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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

At one time or another most of us fancy the silly idea of being able to foretell the future. “If I only knew 
what happens next…” we often find ourselves saying.  Unfortunately, one of the fundamental conditions of 
man’s existence is the impossibility of this wish. We knew this, of course, but still wished it were so. Man 
cannot predict the future. He can only speculate and at most attain a sense of probability of future outcomes 
of his actions. Not fully knowing what lies ahead is what makes the future so uncertain and unsafe for all 
of us. Our incomplete knowledge serves to underscore the future’s lack of stability, making change and 
transformation essential features of life.

This flux necessitates our constant adjusting to changing conditions and is in essence the principle that 
makes for a steady improvement in our material well-being. What is not true is that human conditions 
must always improve steadily upward in a straight line, nor that all striving to increase our standard of 
living makes men any happier. It only reveals the nature of man and his aspiration to continually seek for an 
improvement in his material condition.

“Men always strive for an improvement in their conditions and always 
will. This is man’s inescapable destiny.”

— Mises

In light of this, man must be vigilant with his time for it is irreversibly scarce. He comes into existence, 
matures, grows old and soon passes away. He must learn to economize his time   as he does any other scarce 
resource. The value he places on his time, a subjective choice, determines his every action. 

As we get ready to launch A Night of Clarity, our fourth, this coming August it is hard to believe 
what the valuing of our time has wrought. Every thought and every action since we first began has been 
so purposeful it’s no wonder we find ourselves here. It’s as though we knew we would be here all along, 
almost as though we really did have a crystal ball. And so have each one of you who have joined with us, 
shoulder-to-shoulder, it is you who have helped us move forward—hopeful, encouraged and certain. We are 
so looking forward to being with you this summer just to be able to thank you personally. This event will 
be unlike any other before. No student of Austrian economics should miss it! If there was ever a time to 
bring friends, family and clients this is the time to do it. We hope you consider this seriously and take every 
advantage of it. Let’s all make some noise!

Yours truly,
Carlos and Bob

Dear Readers
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Lara-Murphy Report
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Recent developments that may be of inteRest to ReadeRs of the laRa-muRphy RepoRt…

PuLse ON The MARkeT

PuLse ON The MARkeT
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FEdS START CRACKiNg dOWN ON digiTAL CURRENCy
Perhaps because of our April 2013 article, the feds have realized that Bitcoin is now 
a hot thing and have started moving against it. NY Sen. Chuck Schumer for years 
has been decrying Bitcoin as online “money laundering,” but this month regulators 
(apparently from Homeland Security) took action by telling Dwolla (on online 
method for sending dollar payments, much like PayPal) to suspend its account for 
Mt. Gox, the leading currency exchange site for Bitcoin users. We’ll keep readers 
posted on the developments.

Biting Bitcoin

iRS SCANdAL NOTHiNg NEW
Certain commentators are shocked, shocked that an agency of the federal government 
would use its coercive powers for nefarious ends, but in a May 14 Wall Street Journal 
piece, James Bovard sets the record straight. He gave examples of progressive heroes 
FDR and JFK quite openly siccing the IRS on their political opponents. Under 
Nixon, more than 10,000 individuals or groups were targeted because of their political 
leanings. Bovard quotes from a 1999 AP investigation that claimed “officials in the 
Democratic White House and members of both parties in Congress have prompted 
hundreds of audits of political opponents in the 1990s,” including “personal demands 
for audits from members of Congress.” So we see, when friends of individual liberty 
oppose Big Government and an onerous tax burden, it’s not merely because they 
want to keep more of their money. It’s not just a matter of finances, it’s a matter 
of raw power. The power to tax is the power to destroy, and we can’t think of a less 
trustworthy bunch to have this sword hanging over our heads, than the folks in DC.

IRs  Bites  M an story

OUTgOiNg iRS CHiEF: TAxES ARE “vOLUNTARy”
If nothing else, Obama’s string of scandals has provided comedy relief. At a hearing on 
May 17 before the House Ways and Means Committee, outgoing IRS Commissioner 
Steve Miller agreed with Rep. Devin Nunes (R-CA) that our current tax system was 
“voluntary.” But before you tell your CPA to submit, “No thanks” next April 15, let us 
clarify: To say the US federal tax system is “voluntary” simply means that the default 
is for everyone to estimate his or her own tax liability and then send in the check. In 
other words, you don’t wait for the government to notify you of how much you owe, 
but rather you have to “volunteer” it yourself. So it’s voluntary in the same way as Jack 
Benny’s famous choice, “Your money or your life.” 

IRs  Channels  Orwell
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HOUSE COMMiTTEE WARNS OF SKyROCKETiNg HEALTH 
iNSURANCE PREMiUMS
A May 13 report, “The Looming Premium Rate Shock,” put out by the House 
Committee on Energy and Commerce (chaired by Fred Upton) warns of massive 
premium hikes in 2014 because of ObamaCare. The committee asked 17 of the 
nation’s major health insurance companies to estimate their rate increases next year. 
For new business, the total average change expected is 96 percent, while existing 
customers can expect an average increase of 73 percent. Naturally, the committee 
putting out this report wanted the numbers to look bad, in order to score political 
points against the president. But still, those are some big numbers, and the logic 
makes sense: When the government passes a sweeping new “reform,” which 
mandates that insurance companies cover all sorts of pre-existing conditions, we 
shouldn’t be surprised that costs skyrocket.

health Insurance  Rising

EUROPEAN OFFiCiALS AdMiT BANK SECRECy iS dyiNg
On ominous New York Times article, “Europe pushes to shed stigma of tax haven” 
(May 22), explains the situation: “The attention this week on the ability of Apple and 
other prominent American corporations to avoid corporate taxes through offshore 
tax arrangements obscures…the relentless pressures being piled on opaque money 
centers around the world amid a sweeping global assault on tax evasion and the 
secrecy that enables it. ‘Bank secrecy is a relic of the past,’ said Algirdas Semeta, 
the European Union’s senior official responsible for tax issues. ‘Soon we will see the 
death of bank secrecy around the world.’” Even the once-impregnable Swiss have 
capitulated to US officials seeking information about American account holders. It’s 
for reasons like these that we (Lara and Murphy) have decided that running away 
isn’t an option: we are going to make a stand for financial freedom in the United 
States, because what happens here will set the tone for property rights around the 
world.

Bank secrec y  Dying

gOvERNOR vETOES BiLL MAKiNg PRECiOUS METALS 
LEgAL TENdER
The governor of Arizona vetoed a measure earlier this month making gold and silver 
legal tender, saying it would depress tax receipts. (Well, that settles it!) Last year Utah 
was the first state to pass legislation of this type, though even there it only monetizes 
coins issued by the federal government.

no hard Mone y  for  arizona

PuLse ON The MARkeT

Recent developments that may be of inteRest to ReadeRs of the laRa-muRphy RepoRt…

PuLse ON The MARkeT
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My history with IBC

8

by RobERt P. MuRPhy, PhD

My 
histoRy

IBC
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with
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In this article, I will summarize Nelson Nash’s 
Infinite Banking Concept (IBC) for the novice, 
but I will do so in the context of my own expe-
rience in learning about it. I’m making the ar-
ticle autobiographical because part of the story 
involves the newly launched IBC Practitioner’s 
Program, and I can’t fully explain the rationale 
of the program without describing the situa-
tion that I (and the other founders) perceived 
beforehand.

Related to this is the fact that, going forward, 

Thus this article serves several purposes. First, 
I hope it clarifies for Austrian / libertarian read-
ers why I became so interested in the economics 
of life insurance. Yet I also hope it further ex-
plains to people already in the IBC community 
why I think the IBC Practitioner’s Program is 
such an important component in bringing this 
message to a wider audience. Finally, it will 
hopefully prove useful as a general introduction 
to IBC for any reader, told in the style of “one 
guy’s journey.”

I will be talking more about the economics of life insurance on my 
personal blog and YouTube channel.

I will be talking more about the economics of 
life insurance on my personal blog and YouTube 
channel. This may seem strange to some of my 
long-time followers (who have come to expect 
my musings on libertarian political theory or a 
critique of the latest Paul Krugman blog post), 

Carlos lent me a copy 
of Nash’s underground 
bestseller, Becoming 
Your Own Banker, and 
asked me to evaluate it.

and therefore I’d like to give them 
the whole background in one 
self-contained piece.

