just a 
purchase that provides a flow of shelter ser-
vices—it can also serve as collateral for loans, it 
can be bequeathed to heirs, and if the financial 
picture really changes it can be sold, even before 
the mortgage is paid off (so long as the owner 
isn’t underwater). And yes, people need to take 
the tax code into account when making a major 
decision such as buying a home, including the 
deductibility of mortgage interest as well as the 
(limited) exemption on capital gains for owner-
occupied houses. To say this doesn’t concede 
that “home buying is based on the tax code,” it 

just reflects common sense.

Let me end this analogy with the final obser-
vation: One of the strongest motivations to own 
one’s house is the peace of mind and security 
from knowing that, well, you own the place in 
which you live. If you rent, you had better not 
get too attached to the place, because you might 
not be allowed to renew the contract (at least 
on the same terms) indefinitely. You simply can’t 
exactly replicate “buying a home” through “rent 
a comparable property and invest the difference 
in real estate.” Ultimately, the straightforward 
transaction of buying a house has certain attri-
butes that are unavailable through other finan-
cial strategies.

Back to life insurance
The situation is similar when it comes to whole 

life insurance. It is a straightforward financial 
instrument: You sign a contract with the insur-
ance company, promising to pay a (level) premi-
um for a specified length of time. In exchange, 
the insurance company promises to pay a speci-

Does Whole Life Mix two Goals Inefficiently?

for many people, 
particularly those who use 
whole life in the context of 
the broader iBC philosophy, 
its fundamental virtue is 
control over one’s money.
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fied amount either when you die, or when you 
reach a (high) age, such as 121 in recently issued 
policies. That is the essence of what a whole life 
insurance policy is; it effectively provides “pure 
life insurance” for your whole life (since most 
people are going to die before hitting the ma-
turity date). But in addition, because of its na-
ture, it has other features as well.  You can bor-
row against it, you can specify an heir to receive 
the death payment, and if the financial picture 
changes drastically, you can “surrender” the pol-
icy and receive what is effectively the “equity” 
you had built up inside of it thus far.

Now of course, if someone is going to serious-
ly consider buying a large whole life insurance 
policy, then he or she needs to consider all of 
the tax ramifications, because there are plenty of 

advantages with the current code. So long as a 
policy has not become a “modified endowment 
contract” or “MEC” (and reputable insurers and 
agents will ensure a policyholder doesn’t let this 
happen accidentally), then the policyholder is 
not taxed on the accumulating cash value, policy 
loans have no tax implications, and dividends 
can be withdrawn up to the point of the “cost 
basis” in the policy without tax. (And of course, 
whether the policy is a MEC or not, the death 
benefit payment is itself an income-tax free 
event for the recipient.) None of this is to sug-
gest that whole life is a creature of the tax code, 
it just means a person’s lifetime financial plan 
must consider the tax advantages when evaluat-
ing whole life as an option.

For many people, particularly those who use 

Does Whole Life Mix two Goals Inefficiently?

(i)n our present context, whole 
life’s superior “control” comes in 
the form of having guaranteed 
life insurance coverage. if you 
just buy a term policy, you may 
not be able to renew it when it 
expires.
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whole life in the context of the broader IBC 
philosophy, its fundamental virtue is control 
over one’s money. Usually IBC practitioners talk 
about “control” in the context of being able to 
access (through loans, dividends, or partial sur-
renders) the wealth embodied in a policy at any 
point, without penalties, unlike traditional tax-
qualified investment plans.

However, in our present context, whole life’s 
superior “control” comes in the form of having 
guaranteed life insurance coverage. If you just 
buy a term policy, you may not be able to renew 
it when it expires. You are in the same situa-
tion as the renter, who might get kicked out of 
“his” house by the landlord, because it wasn’t re-
ally “his” house to begin with. With a whole life 
policy, that particular worry is gone.

Conclusion
In closing, let me be clear that I am not saying 

that buying a house right now in 2013, especial-
ly by going to a commercial bank and taking out 
a 30-year mortgage, is a great idea. In our other 
writings, Carlos and I have explained that we 
think Ben Bernanke’s policies have set the U.S. 
up for another crash, and that taking out loans 
from commercial banks is itself a dubious prac-
tice that contributes to our inflation problem.

