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“The so-called liberals of today have the very popular idea that freedom
of speech, of thought, of the press, freedom of religion, freedom from
imprisonment without trial—that all these freedoms can be preserved
in the absence of what is called economic freedom. They do not realize
that, in a system where there is no market, where the government directs
everything, all those other freedoms are illusory, even if they are made into
laws and written up in constitutions. ”
— Ludwig von Mises

From Economic Policy, originally published in 1979

It is very important to recognize that governments that move in the
direction of being the principal benefactor of a society’s wellbeing,
health, comfort, security, safety, protection, prosperity, success and a
lifetime of good fortune is a government that favors socialism. This
is not always easy to see because all these things sound so wonderful,
but it’s an illusion. This is one reason why as Austrians we must
always be on the look out for the “unseen” consequences of providing
such benefits to a society. What is really at stake is the eventual
removal of personal freedoms, which are the underpinnings of the
market.

The socialist system, once firmly entrenched, forbids the fundamental
freedom of choice. When we hear the term “central planning” what
is really meant is a government heading in the direction of “one
plan made by the government—one plan that prevents planning
by anyone except the government.” Many people today don’t see
it in such stark terms as we are presenting it here because they are
presently receiving some of these benefits and want government to
provide even more.

Lara-Murphy Report
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Government can certainly provide the benefits so long as it runs a
deficit as it currently does and if it can’t balance its budget with tax
revenues it will use inflation. But what government really wants to
do is intervene in the market itself by tampering with the various
market phenomena such as prices, wages, interest rates and profits.
One example that is used repeatedly in all countries dating back to
antiquity especially during time of inflation and is currently being
used today in this country is price controls. But price controls have
never worked. The results are always the opposite and turn out even
more undesirable than the conditions the government meant to fix.
If you ask why the government persists in intervening in the market
in this way the answer should disturb you. The government basically
wants to usurp from the consumer the power it has over the market.
Yet in its attempt to redirect the flow of power to itself it creates
an economic system determined totally by government where all
prices, all wages, all interest rates, in essence everything in the entire
economic system is controlled by government. This state of affairs
leads to a complete economic chaos. This is what just happened in
Venezuela and that is a clear picture of socialism.
Government interference with business (the market) is still very
popular so it keeps on, but if government does not stop soon, it will
bring on socialism. This is why we must continue to educate people
to this fact while there is still time in our conversations, the articles
and books we write, and in our public presentations as we see many
of you doing. From us at the LMR thanks for all you do!
Yours truly,
Carlos and Bob

Lara-Murphy Report
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PULSE ON THE MARKET
Vegas Booming

VEGAS REAL ESTATE, DOUBLE OR NOTHING
As the chart below shows, the Vegas real estate market is red hot:

After dropping 62% from its peak during the last housing bubble, the Vegas home price index is up
101%.
Believe it or not, the S&P/Case-Shiller national home price index is at all-time highs; it’s currently
10% higher than it was in early 2007, at the previous peak (at the national level).
To be clear, folks, we aren’t merely looking at a graph and saying, “Wow, it went way up before and
crashed, so history must be getting ready to repeat itself.” On the contrary, we have solid theoretical
reasons to believe that the housing market has been artificially inflated: We are coming off of seven
years of near-zero percent interest rates.
The Fed is currently holding $1.7 trillion in mortgage-backed securities. We are not wallowing in
unbridled laissez-faire. In light of these facts, look again at the chart of Las Vegas home prices. Does
that seem sustainable?

Pulse on the Market
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PULSE ON THE MARKET
H o m e E q u i t y AT M s

YOUNG AMERICANS WILLING TO BORROW AGAINST HOUSES TO PAY
BILLS
A Bloomberg article by Riley Griffin summarizes the findings of a study “conducted by research
firm GfK,” which reported: “Almost 1 in 3 homeowners who earn less than $30,000 per year said it’s OK
to tap into home equity to cover their everyday bills, more than triple those who make $75,000 or more.
Twenty-one percent of those with no more than a high school diploma agreed, nearly doubling those who
have a college degree. And 22 percent of millennials also felt home equity was an appropriate resource for
paying bills, compared with only 12 percent of older Americans.”
The Bloomberg article also reported that “U.S. homeownership has fallen to the lowest rate in more
than 50 years.”

Fed Nixes “Narrow Bank”

WHY WON’T FEDERAL RESERVE APPROVE SUPER-SAFE BANK?
We here at the LMR regularly report on the cozy deal that the commercial banks get from the Fed,
where they park their reserves at the central bank in exchange for guaranteed returns. We have also
reported that not only are these returns virtually certain—since the Fed can create money with the
press of a button—but at times, the commercial banks are able to earn higher rates of return than
other financial institutions that are not eligible to park their money with the central bank. (These
other institutions must be content to hold T-bills, for example.)
In this context, there was an obvious business plan to implement, and we’re embarrassed to say we
hadn’t thought of it: Why doesn’t somebody start an official bank that does nothing but take its
customers’ deposits and park them at the Fed? Then the official bank passes the interest earnings
through to its customers. Voila! Now everybody gets to enjoy the sweet deal, right?
Wrong. A Bloomberg article by Matt Levine explains what happened:

Pulse on the Market
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[A] bank has started up to do exactly this. It’s called TNB USA Inc., which stands for The
Narrow Bank, a reference to a business model that’s as narrow as can be. All it would do is
take deposits from institutions, plop them into its Fed account, and pass along the interest
earned….By putting its money only in Fed reserves—rather than mortgages or business
loans or securities or derivatives or any of the other things regular banks get up to—it could
do what they can’t: give large institutional customers absolute assurance they’ll get all their
money back.
There’s a hitch in TNB’s plan. When it applied to open an account with the New York Fed,
the Fed said no. Now TNB is suing, arguing not only that the law requires the Fed to give
it an account but also that the Fed should want to. Institutional investors looking to park
cash somewhere safe tend to skip smaller banks, preferring the stability of the too-big-to-fail
ones. TNB’s stability comes not from its size but from its narrow business model: It can offer
high rates and more safety than a big bank, injecting much-needed competition into the
marketplace.
The Fed hasn’t yet said why it denied TNB an account. But you can see how that business
model—and that sort of competition—might worry a central bank.
Now Levine is a bit cute/naïve as he goes on in the piece. He suggests that a well-functioning
banking system isn’t just safe, but it also fosters productive loans. Why, if everybody put their money
in a perfectly safe bank like TNB, then nobody could get loans. After all, that’s what makes banking
risky (Levine thinks)—it leads to the George Bailey problem in It’s a Wonderful Life.
To be sure, Levine is all mixed up; he doesn’t understand the distinction between “loan banking” and
“deposit banking,” as we spell out in our book How Privatized Banking Really Works.
But beyond that, we think the explanation for the central bank’s decision here is much simpler than
Levine’s theory: Simply put, the Fed doesn’t want to let everyone else in on the party.

Pulse on the Market
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FORT WORTH SEMINAR • OCT 13, 2018

We are pleased to announce that the IBC SEMINAR will be live in Fort Worth,
Texas on Saturday, October 13, 2018. The IBC Seminar is the Nelson Nash
Institute’s premier Live Event for the public.
For years, through his seminars and best-selling book, R. Nelson Nash has been teaching the public how
to “become your own banker.” Nash’s revolutionary approach is the Infinite Banking Concept (IBC), which
uses specially designed Whole Life insurance policies as the perfect cash-flow management vehicles.
David Stearns, the President of IBC LLC will open the Seminar and set the stage as Robert P. Murphy,
Ph.D economist, and L. Carlos Lara, authors of the books The Case For IBC and How Privatized Banking
Really Works present.
The Seminar is fast paced, explaining IBC to the newcomer and also defusing some of the toughest
objections. Whether you are running a household or a multi-million-dollar business, you owe it to yourself
to attend the IBC Seminar.

10AM-3PM
Cost: $59.95 per person, additional guest only $20 more.
Lunch included with your registration
Omni Hotel Fort Worth
1300 Houston Street • Fort Worth, TX 76102
Google Map
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EDITORS’ NOTE: As this issue was going to press, the news broke that Amazon had buckled under the public scrutiny and increased its wage structure (though apparently by also
reducing benefits), presumably in order to forestall Senator Sanders’ threatened tax. The
following analysis is still correct but it doesn’t include the new developments, including
Amazon’s push for a $15 minimum wage to be imposed on all of its competitors.
Bernie Sanders’ Dangerous “Stop BEZOS Act”
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Senator Bernie Sanders (Independent
from Vermont) has introduced a bill
entitled, “Stop BEZOS Act.” This is a
contrived acronym that refers of course to
Amazon CEO Jeff Bezos; the long version
of the bill is the “Stop Bad Employers by
Zeroing Out Subsidies Act.”1 The bill would
impose a 100 percent tax on firms with
more than 500 employees, for food stamps
and similar government benefits received by
their workers. According to many critics—

Sanders’ bill is a terrible
idea. It would hurt the very
workers it is supposed to
help.

including not just left-wing heroes like
Bernie, but also right-wing populists like
Fox’s Tucker Carlson2—big companies like
Amazon and Walmart can get away with
paying low wages to their employees, because
the government picks up the slack with food
stamps and other assistance.

Bernie Sanders’ Dangerous “Stop BEZOS Act”

Sanders’ bill is a terrible idea. It would hurt
the very workers it is supposed to help. After all, Bernie Sanders wants companies to
emit less carbon dioxide, and that’s why he
supports a carbon tax. So if he introduces a
tax on companies that employ low-income
workers, that will obviously lead the companies to reduce their demand for hiring lowincome workers.
Yet beyond the problem with its consequences, is the fact that Bernie Sanders’ logic
is backwards. Believe me, I understand why
at first his case sounds intuitive: If the government gives food stamps and other assistance to poor people, then they can afford
to work for lower wages, and so it sounds
reasonable to think that Amazon, Walmart,
and other major employers will go ahead and
cut their pay.
Yet even though that logic sounds intuitive, it’s actually wrong. If anything, the existence of food stamps and other programs
gives workers more bargaining power, and
so probably forces Amazon to pay more than
it otherwise would have to, in order to convince people to work under unpleasant conditions in its giant fulfillment centers.

To Get Less of an Activity, Put a
Big Tax On It
Let’s put morality and the theory of political power aside and just think about influencing behavior. If politicians want people
to smoke less, what do they do? They jack
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up the tax on cigarettes. If politicians want
Americans to emit less carbon dioxide, what
do they do? They talk about a carbon tax. If
your local government wants drivers to stop
speeding so much, what does it do? It jacks
up the fine for people caught speeding.
This is pretty simple stuff, folks. Now, if the
government tells large employers, “We will
tax you 100% for every dollar in government
benefits that we pay your workers,” what is
the obvious effect going to be? Clearly, the
large companies will scale back on how
many workers they hire, who are receiving
food stamps and other assistance.
Now strictly speaking, I think Bernie
Sanders (and the people who support him)
agree with me. But they think the way the
big companies will reduce the amount of
workers who receive government assistance,
is by giving them all pay hikes.

If anything, the existence
of food stamps and other
programs gives workers
more bargaining power,
and so probably forces
Amazon to pay more than it
otherwise would have to.

