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IBC and Whole Life: Process versus Platform
By Robert P. Murphy

IN THIS MONTH’S ISSUE:
•

In early February [2014], Carlos and I were very pleased to participate in
the annual Infinite Banking Concept “Think Tank” held in Birmingham, •
Alabama. Unlike the “Night of Clarity” event that Carlos and I hold each
year in Nashville—and by the way, the dates for this year are August 1516 [2014], so mark your calendars!—the Think Tank in Birmingham is
closed to the general public. This is because the Think Tank is a forum for •
the actual practitioners of Nelson Nash’s Infinite Banking Concept (IBC):
people in the financial sector who use IBC when advising their clients.
•
At this year’s Think Tank, I noticed that the various speakers seemed to fall
into two camps. In the first camp, the practitioners stressed their understanding •
of the “banking” aspect of Nelson’s ideas. People in this camp explained how
they helped their clients redirect cash flows to allow their clients to “become •
their own bankers.” Not surprisingly, people in this camp relied very heavily
on Nelson’s best-selling book, Becoming Your Own Banker, since their
approach with clients followed very closely the approach Nelson uses in his
book to address the reader. Typically the people in this camp would reject •
the conventional framework and terminology of the professional financial
industry, saying that only by changing one’s mindset and thought process
could one escape from the bondage of the bankers.
On the other hand, there was a different camp of speakers at the Think Tank. In
their presentations, they explained how they showed their clients that dividendpaying Whole Life insurance was a perfectly respectable asset class, which
had its own pros and cons. They then explained quite convincingly that in our
current economic and political environment, it made a lot of sense for many
clients to shift their portfolio more heavily in favor of this conservative asset,
because it was superior to the more popular selections (stocks, bonds, real
estate, etc.) on many dimensions. The practitioners in this camp did not shy
from taking on the Dave Ramseys and Suze Ormans of the world on their own
terms. You want to talk about rates of return? Sure thing, let’s just make sure
we’re analyzing the assets correctly, including tax considerations and liquidity.
The more we study it with an open mind, the more amazing it is that somehow
Whole Life insurance has gotten a reputation as an awful financialproduct.
As I sat in the audience watching the various speakers giving their presentations,
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it occurred to me that they were all correct. It’s just
that they were focusing on different angles of the same
underlying truth. The people in the first camp were
focusing on IBC as a process, while the people in the
second camp were focusing on Whole Life insurance
as the best platform on which to implement IBC.
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borrower defaults on the loan contract.

The fundamental change in thinking occurs when
people flip this arrangement. Rather than giving away
our savings to the control of outsiders, so that we
must approach outsiders (hat in hand) whenever our
expenses exceed our paycheck, we can instead begin
In truth, both elements are necessary for a well-rounded to capitalize our own “bank.” That is, we direct as
understanding. And to be fair, I’m oversimplifying much cashflow as possible into building up an asset
here in my remarks; in practice everybody in both that we control, so that we turn to it when we have to
camps probably made remarks that crossed over the buy a car, pay for a child’s wedding, or (in the limit)
imaginary boundary line I had drawn in my head. In even buy a house.
any event, for the benefit of LMR readers who might The IBC process works, whether we start with a
be new to Nelson Nash’s Infinite Banking Concept middle-aged or older person who has already
(IBC), I thought it would be useful to spell out these accumulated significant wealth in other areas, or
two distinct approaches.
whether we start with a young person or couple just

starting out. The particular financial moves differ
from case to case, of course; that is part of the purpose
As Nelson Nash has written and will tell you in
of the IBC Think Tank, for professionals to share their
person, his IBC is not about life insurance. Indeed
experiences, creativity, and wisdom with each other.
it is not about a financial product at all. Rather, he
is trying to change the way people think about their Yet what is common to all of the “case studies” is
financial decisions. As it is, too many Americans that introducing clients to IBC has allowed them to
(and presumably people in other Western countries, instantly retake control of their financial situations,
adjusting for their respective circumstances) follow and—over time—to find themselves wealthier than
the gurus when they tell them to put a small sliver of they otherwise would have been. For readers who are
their paycheck into a highly restricted stock market intrigued, the best place to start is Nelson Nash’s book
investment program (aka “tax-qualified plans”), so that started it all: Becoming Your Own Banker. Then,
that they can’t touch these “savings” until decades Carlos and my book, How Privatized Banking Really
later when they retire. In the meantime, when these Works, will place Nelson’s ideas into the broader
people need to spend money on big ticket items, they context of Austrian economics and U.S. history.
are counseled to do what “everybody” does: go to As a final bit of advice from Uncle Bob: Even though
outside lenders.
Nelson’s ideas are, one on level, quite simple, in
IBC as a Process