All I have done in this article is show that con-
ventional financial discussions, which routinely 
dismiss whole life on the grounds that it “mixes 
two goals,” would likewise end up telling people 
that they should always rent apartments. We 
can see how absurd such a categorical statement 
would be, and we can see all the ways that their 
hypothetical analysis was not actually apples-to-
apples.

If you can understand what I mean with re-
spect to buying a home, then you can at least 
appreciate my claim that an analogous thing 
has happened with whole life insurance. When 
people like Dave Ramsey or the blogger quoted 
above say they are making a fair comparison by 
buying a term policy, they are simply wrong. You 
can’t replicate the flow of benefits from a whole 
life policy by buying term.

To point this out doesn’t, of course, mean 
whole life is for everyone. For example, a young 
couple with very little discretionary income and 
a bunch of young children will need a large term 
policy, and depending on the numbers it’s pos-
sible they have to wait a few years before even 
thinking about taking out even a modest whole 
life policy. I have no problem if the financial gu-
rus simply caution people that whole life isn’t 
for everyone. Yet they go much further than this, 
and say that only a fool would buy a whole life 
policy. Such over-the-top condemnations don’t 
even begin to make a valid comparison, as I’ve 
tried to show in this article.
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I both felt pretty terrible for some time.

To his great credit, Ralph didn’t give up. He 
wrote to The Foundation for Economic Edu-
cation, where he and I were already known as 
a result of our previous visits, and requested 
that they arrange a meeting with Mises for us. 
FEE came through, and on February 23, 1953, 
we came to Mises’s apartment once again, but 
this time as his invited guests. (I have an au-

Lara-Murphy Report: You were one of the 
few students who actually earned a PhD under 
Ludwig von Mises at New York University. Can 
you tell us about that? For example, did you seek 
Mises out specifically or—like Israel Kirzner—
did you discover him by accident?

George Reisman: I became an ardent 
Misesian when I was 15 years old. That is when 
I read Mises’s great classic Socialism.1 From that 
time on, I regarded Mises as one of the greatest 
men who ever lived. What he accomplished 
in Socialism, and in his other writings, was to 
present a comprehensive, in-depth, intellectually 
powerful, and  uncompromising case for laissez-
faire capitalism. This was something that no one 

seeing Further on the shoulders of Giants

else had ever done before and which urgently 
needed doing, more than anything else in the 
world if individual rights and the founding 
principles of the United States were to be 
upheld.

The very first time I met Mises was later in that 
same year, 1952. I was in the company of my 
schoolmate Ralph Raico, who also had read im-
portant parts of his works and understood their 
value. The “meeting” consisted of our ringing the 
doorbell of Mises’s apartment and telling him 
that we were selling subscriptions to The Free-
man, hoping thereby to engage him in conversa-
tion. Mises opened the door, dressed in a tuxedo 
(he was preparing to go out), and told us, in a 
heavy German accent, “I haf ze Freeman,” and 
then closed the door. Needless to say, Ralph and 

tographed copy of Human Action, bearing the 
date.2)

We spoke with him for perhaps two hours or 
so, and asked questions and listened to his an-
swers. One of the questions I had concerned 
the national debt and the need to pay it down. 
Mises replied that it wasn’t necessary to do more 
than just allow the economic system to progress, 
which all by itself made any given-sized nation-

I regarded Mises as one of the 
greatest men who ever lived.”

“
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lowing my sophomore year, I translated his Epis-
temological Problems of Economics (New York: 
D. Van Nostrand, 1960).3

Two years after enrolling at NYU, I earned an 
MBA under Mises, in 1959. My MBA thesis was 
The Classical Economists and the Austrians on 
Value and Costs. The research for this thesis and 
then the further research into Classical and Aus-
trian economics on the subjects of profit and in-
terest led to my Ph.D. thesis. Originally titled The 
Theory of Originary Interest but in its final ver-
sion The Theory of Aggregate Profit and the Aver-
age Rate of Profit, the theories first presented in it 
served as a foundation for much of my subsequent 
writings, above all Capitalism.4

LMR: In addition to Mises, another huge influ-
ence was Ayn Rand. Can you describe your expe-
riences with the Objectivist movement?

