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In approaching this subject I need to admit right now that I am biased. But 
in order to be equitable with my stance, it is best to evaluate the facts about 
these institutions against the context of a broader sphere that takes into account 
historical evidence matched with our current economic, social and moral 
climate. In the end, it is the head of a household or an entrepreneur heading 
up a business enterprise who must ultimately make use of these institutions 
to navigate the uncertain future. If these institutions fail at this basic level of 
service, then practical consumers will choose neither one and turn to other 
alternatives.

Our readers know that our study and exhortations about the insurance industry 
go beyond the simple purchase of a policy for life insurance needs. As students 
and informal specialists of the Federal Reserve and its dangerous fractional 
reserve banking practices, we were compelled to seek, and have actually 
found, a more conservative financial strategy utilizing the insurance sector 
and, in particular, a certain financial product: dividend paying Whole Life 
insurance. Austrian scholars of the past such as, Ludwig von Mises, Murray 
Rothbard and Jesus Huerta de Soto, not only believed in the conservatism of 
the institution of insurance, but also helped point the way to our own discovery 
through their writings. Although they did not specifically name this product in 
their books, the dates of their writings tell us they were speaking of the very 
same one.

We turned to the insurance sector for a solution when we saw that nothing 
else in the other financial sectors was working. Shortly after the crisis people 
everywhere were in genuine pain. Robert, as an economist, and I as a workout 
specialist for firms in financial trouble, came to the same conclusion after much 
research on how best to advise people with a legitimate economic solution.

Intuitively, the average person already knew that big banks and Wall Street 
were somehow responsible, but many didn’t understand exactly how the 
commercial banking system had failed The case is not that something is 
inherently wrong with the institution of banking, but rather that our current 
monetary policy and regulatory framework has corrupted it and turned it 
against us. Borrowing from commercial banks now only serves to contribute to 
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the problem of inflation, deepening our individual and 
national economic problems Many still don’t quite 
understand this fact, and so obviously the problem 
persists.

The only final answer to this problem is in returning 
to the gold standard, returning to privatized banking 
and closing the central bank altogether. Most Austrians 
recognize this as the Sound Money Solution—a 
solution that can only be implemented by a change of 
public opinion. But think about it—if only the 750,000 
licensed financial advisors practicing in the U.S. who 
daily are speaking to people about their money could 
come to understand this and see the significance of 
its implications, the goal of changing public opinion 
could be achieved. With the help of an intermediary 
financial solution, the goal could be reached quite 
rapidly.

In our book, How Privatized Banking Really Works, 
Robert and I examined the facts surrounding this 
unique life insurance product in this broader context. 
We found that when measured against all other 
financial strategies, dividend-paying Whole Life 
insurance functioned as a form of privatized banking. 
Furthermore, we witnessed that it accomplished every 
bit of what Nelson Nash talks about in his famous 
book, Becoming Your Own Banker.

In this article we now turn our focus to the insurance 
companies that distribute this marvelous instrument. 
The attempt will be to highlight only some of the more 
relevant aspects of our subject. A full discussion, of 
course, is beyond the scope of this brief report and 
will need to be expanded further in future issues of 
the Lara-Murphy Report. What is most important 
to understand at the outset is that life insurance, like 
everything else in our economy, suffers from the 
stronghold of government intervention. However, 
there are still some aspects of this institution that 
remain untouched and allow us to use it for privatized 
banking purposes.

DEREgULaTION

The insurance sector, like the banking sector and 
Wall Street, has been among us since the formation 
of this country. Deregulation is when government 

reduces its role and allows industry greater freedom 
in its operation. Keep in mind, however, that 
government never fully releases industry so it isn’t 
exactly the opposite of regulation, which refers to 
written law and judicial decisions. Up until recently 
the U.S. legislatively required substantial separation 
among the major components of the financial services 
industry—commercial banking, investment banking, 
and insurance. Much of this separation came from 
government regulation imposed on many industries 
back in the early 1900s that totally restricted the entry 
of certain financial sectors into some markets.1 But 
the bulwark of this separation in the financial services 
sector came amidst the Great Depression. Congress 
determined that commercial banks had excessively 
recommended, invested and extended credit for 
stock market trading, and eventually precipitated the 
stock market crash of 1929. To resolve this perceived 
banking abuse, a permanent wall was erected between 
commercial banks and investment banks, in the form 
of the Glass-Steagall Act.