A Numerical Example
Let’s use a simple example with nice round
numbers, just to be clear on the arguments.
Suppose a single mother with two kids is
earning $1,700 a month from her (large)
employer, and that she receives $300 in food
stamps (through what is officially called
SNAP—the Supplemental Nutrition Assistance Program).
Now if Bernie Sanders’ bill becomes law,
the employer of this woman would owe the
federal government $300 a month in extra
taxes. Sanders and his allies seem to think
Bernie Sanders’ Dangerous “Stop BEZOS Act”

that the employer would just bite the bullet
and give this woman a $300 raise, in order
to eliminate her need for food stamps. Sure,
the employer would be out an extra $300 a
month in labor costs, but that would reduce
its (new) tax bill dollar-for-dollar, so the
company would be willing to do it.
Unfortunately, this logic is all wrong. For
starters, even though food stamps (and other means-tested programs) diminish as income rises, it’s not dollar-for-dollar. In other
words, if our hypothetical working mother
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got a $300 raise so that she was now taking home $2,000 from her employer, her
food stamps wouldn’t drop from $300 to $0.
Maybe they would drop to (say) $150.
Already, we see a big problem with Sanders’ logic. In order to reduce the (newly imposed) tax bill due to the BEZOS Act, a
company would have to boost wages by more
than the new bill, in order to get rid of the

To the extent that there’s
competition in labor
markets, most workers are
getting paid roughly what
they are producing in extra
revenue for their employer.

extra liability. For a given employee, it would
be cheaper for the company to just suck it
up and pay the extra tax, than to try to raise
wages enough to eliminate the tax.
But there’s an even deeper problem. BerBernie Sanders’ Dangerous “Stop BEZOS Act”

nie Sanders seems to believe that companies are skimming huge amounts of profit
off the backs of their low-wage workers, so
that—if we continue with our hypothetical
example—the mother getting paid $1,700
a month is actually worth much more than
that.
But to the extent that there’s competition
in labor markets, most workers are getting
paid roughly what they are producing in extra revenue for their employer. If the government makes our hypothetical worker now
$300 a month more expensive, the employer
will probably be losing money by keeping
her on the payroll. This is especially striking
when we realize that the bill only applies to
large companies with at least 500 employees.
By imposing a hefty tax tied to what might
be dozens or even hundreds of employees,
the Sanders’ proposal would totally change
the incentives. These large employers would
want to lay off their low-skill workers and
replace them with higher-skilled workers
who could justify the higher paychecks.
So in summary, Bernie Sanders and I agree
that companies will respond to his Stop
BEZOS Act by reducing their exposure to
the new tax. In other words, when companies
are hit with a big tax based on how much
income-assistance their employees receive,
then companies will respond by reducing the
number of their workers who are receiving
government assistance.
However, the huge difference in our analysis is that Bernie Sanders thinks companies
will achieve this result by giving pay increas-
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es to the workers who are right now receiving food stamps. In contrast, I don’t think
the companies will find that move profitable;
those workers aren’t worth large pay hikes
right now, because if they were, other companies would have offered higher wages to
bid them away from their current jobs. So
I predict that large companies will respond
to the BEZOS Act by laying off their lowest-skilled workers, and hiring workers with
more job experience instead.
If I’m right, it means that Bernie Sanders’
Stop BEZOS Act will be a death blow to
the most vulnerable members of the workforce. These unfortunate people are already
working in unpleasant conditions for low
pay, and they are just scraping by with help
from food stamps and other government
programs. Now Bernie Sanders is going to
come along and effectively start fining precisely those companies that gave these people a job. How in the world does that help
the working poor?!

SNAP and Other Programs
Probably Boost Amazon Wages
Besides the fact that levying a tax on companies for hiring low-income workers is
going to hurt those very same workers, the
problem with Bernie Sanders’ proposal—
and the commentary from people like Tucker Carlson—is that they misunderstand how
labor markets work.
Sanders and Carlson are reasoning like this

Bernie Sanders’ Dangerous “Stop BEZOS Act”

(and of course I am paraphrasing, this isn’t an
actual quote from them): “Struggling Americans need to earn enough to survive. If the government sends them food stamps for (say) $300
a month, then they can afford to work for $300
less. So the giant companies like Amazon will go
ahead and cut their wages accordingly.”

Now Bernie Sanders is
going to come along and
effectively start fining
precisely those companies
that gave these people a
job.

Like I said, there’s a certain plausibility
to this line of reasoning; when I criticized
Tucker Carlson on Twitter, plenty of my
fans pushed back, saying he was right. At
this point, I should give the disclaimer that
Amazon does all sorts of things that libertarians
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should oppose. They had a $600 million deal
with the CIA,3 for example, and are blurring the lines between private corporations
and government entities. But in this article,
I’m focusing narrowly on the economics of the
claim that Jeff Bezos is somehow unloading
his labor costs onto the taxpayers. To repeat:
That claim is probably backwards. Far from
allowing Bezos et al. to reduce wages, the existence of SNAP and other government assistance probably boosts wages.

I should give the disclaimer
that Amazon does all sorts
of things that libertarians
should oppose. They had a
$600 million deal with the
CIA, for example.

