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"Lara and Murphy have 
demystified fractional reserve 

banking, and made it clear: 
We're getting ripped off!" 

- Dr. Thomas E. Woods, Jr. Author of the
New York Times bestseller Meltdown and

The Politically Incorrect Guide to American History

"Read this book and learn how 
you can personally secede from 
our crumbling monetary regime 

and improve your financial future 
while undermining this insidious 

system of government controls." 
- Dr. Thomas DiLorenzo Professor of Economics, Loyola 

University Maryland, Author of How Capitalism Saved 
America, The Real Lincoln, and Hamilton's Curse

BUILDING THE 10% WITH UNDERSTANDING
books available at usatrustonline.com/store

“HOW PRIVATIZED BANKING REALLY WORKS”

Other extremely helpful books...
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Part one gave us some basics. Now sink your teeth 
into this second installment of an in depth look the 

near immortal value of trusts. BY L. CARLOS LARA 

dr. Bernanke & 
the ZomBie Banks

He’s doing all he can to make the undead banks come 
alive! Is it abnormal? BY DR. ROBERT P. MURPHY
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whole liFe: the silver Bullet 
an interview  with mtl insurance ceo

stephen BatZa 
We discuss how parts of the Whole Life world are coming 

back from the grave with an insurance veteran who 
started in that business many full moons ago.  

events & engagements
You may want to learn more in person from 

Lara, Murphy, and other Austrian economists.    
Here is where they will be in the coming months.
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Never fear!  Although the monster 

is not just in your head, we can beat 
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L. CarLos Lara manages a consulting firm 
specializing in corporate 
trust services, business 
consulting and debtor-
creditor relations.  
The firm’s primary 
service is working with  
companies in financial 
crisis.  Serving business 
clients nationwide over a 
period of three decades, 
these engagements have 
involved companies in 
most major industries 

including, manufacturing, distribution and retail.  Lara 
incorporated his consulting company in 1976 and is 
headquartered in Nashville, Tennessee.

He married Anne H. Browning in 1970.  
Together they have three children and five 
grandchildren.

Dr. robert P. “bob” MurPhy received his Ph.D. 
in economics from New 
York University.  After 
teaching for three years at 
Hillsdale College, Murphy 
left academia to work for 
Arthur Laffer’s investment 
firm.  Murphy now 
runs his own consulting 
business and maintains 
an economics blog at 
ConsultingByRPM.com.  
He is the author of several 
economics books for the 
layperson, including The 

Politically Incorrect Guide to the Great Depression and 
the New Deal (Regnery, 2009).  

Murphy is an adjunct scholar with the Ludwig 
von Mises Institute.  He lives in Nashville, Tennessee 
with his wife and son.
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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

Lara-Murphy report
October 2010

Dear Readers,

We’ve never been to the IRS’s building in Washington, D.C., but we’ve been informed that at the front entrance is a sign that 
says, “Taxes are the price we pay for civilization.” We don’t know about you, but it seems to us that taxes—both direct and the hid-
den tax of inflation—are literally breaking the back of society as we know it. We have history to prove that this is all taxes have 
ever done.  But it is that word “we” in that statement that is so troubling, making it sound as if “we are the government and that 
“we” are all in agreement with this.  Nothing could be further from the truth! Government does not in any way represent the 
majority of the people, because “we” are not the government; the government is not “us.”

If we are not they and they are not us, who are they? Franz Oppenheimer, the great German sociologist, answered this question 
by pointing out that there were two methods for obtaining wealth. One, he refers to as the “economic means” through production 
and exchange. The other was the way of seizure of another’s goods and services by the use of force and violence. This he called the 
“political means.” They, the government, are “the organization of the political means.” This is who “they” are. Let us all not fail to 
understand this distinction and remember its significance. 

The best way to remember is to sound the message loud and clear. Thank you for helping us with that endeavor. As we all speak 
to people in private sessions, speeches, seminars, or the written word, people’s eyes are being opened, their intellect is being chal-
lenged and their souls are being stirred to the idea of freedom once more. 

We’re growing as a body of peoples whose main task is educating the public in Austrian Economics, the Sound Money Solution 
and Privatized Banking, as described by R. Nelson Nash’s Infinite Banking Concept. Now is the time to forge ahead. Remember 
that it is the masses that determine the course of history and our aim is to change it. The Lara-Murphy Report is dedicated to 
that growth and that change. 

Our thoughts are with you as you do your part. The 10% is coming. The evidence is showing. 

Yours very truly,

Carlos and Bob
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PULSE ON THE MARKET

PULSE
ON THE
MARKET

Recent 
developments 

that may be 
of interest to 

readers of the 
Lara-Murphy 

Report…
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PULSE ON THE MARKET

Quantitative Easing: It’s ba-a-a-a-a-ck. The big news since last issue is that various Fed 
officials, including Chairman Bernanke, have convinced the markets that they will announce 
a new program of massive asset purchases at the next meeting (after the elections). Dubbed 
“QE2,” this is a repeat performance of the first round of monetary expansion in early 2009, 
when the Fed announced its plan to begin purchasing $1.7 trillion in Treasurys and other 
assets in order to “help” the economy. This time around, CNBC polled market watchers on the 
likely size of the new package, and got an average guess of $500 billion. The scary bogeyman 
to justify firing up the printing presses is the dreaded “deflationary trap.” In the next issue of 
the Lara-Murphy Report, we will fully explain the new Fed plan and its significance for the 
economy.

Stop The Bleed

Gold continues to break records. No doubt fueled by all the Fed talk of its plans for another 
bout of massive money manufacturing, the price of gold has reached all-time highs since the 
last issue of the LMR. Gold has traded as high as $1381 in mid-October, which worked out 
to roughly a 30% increase during the previous twelve months. And Bernanke is worried about 
deflation?!

G
old H

igh

Speaking of gold: According to financial blogger Robert Wenzel, private individuals 
now hold more gold than central banks. Apparently JP Morgan has opened a new vault in 
Singapore to store its customers’ physical bullion, while Deutsche Bank and Barclays Capital 
are considering similar moves in London.