As expected, banks began pushing unsuccessfully 
for the repeal of this Act soon after it was enacted 
“…contending that such limitations harmed bank 
competitiveness, profitability and limited consumer 
choice.”2 The intensity of that push grew in the 
1970s and 1980s. While Congress stood firm on the 
banking boundaries of the Glass-Steagall Act, by 
1990 bank regulators were able to circumvent the 
law, by regulatory interpretation allowing banks to 
underwrite securities using bank subsidiaries. This 
allowed banks to acquire the largest brokerage firms 
and engage in securities activities whereas the Glass-
Steagall Act continued to bar brokerage firms and 
insurance companies from acquiring banks.3 If this 
makes no sense to you or seems unfair—”move to the 
head of the class.” This type of disparity should come 
as no surprise, for this type of thing happens often in 
our overly regulated economy.

Once commercial banks began moving into 
the brokerage business via subsidiaries, the 
financial markets began moving faster than government 
regulation could keep up with. Manufacturing was 
no longer the country’s bedrock and the financial 
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services industry was seen as what would replace it.  
The merger of Citicorp Bank and Travelers Insurance 
in 1998 is an example of banks continuing to push 
the issue of what they believed was already a “dead 
law.” The promoters of this merger felt comfortable 
that The Glass-Steagall Act would soon change in 
their favor and it did. In 1999 the Gramm-Leach-
Bliley Act (The Financial Services Modernization 
Act), repealed crucial parts of the Glass-Steagall Act 
and legally took down the wall between commercial 
banks and investment banks altogether. But it also 
went further by opening up interactive competition 
among all financial sectors, including insurance.4 At 
the time, I was a securities Principal and owner of 
a Broker-Dealer firm and member of the NASD, in 
addition to my consulting practice. There was a sense 
that if you didn’t quickly diversify into all areas of 
the financial services business, to become a sort of 
“one-stop financial product shopping mart,” you 
were going to get left behind. To accomplish this 
you needed huge amounts of capital to expand your 
operations. The adrenaline felt behind this movement 
was prevalent everywhere.

Austrian Mark Thornton, (interviewed here in the 
December 2010 issue of the LMR) severely criticized 
this Act as contributing to the 2008 financial crisis, 
as did other well-known economists. But notice that 
Mark is careful to qualify in what way he believes it 
precipitated the crisis. His statement below explains 
the crucial difference that separates him from 
mainstream economists and that we wholeheartedly 
endorse.

“In a world regulated by a gold standard, 100% 
reserve banking, and no FDIC deposit insurance 
the Financial Services Modernization Act would 
have made perfect sense as a legitimate act of 
deregulation, but under the present fiat monetary 
system it amounts to corporate welfare for 
financial institutions and a moral hazard that will 
make taxpayers pay dearly.” —Mark Thornton5

This Act opened the door for many changes in the 
financial services industry. Since it made possible 
the integration of mixed services from commercial 
banks, investment banks and insurance companies, it 

served to spawn countless mergers, acquisitions and 
IPOs as financial institutions scrambled to tap the 
capital markets and reposition themselves in the new 
marketplace. Interesting is the manner in which the 
insurance sector was impacted by all of these changes, 
especially when it came to the mutuals. Mutuals, you 
see, are denied access to capital markets on account of 
their operating structure as mutuals. Mutuals have no 
stock to sell. Stock insurance companies, on the other 
hand, are not restricted by these changes and can raise 
capital much more easily—hence, what we witnessed 
was a sharp rise in demutualization of mutuals and the 
increase in stock companies.

There was also the issue of banks selling insurance. 
One of the biggest concerns for insurers is market 
power. Dominant firms, such as commercial banks, 
can easily influence the market price of the insurance 
product through the strength of their banking and 
brokerage positions. Although banks have not yet 
gone full throttle since the repeal of this law, it is easy 
to see why insurers are not anxious to further incite a 
hornet’s nest of competition.