GR:  What I gained from Ayn Rand was a 
greatly improved understanding of epistemology, 
ethics, and the concepts of individual rights and 
freedom. Her influence can be found throughout 
my book, though it may not always be obvious. 
I consider her writings, above all Atlas Shrugged 
and her collections of essays, to be the sum and 
substance of Objectivism. Indeed, sometime after 

al debt less and less significant as time went on. 
He cited the example of the British national debt 
at the end of the Napoleonic Wars. At the time 
it was considered enormous and in urgent need 
of reduction. But it was not too long before the 
progress of the British economy rendered it trivial.

By far the most important result of this meeting 
was that Mises invited Ralph and myself to at-
tend his seminar at NYU, on the condition that 
we “not make noise,” a condition he thought nec-
essary in view of our pronounced youth.

At the seminar, we met Murray Rothbard and 
Hans Sennholz. Henry Hazlitt, who lived within 
walking distance of the seminar, on another side 
of Washington Square, also sometimes attended. 

I began my attendance at Mises’s seminar in my 
senior year at the Bronx High School of Science. 
I attended all through my four years at Columbia 
College, where I earned my BA in 1957, and then 
for three years beyond that, until my own teach-
ing commitments prevented me from continuing. 

In the seminar, Mises stressed the importance of 
knowing foreign languages. I took his recommen-
dation to heart and in my freshman and sopho-
more years at Columbia immersed myself in the 
study of German. As a result, in the summer fol-
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By far the most important result 
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her rupture with Nathaniel Branden, she made 
a statement to me that implied she did not want 
an Objectivist “movement.” She said that she 
envisioned Objectivism in the future as being 
represented by “loosely affiliated intellectuals.”

I hope you don’t mind if I repeat here the words 
I wrote in the Preface to Capitalism, concerning 
my studies under Mises and Rand: 

Looking back over the past and all that has led 
to the writing of this book, I cannot help but 
take the greatest possible pride and satisfaction 
in the fact that along the way, in having been 
the student of both Ludwig von Mises and Ayn 
Rand, I was able to acquire what by my own 
standards at least is the highest possible “in-
tellectual pedigree” that it is possible for any 
thinker to have acquired in my lifetime, or, in-
deed, in any other lifetime.

size of each page should be taken as the measure 
of the amount of knowledge that my book pro-
vides. The size is intimidating only if you have 
to lift the book: it weighs about 6 pounds. But 
in its pdf and Amazon Kindle formats, it weighs 
virtually nothing. It also contains a very detailed 
table of contents and index, and in these for-
mats each entry in the contents is hyperlinked 
to the corresponding section of the book. As 
anyone will be able to see who takes the trouble 
to browse through the contents, there are nu-
merous brief discussions that can easily be read 
in a single sitting. 

What is different about my book, apart from 
the influence of Ayn Rand, is that it incorpo-
rates some major elements of British Classi-
cal economics, along with some major original 
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What I gained from Ayn Rand was 
a greatly improved understanding of 
epistemology, ethics, and the concepts 
of individual rights and freedom.”

“

LMR: Your treatise, Capitalism (available in 
PDF at capitalism.net) is a sweeping defense of 
laissez-faire economics, which of course reflects 
your years of study under Mises. However, many 
people are intimidated by its length (more than 
1,000 pages, and these are big pages). What 
does your book contain that the standard Aus-
trian works are missing?

GR: The large number of pages and the large 

contributions of my own. My book can be de-
scribed as an integration of all these elements 
with Austrian economics. And as concerns Aus-
trian economics in particular, my book provides 
extensive elaboration and further application of 
many of the truths developed by Mises, Böhm-
Bawerk, and Menger, such as Mises’s critiques 
of price controls and socialism, his treatments 
of private ownership of the means of produc-
tion, economic inequality, and economic com-
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petition, his discussions of capital accumulation, 
Say’s Law, gold, inflation, depressions, and mass 
unemployment; Böhm-Bawerk’s exposition of 
the theory of  diminishing marginal utility and 
his concept of the average period of production; 
the use of Menger’s concept of goods to dem-
onstrate the possibility of a virtually limitless 
increase in the supply of economically useable, 
accessible natural resources.