G
old H

ide

The most recent price releases paint radically different pictures, depending on the index. 
The mainstream financial press kept up its chant of, “Deflation! Deflation! Danger, Will 
Robinson!” when the Consumer Price Index showed that “core prices”—which excludes the 
rather important items of food and energy—were up a measly 0.8 percent from September 
2009 through September 2010. This is the statistic everybody now focuses on, which very 
conveniently gives the Fed an excuse to create more dollars. But if we instead look at the 
Producer Price Index, the government’s own numbers tell a much scarier story. From September 
2009 through September 2010, the prices of “finished goods” rose 4.0 percent; the prices of 
“intermediate goods” rose 5.4 percent; and the prices of “crude goods” rose a whopping 20.3 
percent! Hmm maybe we’re not headed off a deflationary cliff after all?

Sleight of H
and
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PULSE ON THE MARKET

It’s a sign of the times when CNBC can run an interview with David Stockman—former 
Office of Management and Budget director under Ronald Reagan—with this headline: “I 
invest in anything Bernanke can’t destroy.” Stockman went on to say that this category 
includes “gold, canned beans, bottled water, and flashlight batteries.” We wonder, does 
Stockman read the LMR? 

C
rystal BalL?

The latest crisis roiling the global financial sector is the possibility of massive mortgage 
fraud. This story is still in flux. The basic problem is that the securitization process—in which 
pools of mortgages were sliced and diced, with bits sold off to outside investors—poses legal 
difficulties to a bank that wants to foreclose on a delinquent borrower. Even if the government 
gives its blessing to the shenanigans of the housing bubble years, “foreclosuregate” may tip 
many struggling households over the edge. It’s entirely possible that thousands of homeowners 
may stop making payment, challenging the apparent owner of the mortgage to “show them 
the note.”

Tricky Foreclosing

Speaking of angry people, there are riots in France over President Sarkozy’s cutbacks in social 
retirement programs. The fiscal crisis is hitting Europe—as well as U.S. state governments—
earlier than the U.S. federal government, primarily because the Federal Reserve can create 
more of the world’s reserve currency (the U.S. dollar) at will. But this just means the crisis will 
hit the U.S. government that much harder, when it comes.

Francylvania

We were surprised to learn of a new Broadway show entitled “Bloody Bloody Andrew Jackson.” 
According to the review in Time Out New York: “This loose-limbed mix of emo rock, sketch 
comedy and undergrad snark pokes fun at wicked Native Americans, effete Washingtonians, 
dumbass rednecks and equally vapid hipsters. Bloody Bloody isn’t equating Andrew Jackson’s 
divisive and violent presidency (1829–1837) with the illiterate, inchoate spasms of the Tea 
Party, but it does suggest that populism is born of ignorant, adolescent rage.” Well it’s funny 
they describe it that way. For our upcoming “Night of Clarity” to be held in Nashville in the 
summer of 2011, the theme will be President Andrew Jackson, and how his populist crusade 
led him to kill the central bank and pay off the national debt. If only the Tea Party were a 
modern-day incarnation!

Bloody Bloody
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THE TRUST FACTOR: PART TWO

T H E  T R U S T  F A C T O R
B Y  L . C A R L O S  L A R A

Do you need a trust? Actually, 
it all depends on your particular 
situation. Trusts can be very useful, 
but they are certainly not for everyone. 

assets and intend to pass those assets 
down to your family, this tax would 
certainly be a powerful incentive to 
look into establishing a trust. 

Year Exemption
2009 $3.5 Million
2010 unlimited
2011 $1 Million

55% death tax on all assets 
above this threshold! 

Any estate whose gross assets 
exceed the available exemption 
amount must file an estate tax return, 
even if deductions and other tax-
avoidance methods mean the estate 
ultimately owes no tax. What is worse 
is that the federal estate taxes are 

P a r t  Tw o

due and payable in only nine months 
from the date of death and must be 
paid for in cash! In other words, you 
must have ready money to pay the 
taxes otherwise your beneficiaries 
can be subject to paying taxes on 
their bequests if the estate is unable 
to do so. You must remember that 
“under their interpretation” the taxing 
authorities have priority over your 
beneficiaries and they will be looking 
for someone, or something, to pay the 
estate, or inheritance tax. If you seek 
to leave certain property to loved ones, 
your intentions would not be met if 
the property had to be sold to pay tax 
liabilities. This, as you can clearly see, 
is not a pleasant scene. The realization 
of these facts represents one of the 
most vivid examples of government 

In Part One of this article (LMR 
September, 2010) we brought focus 
upon a very legitimate concern that 
will need to be addressed by a much 
larger segment of the American 
population than was the case prior 
to 2011. This concern involves the 
“unified tax credit,” which is the 
provision of the federal estate tax law 
allowing each person a $3.5 million 
total exemption from estate taxation 
in 2009. In 2010 the estate tax has 
been completely eliminated. However, 
in 2011 it returns with a vengeance at 
a significantly lower threshold of only 
$1 million. Everything above that 
threshold is subject to a 55% federal 
estate tax. In addition to your federal 
estate tax is your particular state’s 
inheritance tax.  If you own a lot of 
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intrusion into our private lives and 
is the impetus for the creation of 
legitimate tax loopholes. 

Disability, Probate

Before addressing the strategies 
most often used to eliminate or reduce 
estate taxes, we should point out 
that there are other good reasons for 
establishing a trust. One of the more 
significant reasons other than taxes is 
that we are all living longer and could 
easily outlive our assets.  Disability 
is a problem all of us may ultimately 
have to face as we age. This problem 
can be magnified if you are a single 
person or have no family to rely on for 
assistance. “The number of Americans 
over age sixty-five will double over 
the next forty years. Many of them 
will have serious health problems, and 
increasing numbers are dealing with 
serious concerns such as Alzheimer’s 
disease. By 2050, the elderly will 
number 67 million, 22 percent of the 
population.”1 The aging baby boom 
generation is behind these changing 
demographics and has spawned an 
entirely new legal specialty known 
as “elder law.” The point is that 

these are indeed new and dramatic 
changes in the American landscape. 
Estate planning involving trusts may 
provide money management that help 
maximize assets to deal with these 
specific problems. The trust of choice 
for most Americans is the Living Trust 
because it is excellent for disability 
planning, it avoids probate, and it is 
useful for property management.