Amidst this heightened onslaught of so-called 
deregulation, banking laws to this date still prohibit 
banks from actually selling the traditional type 
of insurance products, but it is also true that those 
regulatory strongholds are constantly being scrutinized 
and prodded. Several recent court cases such as the 
Barnett Bank vs. Nelson have served to weaken 
these boundaries. (Even the McCarren-Furgeson Act 
of 1945, which exempts the business of insurance 
from federal regulation, is frequently reviewed by 
lawmakers.)6 Yet, there are also plenty of regulatory 
concerns countering all this integration, and mixed 
services that have occurred, especially since the 
2008 financial crisis. Again, this should come as no 
surprise in a planned and regulated economy such 
as ours. The IPOs, mergers and acquisitions of the 
various financial sectors leading in the formation of 
giant conglomerates have not necessarily had positive 
effects for consumers and taxpayers. The recent 
big bank bailouts are prime examples of this and 
only serve to underscore Mark Thornton’s ominous 
predictions.
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It is difficult to judge what will ultimately happen 
in the ensuing years as financial markets continue to 
heat up under government’s design for the economy. 
But when it comes to the insurance sector specifically, 
the net results have been dramatic up to this point. 
Shifts in its size, configuration of ownership structure, 
and market share have completely reshaped the life 
insurance industry. We’ll look at these in the next 
section.

STOCK VS. MUTUaL

Most of the life and health insurance in the United 
States is still issued by commercial life insurance 
companies. Commercial life insurance companies 
are of course corporations that are federally taxed 
in much the same way as all other U.S. corporations 
with some exceptions. Only fraternal societies, 
savings banks, and the Veterans Administration 
which issue life and health policies have a federal tax 
exemption, but they issue less than 2% of policies in 
force in the United States. Commercial life insurance 
companies, which issue the remaining 98% of all life 
and health policies in the nation, are also taxed by the 
states. This is because the life insurance industry is a 
stateregulated industry. The state tax is actually levied 
on the insurance premium. The state premium tax is 
1%- 4% depending on the state and whether or not the 
insurer is out-of-state or domestic.

Commercial life insurance companies are organized 
as either mutual or stock corporations. But mutuals 
are special corporations that own no stock. The most 
distinguishing characteristic of the stock company 
is that its owners are stockholders. Alternatively, 
policy owners own a mutual life insurance company. 
Today, stock insurers outnumber the mutuals by 
a wide margin. In the past, mutuals were dominant 
with respect to life insurance policies in force, but 
their share has declined to less than 40% from 62% in 
1960. Irrespective of this statistic, mutual companies 
are still generally larger than stock companies.

The primary reason for this shift in the increase of 
stock companies has been the stock company’s ability 
to respond more advantageously to The Financial 
Services Modernization Act. Since a stock company 

can sell shares for its stock in return for capital, the 
stock company is more agile as either a start-up or 
in the mergers and acquisitions arena. Additionally, 
stock insurance companies can be owned by other 
stock companies whether or not they are in the 
insurance business. A mutual company, on the other 
hand, is owned solely by its policy owners and cannot 
be owned by any other entity. This presents a special 
problem for mutuals and their ability to access outside 
capital. Instead, growth must take place either from 
within or by merging with another mutual. Several 
mutuals have been enormously successful following 
this internal growth approach. Recently, however, 
the mutual insurance holding company concept, has 
presented an additional method for mutual companies 
to access capital. We explain this more fully shortly.

We should also mention that the lack of profit 
incentive also makes starting up a new mutual quite 
challenging. This is because mutuals are similar to 
non-profits. But unlike a true cooperative, members 
do not contribute to the capital of the company by 
direct investment, but rather derive their rights to 
profits and votes through their customer relationships. 
Unfortunately, growing regulation only serves to make 
the forming of a new mutual even more problematic.