The result—which Nelson describes early in
Becoming Your Own Banker—is that the typical
American is swimming in debt, with a large fraction
of his monthly income devoted to paying interest to
outsiders. What’s worse, this life is characterized by
enormous stress: A job loss or illness, and the attendant
interruption in income, can mean that these friendly
bankers suddenly appear to kick you out of your
house and seize your car. Indeed, the way the typical
American structures his life, it’s not “his” house or
“his” car at all; the bank (or other lender) has a lien
against them, and can take physical possession, if the
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practice it takes a qualified financial professional to
tailor them properly to a realworld client’s specific
circumstances. This is why Nelson, Carlos, David
Stearns (who runs the Infinite Banking Institute), and I
created the IBC Practitioner’s Program. The financial
professionals listed at the website https://www.
infinitebanking.org/finder/ have all been through our
training program, passed an exam that we designed,
and have signed a contract to assure the public that
these particular professionals can give them a “Nelson
Nash” policy when asked.
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Now this critic did get something right: As Nelson
Nash himself says, IBC is not about life insurance.
Now that I have spent time describing IBC as a
And yes, without further information, we have no
process, we must explain why it is intimately tied to
reason to prefer “banking” with a Whole Life policy
dividend-paying Whole Life insurance. The reason is
rather than “banking” with real estate.
simple: It just so happens that when we survey the
world as it is, this particular financial instrument is Ah but wait a second: There actually is an enormous
(by far) the best platform on which to implement difference, once we get more details. If you go to a
commercial bank and ask for a $20,000 Home Equity
Nelson’s ideas.
Loan because you want to buy a new car, they will
In one respect, this is very unfortunate, because it
make you jump through hoops before giving you the
presents the single biggest hurdle for getting the public
money. You’ll have to tell them your income, what
to embrace Nelson’s message. After all, “everybody
you plan on doing with the money, and how fast you
knows” that Whole Life is a “terrible investment”
plan on paying it back. The bank will also check your
and that it makes more sense to “buy term, invest
credit report to see how much other debt you are
the difference.” Indeed, there are all sorts of quick
carrying, and your history of paying it back.
demonstrations allegedly proving that people are
throwing away money when they buy a Whole Life All of the above is so customary that most Americans
think it is a “natural” part of applying for a loan, even a
policy.
collateralized one such as a car loan or a Home Equity
The present article is not the place for me to address
Loan. But guess what? None of that happens when you
such claims. (Interested readers can look at my
call up the life insurance company to request a “policy
September 2012 LMR article, “Why Dave Ramsey Is
loan.” So long as you have at least $20,000 in your “cash
Wrong on Whole Life,” and also my June 2013 article,
surrender value,” they will send you the check right
“Does IBC Mix Two Goals Inefficiently?”) Rather, I
away; the only question they will ask is a verification
am simply acknowledging why so many professional
of the mailing address to make sure it goes to the right
IBC practitioners feel that it is crucial to explain
spot.
to their clients the nature of Whole Life insurance.
Before even getting into the broader strategies of How is this possible? Why does the life insurance
“banking,” some practitioners have found it effective company grant loans with no payback schedule
to first defuse the worry that “I’m earning an awful and so much less interrogation than the commercial
bank? The answer is that the nature of the collateral
rate of return with this thing!”
is different. With the commercial bank and the Home
In the interest of brevity, let me give one specific
Equity Loan, it is your house that is the bank’s
example of why it’s important to really understand
assurance, in case you default. Yet this is not something
the mechanics of a Whole Life policy, in order to see
that the bank wants to pursue. For one thing, the
why it is the best platform on which to implement
real estate market might crash after they grant you
IBC. Once, I read a critic of IBC who said (and I’m
the loan, so that even a loan that initially appeared
paraphrasing), “The basic idea here is to build up
to be very over-collateralized turns out to be “upside
wealth in an asset, and then borrow against it when
down.” Beyond that, there are definite expenses
you need cash. So that has nothing to do with life
involved in foreclosing on a stubborn borrower and
insurance; you could just build up equity in your
then selling a house for a good price. Precisely in order
house, and then go to the bank for a Home Equity
to avoid this worst-case scenario, the bank wants to
Loan when you want to buy a car or send your kid
know that you have a good income and credit history,
to college. The fact that these people keep pushing
and that you will commit to timely repayments.
Whole Life insurance—where they conveniently
In complete contrast, the life insurance company
make a big commission—shows this is a big scam.”
Whole Life as a Platform

www.infinitebanking.org

david@infinitebanking.org 3

BankNotes

Nelson Nash Institute Monthly Newsletter

uses the cash surrender value (which is a presentactuarially-discounted-value reflection of the death
benefit) as the collateral on its policy loans. There is
thus no concern about the quality of the collateral; the
insurance company itself guarantees the value. And
even in the “worst case” scenario where the borrower
never sends a single dime of repayment, it just
means that the life insurance company nets out the
outstanding policy balance (which has been growing
exponentially at interest) from whatever death benefit
is owed, when the policyholder dies. Instead of the
slow and risky process of foreclosure and house
sale, the insurance company simply has to subtract a
number in order to “settle up” with a borrower.
Conclusion
In reality, there is no tension between the two
approaches or “camps” that I have described in this
article. Yes, it is certainly true that Nelson Nash’s
Infinite Banking Concept is a process, not a product,
and as such it is not about life insurance. However,
in the world as we find it, by far the best platform
on which to implement IBC happens to be dividendpaying Whole Life insurance. In order to see why—
and to refute common objections—it’s necessary for
practitioners to educate themselves and their clients
on the actual mechanics of Whole Life. By the
time this education is complete, the student will be
surprised to realize that even plain vanilla Whole Life
is a pretty nifty asset. Using it in conjunction with
Nelson Nash’s ideas just makes it that much more
productive, and indeed life-changing.

“Pandemic Pods” Make
Homeschooling Easier For Parents
and Profitable for Teachers
by Kerry McDonald
This tumultuous back-to-school season has parents
and teachers alike scrambling to make sense of the
madness: from ever-changing district directives to
COVID-19 response protocols. Some school systems
have announced that the academic year will start with
remote-learning-only. Others are pursuing partial
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reopening options with both online and in-person
instruction. Still others are planning to fully reopen
for in-person learning.
Amid this chaos, parents and teachers are increasingly
opting out of the conventional classroom entirely to
find or create schooling alternatives this fall.
Parents have been vocal about their back-to-school
concerns, with growing numbers of them choosing
to homeschool this fall rather than contending with
remote learning options or confronting viral exposure
and dystopian social distancing measures in schools.
But it’s not just parents who have back-to-school
worries. Many teachers, too, don’t want to go back
and are upset at reopening plans.
Teachers’ unions are now battling districts over these
plans. In Florida, where schools are scheduled to
fully reopen for in-person learning next month, the
state’s largest teachers’ union sued the governor and
education commissioner this week. The Florida union
is asking for smaller class sizes and more protective
gear for teachers.
More parents and teachers are choosing to avoid this
bureaucratic mess altogether and are pursuing their
own educational solutions.
Entrepreneurial Educators Build A Better Way
Some parents are hiring tutors to augment their
homeschooling experience this fall, and entrepreneurial
teachers are serving that need and cashing in on the
opportunity. One high school English teacher in
Illinois, who asked to remain anonymous, told me
that she made $49,000 a year teaching 9th grade and
AP English, but several families have approached her
for private tutoring and she realizes she can make
more money as a private tutor, with fewer hours and
more flexibility.
In addition to homeschooling, some parents
are forming pandemic “pods,” or home-based
microschools that allow a handful of families to take
turns teaching their children or pool resources to hire
a teacher or college student. The Wall Street Journal
reports that these pods are sprouting throughout the
country, fueled by parental unrest at school reopening
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plans and facilitated by informal Facebook groups that ‘it is easier to ask for forgiveness than it is to
connecting local families.
get permission’ by creating exciting new products and
Recognizing this mounting demand for schooling services without necessarily receiving the blessing of
alternatives this fall, entrepreneurial educators public officials before doing so.
are helping to create more options for families.
In Maryland, longtime educators Steven Eno and
Ned Courtemanche created Impact Connections, a
microschool enabler connecting educators and parents
and providing learning support.
“COVID-19 exposed so many of the shortcomings we
already knew about in education but also presented
new opportunities to step up and help parents and
their kids,” Eno told me in a recent interview.
“Microschools offer a powerful, and largely untapped,
opportunity to educate our kids in the COVID era
and beyond. The best microschools offer highlypersonalized instruction that is free of curricular red
tape for a fraction of the price…,” he says.
The legality of these pandemic pods and microschools
is sometimes unclear. As a new model that blends
features of homeschool co-ops with small, private
schools, regulations in many places haven’t caught up.
Additionally, the sheer numbers of parents choosing
not to send their kids back to school this fall, and the
pandemic’s overall disruption, may make enforcement
of any existing regulations more difficult.