Minor children, special needs

Another reason for using a 
trust is that they provide a structure 
under which your assets can be 
managed and disbursed over time for 
the long-term care of beneficiaries 
who are minor children, or others 
that are not capable of properly 
managing an estate inheritance. A 
trust may include beneficiaries with 
special needs, or a relative who may 
be untrustworthy. By using these 
so called  “discretionary trusts,” a 
trustee can control the disbursements 
and provide for only those expenses 
that are considered necessary such 
as education, transportation, food 
and shelter. In a “spendthrift trust,” 
the language in the document can 

be strict enough to prohibit the 
beneficiary from selling, or borrowing 
from his interest in the trust, or make 
it impossible to designate his interest 
in the trust to someone else. 

Charitable giving

Trusts can also help if you want 
to make a sizable charitable gift, but 
wish to retain some use of the property 
while you are alive. In fact, a trust can 
often be the ideal estate-planning tool 
to deal with complicated issues. Even 
though a will represents the first step 
in developing an estate plan, in the 
final analysis, a trust can do a number 
of things a will document simply 
cannot do. Unlike a will, a trust is 
confidential and private. A will cannot 
avoid probate, but a trust can. Trusts 
are generally more difficult to contest 
than wills. Additionally, trusts are very 
flexible. For example, payments can 
be accelerated in case of emergencies 
and cost of living increases. Even 
invading the principal is permissible if 
necessary. It all depends on how your 
trust document is worded. Although 
trusts are not for everyone, there are 
plenty of good reasons why we should 
make use them if the needs are clearly 
evident.

A word of caution

Estate planning can be likened 
to a maze containing numerous twists 
and turns causing one to become 
easily lost in the planning of one’s 
intent and making sure it is ultimately 
achieved.  Estate tax laws, like all 
government laws, are constantly 
changing and contain many little-
known complicated provisions that 
can have dramatic tax consequences 
for the unwary.  Furthermore, state 
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laws are not universally the same. Self-
study will be able to take you only so 
far, but it is strongly recommended 
that you be as informed as possible. 
A competent Financial Advisor 
can assist in organizing your assets 
and discuss various estate planning 
strategies, but only a qualified estate-
planning attorney, from your own 
state, can draft the legal documents 
that will ultimately be tailored to fit 
your particular situation. 

Trustees

As I explained in Part One of 
this series, the role of a fiduciary is 
one of serious responsibility. A trust is 
a legally binding contract; hence the 
trustee—whether a bank, a relative, or 
a third party professional—has a legal 
obligation to follow your instructions 
and to manage the trust funds in a 
prudent manner. Most trusts contain 
language for the removal of trustees, 
but even a beneficiary can sue for the 
removal of a trustee if there is proven 
mismanagement, or gross negligence. 

If you have a Living Trust you 
will most likely name yourself as the 
trustee, but that is not always the 
best choice for other types of trusts. 
Who then should be the trustee(s) 
of your trust? This is the single most 
important question of this entire 
article. The success of your trust 
depends on your making this decision 
wisely. We could go over a long list 
of qualifications and traits that are 
representative of a good trustee, such 
as integrity, business and investment 
acumen, common sense, etc., but the 
more important decision is choosing 
between a family member, a third-
party professional, or an institutional 
trustee. There are pros and cons in 

each of these choices.

Downside to choosing a family member 

•	 Lack of expertise. Relatives 
often lack the financial acumen of 
professional trust officers, and so they 
most often have to hire professional 
help. (Note: Be aware that fiduciary 
tax returns can be complicated, and 
the IRS likes to scrutinize them.)

•	 Mortality.  Trusts can last 
for many years. Human trustees die, 
institutional trustees do not. With 
regards to company mergers, the new 
company automatically will succeed 
the former one’s operations.

•	 Family conflicts.  Family 
trustees may have problems with 
what the beneficiary wants and what’s 
best for him or her. Sibling rivalries 
may also complicate arrangements 
in which one brother or sister serves 
as trustee for others. A professional 
manager does not face such pressures.

Disadvantages of an Institution

•	 Cost. Expect to pay a fee for 
those services. Institutions have a 
minimum fee, which can make it 
expensive for smaller trusts. (Note: 
Fees are deductible for income tax 
purposes.)

•	 Impersonality. While an 
institutional trustee probably 
won’t die, that doesn’t mean your 
beneficiaries will always be dealing 
with the same person. Institutions 
often change hands. Your beneficiaries 
will want someone who’s willing 
and able to listen and be available, 
answer their questions, and meet their 
needs. Unfortunately, impersonal 

institutions are often weak in the area 
of interpersonal skills. 

A popular choice

An increasingly popular 
middle course has been to appoint 
a competent family member as a 
trustee, as well as hiring a third-party 
professional, or a trust company as an 
advisor. The fees using this approach 
can be substantially less in most 
cases and you will still be receiving 
professional advice and expertise.2

Eliminating Taxes

One of the most often 
implemented trusts is the Living 
Trust. However, with all the good 
they do, they won’t help you avoid 
taxes. To eliminate taxes you need 
another type of trust. There are several 
trusts to choose from depending 
on your personal goals, but married 
couples will certainly want to consider 
a Bypass Trust, also known as a 
Credit Shelter Trust, to make use of 
the “double exemption” amount.  If 
this type of trust is not sufficient to 
eliminate the total estate tax burden 
then you may ultimately need a Life 
Insurance Trust. 

Here’s what is important to consider 
and remember

At death your estate is not 
liable for federal estate taxes unless it 
exceeds the exemption amount. As we 
have already stated the new threshold 
beginning in 2011 is $1 million. 
Many people who never thought of 
themselves as wealthy will suddenly 
be thrown into this category and the 
estate tax will take on a new meaning.  
Even a young family with children 
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and a very modest estate, which has 
purchased life insurance to protect 
against the death of the breadwinner, 
will find that the insurance policy can 
trigger a huge estate tax and therefore 
make the government the biggest 
beneficiary. This new tax law, like all 
tax laws, is destructive and financially 
crippling. 