My argument here is pretty intuitive:
Workers don’t get paid the bare minimum
necessary for survival. If they did, then all of
us would be getting paid the same subsistence wage. But of course, in reality, there is
Bernie Sanders’ Dangerous “Stop BEZOS Act”

a wide spectrum of wages and salaries, with
some “workers” earning millions of dollars
per year.
The reason for this is obvious: competition.
If an NFL team tried to pay a star quarterback only (say) $400,000 per year, that quarterback would presumably be willing to work
for that much, rather than quitting football.
But if the quarterback were really good, so
that he generated millions of dollars for the
franchise, then some rival team would offer
him a better contract. (I realize in professional sports there are complications with
players being “drafted” and “traded,” but I
hope the reader can focus on the basic logic
in this extreme example.)
The same reasoning that holds in professional sports applies throughout labor markets. If the millions of workers employed by
Amazon can produce much more than subsistence levels of output, then even if they are
getting food stamps and other government
assistance “on the side,” that won’t affect how
much they are able to command from their
employers. Competition will still tend to bid
up their wages, so that they are being paid
according to how much they bring to the
bottom line through their productivity.
The system isn’t perfect down to the penny,
of course, but Bernie Sanders seems to think
that millions of workers are grossly underpaid year in and year out. If that were the
case, why wouldn’t some rival entrepreneur
open up a new company and hire several
thousand of these workers, giving them just
a small pay hike? If Bernie is right, this en-
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trepreneur would stand to make millions in
profit, from snatching up all these “undervalued” employees.
And so we see that just because Amazon
workers all of a sudden start getting checks
from the government, is no reason to suppose that their wage rates would fall. Indeed,
to the extent that some Amazon workers
were in the workforce just for some side income, the existence of SNAP and other benefits might make them quit their jobs and
thus raise wages for the remaining workers.
Think of it like this: Because of the government’s “safety net,” workers have more
of a fallback cushion if they quit their jobs.
So this gives them more bargaining power.
It’s conceivable that food stamps and other
programs might cause places like bookstores
and coffee shops to get more job applicants
(and thus be able to reduce the offered wage
rate), because these are relatively pleasant
occupations for some people.
However, most people agree that working
in an Amazon fulfillment center is no fun at
all. The only reason people do that job is for
the money. And so, to the extent that food
stamps and other programs give workers
more bargaining power, it reduces the supply
of workers willing to go into Amazon warehouses day in and day out. In other words,
Jeff Bezos has to offer more money per hour,
in order to get workers to still show up at his
fulfillment centers every day.

Bernie Sanders’ Dangerous “Stop BEZOS Act”

The situation is much more
complex than what Bernie
Sanders would have you
believe.

Instead of Wages Falling, Why
Wouldn’t Prices Rise?
Before closing, let me try one more angle
to shatter the mentality underlying the Bernie Sanders’ logic. Remember, Sanders is
thinking that when the government sends
our hypothetical working mother $300 in
food stamps, that her employer will lower
her paycheck by $300 in response.
But why would that be the reaction of the
system? Why wouldn’t her landlord, for example, raise her monthly rent by $300? Or
why wouldn’t the local grocery store—which
is actually the one cashing in those food
stamps!—raise prices on the food it sells to
the lady, now that she is armed with extra
income each month?

18
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Likewise, the local grocery store can’t simply charge this particular woman more for
food, simply because she’s now armed with
food stamps. If it tried that move, she would
just take her business to a different store. But
by the same token, if her employer tried to
reduce her wages by $300 a month in response to her receipt of food stamps, the
woman could just switch to a new employer.
If it made sense for her original employer
to pay her a certain amount without food
stamps, then her productivity must have justified that wage. The mere fact of the government giving her assistance wouldn’t all of a
sudden make her a less productive worker.

If you want to discourage
an activity, you slap a big
tax on it.

I hope my questions have gotten the reader to realize that the situation is much more
complex than what Bernie Sanders would
have you believe. In principle, the introduction of a large system of payments to lowincome households can change the “equilibrium” wages and prices in the economy. But
competition still prevails in any individual
sector. The woman’s landlord, for example,
can’t simply jack up her rent by $300 because
she gets food stamps, because if he tried that,
she could just move to a different building.
Bernie Sanders’ Dangerous “Stop BEZOS Act”

Now don’t get confused. My reasoning
above has merely shown that one particular
individual isn’t going to get lower wages, or
have to pay higher rents to the landlord, because the government starts sending her food
stamps. Even so, it’s still conceivable that
the SNAP program in the aggregate causes
things to change so that tenants in general
have to pay higher rents to their landlords,
or that grocery stores in general charge more
for food, or that employers in general pay less
for certain jobs.
Yet, as I have said several times, if we’re focusing on the type of unpleasant job that Jeff
Bezos offers to low-skill workers in his fulfillment centers, then we can be pretty sure
that the “new equilibrium” will involve higher
wages. This is because, after Americans rearrange their decisions in light of the SNAP
program and other benefits, they are actually
less willing to supply their labor to Amazon
at low wage rates. Given Amazon’s demand
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for workers, and now the workers’ lowered
supply of labor to Amazon, the result is a
higher wage rate for those people who end
up staying with the company.

Conclusion
It is a standard tenet of government policy
that if you want to discourage an activity,
you slap a big tax on it. From that perspective, Bernie Sanders’ proposal to levy a 100%
tax on large employers for every dollar their
employees receive in government assistance,
will simply reduce the willingness of those
companies to hire people with low skills. Just
like a dairy farmer would suffer from a big
tax on milk, so too will low-income workers suffer from a tax on low-income employment.
Even more fundamentally, the entire logic
behind Bernie Sanders’ proposal is backwards. Far from allowing Jeff Bezos and
other large employers to unload their labor
costs onto taxpayers, the food stamp program and other government assistance gives
workers more bargaining power. That means
workers will be less willing to supply their labor in unpleasant working conditions (such

as Amazon fulfillment centers). If anything,
food stamps force Jeff Bezos to pay his warehouse workers more than he would otherwise
have to.
This entire episode underscores the importance of the public learning basic economics.
Just a few moments of thought shows that
Bernie Sanders’ proposal would hurt the very
workers he claims to be helping.
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Individuals who own one or
several dividend-paying Whole
Life insurance policies that are designed in the special way advocated
by Nelson Nash’s Infinite Banking
Concept (IBC) are often faced with
a perplexing question and a decision they must make whenever the
need arises to purchase or pay for
something.
It’s a puzzling dilemma because
they have cash set aside (probably
in a conventional bank checking account)
to make the purchase, but knowing how an
IBC policy works they hesitate, wondering
if they might be better off purchasing the
item using cash from a policy loan instead.
The entirety of their question can be worded
something like this: “Should I pay for this expenditure with the cash I already have sitting in
my bank account, or should I first put that cash
in my IBC policy and then use the cash from a
policy loan to purchase the needed item?”