Some of my most important original contribu-
tions derive from my understanding of a propo-
sition of the great British Classical economist 
John Stuart Mill. His proposition is stated as 
“demand for commodities is not demand for la-
bor.” As I understand it, what this means, for 
example, is that when a consumer buys a loaf of 
bread, that is all that he buys. He does not, in 
buying a loaf of bread, also buy flour and wheat 
and so on back up the chain of production. He 
does not buy any of these additional things 
when he buys the bread any more than he eats 
them when he eats the bread. (Anyone who 
believes that one does buy or eat these things 
should try literally eating a spoonful of flour or 
a stalk of wheat, or, if that’s not enough, munch-
ing on tractor parts.) He also does not pay the 
wages of the workers in the bakery or the flour 
mill, or on the wheat farm. On the contrary, all 
of these things are purchased by businessmen 

and capitalists, not by consumers. The expendi-
ture made by the businessmen and capitalists I 
call productive expenditure. It is all expenditure 
made for the purpose of making subsequent 
sales. Consumption expenditure in contrast, is 
expenditure made not for the purpose of mak-
ing subsequent sales. Productive expenditure 
depends on saving. It is made with funds not 
consumed by those who provide them.

Contemporary economics does not recognize 
the existence of productive expenditure. It pro-
ceeds as though productive expenditure were 
somehow incorporated in consumption expen-
diture. It even goes so far as to claim that at-
tempts to count productive expenditure consti-
tute “double counting,” because that expenditure 
is allegedly already counted in consumption ex-
penditure.

In my book, Mill’s proposition serves as the basis 
for a radical reinterpretation of what aggregate 
economic accounting actually shows about the 
respective roles of consumption and investment 
in total spending. It also serves as the basis for 
a radical critique of the Marxian exploitation 
theory. In both instances, the prevailing views 
on the subject are turned upside down.

As pertains to aggregate economic accounting, 
what Mill’s proposition leads to is the realiza-

seeing Further on the shoulders of Giants

What is different about my book, 
apart from the influence of Ayn 
Rand, is that it incorporates some 
major elements of British Classical 
economics, along with some major 
original contributions of my own.”

“
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tion that contrary to contemporary econom-
ics, which holds that consumption spending 
constitutes the great bulk of spending and pays 
the great bulk of incomes in the economic sys-
tem, most spending and income payments are 
in fact concealed under the heading of invest-
ment, indeed, of net investment, and that this 
is true even in conditions in which net invest-
ment might be zero or, indeed, a negative num-
ber. This is because net investment is the differ-
ence between two enormous numbers. One is 
aggregate productive expenditure, which is the 
sum of all business purchases of capital goods, 
i.e., goods and services of any description pur-
chased from other businesses, plus all wage pay-
ments by business firms. The other number, the 
number to be subtracted, is the sum of all the 
costs of production that appear in business in-
come statements as deductions from sales rev-
enues, which costs reflect productive expendi-
tures made largely in previous periods of time. 
(The reason that this difference constitutes net 
investment is that current productive expendi-
ture for such things as machinery and materials 
constitutes additions to business assets, while 
such costs as depreciation and cost of goods sold 

constitute subtractions from business assets. The 
difference between the additions and the sub-
tractions is the net change, i.e. net investment.)

As pertains to the critique of the exploitation 
theory, what Mill’s proposition implies is that 
contrary to all received opinion, from Adam 
Smith to Marx to Böhm-Bawerk, profit (origi-
nary interest) is not a deduction from what was 
originally all wages, neither an unjust deduction 
as Smith implied and Marx explicitly claimed, 
nor a just deduction, as Böhm-Bawerk main-
tained. Profit is simply not a deduction from 
wages. In what Smith called the “early and rude 
state of society” and what Marx called “simple 
circulation,” it is true that only workers earn in-
comes and that there are no capitalists present 
to “exploit” them. However, the incomes that 

seeing Further on the shoulders of Giants

Contrary to contemporary econom-
ics, which holds that consumption 
spending constitutes the great bulk of 
spending and pays the great bulk of 
incomes in the economic system, most 
spending and income payments are in 
fact concealed under the heading of 
investment.”

“
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I’m willing to consider the possibility that I will be surprised and that somehow 
within a few years we’ll look back at today and take comfort in the fact of our 
being noticeably better off in terms of our standard of living.”

“

these workers earn are not wages.