Not Just For The Wealthy

Criticism over these private education options has
surged over the past few weeks, as commentators claim
that homeschooling and pandemic pods will widen
gaps between higher- and lower-income families. An
op-ed in The New York Times this week decried these
private pods, saying “they will exacerbate inequities,
racial segregation and the opportunity gap within
schools.” These criticisms ignore the fact that some
parents create no-cost pods in which they take turns
educating their children in a co-op format, and as an
article in today’s New York Times points out, “the
population of home-schoolers — before the pandemic
— was less affluent than average.” Homeschooling,
and its current “podding” variation, are not just for
the wealthy.

Moreover, if education funding supported students
rather than school bureaucracies, more families
would get access to an array of education options–
including these new models and ones that have yet
to be invented. Taxpayers spend about $700 billion
each year on US K-12 education. If that money was
This presents an ideal moment for what Adam Thierer redistributed to families in the form of education
calls “evasive entrepreneurship,” where entrepreneurs savings accounts (ESAs), vouchers, tax-credit
push boundaries and challenge existing systems. scholarship programs, and other education choice
mechanisms, parents would have many more options
Thierer writes in his book, Evasive Entrepreneurs:
beyond an assigned district school.
Increasingly today, evasive entrepreneurs–innovators
who don’t always conform to social or legal Corey DeAngelis, Director of School Choice at the
norms–are using new technological capabilities Reason Foundation, has written and spoken much
to circumvent traditional regulatory systems, or about this, stating: “More families would have access
at least to put pressure on public policymakers to to these alternatives if education funding followed
reform or selectively enforce laws and regulations children to wherever they receive their educations.
that are outmoded, inefficient, or illogical. Evasive Teachers could also benefit from such a system,
entrepreneurs rely on a strategy of permissionless which would likely offer them smaller class sizes,
innovation in both the business world and the political more autonomy, and higher salaries.”
arena. They push back against ‘the Permission The COVID-19 pandemic is disrupting many of the
Society,’ or the convoluted labyrinth of permits and systems and structures that have prevented choice and
red tape that often encumber entrepreneurial activities. innovation in the past. Frustrated parents, along with
In essence, evasive entrepreneurs live out the adage entrepreneurial educators, have the opportunity to
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experiment with new models of teaching and learning,
and education choice policies will make these new
models accessible to any family that wants them.
Kerry McDonald is a Senior Education Fellow at
FEE and author of Unschooled: Raising Curious,
Well-Educated Children Outside the Conventional
Classroom (Chicago Review Press, 2019). She is also
an adjunct scholar at The Cato Institute and a regular
Forbes contributor. Kerry has a B.A. in economics
from Bowdoin College and an M.Ed. in education
policy from Harvard University. She lives in
Cambridge, Massachusetts with her husband and four
children. You can sign up for her weekly newsletter
on parenting and education here.
This article was originally published on FEE.org.

The Social Consequences of Zero
Interest Rates
by Pascal Hügli
Anyone who has ever been to Japan knows: Japan
is special. The country has many strange habits.
The Japanese culture is simply different and many
peculiarities are hardly understood in the West.
But it's not only the old established traditions that
are foreign to us Westerners. Just as disturbing are
social developments such as the increasing tendency
of Japanese people to overwork, parasite singles
who isolate themselves, or the existence of
platonic relationships in which people are
paid to hold hands. All of these phenomena
are indeed odd and are generally attributed
to the peculiar Japanese culture. However,
few people are aware that there is probably
a deeper reason for these curiosities, namely
an economic one: zero and negative interest.
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look, one does indeed see deteriorating phenomena in
Japan.
Certainly, the land of the rising sun is still a rich country
today. However, as the French economist Frederic
Bastiat already knew, for an overall assessment it is
not only what you see but also what you do not see
that is relevant. So the question is, where would Japan
be today without zero interest rates?
In fact, Japan has lost one thing above all in recent
decades: economic power and economic culture. The
latter has not so much been lost as it has changed
dramatically. In the 1960s to 1980s, Japan caught up
economically with the Western world. The economic
growth of this period was to go down in the history
books as Japan's postwar economic miracle.
During this phase, Japanese companies in
particular became increasingly feared international
competitors. They knew how to take over key
technologies from abroad, improve them continuously,
and conquer international market share step by step.
Due to this work philosophy of continuous
improvement, known in Japanese as kaizen,
companies such as Sony, Panasonic, Toyota, or
Mitsubishi were soon feared worldwide. While it was
previously the Japanese companies that copied the
West, the West soon felt the need to emulate Japanese
companies, given the innovative creativity that these
large companies displayed.