Before jumping in, I need to add one last 
caveat: I am not a registered financial advisor, 
and the information I offer in this article is not 
intended as a formal recommendation for any 
reader to change his or her financial situation. 
Obviously the reader should check with other 
experts before taking any action. I am merely 

My history with IBC
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telling my own history with Nelson Nash’s Infi-
nite Banking Concept.

Meeting My (Future) Co-Author, and 
Discovering IBC

In the summer of 2008 I was contacted by 
Carlos Lara, who told me he was currently read-

in addition to being a big fan of Austrian eco-
nomics, he was also an avid proponent of Nelson 
Nash’s Infinite Banking Concept (IBC). Carlos 
lent me a copy of Nash’s underground bestseller, 
Becoming Your Own Banker, and asked me to 
evaluate it.1

The basic idea of BYOB [Becoming Your Own 
Banker] is that the typical American household 

However, Nash wasn’t preaching a simple “get out of debt” philosophy.

ing my Study Guide to Murray Rothbard’s giant 
economics text, and he realized from the author 
bio that we both lived in Nashville. We began 
meeting for lunch to discuss the unfolding fi-
nancial crisis and other such weighty matters. At 
an early stage in these meetings, Carlos—whose 
consulting business focused on setting up trusts 
for businesses and households—explained that 

is flushing away boatloads of money in interest 
expenses to outside financiers. If people could 
become disciplined and save up before making 
major purchases—so that they were relying on 
their own accumulated capital rather than what 
others had saved—they would be able to finally 
start getting ahead. 

Nash had several numerical illustrations 
to show that this strategy would make 
a person a heck of a lot wealthier over 
time...

I must confess—and I’ve said this several 
times in front of Nelson; he’s okay with 
it—that at first I couldn’t make heads or 
tails of BYOB.

My history with IBC
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However, Nash wasn’t preaching a simple 
“get out of debt” philosophy. Instead, he was 
okay with gross borrowing in order to finance 
major purchases, but it had to be done under 
special conditions such that really you weren’t 
borrowing on net. For various reasons (some of 
which I’ll sketch out, later in this article), Nash 
argued that it made a lot of sense to accumulate 
a stockpile of wealth inside one or more high-
premium, dividend-paying, whole life insurance 
policies. (!!)

Now for the “becoming your own banker” 
part: Whenever a person needed to buy a new 

son would get a policy loan from the insurance 
company, using his (well-funded) life insurance 
policy as the collateral. Then, instead of making 
periodic “car payments” (or whatever the big-
ticket item was) to the conventional lender, the 
person would direct the same cashflow to the 
insurance company. Nash had several numeri-
cal illustrations to show that this strategy would 
make a person a heck of a lot wealthier over 
time, compared to other ways that the average 
American household might run its affairs.

I must confess—and I’ve said this several 
times in front of Nelson; he’s okay with it—that 

Part of the problem was that I knew absolutely nothing about whole life 
insurance.

(W)e grew up being 
taught that “saving 
for retirement” was 
basically the same thing 
as “buying into IRS-
approved mutual funds 
with large exposure to 
Wall Street equities”...

car, send a kid to college, pay for a wedding, go 
on a cruise, fix the furnace, etc., he wouldn’t bor-
row from a conventional lender, and he wouldn’t 
even draw down “cash” sitting in a bank CD or 
other type of “savings account.” Rather, the per-

at first I couldn’t make heads or tails of BYOB. 
I’d be reading along, thinking, “This guy is really 
wise, I just love his worldview.” Nelson would 
make very profound statements about the hu-
man condition, the weaknesses and temptations 

My history with IBC
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we all face, and he was very skeptical of com-
mercial bankers and—most of all—government 
programs. Further, Nelson was very well-read 
in the great Austrian and libertarian works, and 
heaped praise on the Foundation for Economic 
Education (FEE) as well as the Mises Insti-
tute—two places for which I had done a lot of 
work. So there were a lot of things pushing me 
to tell Carlos that, in my opinion, BYOB was a 
great book. 

But then I’d keep reading and come across a 
statement that sounded nuts to me. What the 
heck was this guy Nash saying? Was he making 
some elementary error at Step 1 in his analysis? 
Could I just toss this slender book aside, and 
not have to waste any more of my time trying to 
figure it out?

Part of the problem was that I knew absolute-
ly nothing about whole life insurance; I thought 
all life insurance was term insurance, where you 
make premium payments during the contrac-
tually specified slice of time, and the insurance 
company sends you a check if you die during 
that period. (My joke at the time was that I 

understand what was even going on, let alone 
could I determine if his numbers seemed plau-
sible.

As an aside, let me remark that my ignorance 
at that time is really a profound statement on 
how much things changed in the financial sec-
tor over the 20th century. Here I was, with a 
PhD in economics from a top-15 program in 
the world, I had done a dissertation on capital 
and interest theory, and I had even worked for a 
financial firm, helping with research papers for 
clients and calibrating the computer model that 
ranked stocks according to various criteria our 
chief economist (and head of the firm) would tell 
me to plug in. Yet I didn’t know what permanent 
life insurance was, even though an economist 
like Ludwig von Mises—about whose work I 
had written a Study Guide—casually men-
tions in several places in his writings that the 
average household saved via life insurance.2 To 
people of my age and younger, we grew up being 
taught that “saving for retirement” was basically 
the same thing as “buying into IRS-approved 
mutual funds with large exposure to Wall Street 
equities, where you’re not allowed to touch your 

My history with IBC

The market value of the collateral on your life insurance policy loan can’t 
go down.

had always been baffled at the scene in It’s a 
Wonderful Life when Jimmy Stewart’s character 
tries to bargain with the greedy old man, using 
his life insurance policy. That seemed as nonsen-
sical to me as someone trying to raise money by 
pulling out his fire insurance policy.) So, when 
Nelson in BYOB showed various tables talking 
about the dividends paid out on an insurance 
policy, and how you could use them to buy more 
“paid up insurance” and boost your “cash value” 
and death benefit to higher levels, I didn’t really 

money for decades.” In hindsight, it is stunning 
that I was so naïve, since my career was based 
on being suspicious of all these shenanigans!

A Brief Introduction to Whole Life 
Insurance

In case the reader is also unsure of how whole 
life works, let me explain very briefly: In a whole 
life insurance policy, the coverage never expires. 
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So long as you keep making the (same) pre-
mium payment, your coverage remains in force 
(your “whole life”). Eventually, the insurance 
company will send the death benefit check, ei-
ther when you die, or when the policy officially 
matures (which on newer policies might hap-

cash surrender value serving as collateral. Un-
like other types of collateralized loans—such 
as a home equity loan—the insurance company 
doesn’t ask any questions when you apply for 
such a “policy loan.” The reason is straightfor-
ward: The insurance company itself administers 

My history with IBC

Carlos thought so highly of this guy Nelson Nash and his IBC philosophy, 
that I didn’t want to prematurely dismiss it.

pen at age 121). Because the insurance company 
knows that it will eventually have to pay out on a 
whole life policy (whereas it probably won’t pay 
out on the typical term policy), the insurance 
company must use a portion of the incoming 
premium payments to begin building up assets 
held on behalf of the whole life policyholder.

With each passing year, the implicit liability 
to the insurance company from your outstand-
ing whole life policy grows larger and larger. 
(You are getting closer to death, or to age 121.) 
Thus, it would be worth more and more to the 
insurance company, if you were to eliminate that 
possibility of a big payout. This is why you can 
choose to surrender your policy at any time, and 
receive a cash surrender value lump sum pay-
ment from the insurance company. There are 
guaranteed cash surrender values at every point 
in your contract, specified at the outset. In prac-
tice your actual cash surrender values will prob-
ably be higher (assuming you tell the company 
to use dividends to expand your policy), but the 
crucial point is that you have a guaranteed scale 
of rising values over time, showing how much 
you can get if you surrender at various years into 
the policy.

Finally, the whole life contract spells out the 
guaranteed interest rate (or the rule for how the 
rate will be determined) at which you can take 
out a loan from the insurance company, with the 

and guarantees the value of the collateral, so the 
insurance company doesn’t care when, if ever, 
you make payments on the loan.

In contrast, if you go to your local bank and 
try to take out a home equity loan, they are go-
ing to ask your sources of income, what you 
intend to do with the loan, and so forth. Why 
the difference? The value of the collateral (your 
house) is uncertain, and it would be a pain for 
the bank to foreclose on you if you default. The 
commercial bank would very much prefer not to 
find itself in a position of seizing your collateral. 
In contrast, the market value of the collateral on 
your life insurance policy loan can’t go down 
(the way the real estate market can crash), be-
cause the insurance company itself guarantees 
it. And “foreclosing” is a piece of cake: If you 
still have an outstanding policy loan when you 
die, the life insurance company just subtracts 
the balance from the death benefit check on its 
way out the door.

