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Do Not Be Afraid
We thought long and hard about what we would share with you that you

would remember long past this holiday season that encompasses the days of
Christmas that lead up to the New Year. We searched deeply for a gift of a spiritual
nature that would help you and us overcome the growing economic tensions, social
hostilities and political uncertainties of our world that at times tend to overpower
us with a sense of dread. We decided that this one refrain that we read repeatedly
throughout Holy Scripture — “Do not be afraid,” is the most appropriate one.
Of all the recorded words of Jesus, “Fear Not,” is the most quoted and how urgently
His people need those words. The good news of the Christmas story and the
hopefulness of every New Year is that we no longer have to be afraid. It is a phrase
so often repeated in the Bible that it’s apparent that God does not want His people
to be afraid, but rather to be filled with courage.
But even before the Incarnation this is also what He said to Abraham, to Isaac, to
Jacob and when the Israelites at the Red Sea were afraid of Pharaoh the Lord said
to them, “Do not be afraid, stand still and see the salvation of God.”
It’s impossible for us to know what crossroads you may be facing this day, but
in this we share equally with you because we all face them and, more often than
not, we don’t know what to do. This is precisely when we most need this powerful
reminder, “Thus says the Lord to you, do not be afraid.”
Why should we be afraid when He so often tells us not to be? If He is for us how
can we possibly be afraid? This coming New Year let’s resolve to draw nearer to
Him as confidently as a young child draws close to a loving parent. He cares for us.
He has desired that we behold His glory and be with Him where He is. God grant
that you may not fall into fear and into doubt even when we think that nothing
but destruction awaits us. And, when we do temporarily lose our way let’s remind
ourselves of Jesus who says, “It is I, do not be afraid.”
Merry Christmas and Happy New Year!
Carlos and Bob

Lara-Murphy Report
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PULSE ON THE MARKET
M a r k e t Fa l l P r e d i c ta b l e

DON’T BE SURPRISED BY THE FALLING STOCK MARKET
We promise folks, we’ll try not to be obnoxious about it, but it comes as no surprise that the stock
market has had an awful fourth quarter. The chart below summarizes one of the main themes we’ve
been stressing since the Fed opened the monetary spigots in the fall of 2008:

As we pointed out on these very pages all during the Obama years, the alleged “recovery” and the
corresponding boom in asset prices were not the result of genuine prosperity. Instead, they were
fueled by the various rounds of Quantitative Easing (QE).
Indeed, once the so-called taper had completed, and the Fed was merely rolling over it’s $4.5 trillion
balance sheet, the U.S. stock market basically tread water. It was only with Trump’s shocking election
that the market began another rally.

Pulse on the Market
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PULSE ON THE MARKET
Now that the Fed has actually been letting assets roll off its balance sheet—what we are calling
“Quantitative Hardening”—we should expect the stock market to follow it down. Obviously there
are a million different forces operating in the economy, including the large corporate tax rate cut and
Trump’s tariffs, but the underlying capital structure of the economy is resting on a solid seven years
of virtually 0% short-term interest rates. The guiding role of market prices in the financial markets
was missing for so long, that waves of malinvestments were made.
As the Fed continues its march to normalcy, we can expect the economy to suffer from a needed but
painful readjustment.

Yield Curve Jitters

NOT ALL YIELD CURVE INVERSIONS ARE EQUAL
In the January 2018 issue of the LMR, one of us (Murphy) devoted an entire article to explaining
the significance of a “yield curve inversion,” and how Austrian business cycle theory gives us a
deeper understanding of the phenomenon. Specifically, when short-term interest rates rise above
long-term rates, that is called an “inverted yield curve” (since normally short-term yields are lower
than long-term yields). A properly specified yield curve inversion has just about perfectly “predicted”
every recession since the 1950s.
To reiterate, this general pattern fits in quite nicely with the Mises-Hayek theory of the business
cycle: When the central bank tightens, that is likely to make short-term rates spike more than
long-term rates. (Indeed, because of lower expected price inflation, long-term rates could arguably
go down when the central bank slows the rate of money-printing.) And of course, after a period of
easy money, a sudden tightening should end the false boom and lead to a crash, which is just what
we observe in the real world.
In early December, Bloomberg posted a column by Brian Chappatta warning that the yield curve
had just inverted, calling it a “huge” development. The opening sentence declared, “The U.S. Treasury

Pulse on the Market
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PULSE ON THE MARKET
yield curve just inverted for the first time in more than a decade.”
Although the article is correct to warn readers of this occurrence, strictly speaking, Chappatta is
referring to a now-negative spread between the 3-year and 5-year Treasury yields. Since these are
fairly similar maturities anyway, it’s not as earth-shattering when their yields flip-flop.
In the academic literature, when they look at various tools to forecast recessions, they choose the
spread between the 3-month T-bill and the 10-year Treasury note. They also insist on persistence,
looking to see if the inversion holds over a decent length of time. (In other words, if the yield on the
3-month T-bill shoots above the 10-year Treasury for an hour during a particular trading session,
that doesn’t count for assessing the historical track record of “a yield curve inversion” predicting
recessions.) As the chart below indicates, the spread between the 3-month and 10-year has been
steadily falling, but it’s not yet negative:

These nuances aside, if the Fed continues to raise rates—and, until there is a major downturn, it
seems Chairman Powell et al. at best can postpone a hike or two—then we eventually will get a fullblooded yield curve inversion, of the kind that has been well documented to go hand-in-hand with
an eventual recession. This naturally fits into the framework that we here at the LMR have been
advancing for years.