As a first step to counter this 
problem you must make the maximum 
use of the spousal exemption known 
as the “unlimited marital deduction.” 
This deduction allows one spouse to 
pass his or her entire estate, regardless 
of size, to the other, and not pay federal 
estate taxes. If passing your estate 
to your spouse tax-free were your 
only intent, then your tax planning 
would be complete. However, most 
individuals want to leave property 
to their families at the death of the 
second spouse. That is where the 
Bypass Trust comes in. By passing the 
exemption amount at death, not to 
your spouse, but to the Bypass Trust, 
the family receives this property estate 
tax free. The surviving spouse can 
still be an income beneficiary of the 
trust so that it can provide support 
during his or her lifetime. But more 
importantly, the Bypass Trust enables 
the entire unified credit of each spouse 
($1 million each) to be maximized by 
raising the threshold to $2 million 
before any estate taxes are due. 

If the Bypass Trust is not enough 
to eliminate your taxes, consider the 
Life Insurance Trust. Combined with 
the estate laws pertaining to gifts, this 
is the ideal solution. Before looking 
into this strategy we should first 
consider how the government decides 
the value or worth of your estate. Keep 
in mind that current estate tax laws 

are in a state of flux and have never 
been so confusing. Consult with your 
tax advisor.

•	 Real, Tangible and Intangible 
Property. In the past the IRS looked at 
the fair market value of your property 
at your death, but that all changed 
in 2010 and the “step-up cost basis” 
for many assets was eliminated. 
Beginning in 2011, unless new 
legislation is enacted, the estate tax on 
property is to be reinstated with the 
same “step-up cost basis” in effect in 
2001. However, be aware that there 
is on going discussion in Congress 
regarding this issue. (Note: Death 
creates various kinds of liabilities. To 
obtain the cash for such payments, 
sales of assets frequently become 
necessary. If the sale is more than the 
date-of-death value of the assets it 
will trigger a capital gains tax. Losses 
may also occur if the property has to 
be sold quickly at fire-sale prices in 
order to pay taxes and other expenses)

•	 Insurance Policies. The proceeds 
of any life insurance on the decedent’s 
life is included in the gross estate if 
(1.) the policy proceeds are payable 
directly, or indirectly to the decedent’s 
estate; or (2.) the decedent held any 
“incident of ownership” in the policy, 
such as the right to change the 
beneficiary, surrender the policy, or 
borrow against the policy’s cash value. 
(Note: The proceeds of an insurance 
policy paid to a beneficiary are 
exempt from all federal income taxes 
and almost all state income taxes to 
the extent that they include interest.)

•	 Jointly Owned Property. The 
IRS divides all joint tenancy property 
held by spouses equally between them, 
no matter who paid for it. (Note: If 

your assets approach the federal tax 
limit, it may be best for spouses not to 
hold property in joint tenancy.)

Gifting and Life Insurance

Gifting is one of the most 
effective tax-free means of reducing 

the size of your estate by up to $1 
Million (current lifetime maximum 
allowed) while you are alive. Known 
as the “annual exclusion,” the law 
allows each person to gift up to 
$13,000 ($26,000 per married couple) 
to as many people as you wish each 
year. Gifts to spouses are unlimited, as 
are gifts to charity. This law is broad 
so make sure you check with your tax 
advisor for all the details.

By using an irrevocable insurance 
trust, the face amount of a life 
insurance policy can be removed from 
the total dollar amount calculated 
within your estate. Combining gifting 
and an irrevocable life insurance 
trust achieve an excellent strategy 
for reducing, or eliminating estate 
taxes. The most significant thing to 
remember about this type of trust is 
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that it must be “irrevocable.”

Here’s how it works…

Although there are several types 
of insurance policies that can be 
effectively used to fund an irrevocable 
life insurance trust, the most common 
is the “second to die” or “survivor’s 
insurance” policy. Assume your estate 
is worth $5 million. With the proper 
use of a Bypass Trust, $2 million can 
be removed from a couples combined 
estate. This leaves $3 million exposed 
to the 55% federal estate tax. Including 
the state’s inheritance tax, this is 
approximately 60% or $1.8 million 
in estate taxes due the government. 
To offset this, a $2 million survivor’s 
insurance policy is purchased by the 
irrevocable life insurance trust. (Note: 
To pass the scrutiny of the IRS, you 
must not be the trustee of this trust 
and the trust must be irrevocable.) 
The premium payments are paid to 
the trust by your annual gifts utilizing 
the “annual gift tax exclusion law.” On 
the death of the last surviving spouse, 
the $2 million in insurance proceeds 
are paid to the trust. At this point 
the trustee writes the IRS (and state 
government) a check for $1.8 Million 
and your entire estate of $5 million 
passes to your heirs.

The Life Insurance Trust is a 
powerful estate-planning document. 
In addition to the strategy outlined, 
the trustee can also invest the proceeds 
to care for your heirs or purchase 
assets from your estate at the best 
price if necessary. 

Conclusion

Although trusts are certainly 
not for everyone, 2011 is bringing a 
new estate tax challenge to an even 
larger number of households. More 
of us will face yet another huge tax 
bite. Explore your own situation—
or those of your clients—carefully 
and then talk with your attorney 
or estate planning professional. Of 
course Americans will not be able to 
truly plan for a solid financial future 
until we return to a sound currency, 
and the government’s spending is 
drastically reduced. But until public 
opinion rises to meet this challenge—
that is, until we build the 10%—we 
must look to the tremendous benefits 
these trusts can provide and make use 
of them. They are tax “loopholes.” I 
am a champion of them and so was 
Austrian economist Ludwig Von 
Mises. In 1950 he said, “Thanks to 
these loopholes this country is still a 

free country and its workers are not yet 
reduced to the status and the distress of 
their Russian colleagues” 3

And lastly, my favorite saying 
from Llewellyn H. Rockwell, Jr.

“A loophole is nothing more or less 
than a chance to keep your own money. 
It is not a subsidy. It is not tax spending. 
It is not corporate welfare. It is not a 
special privilege. It is just a window of 
freedom. Loopholes should be expanded 
as much as possible. There should be ever 
more of them. A completely loopholed 
economy, where there were maximum 
opportunities for not paying tax, would 
finally arrive at the idea of freedom.”4
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Dr. Bernanke & 
The ZomBie Banks

BY DR. ROBERT P. MURPHY

Although obviously apropos 
because of Halloween, the term zombie 
banks is a real one used by financial 
pundits. Originally, the term was used 
to describe the commercial banks in 
Japan in recent decades, which had 
been recapitalized (i.e. bailed out) 
multiple times by the government, and 
yet never performed their function 
of linking up lenders and borrowers. 
Because the Japanese banks weren’t 
lending, they weren’t really alive; but 
because the government kept bailing 
them out, they weren’t really dead. 
Hence, the term zombie banks.