Translating Frameworks

Anyway, back to the story: Because this new 
acquaintance Carlos seemed like a pretty sharp, 
no-nonsense guy, who lived in a wealthy neigh-
borhood, advised very wealthy clients on finan-
cial matters, and gave the most intuitive Power-
Point presentation on fractional reserve banking 
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that I had ever seen, I kept giving this odd book 
BYOB additional chances. Carlos thought so 
highly of this guy Nelson Nash and his IBC 
philosophy, that I didn’t want to prematurely 
dismiss it.

Eventually it started clicking for me. What 
happened is that in order to feel comfortable 
with IBC, I had to reinvent the wheel, and reach 
Nelson’s conclusions through my own chain of 
logic. In other words, I had to run Nelson’s ideas 
through a “wind tunnel” of my own educational 
background, even though one of Nelson’s main 
themes is that we need to stop thinking that 
way, since the conventional framework could 
be very misleading and was pushing people into 
erroneous decisions all the time. But, we have 
to work with what we know and trust, and I 
couldn’t fully embrace IBC until I had broken it 
down and understood it with the conventional 
tools of analysis that I had from my economics 
background.

The “Rates of Return” Trap, and Other 

turn.” At first, I thought he was basically admit-
ting that the critics were right, and that whole 
life insurance was a “terrible investment” be-
cause of its abysmal internal rate of return.

But of course, that’s not at all what Nelson is 
saying. His point is that you aren’t “investing 
in life insurance,” rather you are setting up a 
very conservative financing system over which 
you have much tighter control, compared to 
any other readily-available option. If you spot 
a great investment opportunity that will yield 
(you think) 20% in the first year, then great! Go 
ahead and borrow against your whole life policy, 
and acquire the investment. IBC simply de-
scribes a headquarters or “home base” for your 
wealth, not a final destination (or prison!) the 
way 401(k)s are currently designed.

Indeed, some of the most powerful portions 
of his book show how both the average person 
but also a business owner, can end up wealthier 
at a future date by using IBC instead of conven-
tional lenders. Obviously, if you end up with a 
higher net worth at age 65, using the same out-

My history with IBC

Ramsey could just as easily 
“prove” that nobody should 
ever buy a corporate bond, 
because stock issued from 
the same company will always 
have a higher expected return. 

Objections

Let me give some examples of 
what I mean. Nelson often stresses 
that IBC “isn’t about rates of re-
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of-pocket cashflows, then you must have earned 
a higher “internal rate of return” with IBC than 
the alternatives Nelson considered. So to say 
“this isn’t about interest rates” wasn’t to reject 
standard accounting; I could still come in, using 
conventional financial analysis, and make sense 
of what Nelson was recommending. It’s just that 
it was such an unusual idea, that at first I didn’t 
even know how to apply the equipment in my 
toolbox.

Let me give another example. Dave Ramsey is 
a radio talk show host who (admirably) counsels 
people on how to get out from their crushing 
debt load, through obvious but crucial things 
like making out a budget, communicating with 

any cash value for the first three years of a new 
policy. He goes on to explicitly say that the rate 
of return on your money is much higher in mu-
tual funds, that you won’t need life insurance af-
ter 20 years if you follow his plan, and that the 
insurance company keeps your cash values when 
you die, giving your beneficiary only the death 
benefit.3

Every one of these (typical) objections is ei-
ther misleading or downright false, at least 
when it comes to Nelson Nash’s IBC approach 
of using whole life policies. First, if you set up 
the policy properly with a “Paid Up Additions 
(PUA) rider,” then right off the bat, a portion 
of your periodic payment is buying a chunk of 

My history with IBC

It was such an unusual idea, that at first I didn’t even know how to apply 
the equipment in my toolbox.

(T)he cash surrender value is 
something like the equity you build 
in a house, as you pay down the 
mortgage.

one’s spouse on financial affairs, etc. Ramsey is 
very entertaining and I can certainly understand 
why his show is so popular. However, Ramsey 
absolutely has it out for whole life (and other 
types of permanent life insurance) policies, ad-
vocating instead that people “buy term and in-
vest the difference.” For example, in a post from 
his website, Ramsey implies that you won’t have 

fully paid-up life insurance. Thus, your cash val-
ue begins rising immediately, and you can begin 
borrowing against your policy right away (if you 
need to).

As far as comparing rates of return, again the 
problem is that Ramsey is viewing permanent 
life insurance as an investment, rather than a 
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cashflow management strategy. Yet even if we 
use the standard tools of financial analysis, it is 
a non sequitur to point out that a mutual fund 
is expected to have a higher 30-year (say) aver-
age annualized rate of return, compared to the 
internal rate of return on an insurance policy’s 
projected cash value growth. Such a bald state-
ment ignores the difference in risk between the 

has to own a share of corporate stock or a piece 
of real estate, and that ownership must be vol-
untary. So their prices adjust to make it attrac-
tive for someone to acquire and hold.) All I’m 
making is the modest point that in Ramsey’s 
critique of whole life and related insurance poli-
cies—when he compares them very unfavor-
ably with “buy term and invest the difference in 

If you take out a whole life policy at age 20, and then happen to get hit 
by a bus at age 41, that helps your estate.

two strategies. (Whole life insurance policies 
have guaranteed minimum rates of return. Do 
equity-based mutual funds have that?) Ramsey 
could just as easily “prove” that nobody should 
ever buy a corporate bond, because stock is-
sued from the same company will always have a 
higher expected return. 

In a similar vein, Ramsey is engaged in simple 
hand-waving when he says you can just buy a 
20-year term life policy, because you can “self-
insure” when it expires. Fine, but you still need to 
account for the implicit option value in a whole 
life policy, which allows you to have coverage 
in force for your whole life at the same, original 
premium. There are ways to account for the fair 
market value of an in-force life insurance policy 
of a particular death benefit, and your portfolio 
would take a big hit when that asset suddenly 
expires if you use the “buy term and invest the 
difference” approach.

By making these comments, I’m not “proving” 
that more life insurance is always the best thing 
to buy, from a conventional “asset class” alloca-
tion perspective; otherwise we would have the 
absurd result that everybody should put every 
last dollar of his wealth into life insurance poli-
cies, with nobody owning stocks, bonds, real es-
tate, or precious metals. (Obviously somebody 

mutual funds”—he isn’t even attempting to set 
up an apples-to-apples comparison of the two 
strategies. He’s pulling one set of statistics—in-
ternal rates of return—out of context and trum-
peting them as if they’re decisive, when the ac-
tual situation is much more nuanced.

Finally, the oft-repeated objection that the 
sneaky insurance companies “keep your cash 
value” when you die, completely misconstrues 
what the cash surrender value on a whole life 
policy is. Intuitively, the cash surrender value is 
closely related to how much of a liability your 
policy represents to the insurance company; the 
textbook definition (where we are abstracting 
away from some real-world complications) of 
the cash value is: the actuarially expected, pres-
ent discounted value of the future death benefit 
payment minus the future premium payments. 
(In a world with no overhead expenses and per-
fect competition among insurance companies, 
when the policy is first signed, the expected flow 
of premium payments would exactly equal the 
expected death benefit payment—accounting 
for mortality risk and the time-value of mon-
ey—and so the formula for the cash value would 
be $0 at the start.) The cash value goes up over 
time, because with each year you are (actuari-
ally) that much closer to death, while there are 

My history with IBC
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fewer premium payments for you to make.

Thus, the cash surrender value is something 
like the equity you build in a house, as you pay 
down the mortgage. In the whole life case, the 
“mortgage” is your stream of contractually speci-
fied premium payments, and the “house” is the 
death benefit payment (either when you die, or 
when the policy matures at age 121, let’s say). 
With each “mortgage” payment, the insurance 
company’s lien against your “house” shrinks, 
which is why your “equity” in the policy grows.

In that light, of course you don’t get your cash 
value on top of the death benefit, when you 
die. The cash value was simply the on-the-spot 
(correctly discounted) anticipation value of the 
looming and uncertain future death benefit, net-
ting out the premium payments you’ll have to 
make in the meantime, which is a big lump sum 
payment that might not come in for decades. If 
you take out a whole life policy at age 20, and 
then happen to get hit by a bus at age 41, that 
helps your estate; your grieving spouse isn’t go-
ing to get merely the “cash value,” but instead is 

going to get the full (i.e. non-discounted) death 
benefit, much earlier than expected. In this case, 
you made out like a bandit with your whole life 
insurance policy, earning a far higher “internal 
rate of return” on your premium dollars, com-
pared to Ramsey’s strategy (in which you would 
have dropped your life insurance coverage the 
year before).