Pulse on the Market
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PULSE ON THE MARKET
U . S . No w E x p ort i ng Oi l

U.S. (BRIEFLY?) BECOMES NET EXPORTER OF OIL
A December 6 Bloomberg article by Javier Blas reports: “The U.S. sold overseas last week a net 211,000
barrels a day of crude and refined products such as gasoline and diesel, compared to net imports of about 3
million barrels a day on average so far in 2018, and an annual peak of more than 12 million barrels a day
in 2005, according to the U.S. Energy Information Administration.
The EIA said the U.S. has been a net oil importer in weekly data going back to 1991 and monthly data
starting in 1973. Oil historians that have compiled even older annual data using statistics from the
American Petroleum Institute said the country has been a net oil importer since the mid-1940s, when
Harry Truman was in the White House.”
To be sure, these figures bounce around, and experts predict that the U.S. will probably return to
(modestly) importing oil on net in the future. Even so, the increase in U.S. oil output due to the
fracking and horizontal drilling boom have been incredible: U.S. crude output has almost doubled
in the last decade (see chart), making America the largest crude producer in the world—surpassing
Russia and Saudi Arabia.

Pulse on the Market
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Does IBC Work for Older People?
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One of the most common questions
we get from the public is whether IBC
“works” or “makes sense” for someone who is
older and/or in relatively poor health. People
naturally worry whether the “pure cost of
life insurance”—which is more expensive for
older and/or sicker individuals, of course—
at some point could make IBC impractical.
If so, would it be better for people in this
situation to take out IBC policies on others
who are younger and/or in better health?
My short answer is: no. Generally speaking, IBC “works” for anybody. To a first approximation, the higher mortality rate of an
insured party has two opposing forces that
roughly cancel out, as far as IBC goes: On the
one hand, to achieve a desired death benefit
level, an older and/or sicker person will have
to pay a higher premium. But on the other
hand, since that person is more likely to die,
the cash value of that policy at any moment
will be higher, than an otherwise comparable
policy for a younger and/or healthier person.
(Think of it this way: the life insurance company would be willing to pay an older/sicker

person more to surrender a policy of a certain
death benefit, than it would pay to a younger/healthier person to surrender a policy of
the same death benefit.)
Now it’s true that the growth rate of the
cash value will—other things equal—be
lower for the older/sicker person, but that is
counterbalanced by the fact that there’s always a greater chance of such a person dying
and achieving the death benefit earlier. Once
you take into account all of the relevant variables, the true “financial value” of funding a
whole life policy on different types of people
isn’t directly dependent on the age or health
status of the individuals being insured.
To sum up, in terms of the big picture,
yes, a person who’s older/sicker will have to
pay higher premiums for a certain amount
of death benefit coverage. But those higher premiums will be associated with larger
cash values too. The cash value will tend to
grow faster for the younger/healthier person
(other things equal), but the market value of
having such a policy in force is correspond-

People naturally worry whether
the “pure cost of life insurance”—
which is more expensive for
older and/or sicker individuals,
of course—at some point could
make IBC impractical.
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I’m going to sweep away all of
the overhead expenses—things
like paying the salaries of the
secretaries and maintenance staff
for the home office—and simply
assume that the life insurance
company charges the actuarially
fair premiums on the policies we
will analyze.

ingly lower, since there is less chance of getting the death benefit. To the extent that one
also wants to use a life insurance policy as
a cashflow management system—i.e. if you
want to “become your own banker” as Nelson
Nash recommends—then the various forces
largely cancel out. You can effectively implement IBC with a dividend-paying whole
life insurance policy, regardless of the age or
health status of the person being insured (assuming the person can obtain a policy in the
first place).

A Numerical Example
We have many experts in IBC who subscribe to the Lara-Murphy Report, including
financial professionals and even insurance
actuaries. So with apologies to the casual
reader who just wants bottom-line “news
you can use,” let me take the time to walk
through a particular numerical example, illustrating the general principles I stated
above.
Does IBC Work for Older People?

Now the calculations in these types of
analyses can get really complicated, really
quickly. So in this article I’m going to make
it as simple as possible, while still retaining the essence of our topic. To that end,
I’m going to sweep away all of the overhead
expenses—things like paying the salaries of
the secretaries and maintenance staff for the
home office—and simply assume that the life
insurance company charges the actuarially
fair premiums on the policies we will analyze.
This is obviously unrealistic, but it makes our
analysis very pure and crisp, so that we can
isolate how an individual’s mortality rate affects the desirability of IBC.
Specifically, we’re going to look at a singlepay whole life insurance policy with a $1
million death benefit. The first applicant is
Healthy Hank, while the second applicant
is Sickly Sam. They are both 116 years old
when they apply for their respective policies.
The contract specifies that each applicant
will make a one-time premium payment at
the start of the policy, after which the policy
is fully funded. (Note that in this article, I’m
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not worrying about turning the policy into a
Modified Endowment Contract [MEC] or
other subtleties of real-world policy design.
We’re just trying to keep the math as easy as
possible to study the issue in question.)
Now each of these policies is designed to
“mature” at age 121. In other words, even if
the applicant is still alive, if he reaches age
121 then he gets paid the $1 million benefit.
This reflects real-world contract design, and
also gives our math problem a nice terminal
point, so we don’t have to keep carrying out
probabilities forever when computing the financial value of an in-force policy.
To keep things simple, we are also going to
assume a constant annual discount rate of 5
percent. (Think of this as the going rate of
return on very safe bonds.) In these types of
calculations, we need to take into consideration the time value of money, and for our
purposes we’ll just assume a 5 percent annual interest rate.
With that framework in mind, Table 1
presents the theoretical cash surrender values

for the policies on Sickly Sam and Healthy
Hank, as well as the market values of a safe,
zero-coupon bond that has a face maturity
value of $1 million.
The calculations underlying Table 1 are
quite elementary, meaning that the interested reader can recreate it in Excel and explore
other scenarios. Here, I’ll explain just a few
of the numbers to illustrate the pattern.
It’s easiest to start at the end. Clearly, the
market values of all three of our financial instruments will be precisely $1 million at the
start of the year when Sam and Hank turn
121. Their respective whole life policies “mature” or “endow” at that point, even if they are
still breathing, and so they receive the contractual $1 million in “death benefit.” Likewise, the holder of the bond at that moment
also receives a cash payout of $1 million, and
so the market value of the bond (seconds before payment) must also be $1 million.
Now let’s go back one year, to when the
men just turn 120 years old. The bond’s
present-discounted market value is simply