The entirety of their question
can be worded something like
this: “Should I pay for this expenditure with the cash I already have sitting in my bank
account, or should I first put
that cash in my IBC policy and
then use the cash from a policy
loan to purchase the needed
item?”

Pay Cash Or Use A Policy Loan?

Since this is one of the most often asked
questions by listeners of the Lara-Murphy
Show podcasts, readers of the LMR, and
also by many attendees at our IBC Seminars For The General Public, I thought that a
stand-alone article addressing this one topic
in particular might prove beneficial for all of
us who practice IBC.
The more people discover and learn how
these nifty cash flow instruments work the
more they want to know the full extent of
their potential. So I am not at all surprised to
see this particular question come up so frequently.

Setting The Table For Our Discussion
Before going any further let’s make sure we
all recognize some of the very unique distinctions of the people asking this important
question. As we have already stated, these
people have the cash available at their disposal. This fact by itself tells us a lot about
these inquirers. They are obviously not cash-
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strapped individuals. These are people that
have the ability to accumulate and save money. That does not say that these people are
necessarily wealthy, but the cash they have in
their possession speaks to their established
discipline. Plus, we can’t fail to notice that
these people already own an IBC policy,
which is yet another sign of an individual
with elements of financial maturity.
In observing these simple facts we can now
consider their question in a better light. The
primary reason these people ask this important question is because they already know
that the special calibration of their IBC
policy (i.e. its special design) has the ability
to produce more cash value, more dividends,
and more death benefit every time money
is injected into the policy’s PUA Rider. So
what these inquirers are really asking is if
there are any special conditions or guidelines
they should take into account before deciding whether to use cash or a policy loan for
their expenditure.

Pay Cash Or Use A Policy Loan?

They also know, especially if
they have implemented their
Whole Life insurance contract using one of our graduates
found on the IBC Practitioner
Finder https://infinitebanking.
org/finder/, that a policy loan
is still a debt. Once that policy
loan is taken, the policy owner
now owes the debt to the life insurance company and it carries
with it a rolling interest charge.
In other words, these practitioners are well aware that there is
no free money that comes with a policy loan.
A loan is a loan, and until it’s paid off the insurance company holds a security interest in
the policy owner’s available cash value, limited, of course, to the amount of the loan and
any accrued interest.
At this point it’s worth emphasizing that
when you take out a policy loan, you are not
taking money “out” of your IBC Whole Life
insurance policy. Rather, the life insurance
company is granting you a loan out of its

When you take out a policy loan,
you are not taking money “out”
of your IBC Whole Life insurance
policy. Rather, the life insurance
company is granting you a loan
out of its funds “on the side,” as
it were, with your life insurance
policy chugging along.
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funds “on the side,” as it were, with your life
insurance policy chugging along. (For purists, there is a complication of direct vs. indirect recognition, but newcomers shouldn’t
worry about that for my present point.) In
this respect, it’s analogous to a mortgage on
a house: When you borrow money “against
the property,” that act by itself doesn’t reduce
the market value of your house, and it doesn’t
directly affect the sale price of your house,
as the real estate market goes up or down.
Of course, the equity you have in your house
takes into account the mortgage, because
that is a lien against your asset. In a similar
fashion, even though we casually sometimes
may loosely speak of “borrowing out of your
IBC policy” or ask “how much cash value
do you have left in your policy,” make sure
you realize the underlying mechanics: When
you take out a policy loan, the life insurance
company is using its money to give you the
loan, and your cash surrender value in the
policy serves as the collateral.

going into debt with the insurance company
(by taking out a policy loan)? Even though
ultimately this decision is left entirely to the
discretion of the policy owner, this inquiry
really gets to the crux of the matter and why
I consider it to be so relevant.

Now back to our central dilemma that
is the focus of this article, namely, people
who must make a purchase and who have
enough “cash in the bank” but also have a
properly designed IBC policy: The essence
of the question is regarding the appropriateness of their expenditure and also under
what special circumstances should they first
inject the available cash they have in their
bank account into their policy’s PUA Rider
and then use the cash from a policy loan to
pay or purchase the wanted item. They want
to know what superior benefits, if any, they
will receive using the policy loan method as
opposed to simply paying with cash and not

This wealth that I already own actually exists inside and outside my IBC policy. So in
effect the triggering of this wealth increase
generated by the injection of the cash into
my policy’s PUA Rider will partially offset the interest charges on the loan. But in
certain situations (mostly in the future), the
expenditures I have selected to pay for using my policy loan will have the potential
to completely offset the entire loan balance
when they are sold for a profit.

Pay Cash Or Use A Policy Loan?

Not All Expenditures Are The Same
There are several things to consider at the
outset before deciding whether to use cash or
a policy loan, the first of which is the nature
of the expenditure itself. We should begin by
asking ourselves if the expenditure we have
in mind is a lifestyle “necessity,” a reduction
of debt, or an investment. If it is any of these
types of expenditures my personal preference is to use a policy loan after I have first
put the cash in the PUA Rider of my policy,
simply because these types of expenditures,
given the mechanics of IBC policies, serve to
conserve and grow the wealth I already own.