What You See and What You Do Not See
Generally speaking, Japan is still considered
not to be greatly affected by its decades-long
zero interest policy. As we discussed in our
German webinar with Professor Gunther
Schnabl on Japanization in Europe, by taking a closer
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to the worse for Japan. At the beginning of the 1990s,
interest rate policy in Japan increasingly moved
toward the zero lower bound. Three decades later, the
country is still stuck in a zero interest rate trap and the
magic and innovative power of Japanese companies
has diminished considerably. In the international
context, they can hardly keep up with American or
Chinese counterparts, or at least they are no longer as
feared as they used to be.
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decades due to zero interest rates. It is only logical for
entrepreneurs to adjust their offers accordingly. This
consumer-oriented "instant attitude" is also reflected
in the large number of vending machines that exist in
Japan. Today, the country has the highest density of
these devices; there is one vending machine for every
twenty-three people.
Society Suffers

The zero and negative interest rates have not only
paralyzed the innovative power of Japanese companies,
Innovation ultimately has a lot to do with time but in the same breath they have also affected the
preference in economic terms. Real innovations often working population. In reference to the lost decades,
only pay off years later, which is why innovative one also speaks of Japan's lost generation.
companies have to be prepared for a long haul. Zero
Younger people in particular have been hit the hardest.
interest rates counteract the power of innovation,
As recently as 1992, 80 percent of young Japanese
because they almost always go hand in hand with
workers had a regular job. In 2006, half of all young
higher time preference. The fact that Japanese
workers were in part-time jobs with lower wage levels.
companies are hardly feared by global competition
Only 2 percent of nonregular workers in Japan move
today is probably largely due, albeit not monocausally,
to regular work each year. Most of today's young
to Japan's long-standing zero interest rates.
workers are unlikely to find a regular job. Haken is
Today, people generally speak of the lost decades the term used in Japan for these part-time jobs.
that Japanese companies have fallen victim
to. The opportunity costs of this zero interest
rate policy are also reflected in the dwindling
innovative strength and productivity. It is
hard to imagine where Japan would be today
if the Japanese economy had been spared the
burden of zero and negative interest rates.
Shifting Preferences

Instead, Japan's "innovations" seem to be
located in consumer-oriented, rather bizarre
fields today. The platonic relationship offers
are only one "invention." Today Japan is
also a pioneer in dolls, which Japanese men
mainly use as sex dolls but also as relationship
substitutes. Also, an "emerging" market in
renting a substitute father or friend can be found in
Japan. If you do not want to go out alone, you can
rent a companion. Or you can rent a whole family
to be able to fake enough visitors at your personal
graduation party.

Quite a few young people have therefore completely
cut themselves off from the world of work, an
inglorious trend known in Japan under another popular
term called hikikomori. At the same time, people are
withdrawing more and more from civil society and
the public sphere into their own four walls. Unofficial
Such "market offers" are ultimately an expression of speculations suggest that this phenomenon, described
the current market situation in Japan, which has been as cocooning, now affects up to 10 million Japanese.
geared toward consumption and short-termism for
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So while some Japanese are retreating, others are
working themselves to death. According to the
Organisation for Econommic Co-operation and
Development (OECD), Japanese workers sleep less
than their colleagues in other Western economies,
averaging 442 minutes per twenty-four hours. In the
USA, for example, this average is 528 minutes.
A sad example was set by the young Japanese woman
Matsuri Takahashi, who took her own life at the age
of twenty-four and worked well over a hundred hours
a week for months before her death. She thus became
the face of this phenomenon known as karoshi.
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condemned turbocapitalism, against which more and
more people take to the streets in demonstrations. Or
people give themselves over to various new forms of
nihilism, such as the "Tide Pod Challenge," popular a
few years ago. This consisted of swallowing detergent
pods and resulted in a few lost lives, at least in the US.
If these are not warning signs, what is? Strange
trends are happening in Japan, and they are about to
increasingly happen in Europe and the US. As a matter
of fact, these consequences of the zero and negative
interest rate policy of today will have to be discussed
more intensively, or else people's growing hatred of
people will be directed at the wrong culprits.
In addition to the economic consequences,
the social consequences must be taken into
account, as these often weigh more heavily in
the long term.
Pascal Hügli is the chief research officer
at Schlossberg&Co, a Swiss asset manager
focused on protecting its clients' wealth from
unprecedented and increasing monetary
socialism around the globe.
This article was originally published on
Mises.org.

Here in the West all of these phenomena,
above all karoshi, are justifiably met with great
incomprehension. Nobody really wants to or
can understand that in Japan no one would really do
anything against this. But again, people here in the
Western world generally forget that these problems
have precisely the deeper root described in this article.

Inflation: This Time Is Different
by Alasdair Macleod

Bank lending is contracting, and it is important to
understand why. At this stage of the credit cycle,
which began expanding following the aftermath of the
Lehman crisis over a decade ago, a sharp contraction
of bank credit to nonfinancials is normal. It is what
Zero and negative interest rates are a reality in drives periodic recessions, slumps, and depressions,
Europe and will soon be in the US as well. It and monetary stimulus by central banks is intended
should not be expected that we will necessarily be to help commercial bankers recover their mojo and
immune to simlar developments to those in Japan. resume lending.
In the West, the first "signs of resignation" are
beginning to appear, particularly among millennials The relevant history of central bankers’ attitudes to
and younger generations. A growing proportion bank credit goes back to Irving Fisher’s description
of them seems to be subconsciously realizing that of how contracting bank credit intensified the 1930s
they have to adjust to an increasingly stagnant life. depression via the liquidation of debt, forcing
collateral values down and leading to bank runs
The anger and frustration are then directed either at the and the bankruptcy of thousands of banks. Ever
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since, monetary policy is guided by the fear of a
repeat performance. But the Keynesian stimulus
at the start of the credit cycle only increases the
destabilizing nature of bankers’ behavior, consisting
of long periods of growing greed for profitable loan
business interspersed with sudden reversions to fear of
loan risk. It results in a cycle of credit expansion and
contraction, which in recent cycles has been resolved
temporarily by increasingly aggressive expansions of
base money along with government actions to support
ailing industries.

August 2020

than Lehman and will require a far larger bailout
check for collapsing industries. Part of the problem
are the broken supply chains needing bridging
finance. And none of this can be done without the
Fed funding it all directly or indirectly through
quantitative easing. Despite the massive monetary
inflation already underway there can be no doubt that
aggregate consumer demand and the production of
goods to satisfy it will take an enormous hit this year
and beyond, and there is little doubt that the states will
be on the hook for even more monetary financing.

It is a sticking-plaster approach which allows the Unemployment of previously productive labor is
wound to fester out of sight.
already rising dramatically, and as bankruptcies
Following Lehman’s failure, a similar pattern to the increase, the rise in the unemployment numbers will
one unfolding today of a rapid increase in bank assets continue. Let us therefore assume that compared with
through the newly invented QE (quantitative easing) last year the production of goods and services and
was followed by a contraction of bank credit which consumer demand for them will decline by at least
lasted about fifteen months. But that crisis was about 25 percent. Note that we avoid using money totals,
financial assets in the mortgage market, which had since they are meaningless; it is the exchange of labor
knock-on effects in the nonfinancials. Difficult though being converted into physical products and services
that matters.
it was, its resolution was relatively predictable.