Table 1. Theoretical Values for Two Whole Life Policies and a Safe Bond

Does IBC Work for Older People?
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$1 million divided by 1.05, which works out
to $952,381 (rounding to the nearest dollar). Going the other way, if you start with
$952,381 in Year 120 and invest it to earn
5% in the bond market, you will end up with
$952,381 x 1.05 =~ $1 million in Year 121.
But now we move on to the more difficult
computations. What is the theoretical cash
surrender value for Sickly Sam’s whole life
policy, at the start of Year 120? (And by theoretical, I mean: according to textbook theory,

made, there is one fewer such payment due
in the future acting as a “lien” against the
death benefit.
In Table 1, though, I have made the cash
value as simple as possible to compute, because we assume the only premium payment
is made once, on the front end. So at any given time, the theoretical cash surrender value
is simply the $1 million death benefit, adjusted for the likelihood of payout (because
of mortality) and the time value of money.

As time passes, the cash value on a policy rises, because:
(a) the looming death benefit gets closer and closer, rising
in present-value terms, and (b) with each premium payment made, there is one fewer such payment due in the
future acting as a “lien” against the death benefit.

just worrying about the pure, actuarially fair
cost of life insurance, and the going market rate of interest. We’re not worried about
real-world statutory regulations or overhead
expenses, agent commissions, etc.)
The textbook definition of the cash surrender value is something like: the presentdiscounted value of the actuarially expected
death benefit, minus the present value of the
expected flow of future premium payments.
As time passes, the cash value on a policy
rises, because: (a) the looming death benefit
gets closer and closer, rising in present-value
terms, and (b) with each premium payment
Does IBC Work for Older People?

Calculating Specific Cash Surrender
Values in Earlier Years
Let’s return now to Year 120, and actually
calculate the cash surrender values for our
two policies. First, start with Sickly Sam. At
the beginning of Year 120, there is a metaphorical coin toss, with a 50-50 chance that
Sam dies and gets the full $1 million death
benefit right away. Or, there’s a 50-50 chance
that Sam survives the year, reaching age 121
and then (at that time, twelve months in the
future) gets the $1 million payout.
(For purists, note that I am making this
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calculation easier than it would be in real
life. In reality, it’s not that individuals have a
one-shot lottery at the start of each year, and
they either die at that exact moment or live
for another twelve months. But I want there
to be only two components to each year’s
calculation, so I’m assuming this unrealistic
model for life/death.)
Returning to Sam, at the start of Year
120: We have calculated that there is a 50%
chance his whole life policy pays $1 million
right now, and a 50% chance that it will pay
nothing now, and end up being worth $1
million in one year’s time. To compute the
present-discounted market value of this asset, therefore, we say:
50% x $1 million + 50% x ($1 million)/1.05
=~ $976,190
Note that we had to discount the second
term in the calculation by the prevailing discount rate of 5%, because that future cash
surrender value is only available after waiting an additional year.
We’ll do one more calculation for Sam, to
make sure you the reader understand how it
works. If we go back yet another year, to the
start of Age 119, we reckon that there is a
50% chance of getting the death benefit of
$1 million right away (because Sam dies that
year), plus a 50% chance that Sam lives until age 120, at which time the policy will be
worth $976,190. We therefore compute:
50% x $1 million + 50% x ($976,190)/1.05
=~ $964,8532

Does IBC Work for Older People?

And so on, for the earlier values of Sickly
Sam’s whole life policy.
Turning to Healthy Hank, we’ll calculate
just the first number, to show the pattern. At
the start of Year 120, there is a 10% chance
that Hank will die, getting the immediate
payout of $1 million. There is a 90% chance
that Hank will survive the year, in order to
get his hands on a policy with a $1 million
cash surrender value twelve months later.
Thus the market value of his policy at the
start of Year 120 is:
10% x $1 million + 90% x ($1 million)/1.05
=~ $957,143
And at this point, I trust that the reader
can figure out how the other values in Table
1 are calculated.

Reflections on Table 1
Now that we’ve explained how Table 1 was
built, let’s step back and consider its implications. In particular, does IBC “work better” for Healthy Hank than it does for Sickly
Sam?
Obviously, Sam has to pay a higher oneshot premium. After all, he is much more
likely to die in any given year than Healthy
Hank, and—by construction—we designed
policies that both have the same $1 million
in death benefit coverage. So clearly, Sickly Sam’s premium payment will be higher.
(Next month, in Part 2 of this series, I’ll consider a scenario where Sam and Hank make
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the same flow of premium payments, where
their different mortality rates will then show
up in different amounts of death benefit coverage.)
In our hypothetical example with no overhead expenses, to get into his policy, Sam
would need to pay the “fair” market value of
$955,658 at the start of Year 116, for a fullypaid up policy with a face death benefit of $1
million. In contrast, Healthy Hank only has
to pay $838,799 for the same policy.