Thanks to the actions of the 
Federal Reserve and the Troubled 

Asset Relief Program (TARP), 
Americans have seen undead banks 
firsthand. In this article, we’ll 
demonstrate that the US commercial 
banks have indeed achieved zombie-
like status. Then we’ll explain why this 
odd situation persists. Finally, we’ll 
point out the implications of these 
terrible policies for economic growth 
and the fate of the US dollar.

TARP: The Big Lie

 If you think back to the spring 
and summer of 2008, perhaps you 
will remember the frequent cries 
of a budding “credit crunch.” With 
the collapsing real estate market 

and rising unemployment, people 
began defaulting on their mortgage 
payments. This meant that the market 
value of mortgage-backed securities—
which are basically pools consisting of 
tiny pieces of thousands of different 
mortgages—became much more 
dubious.

One of the major problems was 
that the mortgage-backed securities 
were very complicated assets, such that 
even some analysts at credit ratings 
agencies frankly admitted that they 
had no idea how to appraise them, 
particularly in the unfolding scenario 
of a coordinated meltdown in real 
estate prices all over the country.

Because of these issues, major 
financial institutions became wary 
of lending to each other. One major 
bank might not want to risk many 
funds—even on an “overnight loan”—
to another major bank, if the latter 
bank held huge exposure to mortgage-
backed securities. The collapse of 
the household name Bear Stearns 
in March 2008 alerted the average 
American that this was serious.

Of course, the financial crisis 
reached a high point in September 
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2008, shortly following the collapse 
of Lehman Brothers. President Bush’s 
Treasury Secretary—and former 
Goldman Sachs CEO—Henry 
Paulson announced that he needed 
$700 billion pronto to bail out the 
financial sector, or else the world 
would end. (This is not an exact 
quote.)

The infamous TARP program 
passed in early October 2008, despite 
tremendous public opposition. 
Originally, as the name suggests 
Paulson originally sold the Troubled 
Asset Relief Plan as a massive purchase 
of so-called “toxic assets” from the 
banks at above-market prices. (If 
major banks honestly valued their 
balance sheets at market prices, many 
of them would have been insolvent.) 
The taxpayer, of course, would assume 
the risk of these investments that no 
one in the private sector was willing 
to make.

However, virtually as soon as the 
TARP program was approved, Paulson 
changed his tune. He suddenly 
realized the wisdom of all the critics 
who had been explaining that the 
plan was nonsense: If the government 
paid market prices for the assets, then 
it didn’t help the (insolvent) banks. 
But if the government overpaid for 
the assets, then the taxpayers would 
obviously eat the loss.

Instead, Paulson used the TARP 
money to gain government ownership 
of large portions of many financial 
institutions. In other words, rather 
than buying the assets of the banks, 
the government bought into the 
banks themselves. As unpopular as 
the original TARP proposal was—
Congressmen reportedly received calls 

10-to-1 against—it would have been 
even more despised if the American 
people knew that it was really a plan 
to socialize the financial system.

At the time, how did Paulson 
and other apologists for TARP justify 
this massive bailout of rich bankers 
who had made horrendous lending 
decisions during the housing boom 
years? As always, the government 
assured us that it was for the little guy. 
Paulson solemnly told Americans that 
small businesses were the lifeblood of 
the economy, and that frozen credit 
markets would render them unable to 
make their payroll.

As you, the reader, have surely 
noticed, the government and its 
cheerleaders have been patting 
themselves on the bank for the “bold” 
actions by the Treasury and the Fed 
in late 2008 that allegedly averted a 
second Great Depression. A central 
plank in this story is the idea that 
there was a “credit crunch” that came 
to a crisis in September, but then the 

merciful TARP, in conjunction with 
a suite of new Fed programs, came 
along and saved capitalism from itself. 
Indeed, here is Timothy Geithner—
who is now President Obama’s 
Treasury Secretary, but at the time of 
the bailouts was in the strategically 
important post of New York Fed 
chief—explaining to his staff in 
September 2010 just how “successful” 
TARP has been:

Two years ago the financial 
system was falling apart.

The banks and financial 
institutions that Americans rely on 
to protect their savings, help finance 
their children’s education, and help 
pay their bills were at risk in ways 
few had ever experienced.   

The institutions and the markets 
that businesses rely on to make 
payroll, build inventories, fund new 
investments, and create new jobs 
were threatened like at no time since 
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the Great Depression. 

Across the country, Americans 
were starting to question the safety 
of their money in our nation’s banks, 
and a growing sense of panic was 
producing the classic signs of a 
generalized run.  

In that moment, this office was 
handed a task without precedent.

You were told to stabilize the 
financial system. 

…

While TARP became a four 
letter word; while politicians 
decried its existence and doubted its 
effectiveness; you kept at it, working 
tirelessly to recapitalize the banking 
system and restart the basic lending 
markets critical to economic activity. 

…
It’s not just that people are 

confident today that their money is safe 
in banks; it’s not just that household 
wealth is much higher than when the 
President came into office; it’s that 

the cost of borrowing for businesses 
and municipal governments has come 
down significantly; it’s that families 
can again buy a new home or car at 
low rates and put their kids through 
college. 1

Wow! From all the above, you’d 
certainly think that (a) commercial 
bank lending to businesses had been 
falling up until October 2008, and 
that (b) commercial bank lending to 
businesses went way up after TARP 

had been implemented. But if so, the 
government played a trick on you. 
Take a look at Chart 1 to see what 
really happened.

As the chart shows, the real 
situation is precisely the opposite of 
what the government and sycophantic 
pundits would have you believe. 
Commercial bank business loans 
were at an all-time high in the actual 
month that TARP was first passed, 
and then they fell like a stone. There is 
a similar pattern for consumer loans, 
though the drop-off was delayed by 
a few months—perhaps because of 
borrowing for the Christmas 2008 

shopping season.

The Role of Excess Reserves

There is another way to see 
that the commercial banks haven’t 
been extending traditional loans, 
despite Bernanke’s massive monetary 
pumping (which commenced in 
earnest in late 2008). Chart 2 is simply 
shocking.