As already stated, a new stock insurance company 
start-up can meet the state’s requirements of ready 
capital for expenses and contingency reserves by 
selling shares of their stock. Under New York State 
law, a stock company must have a minimum of $2 
million capital and a paid-in initial surplus of the 
greater of $4 million or 200 percent of its capital. 
The minimum capital requirement after formation 
is regulated by a formula developed by the NAIC. 
After it has been fully established and has attained 
adequate financial stability, a stock insurer can then 
be converted into a mutual company.

The mutual start-up, because its original intentions 
are to be a mutual, “must have policy applications in-
hand of not less than $1,000 each from 1,000 persons, 
accompanied by the full amount of one annual 
premium for an aggregate amount of $25,000, plus 
an initial surplus of $150,000 in cash.”7  Obviously, 
the cash portion of the money can be borrowed, but 
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how does one accomplish getting policy applications 
from a thousand people, when the company has not 
even been formed and is not legally able to issue 
policies? It is for this reason that not a single mutual 
has been formed in a very long time (world-wide) 
and no new ones are likely to ever be formed. This 
makes mutuals unique and prized companies. Their 
ownership structure is unlike no other corporation.

Before we leave this subject entirely we should 
clarify one other very important and distinguishing 
item. As already stated, mutual companies have no 
stockholders Consequently, the policy owner is both a 
customer and at the same time, an owner of the insurer. 
In a stock company a policy owner is a customer only. 
Mutual company’s assets are held for the benefit and 
protection of the policy owners in the form of reserves, 
surplus, or contingency funds. Or, they are distributed 
as dividends upon the discretion of the mutual’s board 
of directors. Mutuals primarily issue “participating” 
policies. Sometimes they will issue non-participating 
policies, but as is the case for policy owners of a stock 
company, these are simply customers of the mutual 
company. Stock companies are organized for the 
purpose of making a profit for their stockholders and 
mostly issue “nonparticipating” policies.8

Today, life insurance company managers that have 
to contend with these new market forces must be 
deliberate in structuring an organization that will 
provide the most efficient means of meeting their 
goals. Recognizing the supreme value of the mutual 
organization, the Mutual Holding Company concept 
has been born and has become a significant factor in 
determining life insurance ownership structure.

HOLDINg COMPaNIES

Holding companies are corporations that own 
or control one or more insurers, broker-dealer 
organizations, investment companies, and other 
financial services corporations. A holding company 
works differently with a stock company than with a 
mutual. A holding company formed by a stock company 
is known as an “upstream holding company” because 
it sits at the top of the intercorporate structure. The 
stockholders own it and it in turn owns subsidiaries.

A “downstream holding company” is usually 
formed by a mutual because it sits in the middle of the 
intercorporate structure and the subsidiary is beneath 
it. The mutual sits on top. It is owned either in part 
or whole by the mutual. Although this can allow the 
mutual to expand by acquiring subsidiaries, it is still 
limiting. Statutory accounting and legal investment 
laws limit the amount an insurer can invest in a 
subsidiary. Also, mutual life insurance insurers can 
only offer to pay in cash—a very expensive and 
impractical way to transact business on the one hand, 
but also a superb example of what 100% reserves 
really mean.

In 1995, new state laws were adopted and a different 
form of holding company was introduced known as 
the Mutual Insurance Holding Company (MIHC) 
“…making it possible for a mutual to form a mutual 
holding company with an active stock company 
subsidiary. Policy owners become members of the 
“up-stream” mutual insurance holding company and 
have their policy relationship with the stock insurer 
subsidiary of the new holding company. Initial shares 
of the subsidiary’s capital stock are issued and held 
by the mutual holding company. Then the mutual 
holding company, acting through the stock subsidiary, 
can access the public markets.”9

In evaluating all of this we must never forget that the 
primary reason mutuals demutualize or form holding 
companies in the first place is to access equity capital. 
This is a function that has become increasingly 
important, as the integration of the financial services 
industry has accelerated. Money is needed for new 
equipment, space, sales and distribution capabilities, 
in essence for growth. Naturally, the question arises as 
to how these expansive moves will ultimately affect 
the insurance coverage of persons with participating 
policies. If we understand the conservative methods 
used by insurance companies in building their 
participating policies along with their statutory 
reserves (as we detailed in last month’s issue of the 
LMR) we should be able to reasonably determine that 
there should be no adverse impact on the insurer’s 
ability to meet the policy guarantees on its policies 
or pay the dividends on the same scale prior to these 
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financial moves. We will look deeper into this subject 
later here in the LMR in upcoming issues.