Such things as the primitive loaves of bread 
and pairs of shoes that they may be imagined to 
produce are consumers’ goods and the proceeds 
they are paid in exchange for those consumers’ 
goods are sales revenues, not wages. And pre-
cisely because there are no capitalists present 
and thus no productive expenditure, there are 
no costs of production to deduct from the work-
ers’ sales revenues. Hence, the full magnitude of 
those sales revenues is profit. Profit is the origi-
nal, primary labor income.

When capitalists and their buying for the sake 
of selling appear—what Marx called “capital-
istic circulation”—what emerges is not profit, 
which is already present, but wages and money 
costs of production, which serves to reduce the 

proportion of sales revenues that is profit. And 
the more economically capitalistic the economic 
system, that is, the greater the buying for the 
sake of selling relative to sales revenues, the 
higher are wages and other costs relative to sales 
revenues and the lower are profits relative both 
to sales revenues and to wages.

The above is a sample of the kind of powerful 
results that can be achieved by adding to tra-
ditional Austrian economics needlessly forgot-
ten major insights of the great British classical 
economists. For further examples, and elabora-
tion of these two examples, it will be necessary 
to read my book.

LMR: What general scenario do you antici-
pate over the next decade? Are we currently in 
the throes of the second worldwide Depression? 

seeing Further on the shoulders of Giants
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seeing Further on the shoulders of Giants

Or will we gradually climb out of this mess 
within a few years?

GR: I believe that the only thing that can be 
said with reasonable confidence about the fu-
ture is that it will be full of surprises. So I’m 
willing to consider the possibility that I will be 
surprised and that somehow within a few years 
we’ll look back at today and take comfort in the 
fact of our being noticeably better off in terms 
of our standard of living, including a substantial 
reduction in unemployment here and in West-
ern Europe. 

Unfortunately, I believe that it’s far more likely 
that within a few years we’ll experience a sub-
stantial decline in economic conditions and in 
life in general. There may or may not be as much 
mass unemployment throughout the world as at 
present. But most likely, unemployment will be 
joined by substantially more rapid increases in 
prices than today, given the substantial rates of 
increase in the quantity of money that have al-
ready taken place or are about to take place (as 
in Japan) and the further increases that will take 
place in efforts to overcome or prevent mass un-
employment. Rapidly rising prices are an invi-
tation to price controls and the economic chaos 
that results from them.

I believe that even apart from this, government 
intervention will almost certainly continue to 
increase and make the fall in the standard of 
living that is already widely recognized still 
more pronounced, making it clear that we live 
in a retrogressing economic system, i.e., an eco-

nomic system experiencing progressive decline. 
Imposition of more and more severe CO2 emis-
sion limits under the influence of the ecology 
movement would work in an especially power-
ful way to bring about economic retrogression.

The potential exists for the decline being sudden 
and sharp, given the possession of nuclear weap-
ons and other weapons of mass destruction in 
the hands of assorted lunatics around the world 
and their likely becoming more widely dispersed.  
We live in an age of unprecedented division of 
labor, which is enormously to our benefit and 
whose globalization over the last sixty years or 
so has served to offset many of the wealth-de-
stroying consequences of growing government 
intervention. But the functioning of the division 
of labor depends on peace, internationally and 
domestically. And that is what is more and more 
threatened. Consider the widespread havoc that 
would be wrought from a handful of atomic 
bombs being dropped by North Korea on ma-
jor industrial centers in South Korea or Japan. 
Consider the consequences of the loss of any 
major center of production here in the United 
States. There can be recovery from any given set 
of disasters. But if they are repeated with any 
frequency, and people conclude that they will 
continue, then the division of labor starts to be 
rolled back, as countries and regions conclude 
that if supplies are to be reliable, they must be 
produced locally.

I certainly hope that I will be pleasantly sur-
prised by none of these developments occurring 
within my remaining lifetime.
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events and
engagements 

2013
June 17-21 • Lancaster, nh

Murphy serves as MC for several events at Porcupine Freedom Festival. 

•
July 21-27 • auburn, aL

Murphy teaching Austrian Economics at Mises University.

•
august 23-24 • nashville, Tn

Lara and Murphy present at the Night of Clarity along with Ron Paul, Nelson Nash, 
Larry Reed and Tom Woods.

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

Includes brand-new video lectures from NELSON NASH

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

for full details see www.infinitebanking.org

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

http://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.
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