Throughout history, the amount 

of “excess reserves” in the U.S. 
commercial banking system has rarely 
exceeded $2 billion. Yet they exploded 
upward at the same time TARP was 
implemented, and then shot up again 
in early 2009 with the new Fed policy 
of “quantitative easing.” Today, the 
amount of excess reserves remains 
nearly $1 trillion.

How is this connected to the 
zombie banks? Here’s what happened: 
In the fall of 2008, Bernanke embarked 
on a massive expansion of the Fed’s 
balance sheet, acquiring (through 
outright purchase or by accepting as 
collateral for loans) the “toxic” assets 

Chart 1.
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from financial institutions.

Now how does Bernanke buy an 
asset? Why, he simply writes a check 
drawn on the Federal Reserve itself. 
The bank selling the mortgage-backed 
securities (or other assets) to the Fed 
then deposits the check, meaning 
its “checking account balance” with 
the Federal Reserve goes up by the 
amount of the check.

Normal people have checking 
account balances with their local 
commercial bank, but the commercial 
banks themselves have account 
balances with the Fed. So when the 
Fed wants to buy assets, it magically 
creates money out of thin air, by simply 
adding numbers to the checking 
account balances of the banks. It’s 
crucial to realize that when the Fed 
adds numbers to a commercial bank’s 
checking account, this is new money 
(specifically, in the form of “bank 
reserves”) added to the system. There 
is not a corresponding bank balance 
somewhere that suffers a debit of the 
same amount.

Let’s move on to another piece 
of the puzzle. You probably know 
that the US banking system is based 
on “fractional reserves.” What this 
means is that for every $1,000 in total 
customer deposits (think checking 
account balances), the bank only 
needs to have about $100 set aside in 
reserve. But those reserves can consist 
in either currency in the vault, or in the 
form of electronic reserves on deposit 
with the Fed.

So now we understand why 
excess reserves shot up to more 
than $1 trillion. Bernanke’s massive 
purchases led to an increase in total 
reserves of roughly this amount, and 
then the banks didn’t lend it out in the 
traditional manner. In other words, 
the banks now have the legal ability 
to create about $10 trillion in new 
loans to their clients, because of 
the foundation of $1 trillion in new 
reserves. (This is why so many of us 
were screaming at the inflationary 
potential of Bernanke’s actions when 
he embarked on this mad policy in 
late 2008.) 

If you have been listening to the 
financial pundits discuss the economy 
over the last two years, you have 
probably heard them mention these 
issues. A typical analysis runs like 
this: “Yes, Bernanke tried to jump-start 
the economy, but those excess reserves are 
just sitting bottled up in the banks. Until 
they get out into circulation, you won’t 
see prices start rising and you won’t see 
the ‘real economy’ begin to recover.”

This typical commentary is 
very dangerous. In the first place, it 
assumes that money and credit aren’t 
“real” unless the banks make loans in 
the traditional manner. But that is 
nonsense. Ask the bailed-out bankers 
if the hundreds of billions they 
received made a difference in their 
lives. As Austrian economists are well 
aware, the Fed’s distortions in the 
banking and monetary system always 
have repercussions on “Main Street” 
as well as Wall Street.

Furthermore, it’s simply not 
true that we haven’t seen prices 
rise. It’s true, the prices of things in 

Chart 2.
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the Consumer Price Index have not 
exploded, but this is partly because 
most households are in trouble, and 
because the government statisticians 
play all sorts of games to minimize 
the increase.

But if we look at other prices, 
we can see the impact of the money 
printing, even already. Chart 3 shows, 
for example, that stock prices (as 
reflected	in	the	S&P	500	index)	and	
commodities crashed in 2008, but 
have been booming since early 2009. 
And the incredibly low yields on US 

Treasury debt are simply the flip-side 
of incredibly high prices for the bonds. 
(The yield and price of a bond move 
in opposite directions.) There has 
been price inflation all right, just not 
in milk and eggs (yet!).

So we see that TARP and the 
Fed’s programs have definitely had 
an impact on the economy, and 
have already pushed up prices in 
various sectors. Yet the government 
and central bank bailouts haven’t 
accomplished what their alleged 

purpose was supposed to be: restoring 
traditional bank lending. It’s just 
another case of bait and switch, where 
the politically-connected insiders 
literally made billions, if not trillions, 
at the expense of the general public.

Why Aren’t Banks Lending to 
Businesses and Individuals?

Now we come to the crucial 
question: If TARP and the Fed 
bailed out the banks—and note that 
the bankers have been earning huge 
profits since the bailouts—then why 
aren’t they lending? Why do we have 

banks that are not dead, but not quite 
alive—zombie banks?

There are a few reasons. For one 
thing, at about the same time that 
the Fed embarked on its massive 
asset purchases, it also began paying 
interest on excess reserves. Yes you 
read that right, the Federal Reserve is 
literally paying banks not to make new 
loans.

Another, probably more 
important, reason is that the banks 
suffered massive write-downs 

on their balance sheets, and are 
expecting further waves of carnage. 
There is a difference between being 
liquidity-constrained versus capital-
constrained. If a bank has razor-thin 
equity, it won’t want to increase its 
leverage by taking (say) $1 million 
parked on deposit with the Fed, and 
lending it out to a small business 
looking to expand.

Yet there is a third twist to this 
puzzle: The commercial banks are 
lending—just not to the private sector! 
Instead, the commercial banks have 
massively increased their holdings of 
government debt, either in the form 

of US Treasuries or the bonds issued 
by Fannie Mae and Freddie Mac, with 
full taxpayer backing.

As Chart 4 shows, commercial 
bank holdings of U.S. government 
securities remained fairly constant 
from 2004-2007, and then fell by 
some $100 billion once the housing 
bubble popped. But starting in late 
2008—just as TARP and the Fed’s 
machinations got into full-swing—
commercial banks massively increased 
their holdings by about $450 billion, 

Chart 3.
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or some 40% of the total.
Gonzalo Lira has dubbed this 

process “stealth monetization.”2  His 
point is that the Federal Reserve 
is, in effect, the real buyer of these 
government securities. Lira argues 
that we are witnessing a giant shell-
game, in which the Fed buys hundreds 
of billions in toxic assets from the 
banking sector, which in turn replaces 
them with taxpayer-backed debt. 
Analysts who are unaware of this 
naively think that there is a great 
demand in the private sector for US 
government debt, but in reality the 

Federal Reserve is a much bigger 
player than its official purchases 
would suggest.