Let me explain. Lifestyle necessities, as I
see them, can be thought of as repairs, main-
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tenance, and replacement costs of
facilities and infrastructures that
serve to increase my future production, and/or future revenue.
Debt reductions serve to increase
net worth. Investments appreciate and then can be sold for a
profit. Hence all three of those
types of expenditures contribute
to building my estate in the long
run and are appropriate expenditures for using a policy loan.
There are other reasons why this approach
is superior to using cash and I will cover
them as we proceed deeper into our discussion. But just to clarify, I think you know
what I mean when I point to investments
and reduction of debt as good expenditure
options for policy loans. But I should spell
out once again what I mean by a lifestyle necessity. There are a lot of things we can buy
and spend money on, but not all expenditures have the same end result.
For example: A car that is used up and needs
replacing is, in my opinion, a lifestyle necessity. So is the replacement of a major home
appliance that has reached the end of its usable life such as a central heat and air unit in
your home or office. Or, it could be the roof
over your head, or any expense that can easily
be classified as an ongoing lifestyle essential
that needs fixing or replacing to keep it operational and help maintain the market value
of its underlying asset that can be sold at a
profit or at least converted to cash.
On the other hand, living expenses such as
Pay Cash Or Use A Policy Loan?

food, gasoline, utilities, clothing, and similar
consumption costs are completely different
types of expenditures. They should be paid
for with cash, not policy loans. Now there
is certainly nothing in writing that says you
can’t use policy loans to pay for these types
of bills, or any type expenditure of your
choice. But if you are truly attempting to
manage your money well and grow an estate
you should draw the line between certain expenses, especially between lifestyle necessities that affect the growth and value of your
estate and those that don’t. Otherwise you
would wind up using your IBC policy as
though it were an ATM machine practically
every month, which is a gross misinterpretation of IBC.

Windfalls
Windfalls also play a major role when considering taking out policy loans versus paying with one’s base working capital (the cash
in our checking accounts). We should never
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We should never forget that
we are “banking” with these
policies, which involves the full
scope of cash management and
finance.

forget that we are “banking” with these policies, which involves the full scope of cash
management and finance. Although a windfall is often thought of as a piece of unexpected good fortune, typically one that involves a
large amount of money, sound money management can actually create windfalls. As
IBC “bankers” we should manage our money
with expected windfalls in mind. In fact, all
of our efforts should strive to create windfalls and policy loans can be used for that
specific purpose.
For example: Let’s take the case of an expected, or even an unexpected, family inheritance. This event can certainly be described
as a windfall, actually more like a gift from
heaven—an expression of love in the form
of money from a deceased family member.
A bonanza such as this can take care of a lot
of previous money mistakes for some lucky
person or family.
Yet an IBC Practitioner, by the mere fact
that he has taken out an insurance policy
and has assigned a beneficiary to it, has already taken a very first important step toward establishing an estate. If he or she now
begins to take out policy loans in the manner
prescribed above, over time this privatized
banking system will create living benefits
Pay Cash Or Use A Policy Loan?

for the policy owner while alive, and an inheritance (windfall) for the beneficiary upon
death.
Keep in mind that what we are doing is
practicing IBC while “thinking long range”
as Nelson Nash advocates. Also, with everything that I have stated up to this point in
our exploration, I have been addressing it to
salaried individuals and managers of households. What I am trying to make clear is that
when practicing IBC you must learn how to
start thinking like a business owner because,
whether you realize this or not, an IBC policy has placed you squarely in the managerial
role of a business—a banking business.
Business owners reading this analysis are
more naturally inclined to understand the
points I have made thus far in this report in
addition to understanding the value of creating windfalls because this is their modus
operandi. Business owners use business profits (after taxes) to deliberately invest in hard
assets that they hope to sell in the future at
a profit. Since they generally think of their
business enterprise as their chief asset, they
tend to reinvest these profits into their businesses in order to increase their wealth and
eventually sell the business in the future—
the final windfall.
In the meantime, and at great risk to themselves, business owners will not hesitate to
take out loans and borrow from lines of credit from commercial banks in order to create
those windfalls. But once they become their
own bankers using IBC, policy loans take
preeminence over commercial bank loans.
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Space constraints prevent me from unpacking each of the steps business owners use
to wean themselves away from commercial
banks using IBC, but for a complete treatment of how they make the switch, please
read our newest book co-authored by Nelson Nash and Robert Murphy, The Case for
IBC. https://thecaseforibc.com/

The Power of Whole Life
Let’s also not forget that dividend-paying
Whole Life not only has multi-dimensional
benefits unlike any other financial instrument, but it also has three very important
characteristics that are foundational to this
particular discussion. Briefly summarized,
the first of these is the legal right every policy owner has in his policy contract to take
out policy loans so long as he or she has cash
value in the policy.
Second, although an outstanding policy
loan rolls over at interest, you can pay the
loan back on your own terms and schedule,
or not at all, if you wish. This is extraordinary! That kind of payment flexibility on any
kind of loans exists nowhere else in the financial world, but obviously with that kind
of freedom also comes responsibility. With
regards to this I have a suggestion. My August 2017 LMR article, “An IBC Tax Strategy: Part III,” contains a thorough treatment
of the most important discretionary guidelines on policy loans that every policy owner should know. The 2017 article is a great
companion to this article because it breaks
Pay Cash Or Use A Policy Loan?

down the functions of practicing IBC correctly and responsibly and will eliminate
the worry of a 1099 surprise or the worry
of the IBC policy ever being underwater.
https://s3.amazonaws.com/Greatest-HIts/
An+IBC+Tax+Strategy+Part+III.pdf
The third foundational characteristic of
Whole Life is that no matter what amount
of money you borrow from the life insurance company with the cash value serving as
collateral, that very same amount of money
continues to earn interest, dividends, and
a growing death benefit in your policy for
as long as you live and for as long as your
policy remains in force. But when additional
cash is injected into the policy’s PUA Rider
it grows even more and it grows even faster.
For that reason all three of these elements
of a specially designed Whole Life policy
when used in combination make it the ideal
financing system that every household and
business owner should own.