Now it’s true, if you are doing a sophisticated 
comparison of “buy term and invest the differ-
ence” versus “put everything into a big whole 
life policy,” then you need to worry about the 
complication that the cash value is simply a de-
rivative asset based on the underlying life insur-
ance; it’s not a separate entity like it is in the 
mutual fund. But my point is, there’s nothing 
sinister going on here; it makes no sense at all 
to complain that the insurance company “keeps 
the cash value” after mailing out a death benefit 
check.

One final way to see it, going back to the mort-
gage analogy: With each passing month, you 
pay down more and more of your principal. Your 

My history with IBC

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  The	  Sound	  Money	  Solu-on	  
1.  Link	  outstanding	  Dollars	  to	  Gold:	  Creates	  property	  rights	  to	  

unit	  weight	  of	  gold	  —	  100%	  reserves-‐-‐No	  more	  Infla>on!	  

2.  Priva-ze	  Banking:	  Government	  money	  monopoly	  abolished	  

3.  Close	  Central	  Bank:	  Size	  and	  Expense	  of	  Gov’t	  decreases,	  taxes	  go	  
way	  down,	  savings-‐-‐-‐	  which	  fuels	  investments,	  go	  up!	  

	  

There’s nothing 
sinister going on here; 
it makes no sense 
at all to complain 
that the insurance 
company “keeps the 
cash value” after 
mailing out a death 
benefit check.
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CPA tells you how much equity you’re building 
up in your house. Then after 30 years, you finally 
make the last payment; the house is yours, free 
and clear! You go down to your local bank, get 
the deed, and then ask for a $300,000 check as 
well. The teller is shocked, but you explain, “My 
CPA says I now have the full $300,000 in eq-
uity in my house. So where is it? I sure hope 
you guys aren’t planning on keeping my equity 
from me. I want the house and my equity value.” 
Dave Ramsey and others are making a similarly 
confused point when they warn their fans that 
the insurance companies “keep your cash value” 
when you die. 

 

The IBC Think Tank

Returning to the narrative: I became further 
reassured that this whole thing wasn’t crazy 
when I first attended the “IBC Think Tank” in 
Birmingham. (This would have been in February 
2010.) Because of Carlos’ efforts on my behalf, 
Nelson Nash and David Stearns (who ran the 

day-to-day operations of IBC) had asked me to 
be the after-dinner speaker on the first night of 
the two-day conference. Because I really wanted 
to get to the bottom of this IBC stuff, I made 
the 3-hour drive down to Birmingham the day 
before I was scheduled to speak. This allowed 
me to sit in on part of a Nelson Nash seminar 
(which catered to regular people who wanted to 
use IBC for their household finances), and also 
ensured that I could attend all of the sessions of 
the Think Tank itself (which catered to financial 
professionals who were using IBC with their 
clients).

At the Think Tank, I saw a CPA give a pre-
sentation explaining the proper way to docu-
ment interest income and deductions, so that 
the IRS wouldn’t object. (This reassured me that 
the whole thing wasn’t some big tax evasion 
scheme.) Another presenter pointed out that, 
when you figure in the favorable tax treatment 
on whole life policies (if they meet certain re-
quirements which I won’t discuss in this article), 
their “awful” internal rates of return actually be-
come pretty decent, considering the guarantees 
in the product and the ease with which you can 
access the money. Furthermore, several other of 
the presenters were insurance producers who 
had plenty of anecdotes of how they had shown 
clients ways to improve their cashflow manage-

Because I really wanted to get 
to the bottom of this IBC stuff, I 
made the 3-hour drive down to 
Birmingham the day before I was 
scheduled to speak.

My history with IBC
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ment by incorporating IBC. It’s not so much 
that they proved IBC was the best possible 
technique imaginable; it just happened to be a 
heck of a lot better than what their clients had 
been doing before.

correctly, that the only genuine solution would 
be a total reform of government policy, to return 
money and banking to the private sector.

Yet even though the other Austrians and I 
were touring the country, speaking out on these 

“Change the course of history“ 
 
 
 

Austrian	  Economics,	  The	  Sound	  Money	  Solu7on	  &	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  

Privatized Banking 

Showing the 
complementary goals 
of these two groups 
is what Carlos and 
I tried to do in our 
book How Privatized 
Banking Really Works.

My history with IBC

In the meantime, Carlos explained, Nelson Nash and his IBC disciples 
were allowing households to secede one by one from the corrupt system.

Writing How Privatized Banking Really 
Works

I had seen enough to be convinced to get my 
own (starter) policy, to learn more about how 
IBC worked. In this same time frame, Carlos 
kept telling me that the Austrian economists 
saw the problem with our financial system—the 
fiat money central bank, and the fractional re-
serve commercial banking system that it con-
trolled and nurtured. The Austrians preached, 

topics, our solution—educating the masses until 
the government had to change course—seemed 
like a hopeless pursuit to too many people. In 
the meantime, Carlos explained, Nelson Nash 
and his IBC disciples were allowing households 
to secede one by one from the corrupt system. 
In other words, if you “became your own banker” 
the way Nelson recommended, then you were 
effectively privatizing banking in your own life.

This insight hit me so hard that I physically 
recoiled. That was the hook that would allow 



20 L M R  M A Y  2 0 1 3

My history with IBC

Carlos and me to try to “introduce” these two 
camps to each other, who were each doing the 
Lord’s work (some quite literally, in their under-
standing of it) in their own respective fashions. 
You had the academic Austrians writing articles 
and preaching to large crowds that there would 
be a day of reckoning from Bernanke’s mad 
money printing, and recommending bank runs 
to bring the fat cats down a notch. On the oth-
er hand, you had the IBC community meeting 
with individual households, showing them how 
to shield themselves from the commercial bank-
ers and Wall Street, yet many of them didn’t tie 
it in to the broader macro framework.

Showing the complementary goals of these 
two groups is what Carlos and I tried to do 
in our book How Privatized Banking Really 
Works.4 Most of the book is spent explaining 
how money and banking work in a genuinely 
free society, and contrasts it with the corrupted 

institutions in our actual world. Then we intro-
duce the basics of IBC, and stress that when you 
take out a policy loan, the insurance company 
cannot create the money “out of thin air” the 
way a commercial bank does. Thus, the more 
households who practice IBC, the less demand 
for commercial bank loans and the harder it is 
for them to inflate. Furthermore, fewer people 
will be taken down when the stock market 
crashes again.

In researching our book, Carlos and I read a 
lot, of course, but we also traveled to insurance 
company home offices to interview their key 
personnel. We began learning more and more 
about the life insurance industry. In particular 
I began focusing on the actuarial side of things, 
because that dovetailed so well with my back-
ground. The more we learned about whole life 
policy design, the more “obvious” Nelson’s IBC 
approach seemed.

The more we learned about whole life policy design, the more “obvious” 
Nelson’s IBC approach seemed.

Here was this old, 
conservative, boring 
financial product—a 
dividend-paying whole 
life insurance policy—
that seemed remarkably 
designed to aid us in our 
current environment.
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The Night of Clarity

Carlos and I released our new book in the 
summer of 2010 at the “Night of Clarity,” a Fri-
day/Saturday event held in downtown Nash-
ville. We assembled an all-star team of Austrian 
lecturers for the Friday session, including Nel-
son Nash, Paul Cleveland, Richard Ebeling, and 
Tom Woods. This was basically the diagnosis of 
“the problem,” telling everyone why the finan-
cial crisis had occurred, and what the Austrians 
had to say about a long-term fix.

Then on the following Saturday, we held a 
workshop on IBC. Here we presented “the solu-
tion” at least for the individual household, which 
could be implemented right away without rely-
ing on protests in DC or any type of political 

activism. Here was this old, conservative, boring 
financial product—a dividend-paying whole life 
insurance policy—that seemed remarkably de-
signed to aid us in our current environment.

That particular event was very well received, 
with great presentations given all around. In ad-
dition—for those who don’t know—Nashville 
is a wonderful travel destination, with a lively 
downtown, especially if you are a music fan. 
This year we are thrilled to announce that at our 
Night of Clarity (August 23-24) we will once 
again have Tom Woods and Nelson Nash, but 
we will also feature FEE president Larry Reed 
and our headliner is Dr. Ron Paul. Check out 
http://NightOfClarity.com for the details.