Into this situation are injected enormous quantities of
money, none of which defeats the constraints on true
supply of goods, nor on overall demand in a highunemployment economy. Put in a more familiar way,
we will have too much money chasing not enough
goods. There is only one outcome, other things being
Commercial bankers are now waking up to this equal; the purchasing power of the dollar in terms of
possibility. For them, the immediate danger is consumer goods will be driven significantly lower.
associated with this quarter end, when demand for But central bank analysis rules this out, associating
credit to pay quarterly charges increases significantly, too much money chasing too few goods with only an
just passed. Already, businesses are in arrears as never expanding, overstimulated economy.
before, with many shopping malls, office blocks, and
factories unused and rents unpaid. It is this problem, This explains stagflation, the situation where an
shared by banks around the world, which due to economy stagnating in overall demand is accompanied
the severity of current business conditions is likely by rising prices. Nor are other things ever equal, the
to tip the banking system over the edge and into an condition for the paragraph above. The early receivers
immediate crisis. The extent of the problem is likely of inflated money will spend it, driving up the prices
of the goods and services they acquire before the
to be revealed any time in this month of July.
prices of other goods and services are affected. These
Excluding the subsequent effects, the Lehman crisis early receivers include the federal government, which
cost the US government and its agencies over $10 in an election year is doubly unlikely to hold back.
trillion in support and rescue operations. This time, Distribution of state money will increasingly be in the
being in the nonfinancial sector with knock-on effects form of welfare to the unemployed, skewing spending
for the financial economy, this crisis is much deeper toward life’s essentials. Inevitably, in an economy
This crisis started in the nonfinancials and is therefore
more damaging to the economy; its severity is likely
to lead to a banking crisis far larger than the Lehman
failure and possibly greater than anything seen since
the 1930s depression.
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with subdued activity not responding quickly enough This is hardly a new idea. The socialists have always
to produce the volumes of products desired, prices, maintained that economic crises are the inevitable
result of the capitalistic method of production and that
mainly of essential items, will increase sharply.
there is no other means of eliminating economic crises
Almost certainly, a broad index of prices will not
than the transition to socialism. If these assertions
capture this secular effect until too late. The CPI
are expressed more forcefully these days and evoke
(Consumer Price Index) includes a majority of items
greater public response, it is not because the present
which are only occasionally bought by individuals.
crisis is greater or longer than its predecessors, but
Poor demand for nonessentials where there is now
rather primarily because today public opinion is much
an oversupply puts downward pressure on their
more strongly influenced by socialist views than it
prices even in an inflationary environment. It is
was in previous decades.
therefore possible for the CPI to record little or no
I
price inflation as an average when food and energy
prices are rising strongly, particularly when statistical When there was no economic theory, the belief was
methods designed to show little or no increase in price that whoever had power and was determined to use
inflation are additionally taken into account.
it could accomplish anything. In the interest of their
Consequently, central banks are already being badly spiritual welfare and with a view toward their reward
misled by the CPI’s statistical method. And when in Heaven, rulers were admonished by their priests to
prices for essentials are soaring, they will continue exercise moderation in their use of power. Also, it was
to increase the quantity of money in circulation, not a question of what limits the inherent conditions
distracted by that 2 percent increase in the CPI target. of human life and production set for this power,
By the time it creeps up above that rate it will be too but rather that they were considered boundless and
late, much monetary water having already flowed omnipotent in the sphere of social affairs.
under the bridge.

The politicians will likely dismiss rising prices for
food and fuel as the result of profiteering—they
always do and then contemplate introducing price
controls, making this outcome even worse.
Alasdair Macleod is the Head of Research at Goldmoney.
This article was originally published on Mises.org.

The Myth of the Failure of
Capitalism
by Ludwig von Mises
[From The Clash of Group Interests, and Other
Essays, translated by Jane E. Sanders]1
The nearly universal opinion expressed these days
is that the economic crisis of recent years marks the
end of capitalism. Capitalism allegedly has failed, has
proven itself incapable of solving economic problems,
and so mankind has no alternative, if it is to survive,
than to make the transition to a planned economy, to
socialism.

10 www.infinitebanking.org

The foundation of social sciences, the work of a large
number of great intellects, of whom David Hume and
Adam Smith are most outstanding, has destroyed this
conception. One discovered that social power was a
spiritual one and not (as was supposed) a material
and, in the rough sense of the word, a real one. And
there was the recognition of a necessary coherence
within market phenomena which power is unable to
destroy. There was also a realization that something
was operative in social affairs that the powerful could
not influence and to which they had to accommodate
themselves, just as they had to adjust to the laws of
nature. In the history of human thought and science
there is no greater discovery.

If one proceeds from this recognition of the laws of
the market, economic theory shows just what kind
of situation arises from the interference of force and
power in market processes. The isolated intervention
cannot reach the end the authorities strive for in
enacting it and must result in consequences which
are undesirable from the standpoint of the authorities.
Even from the point of view of the authorities