Conclusion
In this article we have examined all sides of
a perplexing conundrum that IBC practitioners often face, which is deciding whether or
not they should make a necessary expenditure with cash or with a policy loan. In order
to condense the thoughts in this commentary into a final summary and answer this
important question I am providing a personal case study for your consideration.
Several years ago I was confronted with
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having to make a $25,000 expenditure. I
had the cash sitting in my checking account,
but as I began the process of examining the
nature of the expenditure and weighing the
options of paying for it with cash or using
a policy loan I was suddenly struck with an
amazing revelation. This spectacular insight
came to me after taking the time to calculate the actual costs of saving just one dollar. If you have never done this analysis, you
should. It’s a staggering amount! No wonder
the savings rate for U.S. households is a mere
5% or less. This is definitely one powerful
way to discover that the financial system is
rigged and works against us. I highly recom-

I am providing a personal case
study for your consideration.

Pay Cash Or Use A Policy Loan?

mend this exercise in your decision-making.
First of all realize that every saved dollar is
the “residual” of profit. This means that it is
the money left over after paying taxes on it.
But even before that profit is earned you have
to consider the total revenue you first had to
generate (in income or paychecks) and then
account for all the expenses you had to pay
to arrive at that profit (your taxable income).
After you calculate the numbers you finally
wind up with the residual—the saved dollar.
Since everyone has their own tax bracket
and their own expense structures the calculations will vary from person to person,
but the numbers will alarm you and it will
teach you a vital lesson. That lesson is that
you should not easily let go of a saved dollar,
because that saved dollar cost you a whole
heck of a lot! In my case I have to generate
$145,000 in revenue in order to be left with
$25,000 free and clear after taxes! That’s a lot
of work.
Realizing this, I moved my $25,000 savings into my IBC policy and locked in my
savings and their future growth and then did
not hesitate to request a $25,000 policy loan
from my insurance carrier, which arrived in
a matter of a week. Since it’s a loan to me,
it arrived expense and tax-free. What I gave
up, however, for the policy loan amount was
a security interest in my cash value to the
extent of that loan. But my insurance policy
portfolio was kept intact and continued to
earn interest, dividends, and a growing death
benefit regardless. The lent money I used to
purchase an investment that I believe will
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yield a profit sometime in the future— a sound expenditure.
When I moved the saved $25,000
that was originally in my checking
account into my IBC policy it was
injected directly into my PUA Rider, creating an immediate increase
in cash value, also in dividends, and
purchasing for me additional life
insurance, all in one fell swoop. The
additional increase boost in cash
value and dividends bought me approximately $50,000, of additional
death benefit in my policy. (These
increases will vary from person to person depending on the age of the insured.)
Of course, I now had a loan of $25,000
with a rolling interest charge, but the new
assets generated partially offset the interest charge. So long as I continue to pay at
least the interest on this loan each year I will
keep the loan from snowballing. So in effect
I was left managing an interest-only loan
with absolutely no time pressures from the
insurance company to pay off the indebtedness. The sale of assets in the future that I
originally purchased using my IBC policy
will create the necessary windfalls to pay off

In my case I have to generate
$145,000 in revenue in order to
be left with $25,000 free and
clear after taxes! That’s a lot of
work.

Pay Cash Or Use A Policy Loan?

my policy loans. I will want to pay off this
loan and other loans because in doing so it
will open up my credit lines, increase my net
worth and enhance my overall estate.
What happens if I die the day after executing this one transaction? If we examine only
this one financial move under the scenario
of my premature death, the life insurance
company would simply subtract the $25,000
loan from the $50,000 death benefit and my
beneficiary (my spouse, in my case), would
still receive a windfall of $25,000. She would
not be shortchanged at all by my decision.
Yes, I realize that at first glance it may first
appear as though I am playing fast and loose
managing money in this way, but if you will
simply do the math for yourself you too will
discover why Nelson Nash says that this is
the most peaceful way to live. And, you will
never have the need of a commercial bank
ever again.
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Kleinstaaten einfach besser sind. Visit his website at
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Editors’ Note: Philipp Bagus was first interviewed in the June 2015 issue of the LaraMurphy Report.

Lara-Murphy Report: How did you become interested in Austrian economics?
Philipp Bagus: I discovered Austrian economics through the Internet, when I
was looking for classical liberal ideas and the theory behind it.
LMR: Here at the Lara-Murphy Report, we spend a lot of time discussing Austrian economics and fractional reserve banking. You—along with co-author David Howden—actually have a peer-reviewed journal article on this very question.
For outsiders who think this is a silly doctrinal dispute, akin to Stalinists feuding
with Trotskyists, can you explain why this is important for economists to study?
PB: The debate on fractional reserve banking is important for two reasons. First,
it is an ethical and juridical question about what is good and wrong banking
practice. We argue that there exist fundamental legal principles engrained in
human nature that require a depository to hold 100 percent reserves of the fungible good deposited—be it grain, oil, or money. It is money’s function to reduce
uncertainty, therefore people want part of their money fully available and think
of it as fully available. Once we want and believe money to be fully available
Blind Robbery: The Political Banking/Monetary System
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(a deposit), it is impossible to conceive a depository using that money without
acting against the very purpose of the contract. Fractional reserve banking is,
therefore, a violation of legal principles and an unjust practice with important
real consequences.
That leads us to the second reason: Not only do we want to stop unjust activities,
the consequences of the legalization of fractional reserve banking are enormous.
Fractional reserve banking allows banks to create money in form of new loans
to entrepreneurs without any increase in real savings. The mismatch between the
increase in investments financed by fractional reserve banks and real savings is
the cause of the business cycle, and all its horrible consequences such as malinvestments, squandering of real resources, unemployment, and poverty. In short:
the debate is important because if we would definitely win it and have revoked
the legalization of fractional reserve banking, the world would be a much better
place.