In Part 2 of this series, I will go through
a more complicated example, where Sickly
Sam and Healthy Hank pay annual premiums on their whole life policies. But for our
purposes in this introductory piece, I wanted
there to be as few moving parts as possible.
As Table 1 shows, Sickly Sam isn’t a fool for
taking out an IBC policy on himself; all of
his money goes toward his cash value, just
as the case for Healthy Hank. It’s not the
case that of his initial premium payment,
Sam would see more of it “burned up by the

Now that we’ve explained how Table 1 was built, let’s step
back and consider its implications. In particular, does IBC
“work better” for Healthy Hank than it does for Sickly Sam?

But notice that the available cash values—
which they can obtain by surrendering the
policy, or which can serve as collateral for
policy loans—are different. Again, in our
hypothetical world of no overhead or other frictions, the full single-pay premium is
immediately reflected in the cash surrender
value. So yes, Sickly Sam has to pay more for
“the same” policy, but he has a higher cash
surrender value right away. And notice this
holds for the entire life of the policy, too: In
every year during the development of the
policies, Sam’s has a higher cash value than
Hank’s. The men only have the same cash
value at the very end, when both policies
mature and reach $1 million in cash value.
Does IBC Work for Older People?

pure cost of insurance,” compared to Hank,
if what we mean by that is: How much of the
initial premium payment showed up as cash
value?
Let me shout once again from the rooftops: These are very simplistic calculations, relying only on hypothetical mortality rates and
the market rate of interest. In the real world,
there are many other factors at play. But in
this article, I want to show the reader that
your intuition about how “the pure cost of
life insurance” interacts with premium payments and cash value, might not be correct.
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“But What About the Internal
Growth Rate? Isn’t Dave Ramsey
Right After All?!”
At the risk of having some casual readers merely look at Table 1 without reading
the article, I decided to include the annual growth rates of the market values of the
three assets as well. A quick glance probably
confirms the intuition of people who think,
“Surely it’s less efficient to implement IBC
on someone who’s older or in poor health,
because there’s more ‘drag’ on the policy being eaten up by the higher pure cost of life
insurance.”
And indeed, that does seem to jump out of
Table 1, doesn’t it? After all, we can see that
the growth rates of the cash surrender value
for Sickly Sam are very modest, while they
are much higher for Healthy Hank.3
And should Dave Ramsey happen to see
this article, he would no doubt look at the
even higher rates on the simple bond, and

Dave Ramsey disregards the
financial value of having an inforce life insurance policy.

Does IBC Work for Older People?

exclaim, “I told you so! You don’t want to use
life insurance as an investment vehicle. The
performance on the insurance company’s
portfolio gets diluted by the pure cost of life
insurance, and that’s especially true if you are
older or sick.”
Not so fast. As I pointed out in my full response to his arguments about permanent
life insurance—available in the September
2012 issue of the Lara-Murphy Report—
Dave Ramsey disregards the financial value
of having an in-force life insurance policy.
Yes, looking at Table 1 and if we only worried about rates of return, you would be a
fool to buy a whole life policy (rather than
a bond) if you knew for sure that the insured
party would live to age 121. But of course, a
major element in a life insurance policy is
that the insured party might die, entitling the
beneficiary to the full death benefit ahead of
Age 121.
To illustrate what I mean, let’s do a really
simple comparison. Suppose Sickly Sam is
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IBC isn’t magic. You aren’t “cheating” or “taking
advantage” of the life insurance company if you practice IBC
on someone who is young/healthy, and likewise you aren’t
getting ripped off if you practice IBC on someone who is
older/sicker.

in Year 120, and he’s trying to decide whether to put his money in a whole life policy on
himself, or in a safe bond yielding 5 percent.
A very naïve reader of Table 1 might advise
Sam, “Clearly you should opt for the bond.
Either way, you end up with $1 million, but
the bond only costs you $952,381 to ‘get in’
at Year 120. Then you earn a 5% return, with
the bond paying back $1 million a year later. In contrast, you have to pay a one-shot
premium of $976,190 to get your whole life
policy at age 120, in order for you to earn a
mere 2.44% of internal growth before it matures and pays $1 million a year later. This is
a no brainer.”

do anything special; it still pays $1 million
the next year. But the life insurance policy
pays $1 million right away, and the person running Sam’s estate can then invest it
for the prevailing 5% return in the market,
yielding $1,050,000 the next year.

However, such advice is totally wrong. It
overlooks the possibility that Sickly Sam dies
in Year 120. In that event, the bond doesn’t

And now the grand finale: Sam, at the
start of Year 120, has just calculated that in
one year’s time, his life insurance policy will

Does IBC Work for Older People?

Thus, at the start of Year 120, if Sam
buys the whole life policy, he expects: (A)
a 50% chance of dying and ending up with
$1,050,000 in his estate a year later, and (B)
a 50% chance of living and getting $1 million a year later. The statistically “expected”
value of this investment would therefore be
$1,025,000, in the Year 121.
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cause his estate to have a statistically expected $1,025,000 extra. And what is the present
value of that future possibility? Well he just
discounts it by the interest rate, to calculate
$1,025,000 / 1.05 =~ $976,190, which is exactly what Table 1 shows is the actuarially
fair cash surrender value / single-pay premium payment for this policy.
IBC isn’t magic. You aren’t “cheating” or
“taking advantage” of the life insurance company if you practice IBC on someone who is
young/healthy, and likewise you aren’t getting ripped off if you practice IBC on someone who is older/sicker. Nelson Nash discovered a way to build a cashflow management
system on top of conventional life insurance,
and this insight holds true regardless of the
person being insured.