david@infinitebanking.org

BankNotes

Nelson Nash Institute Monthly Newsletter

themselves the intervention is pointless and harmful.
Proceeding from this perception, if one wants to
arrange market activity according to the conclusions
of scientific thought—and we give thought to these
matters not only because we are seeking knowledge
for its own sake, but also because we want to arrange
our actions such that we can reach the goals we aspire
to—one then comes unavoidably to a rejection of such
interventions as superfluous, unnecessary, and harmful,
a notion which characterizes the liberal teaching.
It is not that liberalism wants to carry standards of
value over into science; it wants to take from science
a compass for market actions. Liberalism uses the
results of scientific research in order to construct
society in such a way that it will be able to realize as
effectively as possible the purposes it is intended to
realize. The politico-economic parties do not differ on
the end result for which they strive but on the means
they should employ to achieve their common goal.
The liberals are of the opinion that private property
in the means of production is the only way to create
wealth for everyone, because they consider socialism
impractical and because they believe that the system
of interventionism (which according to the view of
its advocates is between capitalism and socialism)
cannot achieve its proponents' goals.
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of the Vereins für Sozialpolitik [Association for Social
Policy] in Eisenach. Against logic they set moralism,
against theory emotional prejudice, against argument
the reference to the will of the state.
Economic theory predicted the effects of
interventionism and state and municipal socialism
exactly as they happened. All the warnings were
ignored. For fifty or sixty years the politics of European
countries has been anticapitalist and antiliberal. More
than forty years ago Sidney Webb (Lord Passfield)
wrote: "it can now fairly be claimed that the socialist
philosophy of to-day is but the conscious and explicit
assertion of principles of social organization which
have been already in great part unconsciously adopted.
The economic history of the century is an almost
continuous record of the progress of Socialism."2 That
was at the beginning of this development and it was
in England where liberalism was able for the longest
time to hold off the anticapitalistic economic policies.
Since then interventionist policies have made great
strides. In general the view today is that we live in
an age in which the "hampered economy" reigns—
as the forerunner of the blessed socialist collective
consciousness to come.

Now, because indeed that which economic theory
predicted has happened, because the fruits of the
The liberal view has found bitter opposition. But the anticapitalistic economic policies have come to light,
opponents of liberalism have not been successful a cry is heard from all sides: this is the decline of
in undermining its basic theory nor the practical capitalism, the capitalistic system has failed!
application of this theory. They have not sought to
defend themselves against the crushing criticism Liberalism cannot be deemed responsible for any of
which the liberals have leveled against their plans by the institutions which give today's economic policies
logical refutation; instead they have used evasions. their character. It was against the nationalization and
The socialists considered themselves removed from the bringing under municipal control of projects which
this criticism, because Marxism has declared inquiry now show themselves to be catastrophes for the public
about the establishment and the efficacy of a socialist sector and a source of filthy corruption; it was against
commonwealth heretical; they continued to cherish the denial of protection for those willing to work and
the socialist state of the future as heaven on earth, but against placing state power at the disposal of the trade
refused to engage in a discussion of the details of their unions, against unemployment compensation, which
plan. The interventionists chose another path. They has made unemployment a permanent and universal
argued, on insufficient grounds, against the universal phenomenon, against social insurance, which has
validity of economic theory. Not in a position to made those insured into grumblers, malingers, and
dispute economic theory logically, they could refer neurasthenics, against tariffs (and thereby implicitly
to nothing other than some "moral pathos," of which against cartels), against the limitation of freedom
they spoke in the invitation to the founding meeting to live, to travel, or study where one likes, against
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excessive taxation and against inflation, against
armaments, against colonial acquisitions, against the
oppression of minorities, against imperialism and
against war. It put up stubborn resistance against the
politics of capital consumption. And liberalism did
not create the armed party troops who are just waiting
for the convenient opportunity to start a civil war.
II
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one reaches these positions by economic successes
but rather by other means.
In the interventionist state it is no longer of crucial
importance for the success of an enterprise that
operations be run in such a way that the needs of the
consumer are satisfied in the best and least expensive
way; it is much more important that one has "good
relations" with the controlling political factions,
that the interventions redound to the advantage and
not the disadvantage of the enterprise. A few more
Marks' worth of tariff-protection for the output of
the enterprise, a few Marks less tariff-protection for
the inputs in the manufacturing process can help the
enterprise more than the greatest prudence in the
conduct of operations. An enterprise may be well
run, but it will go under if it does not know how to
protect its interests in the arrangement of tariff rates,
in the wage negotiations before arbitration boards,
and in governing bodies of cartels. It is much more
important to have "connections" than to produce well
and cheaply. Consequently the men who reach the top
of such enterprises are not those who know how to
organize operations and give production a direction
which the market situation demands, but rather men
who are in good standing both "above" and "below,"
men who know how to get along with the press and
with all political parties, especially with the radicals,
such that their dealings cause no offense. This is that
class of general directors who deal more with federal
dignitaries and party leaders than with those from
whom they buy or to whom they sell.

The line of argument that leads to blaming capitalism
for at least some of these things is based on the notion
that entrepreneurs and capitalists are no longer liberal
but interventionist and statist. The fact is correct,
but the conclusions people want to draw from it
are wrong-headed. These deductions stem from the
entirely untenable Marxist view that entrepreneurs
and capitalists protected their special class interests
through liberalism during the time when capitalism
flourished but now, in the late and declining period
of capitalism, protect them through interventionism.
This is supposed to be proof that the "hampered
economy" of interventionism is the historically
necessary economics of the phase of capitalism in
which we find ourselves today. But the concept of
classical political economy and of liberalism as the
ideology (in the Marxist sense of the word) of the
bourgeoisie is one of the many distorted techniques of
Marxism. If entrepreneurs and capitalists were liberal
thinkers around 1800 in England and interventionist,
statist, and socialist thinkers around 1930 in Germany,
the reason is that entrepreneurs and capitalists were
also captivated by the prevailing ideas of the times. In
1800 no less than in 1930 entrepreneurs had special Because many ventures depend on political favors,
interests which were protected by interventionism those who undertake such ventures must repay
and hurt by liberalism.
the politicians with favors. There has been no big
Today the great entrepreneurs are often cited as venture in recent years which has not had to expend
"economic leaders." Capitalistic society knows no considerable sums for transactions which from the
"economic leaders." Therein lies the characteristic outset were clearly unprofitable but which, despite
difference between socialist economies on the one expected losses, had to be concluded for political
hand and capitalist economies on the other hand: in reasons. This is not to mention contributions to nonthe latter, the entrepreneurs and the owners of the business concerns—election funds, public welfare
means of production follow no leadership save that institutions and the like.
of the market. The custom of citing initiators of great Powers working toward the independence of the
enterprises as economic leaders already gives some directors of the large banks, industrial concerns,
indication that these days it is not usually the case that and joint-stock companies from the stockholders are
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asserting themselves more strongly. This politically
expedited "tendency for big businesses to socialize
themselves," that is, for letting interests other than
the regard "for the highest possible yield for the
stockholders" determine the management of the
ventures, has been greeted by statist writers as a
sign that we have already vanquished capitalism.3 In
the course of the reform of German stock rights,
even legal efforts have already been made to put the
interest and well-being of the entrepreneur, namely
"his economic, legal, and social self-worth and
lasting value and his independence from the changing
majority of changing stockholders,"4 above those of
the shareholder.