“Fractional reserve banking allows banks
to create money in form of new loans
to entrepreneurs without any increase
in real savings. The mismatch between
the increase in investments financed by
fractional reserve banks and real savings is
the cause of the business cycle.”

LMR: Of course, as Mises and Rothbard knew full well, it’s not enough merely to
talk to other academic economists. They also tried to educate the public. In that
vein, you (and co-author Andreas Marquart) have a book with the provocative
title Blind Robbery! How the Fed, Banks, and Government Steal Our Money. What
led you, a PhD economist, to write such a book?
PB: I, and my co-author Andreas, firmly believe that the most important problem of our times is our state monetary system. It leads to an enormous redistribution in detriment to the lower classes and in favor of the super rich, it causes
business cycles, lights interventionist spirals, and finances the welfare state and
wars. With a sound monetary system, states would be much smaller and we
could achieve an enormous increase in living standards. And we will only have

Blind Robbery: The Political Banking/Monetary System
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a chance of real change against the vested interests of the financial industry, the
super rich and politicians, if an important part of the population is aware of the
problems and presses for real change.
Today, the problem is that most people are not even aware of the problem and
do not understand how the monetary system works. And indeed, the monetary
system is quite complex and you’ve got to master many abstract concepts and
thoughts in order to get a hold of it. Most people will not read Mises’ lengthy
Theory of Money and Credit or Huerta de Soto’s voluminous treatise Money, Bank
Credit, and Economic Cycles. So we wanted to write a short, provocative and entertaining introduction to the problems of our monetary system that anyone can
understand and enjoys to read. That is “Blind Robbery.”

“Today, the problem is that most
people are not even aware of the
problem and do not understand
how the monetary system works.”

LMR: In your book, the final chapter is titled, “Why you haven’t heard this before.” Can you give the brief explanation for our readers?
PB: We explain the vested interests that dominate the public debate. For instance, as Larry White has shown,1 monetary research is mostly published in
Federal Reserve journals or written by Fed economists. The state has no interest
that people get to know the working of the monetary system. The public education system will not teach theories that undermine its own power such as the
theories explained in our book. The people that benefit from the current monetary system such as bankers or politicians have no interest that the public gets
to know the truth. That is why many people haven´t heard about these theories.

Blind Robbery: The Political Banking/Monetary System
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LMR: Finally, we understand you are working on a new project with your same
co-author (Marquart). Tell us about it.
PB: Yes, we have published in German the book “Wir schaffen das alleine –
Warum Kleinstaaten einfach besser sind.” We explain in an easy and entertaining
way why it is a fallacy to believe that we would need ever bigger states and finally
a world government. In fact, it is the other way around, in times of globalization
we need smaller states. The knowledge problem in big states becomes worse and
worse, especially in an ever faster moving world. We make the case against big
states as the EU or the USA, and defend small states such as Switzerland, Singapore, or Liechtenstein.

“The people that benefit from the current
monetary system such as bankers or
politicians have no interest that the public
gets to know the truth.”

Big states are fragile, as Brexit has shown. Brexit was a good thing. Smaller states
tend to be more peaceful, more prosperous, and freer than big states. In the
book we explain why, giving historical examples. Unfortunately, the book is currently only available in German. We have started an Indiegogo campaign to
finance a translation and English publication. By purchasing a copy, the readers of the Lara-Murphy report can contribute to this aim. Here is the link:
https://www.indiegogo.com/projects/translate-we-can-do-it-alone-to-english--3#/

Note: The economists and financial professionals interviewed in the LMR are given the
freedom to express their views, without necessarily implying endorsement from the editors.
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EVENTS & ENGAGEMENTS
NOTE: MANY OF THESE EVENTS ARE OPEN TO THE PUBLIC. CONTACT US FOR FURTHER DETAILS.

OCTOBER 13, 2018

Lara, Murphy, and Stearns present the IBC Seminar for the
General Public at the Omni Hotel. For more details and to
register, go to: www.ibcseminar.com

OCTOBER 21-28, 2018

Murphy joins Tom Woods to host the “Contra Cruise.”
Details at: www.ContraCruise.com

FORT WORTH, TX

US/MEXICO

SOME EVENTS MAY BE CLOSED TO GENERAL PUBLIC.
FOR MORE INFORMATION ON EVENTS CONTACT: RPM@CONSULTINGBYRPM.COM
Events And Engagements

A brand new educational program designed exclusively
for the financial professional
Includes brand-new video lectures from NELSON NASH
Learn the economics of life insurance that you won’t get
anywhere else!
For full details see www.infinitebanking.org

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

BAILOUT
If you don’t like giving large sums of money to banks and mortgage companies to
finance your cars, homes, boats, capital expenditures for business needs or any thing
else you need to finance, then you are going to really like this alternative. The rebirth
of PRIVATIZED BANKING is underway. You can take advantage of the years of
experience that these three authors in these two books are offering you.
Go to LARA-MURPHY.COM to find these and other fine books.