Suffice it to say, a person 
can’t simply hand BYOB to a 
random insurance agent and 
say, “Give me one of these.”

(T)here was one snag: Not just any insurance agent can properly set up an 
IBC policy the way Nelson Nash intends.
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The IBC Practitioner’s Program

At this point, Carlos and I were well poised 
to “evangelize” the IBC message to Americans, 
especially those with a prior interest in Austrian 
economics. However, there was one snag: Not 
just any insurance agent can properly set up an 
IBC policy the way Nelson Nash intends. There 
are various subtleties (Can IBC work with 
Universal Life or other products? With what 
company? How should the premiums be struc-
tured?) involved, which lie outside the scope of 
this introductory article. Suffice it to say, a per-
son can’t simply hand BYOB to a random insur-
ance agent and say, “Give me one of these.”

This was a problem, because if Carlos and I 
were successful, then people would obviously 

want someone to help them look at their own 
household or business situation, and figure out 
how to apply Nelson’s ideas. If we got such an 
email, asking for advice, and we happened to 
know an IBC veteran in the same city, then we 
could connect the person. But in general that 
would begin to get cumbersome, and outside of 
the group of long-time fans of IBC whom Nel-
son and David Stearns knew personally, Carlos 
and I couldn’t really be sure of where to steer 
interested people.

To give an even better illustration of the awk-
ward situation: Carlos and I would go on the 
road, giving our presentations to audiences that 
insurance producers would assemble. Obviously, 

We wanted to spread the good word, but we also didn’t want to be naïve.

Further, it reassures me to 
know that the people who 
have graduated from the IBC 
Practitioner’s Program have 
demonstrated that they possess 
a solid foundation in Austrian 
economics, the economics of life 
insurance, and IBC.
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the producers were bringing us in to show the 
crowd that the use of life insurance they had 
been discussing, made sense—why, here were an 
independent businessman and economist say-
ing it works, and who practice IBC personally! 
But the problem was, what if a stranger emailed 
Carlos and me, asking us to fly out and give a 
presentation? The person could say he knew 
all about Nelson’s ideas, but for all we knew he 
might be setting people up with something oth-
er than a whole life policy (which Nelson does 
not recommend). We wanted to spread the good 

son Nash/IBC policy, or if a client comes spe-
cifically from the IBI website, then the student 
will only facilitate setting up that client with 
a dividend-paying, whole life policy—exactly 
what Nelson Nash recommends.

To create the Program, the four of us engaged 
in a lot of research. (Carlos and I made more 
road trips to home offices, developed relation-
ships with actuaries, and read insurance text-
books.) We all developed a large Course Manual 
and accompanying video series with more than 

Now people will understand why I am so interested in the economics of life 
insurance, and why I’m sensitive to what seem ill-informed critiques of whole life.

word, but we also didn’t want to 
be naïve, and we certainly didn’t 
want people getting set up 
with an insurance policy that 
didn’t do what was described in 
BYOB.

In collaboration with Nelson 
Nash and David Stearns, we 
hit upon a solution: The IBC 
Practitioner’s Program. This 
is a training program run by 
the Infinite Banking Institute 
(IBI). The course is designed 
for financial professionals—
including not just insurance 
producers but also CPAs, tax 
attorneys, accountants, and fi-
nancial planners—who are 
thinking of incorporating IBC 
into their practices. Before even 
beginning the program, a new 
student must sign a contract 
saying (among other things) 
that if a client requests a Nel-
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15 hours of lectures, which covers such topics 
as: (a) the basics of Austrian business cycle the-
ory, (b) the actuarial basis of whole life policies, 
(c) a line by line explanation of the illustrations 
in BYOB, (d) the basics of implementing IBC, 
and finally (e) also stressed the correct way to 
explain certain concepts to a newcomer, to en-
sure that there is no confusion about “borrowing 
from yourself ” and other roadblocks. 

At the end of the course, the student must 
pass an online, proctored exam administered by 
a third-party site. The exam is designed to be 
fairly straightforward for someone who has read 
the Course Manual and watched the videos, but 
to be nearly impossible for someone who just 
tries to wing it without any real knowledge of 
IBC. Upon passing, the student becomes an au-
thorized IBC Practitioner, can call him or her-
self such in promotional materials, and can (if 
desired) be listed at the IBC Practitioner Finder 
at the IBI website.5

Among other benefits, the IBC Practitioner’s 
Program now clears the way for me to focus on 
studying the economics of life insurance, and 
clarifying its nature to the public through blog 
posts and YouTube videos. Before, it would have 
been impossible for me to control who was us-
ing my material to sell to clients. But now, I can 
always include the advice that if any reader or 
viewer is interested in these ideas, that there are 
authorized IBC Practitioners listed (by state) at 
this website: https://www.infinitebanking.org/
finder/.

Of course, it’s entirely possible that someone 
who’s not listed at the IBI site is a perfectly rep-
utable person, and is an expert in the philoso-
phy of Nelson Nash. More generally, there may 
be insurance agents who have a difference of 
opinion with Nash’s approach, and recommend 
to their clients that they do things differently. 
But from my perspective, I am comfortable ex-
plaining how whole life insurance policies work, 
since that’s what I’ve spent the last several years 
studying. Further, it reassures me to know that 
the people who have graduated from the IBC 
Practitioner’s Program have demonstrated that 
they possess a solid foundation in Austrian eco-
nomics, the economics of life insurance, and 
IBC; and that they have contractually agreed to 
set up the relevant clients with the type of policy 
that Nelson intends.

Conclusion

This article is admittedly long, but I thought 
it important to explain my history with IBC 
in one self-contained piece. Now people will 
understand why I am so interested in the eco-
nomics of life insurance, and why I’m sensitive 
to what seem ill-informed critiques of whole 
life. The more I study it, the more I believe that 
Nelson Nash’s Infinite Banking Concept makes 
sense, and that a properly designed whole life 
insurance policy can be an important compo-
nent in the financial arrangement of the simple 
household or large business.
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tors buying U.S. stock funds, after fleeing 
them for years. But this time there is a 
wild card: the Federal Reserve. 

The Fed has gone out of its way to boost 
the economy through massive injections 
of cheap money into financial markets. In 
many analysts’ view, the Fed is the bull 
market’s strongest pillar.”

—The Wall Street Journal2

—March 5, 2013

It’s true. Huge profits will indeed be made, 
but the average middle class American will not 
make them. Buying in at these elevated prices 
(prices are the main indicator of these record 
highs) is not only the worst time to purchase 
stocks, but it makes for the perfect set-up for 

With the Dow Jones Industrial 
Average having hit an all time high, mainstream 
news is tooting the party horn louder than ever. 
It’s no wonder, this is the third strongest bull 
market since World War II. According to one 
source, the official numbers say that the amount 
of money being borrowed to purchase stock on 
the New York Stock Exchange hit a record high 
in April.1 Average Americans, who know very 
little about investing, are finding all this good 
news too hard to resist and are once again get-
ting back into the stock market. But in the face 
of truthful economic indicators one has to won-
der why?

“Everyone wants a piece of the action! 
Stockbrokers say clients are phoning in 
orders. Mutual-fund data show inves-

Insurance Companies and Bonds
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these innocent investors to be left holding the 
bag when the markets turn downward.  As we 
pointed out in our book, How Privatized Bank-
ing Really Works,3 this is a common phenom-
enon of the stock market. One of the main 
problems in all of this erroneous activity is the 
manner in which the stock market news is re-
ported in the media. For example, we are told 
the Dow has hit 15,000, but rarely are we re-
minded that the Dow is just an average repre-
senting only 30 stocks. As one commentator 
put it, “it’s a bizarre indicator”4   with obvi-
ous flaws and disconnects to the economy as 
a whole. Many important U.S. companies like 
Berkshire Hathaway, Google and Apple aren’t 
even in the count. Nevertheless, these types of 
emotionally charged signals are frequently sent 
into the economy and tend to create a buying 
frenzy and inflate stock prices. The main culprit 
is really misinformation about the stock market 
itself and how it functions. Many mistakenly 
believe that rising stock prices indicates pros-
perity is ahead and that the stock market is the 
driving force behind corporations and Ameri-
can industry. Of course, nothing could be fur-
ther from the truth. Most Americans don’t feel 

this way about other products and services when 
they go up or down in price, why should stocks 
be any different?