In case you are confused, let’s 
clear up one technical point: When 
a commercial bank lends money not 
to a home buyer but rather to the 
government, this doesn’t change the 
“excess reserves” in the system. To 

simplify things, suppose a commercial 
bank writes a check for $1 million 
buying fresh Treasury bonds at auction. 
This action doesn’t mean the excess 
reserves “leak out into the economy.” 
All that happens is that the Federal 
Reserve, on its own books, subtracts 
$1 million from the commercial 
bank’s account, and credits $1 million 
to the Treasury’s account.

Then, when the Treasury spends 
the money on food stamps, fighter jets, 
etc., the recipient of the check in turn 
deposits it into his own commercial 
bank. Unless someone withdraws the 

funds to hold as actual currency, the 
excess reserves merely shuttle around 
the banking sector, pushing up prices 
with each transaction.

Conclusion

It is typical of government 
programs that they loot the general 
public and reward powerful special 

interests, while at the same time they 
make the ostensible problem worse. 
This pattern is true of our financial 
crisis, and the TARP and Fed bailouts 
of the big bankers.

Contrary to what you may have 
heard, the commercial banks have not 
resumed lending to small businesses 
or individuals. Instead, they are either 
keeping their funds parked on deposit 
with the Fed, or they are lending 
them to government agencies. In 
both cases, the banks earn a “riskless” 
return, albeit small, because the Fed 
can ultimately create money out of 

thin air, and because the Treasury 
can ultimately increase its “revenues” 
through taxation.

It remains to be seen how long 
Bernanke will keep these zombie 
banks on life support. They have done 
it in Japan for more than a decade. 

Chart 4.
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WhoLe LiFe: The siLVer BULLeT
An IntervIew  wIth

MtL InsurAnce coMpAny 
ceo stephen BAtzA

Lara-Murphy Report: Can you 
tell us a bit about your background in 
life insurance?

Stephen Batza:  I started my 
career in the Life Insurance industry 
in 1978 as an actuarial student.   As 
my actuarial career developed, I had 
the good fortune of working mostly 
in smaller company environments, 
and this enabled me to quickly 
expand my knowledge beyond 
traditional actuarial roles.  I’ve had 
the opportunity to design, price 
and manage many different types 
of life insurance products over the 
course of my career, and the value 
of the classic participating whole 
life policy has withstood the test of 
time.  Its flexibility and guaranteed 

cash values provide it with unique 
characteristics that are difficult to 
match with other types of financial 
instruments, and IBC has been at 
the forefront of taking advantage 
of all the benefits provided by a 
participating whole life contract. 

I am a Fellow of the Society 
of Actuaries (FSA), a Member 
of the American Academy of 
Actuaries (MAAA), a Chartered Life 
Underwriter (CLU) and a Chartered 
Financial Consultant (ChFC).

I am currently the President and 
CEO of MTL Insurance Company.

LMR:  In the wake of the 
financial crisis many people are leery 
about the conventional wisdom that 
says you should “obviously” save 
through stock market mutual funds. 
Have you noticed an increase in sales 
of whole life policies in the last two 
years?

SB:   Yes, I have, in a couple 
of different ways.  First, at MTL, 
our basic strategy is the sale of 
Participating Whole Life insurance 
through independent agents.  A 
significant part of our operation is the 
recruiting of agents and marketing 
organizations to sell our products, and 
we’ve seen a surge in new distribution 
partners over the past couple of years.  
Many of these organizations have 

switched their focus from other types 
of financial assets to Participating 
Whole Life due to the increased 
demands on the part of their customers 
for less volatility in their portfolios.

Secondly, the entire life insurance 
industry is experiencing a shift from 
other types of products (such as Term, 
Universal Life and Variable Universal 
Life) back to Whole Life.  In 2009, 
according to the Life Insurance 
Marketing and Research Association 
(LIMRA), life insurance sales were 
down 5% in total, but Whole Life 
sales were up 12%; and this trend 
has continued through the first half 
of 2010, where total life insurance 
sales are up 9%, and Whole Life sales 
are up 19%.  According to LIMRA, 
Whole Life insurance has a 31% share 
of the life insurance market, which is 
its highest market share since 1998.

 
LMR: Following up, can you 

compare the general experience of 
clients who held a significant portion 
of their wealth in whole life policies, 
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compared to the average American? 
Was the economic crisis really such a 
crisis to the former group?

SB:  From a growth perspective, 
the economic crisis was almost a 
non-event for those who held a 
significant portion of their wealth 
in whole life policies.  The growth 
in their guaranteed cash values was 
unaffected, and non-guaranteed 
policy dividends, although reduced in 
the aftermath of the crisis, provided an 
additional return to the policyholder.

However, the crisis 
also resulted in a significant 
increase in unemployment, 
and in that regard, many 
people experienced a 
personal crisis regardless 
of where they had their 
wealth concentrated.  For 
many people, access to the 
cash values of their whole 
life policies through either 
loans or withdrawals 
allowed them to meet 
their day-to-day financial 
obligations while they 
sought alternatives to 
replace their lost income.

LMR: Are mutual insurance 
companies spread over the world, or 
are they concentrated in the United 
States?

SB:  There are mutual life 
insurance companies in other 
countries, but I don’t know how 
many.  In the United States, the 
number of mutual life insurance 
companies continues to dwindle, and 
as of the end of 2009, there were 57 
such companies.

LMR:  Do all U.S. life insurers 
carry Whole Life as a product line?

SB:  No, some insurers focus on 
other product lines, and Whole Life 
is not in their product portfolio.  A 
more common occurrence that we’re 
seeing today is the resurrection of 
dormant Whole Life products to 
meet increased consumer demands.  
Companies who have had Whole 
Life products in the past switched 
their focus to something else, and are 
now refocusing on their Whole Life 
product portfolios.

LMR: For those who really dive 
into Nelson Nash’s Infinite Banking 
Concept, one of the technical 
differences is that some companies 
practice “direct recognition” while 
others do not. Can you explain this 
difference, and tell us whether IBC 
practitioners need to worry about it?