Conclusion
In this article, I tried to clarify for sophisticated readers some of the conceptual issues
at play in whole life insurance policies. If we

sweep away the complications of overhead
expenses, agent commissions, the possibility of policy lapses, etc., then we see that the
relation between a one-shot premium payment and the corresponding cash value of a
policy is the same, regardless of the health of
the insured individual. It’s true that the rate
of growth of the cash surrender value (other
things equal) will be greater on the healthier
individual, but that doesn’t mean a whole life
policy on a relatively unhealthy person is a
“bad asset.” Precisely because such a person
is more likely to die, the value of having inforce life insurance (holding death benefit
constant) is greater, on such a person.
In the real world, there are many complications that this article assumed away, in order
to focus on the particular issue of mortality
rate and policy performance. Before making any major decisions involving an actual
whole life insurance policy, you should consult with the graduates of our authorized
IBC Practitioner Program, available at:
www.InfiniteBanking.org/Finder
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A Business Credit Survey1 conducted
and published in March 2016 by the Federal Reserve Banks of New York, Atlanta,
Boston, Cleveland, Philadelphia, Richmond,
and St. Louis reports that “cash flow” is the
number one problem facing small businesses
with fewer than 500 employees. At the same
time a Financial Stability Report dated November 2018 by the Board of Governors of
the Federal Reserve cites that business-sector debt relative to GDP is historically high
and “debt has been growing fastest at firms
with weaker earnings and higher leverage.”2 In
essence this report insinuates that the very
same cash flow difficulty also exists among
the larger companies, that is, those businesses with more than 500 employees.
The solution for this cash flow dilemma is
of course adequate financing of the type that
can be accessed when needed and in sufficient amounts to help smooth out the ups
and downs of cash flow irregularities. But
since financing entails the taking on of debt
it is here that we see how small businesses
and large businesses differ with the main
contrast between the two being their choice
of financing options. We will look closer at

some of these options in this article, but will
also drive home the point that I have always
maintained, which is that cash flow management is by far the most important activity in
any business regardless of size.

RISK CAPITAL
If you will recall in Part I of this article we
came face to face with the fact that entrepreneurship is not necessarily for everyone
for the simple reason that approximately
half of business startups fail within the first
five years in operation. A large percentage of
those businesses fail in the second year, so
the odds for entrepreneurial success are not
that promising. And, since business failure is
associated with financial losses considerable
time should be spent examining the potential profits versus the startup costs of the new
business idea prior to launching it. The first
and foremost consideration is to realize that
whatever amount of risk capital will be used
to set the new venture in motion it will immediately require cash flow management the
minute it’s put to work in the new enterprise
and will continue ad infinitum.

The solution for this cash flow
dilemma is of course adequate
financing of the type that can
be accessed when needed.

A Closer Look At Businesses: Part II
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To get an idea of what’s
in store for the new
entrepreneur going into
business for the very
first time, recall your
own first-time childhood
experience of attempting
to ride a bicycle with
only two wheels.

To get an idea of what’s in store for the
new entrepreneur going into business for
the very first time, recall your own first-time
childhood experience of attempting to ride
a bicycle with only two wheels. Once you
pushed off you had to keep peddling to keep
the bike rolling and we all remember that it
was not easy to do. The good part about that
exercise was that we could fall and try again
as many times as we wanted. Eventually, it
was a combination of momentum, agility,
balance, and what we might call skill that
kept the bicycle upright and moving. In a
sense cash flow management is somewhat
similar to that experience except you are not
allowed to fall. Business ownership requires
continuous peddling (cash flow management) while steering the enterprise forward
with absolutely no guarantee of success.
But besides these management skills an
entrepreneur must also know how to sell
(market) its products (or services) effectively because sales (fees, revenues, margins,
or commissions) must continually pour into

A Closer Look At Businesses: Part II

the enterprise to cover outgoing expenses
or the business will not make it. When cash
flow problems surface, as they are sure to do,
a loan or a line of credit can come in mighty
handy to either help with cash flow volatility,
rescue the business from demise, or assist it
in growing it and expanding it even further.
It is for these reasons that businesses very
early on in their life cycle and also as they
mature will seek out lenders that can provide
the much-needed additional capital. What
businesses soon discover is that credit is
readily available in the marketplace provided
the business can meet the lender’s credit requirements in order to qualify for it. It is this
credit qualification process that can become
a huge stumbling block for many businesses. It is both difficult (time consuming) and
intimidating, especially for new businesses,
because it involves putting up collateral and
providing personal/business guarantees. This
is one of the main points we stressed in our
latest book, The Case for IBC, co-authored
with Nelson Nash.
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Chart A Source: 2015 Small Business Credit Summary-Report On Employer Firms, Federal Reserve Banks of
New York, Atlanta, Boston, Cleveland, Philadelphia, Richmond and St. Louis, March 2016

SEPARATING LARGE BUSINESSES
FROM SMALL BUSINESSES
To probe further into the nature of financing options we need to properly divide the
entire U.S. business sector in terms of size.
A business with over 500 employees is considered a large business and there are only
18,600 such firms in the U.S. and approximately 5,000 of them are publicly traded
companies. Alternatively, there are 5.8 million small businesses that have at least one
employee, but fewer than 500 employees. So
some of these businesses, while considered

A Closer Look At Businesses: Part II

small, can be rather large enterprises. Interestingly, the remaining 23 million small
businesses in the U.S. have no employees at
all and are referred to as “nonemployer” firms.
Obviously the financing needs of each of
these groups will vary significantly especially
for a startup company or a nonemployer firm
whose initial capitalization needs will be
much smaller and financing options much
more limited.
As a case in point, according to the Small
Business Office of Advocacy3 the primary source
of startup capital to start a business comes
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from personal savings and second to that
is actually “no start up capital” at all, which
can only mean a business that is launched by
strictly generating sales in order to fund its
operations. After that option the next best
source of capital for startups, believe it or
not, are personal credit cards.
When it comes to “expansion capital” for an

operating going concern (not a startup) the
primary source of capital is, once again, personal savings. Chart B, however, shows that
after personal savings the next major source
of capital for expansions are from business
profits. That’s because most business owners
view their business as their main investment
and therefore tend to re-invest all their profits back into their business.