The New York Stock Exchange, the NAS-
DAQ and the several other stock exchanges in 
the United States are just that, exchanges. Their 
merchandise, if you will, is stock that has already 
been issued and sold. In other words, it’s used 
stock.  “New” stock issues that corporations sell 
in return for money are not sold on these ex-
changes. Actual wealth, or capital is transferred 
to a corporation at the time of the initial public 
offering of the stock, or IPO. This, however, is a 
one-time event. For all the daily trading these 
exchanges perform, they provide no capital 
whatsoever for American industry. 

What we have to realize is that investors in the 
stock market are only buying and trading shares 
at these exchanges. Although they may be pur-
chasing a return in dividends, their real motiva-
tion to buy a stock is for the opportunity to sell 
at a higher price than they paid. They love bull 
markets. While it is true that some professional 
traders have the ability to profit on prices going 

Insurance Companies and Bonds

Many have discovered 
too late that speculation 
in the stock market can 
be an extremely risky 
endeavor, especially if 
one’s entire life’s savings 
are vested in it.
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up or down and can exit the market quickly, not 
everyone has this advantage, especially the aver-
age household. Furthermore, it is still specula-
tion. No one can predict with accuracy each and 
every time. 

After two major stock market crashes in 13 
years, home prices remain at 26 percent below 
their level when the Dow last peaked, 14 mil-
lion homeowners are underwater on their mort-
gages5 and only 5.5 million jobs have been re-
covered of the total 8.7 million lost since the 
2008 recession.  Many have discovered too late 
that speculation in the stock market can be an 
extremely risky endeavor, especially if one’s en-
tire life’s savings are vested in it. For this reason 
the stock market has been dominated for years 
by hedge funds and high-frequency institu-

tional traders, not individuals. So how is it that 
individual households still wind up back in the 
stock market so easily and why is it that when 
things go bad, they are the ones who always get 
hurt the worst?  The answer can be summed up 
in two words—financial products.

FInanCIaL InstItutIons

Commercial banks, Wall-Street investment 
firms and insurance companies are all for profit 
businesses that sell financial products in order 
to bring in large pools of money under manage-
ment. Utilizing an army of government-licensed 
financial representatives, these institutions sell 
trillions of dollars in financial products. De-
pending on their licenses, these financial pro-
fessionals can easily access products from any of 

Insurance Companies and Bonds
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these three sectors in order to assist individu-
als, businesses and institutions grow wealth by 
minimizing taxes, and providing a hedge against 
inflation. Substantial portions of these financial 
products are specially designed for retirement 
accounts or pension funds and tailored for in-
dividual households. Many of these financial 
products utilize mutual funds—a stock market 
product— consequently bringing the unsophis-
ticated investor into the one arena they know 
very little about. Therefore, the consumer’s con-
fidence in the safety and reliability of these fi-
nancial products rests almost exclusively on the 
financial strength of the financial institution 
and the advice of their financial representative. 
For this reason, the financial services industry is 
one of the most federally regulated industries in 
the United States.

Working in tandem with government laws 
and major employers, financial institutions have 

designed some of these financial products with 
built-in tax credits, tax deferrals, or tax-free ele-
ments. The hedges against inflation are usually 
achieved with strategies designed for achieving 
higher rates of return, but they also come with 
higher market risks. Of course, all these servic-
es come with a cost.  Naturally, one of the key 
competitive selling features of most financial 
products is a high rate of return with the least 
amount of risk at the lowest possible cost. All to 
say that rates of return are the number one buy-
ing incentive for most financial products and 
investments. 

What do financial institutions do with all this 
money under management? Simply put, they 
use it to make a profit. Financial institutions, 
depending on what sector of the economy they 
represent, will either lend this money to others 
or in turn invest it in the broader financial mar-
kets. This will include investments, not only in 

Insurance Companies and Bonds

The stock 
market in all of 
its vastness and 
complexity pales in 
comparison to the 
size and breadth of 
the bond market.
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the stock market, but real estate and bond mar-
kets as well. In this way they grow their own 
coffers and add to their financial strength. As 
you can see, this is a huge industry in which 
money, the lifeblood of the economy, flows in 
and out of giant money pools as well as our own 
small reservoirs.

bonds: the rest oF the 
story

This may come as a surprise, but the stock 
market in all of its vastness and complexity 
pales in comparison to the size and breadth of 
the bond market.6 The average investor does not 
always know this because investment profes-
sionals, and especially the media, are constantly 
talking about the stock market. This is because 
the stock market is a much more glamorous and 
engaging topic at the office water cooler, the 
gym or the golf course. Looking for the next hot 
stock makes for exciting conversations. Howev-
er, more recently and in light of the recession, 
bonds have been taking more of the center stage, 
but not necessarily in favorable light. The news 
media now commonly talks about bonds being 
downgraded and there is even growing fear of 
their imminent collapse. What is even more 
disturbing for small investors is that it has be-
come more apparent that financial institutions 
invest heavily in bonds. But not just financial 

institutions, apparently so do other countries, 
with China holding the largest share. In light 
of this growing pessimism, I want to devote the 
remainder of this article to this particular in-
vestment vehicle and hopefully bring the bond 
market into perspective, not only for the benefit 
of the IBC Practitioner, but also for their clients 
who may be reading this as well.

Let’s keep in mind that the licensed financial 
professional who is also an Authorized IBC 
Practitioner, (the type listed on the Infinite 
Banking Institute’s website), is already present-
ing clients with concepts that are in direct op-
position to the general investment vernacular 
spoken by the financial services industry. For 
one thing he or she is talking about a method-
ology that is ideally suited for the crisis environ-
ment we all find ourselves in today. Privatized 
Banking, as the Practitioner often will call this 
concept, has nothing to do with investments, 
nor rates of interest. This information by itself 
is astonishing and difficult for anyone to grasp. 
Furthermore, he is referencing not so much a 
financial product, but rather a cash flow system 
utilizing the framework of the oldest govern-
ment-approved financial product on the market 
and the infrastructure of one of the oldest insti-
tutions in the world. It is not a commercial bank 
product, nor a Wall Street investment product. 
It is an insurance product. However, the critical 
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The problem we 
want to avoid is 
lumping all bonds 
together as being 
all one and the 
same.

difference is that the IBC Practitioner is teach-
ing clients how to use this particular sector and 
this particular product (dividend-paying whole 
life insurance) as a financing system for most of 
life’s major purchases. Hence, R. Nelson Nash 
referred to it as The Infinite Banking Concept, 
or IBC and he is credited with having brought 
this ingenious idea to the general public. More 
importantly, the idea actually works exactly as 
he describes it! Insurance companies many 
times don’t even fully understand why or how 
their financial product is being used under this 
concept. They only see the sale of their prod-
uct increasing without their direct impetus and 
simply continue to be the contractual adminis-
trators of the collected funds provided all the 
statutory laws in the contract remain in place. 
They are happy to receive the business.

However, any thoughtful person who has seri-
ously looked into IBC eventually has to con-
sider the investment portfolios of the insurance 
companies. Upon seeing that they, like all other 
financial institutions, invest heavily in bonds, 
he may conclude that he has finally discovered 
the Achilles heel of the concept. “After all, aren’t 
bonds risky?” 

It cannot be denied that insurance companies 
do invest heavily in bonds, and it’s also true that 
no one can withstand a Force Majeure, or “red 
status” national emergency. If such an event like 
that should happen, still— so long as we con-
tinue to be governed by contract law and have a 
thriving fiat money economy, it makes sense to 
first analyze the types of bonds insurance com-
panies invest in before we pass full judgment. 
The problem we want to avoid is lumping all 
bonds together as being all one and the same. 
This quick analysis should give us the proper 
perspective we are looking for. 

types oF bonds

Before going any further, it is important to 
make clear that when practicing IBC you as a 
policy owner are not directly investing in bonds, 
only the insurance company is doing that. Your 
policy and its guarantees are based solely on the 
financial strength of the insurance company so 
you should always conduct business with insur-
ance companies that have impeccable credit rat-
ings. 

The Securities industry classifies the bond 

Insurance Companies and Bonds
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market into five specific bond markets.

Government & Agency
Mortgage Backed (MBS)
Collateralized Debt Obligation (CDO)
Municipal
Corporate

Bonds, unlike stocks, are instruments of in-
debtedness. The bond is a form of loan or IOU. 
The holder of the bond is the creditor; the is-
suer of the bond is the borrower. Bonds provide 
the borrower external funds (capital) to finance 
long-term projects. They pay the creditor inter-
est and repay the principal at maturity. In our 
present discussion the life insurance companies 
are major moneylenders.