CONCLUSION

Of course, the importance of insurer selection must 
not be underestimated. Life insurance involves a 
long-term guarantee. This guarantee is unlike the 
guarantee of any other consumer product on the 
market. Since it is life insurance, the guarantee is the 
product. There is no value in the paperwork; only the 
guarantee embodied in the policy has value. Likewise, 
it is a guarantee that must be there for a very long 
time. The insurance company is contracting to deliver 
this guarantee when needed, whether it is right now or 
fifty years from now. It is imperative, of course, that 
the insurance companies have the financial strength 
and integrity to meet this guarantee. This prerequisite 
applies to both stock and mutual companies alike.

In addition to the issue of financial strength, managers 
of well-run companies realize that ultimately the 
consumer is sovereign. What life insurance purchasers 
have made known is their interest in product value. 
Efficiently operated insurers will always be in a 
better position to deliver this product value to their 
customers. How this efficiency is ultimately achieved 
has been the continuous struggle of stock and mutual 
companies in the life insurance industry for nearly 
two centuries. Their long history shows that they have 
been successful in meeting this consumer demand 
quite adequately.

What we also know from historical experience 
is that life insurance companies in general are 
very conservatively managed corporations. This 
can best be seen in the manner they construct 
their product. Life insurance companies that issue 
participating policies, in particular, traditionally over-
charge policy owners on the front end, not to gouge 
them, but to fully insure the payment of the guarantee, 
which coincidently, also serves to insulate the policy 
owner from market volatility. If this is important to 
you, take note. Later, the premium is returned to the 
policy owner in the form of tax-free dividends. The 
net result is a less expensive product of remarkable 
quality.

But at the end of the day here is the one question you 
should be asking yourself as a policy owner. “Do I 
like the idea of being a source of profit for investors?” 
For those of us endeavoring to utilize a policy for 
privatized banking purposes, your answer to this 
question is ultimately determined by your choice of 
one company over another. The main difference in 
using a mutual company over a stock company is 
that YOU are the owner, whereas in a stock company 
someone else is. That difference makes all the 
difference. So, yes, it does matter.

This article was originally published in the Lara-
Murphy-Report [LMR].
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The Inverted Yield Curve and 
Recession
by Robert P. Murphy

[This article is part of the Understanding Money 
Mechanics series, by Robert P. Murphy. The series 
will be published as a book in 2021.]

The “yield curve” refers to a graph showing the 
relationship between the maturity length of bonds—
such as one month, three months, one year, five years, 
twenty years, etc.—plotted on the x axis, and the yield 
(or interest rate) plotted on the y axis.1 In the postwar 
era, a “normal” yield curve has been upward sloping, 
meaning that investors typically receive a higher rate 
of return if they are willing to put their funds into 
longer-dated bonds. A so-called inverted yield curve 
occurs when this typical relationship flips, and short-
dated bonds have a higher rate of return than long-
dated ones.

Investors and financial analysts are very interested 
in this phenomenon, because an inverted yield curve 
(defined in a particular way) has been a perfect 
leading indicator of a recession going back at least 
fifty years. If we look at the last eight recessions, 
beginning with the downturn 
that began in December 1969, 
an appropriately defined yield 
curve inversion preceded all 
of them about a year ahead of 
time. Moreover, during this 
same fifty-one-year period the 
(appropriately defined) yield 
curve has only inverted when 
there would soon be a recession. 
(See the endnotes for citations 
to the scholarly literature.2) The 
following chart illustrates the 
yield curve’s apparent predictive 
power:

In the above chart (which only goes back to the early 
1980s and so doesn’t cover the full extent of the yield 
curve’s successful track record), we have charted the 
difference (or “spread”) between the implicit interest 

rate on ten-year Treasury bonds and three-month 
Treasury bills. The normal state of affairs is for the 
yield on the longer ten-year security to be higher 
than the yield on the very short three-month security. 
(That’s why the line in the chart is typically above the 
black horizontal line at the 0 percent notch.)