August 2020

intervention of the government and must pay as taxes
a considerable part of its profits in order to defray the
inferior productivity of public enterprise.

The crisis under which the world is presently
suffering is the crisis of interventionism and of
state and municipal socialism, in short the crisis of
anticapitalist policies. Capitalist society is guided by
the play of the market mechanism. On that issue there
is no difference of opinion. The market prices bring
supply and demand into congruence and determine
the direction and extent of production. It is from the
market that the capitalist economy receives its sense.
If the function of the market as regulator of production
is always thwarted by economic policies in so far as
With the influence of the state behind them and the latter try to determine prices, wages, and interest
supported by a thoroughly interventionist public rates instead of letting the market determine them,
opinion, the leaders of big enterprises today feel so then a crisis will surely develop.
strong in relation to the stockholders that they believe
Bastiat has not failed, but rather Marx and Schmoller.
they need not take their interests into account. In
their conduct of the businesses of society in those 1.[The translator wishes to gratefully acknowledge the
comments and suggestions of Professor John T. Sanders,
countries in which statism has most strongly come to Rochester Institute of Technology, and Professor David R.
rule—for example in the successor states of the old Henderson, University of Rochester, in the preparation of the
Austro-Hungarian Empire—they are as unconcerned translation.]
about profitability as the directors of public utilities. 2.Cf. Webb, Fabian Essays in Socialism….ed. by G. Bernard
The result is ruin. The theory which has been Shaw (American ed. edited by H.G. Wilshire. New York: The
Humboldt Publishing Co., 1891), p. 4.
advanced says that these ventures are too large to be 3.Cf. Keynes, "The End of Laisser-Faire," 1926, see, Essays in
run simply with a view toward profit. This concept Persuasion (New York: W.W. Norton & Co., Inc., 1932), pp.
is extraordinarily opportune whenever the result of 314–15.
conducting business while fundamentally renouncing 4.Cf. Passow, Der Strukturwandel der Aktiengesellcschaft im
profitability is the bankruptcy of the enterprise. It is Lichte der Wirtschaftsenquente, (Jena 1939), S. 4.
opportune, because at this moment the same theory Ludwig von Mises was the acknowledged leader of
demands the intervention of the state for support of the Austrian school of economic thought, a prodigious
originator in economic theory, and a prolific author.
enterprises which are too big to be allowed to fail.
Mises's writings and lectures encompassed economic
III
theory, history, epistemology, government, and
It is true that socialism and interventionism have not
political philosophy. His contributions to economic
yet succeeded in completely eliminating capitalism. If
theory include important clarifications on the quantity
they had, we Europeans, after centuries of prosperity,
theory of money, the theory of the trade cycle, the
would rediscover the meaning of hunger on a massive
integration of monetary theory with economic theory
scale. Capitalism is still prominent enough that
in general, and a demonstration that socialism must
new industries are coming into existence, and those
fail because it cannot solve the problem of economic
already established are improving and expanding
calculation. Mises was the first scholar to recognize
their equipment and operations. All the economic
that economics is part of a larger science in human
advances which have been and will be made stem
action, a science that he called praxeology.
from the persistant remnant of capitalism in our
society. But capitalism is always harrassed by the This article was originally published on Mises.org.
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The Only Long-Term Solution to a
Bust Is to Rebuild Savings

By increasing as much as possible the pool of real
savings—the increase in this pool is the key to the
increase in the well-being of individuals.

by Frank Shostak

What is required is to seal off all the channels that
undermine the generation of real savings. This means
that what is required is to close all the loopholes that
enable monetary pumping and to cut the government
outlays to the bone. (Observe that by cutting
government outlays it will instantly be possible to
lower all sorts of taxes on individuals.) These policies
will put more real savings in the hands of wealth
generators, which will help to revive the economy.

Once an economy falls into a recession some
commentators express concern that as a result there is
now nonutilized capital and labor. Resources that can
be used are now made unemployed. It is held that the
key issue behind this is insufficient demand for goods
and services.
Once it is accepted that the key factor is insufficient
demand, these commentators are of the view that what
is required is somehow to boost the overall demand
in the economy. With a stronger demand, it is held,
idle resources will be employed again. Hence, what
is recommended is for the central bank to embark
on very loose monetary stance to strengthen the
overall demand for goods and services. If individuals
are reluctant to increase their demand for goods
and services, then the government and the central
bank must step in to boost the demand to revive the
economy. (Note that in this way of thinking spending
by one individual becomes the income of another.)
But what is overlooked here that without adequate
means it is not possible to exercise any demand. For
instance, if an individual has a desire for a luxurious
car such as a Mercedes 600 yet his means are
sufficient only to secure a bicycle. Means, however,
are not something that can be printed; they have to be
produced.

It must be understood that no central bank or government
tampering with markets can make the overall “pie”
bigger—all that such policies as a rule generate is a
redistribution of a given “pie.” And over time these
policies lead to the weakening of the amassing of real
savings and to economic impoverishment. According
to Mises in Human Action,
Out of the collapse of the boom there is only one
way back to a state of affairs in which progressive
accumulation of capital safeguards a steady
improvement of material well-being: new saving
must accumulate the capital goods needed for a
harmonious equipment of all branches of production
with the capital required. One must provide the
capital goods lacking in those branches which were
unduly neglected in the boom. Wage rates must drop;
people must restrict their consumption temporarily
until the capital wasted by malinvestment is
restored. Those who dislike these hardships of the
readjustment period must abstain in time from
credit expansion.

Contrary to popular thinking, money is just a medium
of exchange, not the means of payment. In a sense,
individuals are paying for goods with other goods. All
that money does is facilitate the payment of one good Furthermore Mises argues in Human Action,
for another good.
In the opinion of the public, more inflation and
more credit expansion are the only remedy against
Consequently, printing more money doesn’t generate
the evils, of an economic slump….Here, they say,
more means but rather leads to an exchange of nothing
are plants and farms whose capacity to produce is
for something, i.e., to the depletion of the pool of real
either not used at all or not to its full extent. Here
savings. It leads to the diversion of real savings from
are piles of unsalable commodities and hosts of
those individuals who have contributed to this pool to
unemployed workers. But here are also masses of
those who made no contribution whatsoever.
people who would be lucky if they only could satisfy
How, then, can an economic slump be eliminated?
their wants more amply. All that is lacking is credit.
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Additional credit would enable the entrepreneurs to
resume or to expand production. The unemployed
would find jobs again and could buy the products.
This reasoning seems plausible. Nonetheless it is
utterly wrong.