Chart B Source: SBA Office of Advocacy from U.S. Census Bureau, Survey of Business Owners 2012.
Released July 2016
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Another 2016 report released by the SBA
entitled Frequently Asked Questions About
Small Business Finance4 says that the amount
of actual capital needed to start a small business can be less than $5,000, which is surprising yet quite encouraging. In fact, 22.5
percent of the nation’s small employer enterprises are recorded as having done exactly that. Only 7.3 percent of the 5.8 million
small employer businesses required between
$250,000 and up to $1 million to get their
businesses up and running.

NON-TRADITIONAL FORMS OF
FINANCING
In addition to traditional lending sources
such as banks, home equity loans, and personal
credit cards, there are a variety of other nontraditional financing options small employer businesses can and do use. For example,
there is leasing, trade credit, equity investment (exchanging a portion of ownership of
the business in return for capital), factoring,
and more recently, online lending platforms,

Chart C Source: SBA Office of Advocacy from U.S. Census Bureau, Survey of Business Owners 2012.
Released July 2016
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which is one of the newest and fastest growing non-traditional lending sources today.
According to a special report entitled, Opportunities and Challenges in Online Marketplace Lending, issued in May 2016 by the
U.S. Department of the Treasury5 it predicts
that loan origination volumes for these types
of online lending sources could reach $90
billion by 2020 especially as small businesses
increasingly turn to these online marketplace
lenders as financing sources in the same way
the general consumer market has done.

Online marketplace lenders have become
formidable challengers to their traditional
lending competitors because they can make a
funding decision in 48 to 72 hours. They can
also make small loans with short maturities
with daily remittances processed immediately by direct withdrawals from the borrower’s
bank account. In other words, they provide
immediate cash flow relief in exchange for
repayment terms that tap directly into the
client’s business flow of money. Since online
lenders have no branch offices there is never
a face-to-face interaction, which gets rid of
the intimidation factor and everything else,

Chart D Source: 2015 Small Business Credit Summary-Report On Employer Firms, Federal Reserve Banks of
New York, Atlanta, Boston, Cleveland, Philadelphia, Richmond and St. Louis, March 2016
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Most business owners
view their business as
their main investment
and therefore tend to
re-invest all their profits
back into their business.

from credit checks to actual funding, is all
automated and online.
The online lending sector has developed
two primary business models, the “direct
lenders,” which originate loans to hold in
their own portfolios. Then there is the “platform lenders,” which generally partner with a
depository institution (a bank) to originate
the loans, but afterwards the online lender
will sell the loan obligation to investors. This
provides for various management fees for
the different investment partners in addition
to the interest payments on the loan, all at
the expense of the borrower. In other words,
the cost of capital when using online lending
is not cheap.
The recent entry of online lenders into the
securitization market and the strong interest
from institutional investors, venture capital
firms, and hedge funds has also increased the
concept’s investor base that is providing the
necessary monetary fuel for online lenders to
continue to expand in their markets. .
Looking at this from an Austrian perspecA Closer Look At Businesses: Part II

tive the Fed’s low interest rate environment
coupled with the strong demand from cash
strapped consumers and businesses after the
2008 financial crisis has been a significant
contributing catalyst to this idea’s growth.
Plus, investors starved for income yield have
also provided growth synergy and together
all of it has given rise to what now appears as
a very successful new financing source in the
marketplace.
Then again, it could be nothing more than
another huge malinvestment, (a bubble)
caused by the Fed’s cheap money policy. We
have to keep in mind that this is still a very
new credit source that is totally untested in a
credit cycle downturn having just barely entered the lending field in 2006.
Notice that Chart D indicates that successful loan applicants’ reasons for dissatisfaction
from online lenders were three-fold: lack of
transparency, unfavorable repayment terms
and high fess and interest rates—“rates that can
go up to 45% for a four month institutionally
backed loan,” according to the SBA Office of
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Advocacy. As interest rates continue to rise
this lending source could be impacted very
negatively. We will need to keep close watch
and see.
Finally, we should not leave this section
on non-traditional forms of financing without mentioning the Infinite Banking Concept
(IBC), which is a concept that makes use of
a specially designed life insurance contract
as a means of providing borrowers with necessary capital with superior flexibility with
regards to its repayment terms. Since it is derived from the insurance sector and not from

commercial banking and Wall Street its very
conservative multi-dimensional benefits are
incomparable.
As to whether it can survive a credit cycle
downturn like the 2008 financial crisis—in
other words, is it tried and tested? The answer is yes and it even survived the Great
Depression of the 1930s! Although understanding its unique characteristics and
benefits takes a rather bold shift in thinking it is a financing system Bob and I fully
endorse. It’s ideal for business startups, but
works well for the larger more established

Chart E Source: 2015 Small Business Credit Summary-Report On Employer Firms, Federal Reserve Banks of
New York, Atlanta, Boston, Cleveland, Philadelphia, Richmond and St. Louis, March 2016
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Angels provide capital
and or credit support for
businesses by investing
individually or as a group
where they generally
take an equity position
in return for their
investment.

businesses too. To learn more about IBC the
LMR continuously provides numerous articles about the concept, but make sure you
also read the original source book, Becoming
Your Own Banker by R. Nelson Nash and his
latest book released in February of this year
(2018), The Case for IBC, co-authored with
Bob and me.
You can obtain a copy of Becoming Your
Own Banker here: https://infinitebanking.
org/product/becoming-your-own-banker/
The Case for IBC here: https://thecaseforibc.com