 
SB:  “Direct recognition” 

pertains to the method of allocating 
policyholder dividends between 
policies with policy loans and those 

without policy loans.  A very large 
portion of the funds available to pay 
dividends comes from the insurance 
company’s investment earnings, and 
historically, investment income from 
policy loans has been less than what the 
company earns on other investments.  
“Direct recognition” companies 
reflect this lower investment yield by 
crediting a lower dividend to those 
policies with outstanding loans, while 
“non-direct recognition” companies 
spread the lower yield among all of its 
policyholders.  MTL uses the direct 
recognition approach.

Perhaps an example 
can illustrate the 
difference.  Assume a 
company has $1 billion 
of participating whole 
life cash values, and 10% 
of that amount ($100 
million) is in the form 
of outstanding policy 
loans.  If the policy loan 
interest rate is 5%, and 
the other assets in the 
portfolio earn 6%, the 
aggregate investment 
return for the year would 
be 5.9%.  Assume further 
that the guaranteed cash 

value interest rate is 4%, so that the 
excess interest earnings available 
for policyholder dividends is $19 
million (1.9%).  With “non-direct 
recognition”, all cash values would 
receive 1.9% as a dividend, with those 
backed by policy loans earning $1.9 
million and unloaned cash values 
earning $17.1 million.  Under “direct 
recognition”, the excess interest on 
cash values backed by policy loans 
would be 1.0% (5% minus 4%), and 
thus they would be credited with total 
dividends of $1.0 million.  Unloaned 

...the economic crisis 
was almost a non-

event for those who 
held a significant 

portion of their wealth 
in whole life...
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cash values would have earned an 
excess interest rate of 2.0% (6% - 4%) 
and therefore credited with dividends 
of $18.0 million.

In both cases the total 
dividend payout due to the excess 
investment return is $19 million, but 
it is allocated differently between 
loaned and unloaned cash values.  
The difference in approach is 
philosophical… whether the reduced 
income associated with policy loans 
should be allocated to those who have 
policy loans, or whether it should be 
spread among everyone who has the 
option to take a policy loan.  Under 
the latter approach, policy loans are 
treated very much like an “insurable 
event” and the cost is spread among 
the entire population.  With “direct 
recognition”, policy loans are looked 
at as an individual choice, and the 
costs associated with that option are 
allocated among those who elected to 
use it.

Since IBC makes extensive use 
of the policy loan feature of Whole 
Life policies, there is concern among 
IBC practitioners with respect to 
what “direct recognition” is.  I’ve 
heard it said that “direct recognition” 
penalizes those policyholders that 
take out policy loans.  I would argue 
that they’re not being penalized, but 
they’re not being subsidized either.

LMR:  Nelson Nash 
recommends that people should 
implement IBC through a mutual 
company—where the policyholders 
themselves own the insurer— as 
opposed to a stock company, where 
shareholders are the owners. But in 
practice, is this distinction blurred 
when stock companies operate 

underlying mutual companies? Can 
you comment on this development, 
and its significance for implementing 
IBC?

 
SB:  The bright line between 

stock and mutual companies has 
been blurred over the last few years 
with the development of Mutual 
Holding Companies (MHC), a 
hybrid concoction of the two.  Mutual 
companies that converted to MHCs 
usually had one of two thoughts in 
mind; it was either an interim step 
on the way to full conversion to a 
stock company, or it was to retain the 
characteristics of a mutual company 
while providing more flexibility to 
raise capital if necessary.  As a result, 
some MHCs behave more like stock 
companies, and others, such as MTL, 
retained their mutual company roots.

Mutual companies and MHCs 
that retain their mutual company 
characteristics exist for the benefit 
of their policyholders.  They are 
committed to returning a portion 
of their earnings to policyholders 
in the form of policy dividends, and 
these dividends are an important 
component of IBC.  Stock companies, 
and MHCs that plan to become 
stock companies, generally focus on 
products that don’t pay dividends, 
and even if stock companies have a 
portfolio of dividend-paying whole 
life products, it is possible for some of 
the earnings from these products to 
be allocated to stockholders instead 
of just to policyholders.

LMR:  When promoting the 
virtues of whole life insurance to 
our Austrian friends, the single 
biggest concern is the threat of 
large price inflation.  After all, an 

insurance company heavily invests 
in bonds, so why should someone 
who expects rising prices tie his 
fortune to a company owning dollar-
denominated assets?

SB:  If the concern rises to the 
point where an individual wishes 
to have no dollar-denominated 
assets, then Whole Life insurance 
probably isn’t the right choice for 
them.  However, to the extent that 
they maintain some of their wealth 
in dollar-denominated assets, Whole 
Life insurance can offer some unique 
advantages over other types of assets.

As you and Carlos explain in 
your book, taking out a Whole Life 
policy isn’t an irrevocable decision. 
A policyholder can always borrow 
against his cash values to invest 
in other assets if he believes they 
would fare better in an inflationary 
environment, and there is always 
the exit strategy of surrendering the 
policy outright and claiming the cash 
values.

But it’s true, people who are 
considering a Whole Life policy 
should be aware that if interest rates 
increase suddenly, and remain there 
for an extended period of time, it 
would take several years for the 
aggregate investment yields of life 
insurance companies to catch up, and 
the underlying rate of inflation would 
likely exceed the short-term growth 
in a life insurance policy’s cash value.  
Slowly increasing rates would be the 
most beneficial as this would allow 
aggregate investment returns to more 
closely mirror the rate of inflation.



EvEntsEngagements 

2010
October 29 • Boston, MassAchusetts

Murphy with Robert Wenzel Present: “Investing in today’s choppy economy, guided by Austrian economics” at 
both a luncheon and an after-dinner event.

November 4-5 • Salem, Oregon
Nelson	Nash,	Paul	Cleveland,	Lara,	Murphy,	&	Others	Present:	Various	Private	Banking/Austrian	Economic	

Topics at Tom McFie’s Freedom Retreat seminar.

November 13 • Portland, Oregon
Murphy and Richard Ebeling Present: Student Talks at the Freedom Seminar, “The State vs. Freedom.”

2011
February 9-10 • Birmingham, Alabama 

Lara and Murphy Present at IBC Think Tank Symposium (See ad on page 18.)

Some events may be closed to general public. 
For more information email LMRevents@usatrustonline.com