We have completed the easy part of learning how to be
your own banker through the use of dividend-paying
life insurance. Now, we must face the difficult part
– overcoming the human problems. To do so, it all
seems to start with understanding “Parkinson’s Law.”

If commodities cannot be sold and workers cannot
find jobs, the reason can only be that the prices and
wages asked are too high. He who wants to sell his
inventories or his capacity to work must reduce his
demand until he finds a buyer. Such is the law of
the market. Such is the device by means of which
the market directs every individual's activities
into those lines in which they can best contribute
to the satisfaction of the wants of the consumers.
The malinvestments of the boom have misplaced
inconvertible factors of production in some lines
at the expense of other lines in which they were
more urgently needed. There is disproportion in the
allocation of nonconvertible factors to the various
branches of industry. This disproportion can be
remedied only by the accumulation of new capital
and its employment in those branches in which it
is most urgently required. This is a slow process.
While it is in progress, it is impossible to utilize fully
the productive capacity of some plants for which the
complementary production facilities are lacking.

C. Northcote Parkinson was a British essayist,
lecturer, and economist who left us with some
valuable writings of his observations. One of the
best is his little book entitled Parkinson’s Law. In
it he brilliantly isolates some of the limitations of us
all, particularly the behavior of individuals within a
group. He makes one painfully aware of the futility of
expecting good results from committees! He reminds
me of a marquee at a church that read, “God so loved
the world that He did not send a committee.”
Yet, our behavior is so unduly influenced by peer
pressure. What are they doing to solve their financial
concerns? What does The Wall Street Journal say
about this? What does Money magazine recommend?
What is the Federal Reserve going to do about interest
rates? How will the stock market react to this? All
these knee-jerk reactions are examples of what
Parkinson is describing in his little book.

For further study in this vein I recommend that you read
Extraordinary Popular Delusions and The Madness
of Crowds by Charles Mackay. In the preface to the
Frank Shostak's consulting firm, Applied Austrian second edition written in 1852 Mackay says, “Men, it
School Economics, provides in-depth assessments of has been well said, think in herds; it will be seen that
financial markets and global economies.
they go mad in herds, while they only recover their
senses slowly, and one by one.”
This article was originally published on Mises.org.

Sixteenth in a monthly series of Nelson Nash’s
personally written Becoming Your Own Banker ©
lessons. We will continue these lessons until we have
gone through the entire book.
PART II Lesson 1 Understanding Parkinson’s Law
Content: Page 28, Becoming Your Own Banker Fifth
Edition

www.infinitebanking.org

Also, study Eat the Rich by P.J. O’Rourke; Inventing
Money by Nicholas Dunbar; and F.I.A.S.C.O. by
Frank Partnoy. Hopefully, by the time you have read
these books you will understand the meaning of my
observation that “the world” has never been right
about anything!
Why look to such folks for guidance. It appears to
me that a contrarian approach would serve one much
better.
Parkinson’s Law has many ramifications, such as,
work expands to meet the time envelope allowed.
Give a person a job to do and give a time limit of
three days to complete it. You can rest assured that it
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won’t get done until late on the third day. Now, assign
the same job and set a time frame of thirty days for
completion. You should not be surprised when it is
finished late on the 30th day.
Another ramification – a luxury, once enjoyed,
becomes a necessity. Can you remember when we did
not have air-conditioned automobiles? Would you
think of buying one without it today? Not me! It gets The following financial professionals joined or
hot and humid in Alabama.
renewed their membership to our Authorized
The most important one, as it relates to financial Infinite Banking Concepts Practitioners team this
matters is, expenses rise to meet income. Is this month:
• Chris Bay - Lawrence, Kansas
true? Income is limited for all of us, but our wants
• Fred Belcastro - Chicago, Illinois
far exceed our ability to fund them. When a pay raise
comes along it is very quickly absorbed by a new
• Jason Breit - Melville, New York
definition of necessities. I have even heard people
• Scott Crutchfield - Greenville, South Carolina
say, “No, expenses don’t rise to meet income – they
• Braden Galloway - Anchorage, Alaska
rise to exceed income!” A pay raise becomes a curse
• Jason Henderson - Logan, Utah
to many in America.
• Brian Heyer - Greenville, Wisconsin
It doesn’t have to be this way – but it is! Parkinson’s
• Jeffrey Iorio -Tuscon, Arizona
Law must be overcome daily – sometimes even
• Brandon Jenkins - Jacksonville, Florida
hourly – if any financial progress is to be made. If
• Joshua Levy - Coral Springs, Florida
you can’t do it then just give up! Dig a hole, crawl in
• Jayson Lowe - Edmonton, Alberta
and get someone to cover you up. You are hopeless!
This sounds a bit cruel, doesn’t it? But there is
• James Neathery - Fort Worth, Texas
another side to this coin. Isn’t it obvious that, if you
• Melany Newsham - Beaumont, Alberta
can whip Parkinson’s Law, you will win by default
• Scott Plamondon - Laguna Hills, California
in comparison with those who can’t? Remember,
• George Roth - Edmonton, Alberta
everything you do in the financial world is compared
• Tommy Ruff - Harrison, Arkansas
with what others are doing.
• Mike Sidhu - Victoria, British Columbia
In all our efforts at establishing priorities we should
• Thomas Young - Beaver, Pennsylvania
begin with a thorough consideration of the truth of
Parkinson’s Law. Pondering this over an extended
period of time will help you to develop a new and You can view the entire practitioner listing on our
very rewarding paradigm for your life. Today is a website using the Practitioner Finder.
good day to start.
IBC Practitioner’s have completed the IBC Practitioner’s

Program and have passed the program exam to ensure
that they possess a solid foundation in the theory and
implementation of IBC, as well as an understanding
of Austrian economics and its unique insights into our
monetary and banking institutions. The IBC Practitioner
has a broad base of knowledge to ensure a minimal level
of competency in all of the areas a financial professional
needs, in order to adequately discuss IBC with his or her
clients.
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