IPOS, ANGEL MONEY, VENTURE
CAPITAL, PRIVATE EQUITY, DEBT
FINANCING
According to the latest published data
(2016 SBA Office of Advocacy)6 “angel” capital
A Closer Look At Businesses: Part II

financing for small employer businesses remains a relatively small part of capital sources making up less than 2% of the market
where the average angel investment is only
$330,000 as of 2016. Angels are wealthy investors who are quite often entrepreneurs
themselves and are also known as “accredited” investors because they are individuals
that can substantiate their net worth and income according to SEC requirements. Angels provide capital and or credit support for
businesses by investing individually or as a
group where they generally take an equity
position in return for their investment.
Venture capital, on the other hand, is
sourced from investment firms that specialize in providing substantial blocks of capital
for emerging companies seeking funds for
the first time. This differs from private equity firms who specialize in funding much
larger and more established businesses seeking “additional” capital infusions or looking
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to sell a large portion of the established business. But in either case both types of investor firms, equity and venture capital, will exit
the company after they make their initial
investment and once they have spearheaded
a merger, or an acquisition. Initial public offerings (IPOs) have become less popular in
recent years simply because they are too expensive to underwrite and register, plus the
ongoing regulation makes the entire process
extremely burdensome.
Larger businesses that have a long-standing operating track record and profitability history are choosing to issue their own
bonds in order to raise additional capital.
As I pointed out in my recent article, “The
Wealth Effect,” in the October 2018 issue
of the LMR, borrowing by major U.S. corporations has grown exponentially since the

2008 financial crises fueled principally by
the Fed’s prolonged low interest rate environment. What we have seen large businesses do in recent years is use the cash derived
from the sale of their own bonds to purchase
their own stock while others have used the
cash to buy out their competitors. But the
problem is that many of these corporate acquisitions are now overly leveraged as the
recent 2018 Board of Governor’s Financial
Stability Report pointed out. The concern is
that a downturn in the economy could lead
to a surge of downgrades for these bonds
into junk rating causing weaker companies
that have issued them to lose access to capital and spiral into bankruptcy. Once again,
the Fed’s tightening could have a dramatic
effect in this corporate bond arena and is an
area that also warrants careful scrutiny.

There is a concern
that credit markets
could seize up abruptly
especially as interest
rates rise and asset prices
continue to fall.
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CONCLUSION
I began this two part series on businesses
by first of all simply answering the question,
“What is a business?” My sole intent was to
take a much closer in-depth look at some
of the most important essentials of business
ownership by first beginning with the entrepreneur and his idea in light of the failure
rate that takes place with new startups within the first five years in operation.
What I have attempted to do in this second part of the article is provide the reader
a more amplified view of businesses in the
U.S. economy by focusing primarily on their
essential activity, which is cash flow management and also by examining their access to
capital (the lifeblood of a business) in the
various financing sources available to them
in the marketplace depending on their size
and maturity.

lons of government surveillance as recent as
November 2018 cash flow was determined
to be a significant problem for both small
and large businesses, which implies that on
a grander scale in the whole of the economy there is a seemingly “robbing Peter to pay
Paul” scenario building up driving up excessive borrowing on top of already overly
leveraged companies. There is a concern that
credit markets could seize up abruptly especially as interest rates rise and asset prices
continue to fall.
Even so, the need for credit and immediate access to that credit will only increase in
demand all the more if what we are seeing is
correct and we think we are. More the reason
why you must seriously consider without delay implementing your own form of privatized banking—the ultimate cash flow system, which is Nelson Nash’s Infinite Banking
Concept (IBC).

What I have hopefully been able to impress upon you is that at the higher eche-
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1987 Crash, he co-founded an investment
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focus is on the “everything bubble,”
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[Editors’ Note: Kevin Duffy was previously interviewed in the January 2011 issue of the
Lara-Murphy Report.]

LARA-MURPHY REPORT: How did you discover Austrian economics?
KEVIN DUFFY: CNN used to have a program called Crossfire. In 1989,

Lew Rockwell appeared as a guest of Pat Buchanan and took the side of
Exxon in the Valdez oil spill. His calm demeanor, candor, and common
sense amid the environmentalist hysteria were refreshing. I wanted to learn
more about the think tank he founded and this economist I never heard
of named Ludwig von Mises. That led to devouring everything I could

“A trip in 1990 to the mecca:
Mises University, which at
the time was at Stanford
University. This was a weeklong
boot camp in liberty and the
greatest intellectual experience
of my life.”

on Austrian economics and a trip in 1990 to the mecca: Mises University,
which at the time was at Stanford University. This was a weeklong boot
camp in liberty and the greatest intellectual experience of my life. I even
got to meet Murray Rothbard and attend his classes and lectures!
This was early in my investing career when my contrarian instincts led
me to be ultra-bearish on Japan, especially its equity and real estate markets. The speculation was wild: million-dollar golf club memberships and
housewives selling mutual funds door-to-door. Austrian business cycle
theory provided the missing economic piece to the puzzle. Japan’s financial
bubble was fomented by artificially low interest rates, compliments of the
Bank of Japan. Reading Rothbard’s America’s Great Depression was a real
eye-opener, as it not only explained what caused the Great Depression, but
Shorting the ‘Everything Bubble’
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how history was repeating in Japan.
LMR: In our own experience, people in the financial sector seem much

more receptive to “Austrian” (whether we use that label or not) analyses
than academics are—many academics subscribe to the “efficient market
hypothesis” and think nobody can see a downturn coming. Does that match
your own experience, and if so, why do you think that is?
KD: I suspect you’re grading on a curve. Academics are probably worse,

living in their own bubbles, but investment managers aren’t much better.
Granted, financial types do have a strong incentive to model reality and
most think they can beat the market, so there are more converts at the margin. My experience within the community of bears and non-conformists