Using this short bond definition we can now 
go through our list of bond types and classify 
each. We should note that bonds are considered 
long-term investments and are interest rate sen-
sitive. They are generally associated with fixed 
income instruments and due to the fact that 
that Federal Reserve is deliberately keeping in-
terest rates low, bonds are currently paying very 

low interest rates.

Government Bonds (or Agency Bonds), also 
known as U.S. Treasuries, are the bonds issued 
by the Treasury Department to finance current 
government expenditures. When we hear that 
Congress cannot balance the nations budget, 
they borrow money to meet their expenditures 
by issuing this type of bond. When insurance 
companies buy these bonds they are lending 
money to the government.

Mortgage Backed Bonds and Collateralized 
Debt Obligations are the type of bonds that are 
most associated with the 2008 financial crisis 
since they were principally tied to home mort-
gages and spun out of control when the housing 
market collapsed. Today, the largest portion of 
these now toxic assets is being held on the bal-
ance sheet of the Federal Reserve.

Municipal Bonds are bonds issued principally 
by states or local governments including cities, 
counties, school districts, public utility districts, 
airports and other government entities. Many of 
these bonds are secured by property tax within 
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When practicing IBC you as a policy 
owner are not directly investing in bonds. 
Bonds, unlike stocks, are instruments of 
indebtedness.

the issuer’s boundaries. They have been hit espe-
cially hard during the recession because of the 
large number of home foreclosures and general 
unemployment. Municipal bonds are gener-
ally exempt from both state and federal income 
taxes.

Corporate Bonds are bonds issued by a cor-
poration to raise money to expand its business. 
Rather than issuing shares of stock as in an IPO, 
corporations can alternatively issue bonds to ef-
fectively raise money with call options that allow 
the issuer to redeem the debt before its maturity. 
Brand new entrepreneurial businesses regularly 
issue corporate bonds in order to raise capital 
as do well established companies. Compared 
to government bonds, which are backed by the 
Federal Reserve and are not invested directly in 
American industry, corporate bonds are associ-
ated with a higher risk factor; consequently they 
pay the creditor a higher rate of interest. Cor-
porate bonds have a broad range of risk ranging 
from investment grade  to junk quality. 

The most recent analysis of insurance industry 
portfolio asset mixes reports that the life insur-
ance companies, as opposed to property/casualty 
companies, have lengthier long-term liabilities, 
therefore, they will invest more heavily in longer 
term assets, such as bonds with 30-year maturi-
ties. As of July 2011 life insurance analysis re-
ports show that “Corporate bonds (43%-48%) 
are, consistently and by far, the largest asset 

type regardless of company size. And, bonds, in 
aggregate (that is, corporate, structured secu-
rities and U.S. government bonds) represent at 
least 80% of invested assets across all life com-
pany sizes.7 

Life Insurance Company Investment Portfo-
lio Mix

Corporate Bonds: 43.6%
Structured Securities: 18.5% (includes Mort-
gaged Backed Securities)
U.S. Government Bonds: 18.7%
Hybrid Securities: 1.4%
Preferred Stock: 0.2%
Common Stock: 0.9%
Commercial Mortgage Loans: 8.5%
Mezzanine Loans: 0.1%
Real Estate: 0.4%
Schedule BA: 2.1% (includes private equity 
and hedge funds)
Affiliated: 5.6%

Total Bonds: 80.8%  (Corporate, Structured 
Securities and U.S. Government bonds) Guid-
ed by current market indicators, the insurance 
companies, seeing that the economy has not re-
covered, continue to move the direction of their 
investments to safer, less-volatile and shorter 
durations—a flight to quality. Corporate bond 
exposure is predominately investment grade 
credit risk and relatively liquid.

Insurance Companies and Bonds
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The mix of bond types varies between the dif-
ferent insurance company types. For example, 
municipal bonds are the largest bond type at 
38.7% of total of property/casualty insurance 
carriers, while the life companies carry only 
4.8% of municipal bonds. Life companies, on 
the other hand, carried as much as 10.9% of 
mortgage-backed securities, versus the prop-
erty/casualty carriers at 4.5%.

Different individuals have different worries 
about our economic future, and the vulnerabil-
ity of the life insurance industry depends on 
the specific dangers that unfold. However, keep 
in mind that in finance, everything is relative. 
Even in a scenario where the life companies 
take a beating, it’s possible that other sectors—
even the ones touted by the gurus—do worse. 
For example, if the U.S. economy performs so 
badly that major corporations default on their 
bonds—thus hurting the life insurers—some-
one invested in a 401(k) concentrated on U.S. 
equities will probably take a bigger hit to his 
portfolio, because stocks are a residual claim, 
after the bondholders have been paid. If instead 
the worry is a rapid amount of price inflation 
(but without a collapse of the economy), even 
here it’s not obvious that being “in the market” 
is the right move. The stock market did not 
perform well even in nominal terms (let alone 
inflation-adjusted terms) during the 1970s, and 
whole life policyholders are always free to take 

out policy loans to buy gold or other hedges if 
they feel the price breakout is imminent.

ConCLusIon

If you study the figures published by the Na-
tional Association of Insurance Commission-
ers as far back to the 2008 crisis what we find 
is that, in spite of changing market conditions, 
the life insurance companies have consistently 
adopted bonds as the preferred investment type. 
Corporate bonds have been the preferred bond 
type. Life insurance companies like bonds in 
general because they like matching assets to lia-
bilities, which in itself is a very prudent strategy. 
The liquidity risk offered and lack of volatility 
found, especially in investment grade corporate 
bonds, make them the bond of choice. Given 
the nature of the liabilities they are trying to 
match, which represent enormous reserves, life 
company asset managers tend to follow a buy 
and hold philosophy that has been the tradi-
tional custom for up to 200 years.

To be sure,there are possible scenarios in 
which the life insurance companies will suffer 
greatly, but shunning life insurance because of 
such threats only makes sense if the proposed 
alternative would do better in the exact same 
scenarios. IBC is not a gimmick or a magic bul-
let, but it is a surprisingly resilient approach to 
our volatile financial environment.
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Lara-Murphy Report: How did you 
discover Austrian economics?
 
Mario Rizzo: When I was about 12 I read 
Henry Hazlitt’s Economics in One Lesson. At 
the time, Nixon and Kennedy were debating 
about deficit spending and inflation. So I was 
interested in finding out more. Hazlitt’s book 
was attractive because it promised to teach me 
economics in just one small book. So I read it 
and decided then to become an economist. There 

ics was for me standard economics with Keynes 
and the rest as the dissenters.

In college I was fortunate to meet Gerald 
O’Driscoll and James A. Sadowsky, SJ who had 
similar interests in Austrian economics. Through 
them I met (around 1968) Murray Rothbard 
and thereafter I met Leonard Liggio, Ralph 
Raico, Ronald Hamowy, Walter Block, Larry 
Moss, and others who encouraged my interests. 
It was also fortunate that Louis M. Spadaro, lat-
er president of the Institute for Humane Stud-
ies, was chairman of the economics department 
at Fordham. I wrote a paper on Böhm-Bawerk’s 
capital theory with him and then an honors the-
sis on subjective probability.

I started early and had lots of encouragement 
along the way!

LMR: From your perch at New York University 
(now in the top-10 economics departments of 
the world, according to some rankings) you 
can speak with some authority on the question 
of Austrian acceptability within the broader 
economics profession. Some people suggest that 
budding young Austrians “translate” their ideas 
into mathematical models that their peers will 
understand, while others think it is important to 

“I do not believe that Austrian economics 
has much acceptability in the economics 
profession at the top-tier schools. In fact, it 
has almost none.

Austrians Need to Make some Noise

“When I was about 12 I read Henry 
Hazlitt’s Economics In One Lesson.”

is a list of recommended readings in Hazlitt’s 
book which included many Austrian works. I 
was particularly interested in the Hayek’s Road 
to Serfdom and read that some time in high 
school. I don’t think I really understood much, 
but I knew it was an important book.

During high school I was on the debate team 
and we debated many economics topics. So I 
kept up my interest in economics. I remember 
reading more of Hazlitt’s books (The Failure of 
the New Economics) and some of the writings 
of Ludwig von Mises. By the time I went to col-
lege at Fordham University I had read a lot of 
the Austrians. In some ways, Austrian econom-
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for being taken seriously by the top of the 
profession. 

I do not believe that you can take Austrian ideas 
(or, at least, most of them) and translate them 
into the formalisms of standard economics, 
while maintaining the essential Austrian mean-
ing. As Marshall McLuhan said, “The medium 
is the message.” Thus, I do believe there is great 
value in creating and retaining a distinct Austri-
an network. On the other hand, it is important 
to try to get Austrian ideas out to a broader au-
dience in whatever ways are possible. Personally, 
I have found law reviews – even the top ones 
– receptive to Austrian ideas when combined 
with a real knowledge of some legal area. 

People must realize that economics is being 
taught and studied today in law schools, busi-
ness schools, schools of public policy, and even 
political science departments. These places do 
not have a stake in the extreme formalism that 
dominates many economics departments. Op-
portunities may lie here.

maintain a distinct Austrian network of journals, 
conferences, etc., and not worry about what the 
professors at Harvard think. What’s your take?
 
MR: I do not believe that Austrian economics has 
much acceptability in the economics profession 
at the top-tier schools. In fact, it has almost 
none. While it is true that some economists 
admire F.A. Hayek and acknowledge some of 
his insights on the role of prices and complexity, 
they believe that Austrians are out of the picture 
methodologically. Economics has become a 

Austrians Need to Make some Noise

“I do not believe that 
you can take Austrian 
ideas (or, at least, 
most of them) and 
translate them into 
the formalisms of 
standard economics, 
while maintaining the 
essential Austrian 
meaning.”
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“A fiscal crisis would help create 
beneficial changes in economics as 
a discipline.”

discipline that is defined not by its subject but 
by its formal methods. Mathematical modeling, 
the axiomatic method, and econometrics of a 
fairly advanced nature are absolute requirements 
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“We wanted to make clear that 
Austrian economics is not 
coextensive with classical liberalism. 
We were not propagandists for 
capitalism.”

I think that eventually the bareness of the cur-
rent scientistic approach will become more and 
more obvious and things will change very slowly. 
I am also hopeful that the real value of, say, Na-
tional Science Foundation funding of economic 
research will be cut due to the crowding out of 
“discretionary” expenditures by the growth in 

Austrians Need to Make some Noise

years to help produce many excellent Ph.D.s. 
Perhaps immodestly, I believe that the program 
would have died had I left NYU – certainly af-
ter the mid-nineties. However, although staying 
at NYU has had its costs, all things considered, I 
have gained much more than I sacrificed. I have 
had opportunities I never would have had any-
where else and I got to live in the best city in the 
United States. In more recent years, I’ve had the 
opportunity to teach a course in classical liber-
alism at NYU Law School, now one of the top 
five law schools in the country.

LMR: With co-author Gerald O’Driscoll, you 
wrote The Economics of Time and Ignorance, 
which many of today’s Austrians consider a 
seminal work in the modern Austrian tradition. 
What were you trying to do in this work?

MR: If you truly understand the context in 
which the book was written and was published 
you can better understand what we were trying 
to do. At the time (late ’70s and early ’80s) the 
Austrian revival consisted in little more than 
Kirzner’s work in entrepreneurship – which 
started in the early ’70s and many explications 

“On a more personal note, I believe 
that my remaining at NYU has been 
helpful to the broader Austrian 
movement.”

entitlement programs. Much, probably the great 
majority, of these grants fund research that is 
detrimental to anything resembling a more hu-
manistic economics. It provides the means by 
which the current approach reproduces itself. A 
fiscal crisis would help create beneficial changes 
in economics as a discipline.

On a more personal note, I believe that my re-
maining at NYU has been helpful to the broader 
Austrian movement. It has given me the oppor-
tunity to use NYU to hold a world-famous col-
loquium, to bring visiting Austrian doctoral stu-
dents to a big-name department, and in previous 
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of the received Austrian doctrine. (Not all of 
these were correct renditions, however.) With 
the arrival of Ludwig Lachmann at NYU the 
Austrian pot was beginning to be stirred with 
controversy. 

O’Driscoll and I thought it was time to do at 
least two things: First, to go back and restate 
in more up-to-date terms the fundamental pre-
suppositions of Austrian economics; and, sec-
ond, to draw out from these foundations some, 
perhaps surprising, implications for economic 
theory. We also wanted to draw connections 

This was difficult for some Austrians to deal 
with. For them libertarianism and Austrian 
economics were inextricably linked. It was even 
more difficult because O’Driscoll and I were 
and are classical liberals. But economic science 
is not the hand-maiden to a normative political 
philosophy.

It was also difficult because many Austrians 
could not give up the idea that market processes 
are always and everywhere coordinating. We be-
lieved that they usually are, but not necessarily 
or a priori so.

In retrospect, the book helped stir the pot even 
more and basically said: It is okay for Austri-
ans to explore new ideas and go beyond repeat-
ing what Mises and Hayek had said. And that 
worked! Just look at all the new research that 
has come out, especially in the past twenty years.

LMR: Since the financial crisis and ensuing 
government interventions, you have occasionally 
remarked that you were never a “macro” 
economist, but events forced you to speak up. 
Can you elaborate for our readers?

“(E)conomic science is not the 
hand-maiden to a normative 
political philosophy.”
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“I could not be quiet. After all, I was 
an economist and I knew something, 
I thought, about business cycles. So 
I spoke up. I felt it was a moral duty.”

with other schools of thought – especially some 
aspects of Post Keynesianism and other versions 
of subjectivist economics. We saw that, behind 
political or ideological differences, we had some 
fundamental ideas that we could share and dis-
cuss with these people. We wanted to make clear 
that Austrian economics is not coextensive with 
classical liberalism. We were not propagandists 
for capitalism.
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“I think the main thing that sunk the Chicago school was that they could 
not resist (and did not want to resist) the increasing drive toward highly 
formal models. They became more interested in technique and less and 
less interested in broader questions of market versus government. ”

Austrians Need to Make some Noise

MR: Things looked really bad back in 2007-
9. For the first few months, very few people 
were objecting to all of the “new and clever” 
interventions that were taking place. Bush was 

and practical urgency. I could not be quiet. After 
all, I was an economist and I knew something, I 
thought, about business cycles. So I spoke up. I 
felt it was a moral duty. Basically, I do not enjoy 
this area of economics.

Austrians in the 1930s were dispirited and 
Keynes and his overly-simplistic disciples car-
ried the day. This time, at least, we Austrians 
would make some “noise.”

LMR: You earned your degree from the 
University of Chicago, which is the other main 
source of free-market economic analysis in 
today’s policy disputes. Is there anything from 
the Chicago tradition that you think Austrians 
need to take more seriously?

“The new generation of economists 
at Chicago is not much different 
from economists anywhere else.”

panicking and really didn’t know what to do. As 
time went on, I felt it was becoming FDR and 
the New Deal expansion of state power all over 
again. But this time I was determined that the 
Austrian voice had to be heard loud and clear. 
People were dusting off their Keynes and the 
Keynes-Hayek debate seemed to gain relevance 
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MR: The Chicago-tradition as created by 
Milton Friedman, George Stigler, Gary Becker, 
Harold Demsetz, Ronald Coase, Yale Brozen, 
and others is dying. The new generation of 
economists at Chicago is not much different 
from economists anywhere else. There are 
some exceptions, of course. Unfortunately, the 
Chicago-school generation did not adequately 
reproduce itself at Chicago. The energy behind 
that approach is gone.

I do not fully understand why this has hap-
pened. Some of it has, no doubt, to do with the 
challenge of behavioral economics. Chicago-
style economists with their “as-if ” assumptions-
don’t-matter approach were ill-equipped to 
deal with the challenge. Some even created the 
challenge, like Richard Thaler, who was hired at 
Chicago.

But I think the main thing that sunk the Chicago 
school was that they could not resist (and did not 
want to resist) the increasing drive toward highly 
formal models. They became more interested in 
technique and less and less interested in broader 
questions of market versus government. 

So if you ask me is there anything in that tra-
dition Austrians should take serious, I say three 
things: (1) Continue to take a broad view of the 
rationality of human behavior as was always the 
case at Chicago; (2) Continue the Demsetz-
Brozen tradition of looking at competition as a 
process; and (3) Continue to “worry” about the 
role of the state in the economy.

Austrians Need to Make some Noise

“As time went on, I felt it was becoming FDR and the New Deal 
expansion of state power all over again. But this time I was determined 
that the Austrian voice had to be heard loud and clear.”
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