“I can probably count on
one hand how many truly
understand and integrate
Austrian theory into their
investment process. That’s the
good news. If it were popular,
there wouldn’t be an edge in
the marketplace.”

is that most either never heard of Austrian economics or know very little.
I can probably count on one hand how many truly understand and integrate Austrian theory into their investment process. That’s the good news.
If it were popular, there wouldn’t be an edge in the marketplace. As for the
establishment investment firms, if you mention Mises or Rothbard they’ll
look at you like you have two heads. The prevailing ideology is intervention
which means they won’t see the bust coming.
LMR: You’ve been in this business for decades, and you are remarkably

honest about your successes and failures. Can you summarize for our readers?
KD: How much time do you have? I’m a firm believer that you learn more
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from your mistakes. The challenge is that, in this business, those mistakes
can be quite costly. Let’s just say I’ve gotten a very expensive, but valuable,
education the past eight years.
One of the biggest challenges for Austrians is negative bias. The destructive forces of government intervention are highly visible whereas the positive forces of market-driven deflation are somewhat hidden. This can lead
to confirmation bias where the positives get overlooked.
I compounded this negative bias with overconfidence. Austrian economics teaches us that precise forecasting is impossible because an economy is
hopelessly complex. Be humble and know your limitations. But after calling the Japan, technology, and housing bubbles, I forgot this lesson – big
mistake!

“Probably the biggest variable
I missed wasn’t how resolutely
and recklessly the world’s
central bankers would act,
but how much marketdriven deflation would take
place because of the digital
revolution.”

LMR: We are in a similar boat, wherein through our channels, we defi-

nitely saw the 2008 financial crisis and “Great Recession” coming, even as
Ben Bernanke and other gurus were assuring Americans everything was
fine. On the other hand, we were very concerned about rising consumer
price inflation due to multiple rounds of QE, and that hasn’t happened (at
least yet). How have you adjusted your worldview in light of the post-2008
experience?
KD: I’ve tried to maintain more balance in my analysis. As it turns out,

monetary inflation can take many paths. In late 2009 I was naively convinced history would play out just like 1930. The stimulus drug would wear
Shorting the ‘Everything Bubble’
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off in short order and the bear market would resume. Instead, the bubble
reflated, but in different areas.
Probably the biggest variable I missed wasn’t how resolutely and recklessly
the world’s central bankers would act, but how much market-driven deflation would take place because of the digital revolution. Bandwidth prices,
for example, have dropped 99% since 2000. Sequencing the human genome
can be done for less than $1,000, down from a billion dollars in 2000.
New technology tends to play out in waves. During the first wave, the
pioneers get the arrows in the back. In the second wave, after the inevitable
shakeout, the settlers get rich. There was a personal and home computer
bubble in 1983, but the fortunes were made – in companies like Compaq,
Dell, Microsoft, Intel, Cisco Systems – after that bubble burst. Similarly,
Internet 1.0, which peaked in early 2000, ended in tears while fortunes
were later made by survivors like Amazon.com and newly public companies like Google. Since 2009, price deflation provided cover for the money
printers and kept the boom going longer than it would have otherwise.
LMR: Finally, you’ve written an interesting analysis for Marc Faber’s

publication, in which you discuss “Shorting the Everything Bubble.” We
especially liked your warning to “beware simple narratives” (reproduced
below in Table 1). Can you summarize for our readers?
Table 1. Beware Simple Narratives (by Kevin Duffy)1
Period

Narrative

Late 1970s

Chronic price inflation, peak oil

Late 1980s

America’s decline, Japan’s rise

Late 1990s

Internet first mover advantage

Mid 2000s

Real estate always goes up, peak oil

Early 2010s

Monetary inflation will lead to price inflation

Today

Central bankers will never allow another severe
bear market, all retailers will end up Amazon roadkill, gridlock is good
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KD: Major inflection points share certain characteristics, such as herding,

extrapolation, extremes in sentiment, and conformity. The endless repeating
of simple narratives, especially by the mainstream media, is a classic sign
that a turning point is near. The late 1980s are a good example. “America’s
decline” and Japan’s rise were repeated over and over until they became accepted wisdom. In the late 1990s we were experiencing a “New Economy”
in which the business cycle was repealed and first mover advantage would go
to Internet startups burning cash. These narratives not only ended up being
dead wrong, they created immense opportunities for contrarian investors.

“After an unprecedented seven
years of near-zero interest rates
fomented epic asset bubbles
and debt build-ups around the
world, I’m convinced the crowd
has it wrong again. A bear
market has already started and
the next bust is not far away.”

Today there are several simple narratives making the rounds. The biggest
is that central bankers have it in their power to prevent a serious downturn in the economy and stock market. Keep in mind, this was a common
refrain during the late 1920s boom, but of course everything is on a much
greater scale today. After the mid-term elections when the Democrats took
control of the House, we started hearing another bullish rationalization:
“gridlock is good.” After an unprecedented seven years of near-zero interest rates fomented epic asset bubbles and debt build-ups around the world,
I’m convinced the crowd has it wrong again. A bear market has already
started and the next bust is not far away. As the late Malcolm Forbes used
to say, “conventional wisdom seldom is.”

1. Table 1 adapted from Table 1 of Duffy’s article in the December 2018 issue of The
Gloom, Boom, & Doom Report.
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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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.