However, every once in a while the yield curve 
inverts, meaning that the line in the chart dips below 
the 0 percent threshold, corresponding to a situation 
in which the yield on three-month T-bills is actually 
higher than the yield on ten-year Treasury bonds. 
Notice in our chart that whenever that happens—and 
only when that happens—the economy soon goes into 
a recession (indicated by the gray bars).

Economists have tried to explain the mechanism by 
which an inverted yield curve signals an impending 
recession. As we will see, the conventional attempts—
such as the one offered by Paul Krugman—do not fit 
the actual facts. In contrast, the Misesian explanation 
of the business cycle quite easily explains the pattern 
we observe in interest rates during the “normal” boom 
time and shortly before the bust.

Paul Krugman on the Inverted Yield Curve

In his New York Times column and associated blogging 

platform, Paul Krugman over the years has clearly 
singled out investor expectations as the driving force 
behind the historical pattern. Here is Krugman in late 
2008:
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The reason for the historical relationship 
between the slope of the yield curve and the 
economy’s performance is that the long-term 
rate is, in effect, a prediction of future short-
term rates. If investors expect the economy to 
contract, they also expect the Fed to cut rates, 
which tends to make the yield curve negatively 
sloped. If they expect the economy to expand, 
they expect the Fed to raise rates, making the 
yield curve positively sloped. (bold added)3

Then, in his column from mid-
August of 2019—commenting on 
the then recent inversion of the 
two-year and ten-year yields, which 
was spooking investors—Krugman 
applied his framework to the data:

An old economists’ joke says that 
the stock market predicted nine 
of the last five recessions. Well, 
an “inverted yield curve”—when 
interest rates on short-term bonds 
are higher than on long-term 
bonds—predicted six of the last 
six recessions. And a plunge in 
long-term yields, which are now less than half 
what they were last fall, has inverted the yield 
curve once again, with the short-versus-long 
spread down to roughly where it was in early 
2007, on the eve of a disastrous financial crisis 
and the worst recession since the 1930s.

Neither I nor anyone else is predicting a replay of 
the 2008 crisis. It’s not even clear whether we’re 
heading for recession. But the bond market is 
telling us that the smart money has become 
very gloomy about the economy’s prospects. 
Why? The Federal Reserve basically controls 
short-term rates, but not long-term rates; low 
long-term yields mean that investors expect a 
weak economy, which will force the Fed into 
repeated rate cuts.  (bold added)4

As the above quotations make clear, Krugman argues 
that the yield curve flattens/inverts before a recession 
because investors forecast trouble ahead. There are 

two problems with this approach.

First, why would an inverted yield curve spook 
investors if the reason it inverts is that investors 
already know a recession is coming?

Second and more significant: Krugman’s explanation 
would make sense if yield curve inversions typically 
occurred when the long bond yield collapses. But 
in fact, as the following chart makes clear, the yield 
curve inverts primarily because the short rate spikes 
upward before a recession:

In the above chart, particularly for the middle three 
recessions, it is clear that the yield curve inverted 
because the three-month yield (black line) rose 
rapidly to surpass the ten-year yield (green line). This 
is the opposite of what Krugman’s readers would have 
expected to see.

an austrian Explanation

In contrast to Krugman’s story, standard Austrian 
business cycle theory—which we explained in chapter 
9—is quite compatible with the evidence presented 
in the above figure. In the Misesian framework, the 
unsustainable boom is associated with “easy money” 
and artificially low interest rates. When the banks 
(led by the central bank, in modern times) change 
course and tighten, interest rates rise and trigger the 
inevitable bust.5 (It is standard in macroeconomics to 
assume that the central bank’s actions affect short-
term interest rates much more than long-term interest 
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rates.)

In fact, as Ryan Griggs and the present author have 
demonstrated, changing growth rates in the Austrian 
“true money supply” (TMS) monetary aggregate 
correspond quite well with the spread in the yield 
curve:

In the above chart, the green line (corresponding to 
the left axis) is the difference between the ten-year 
Treasury bond yield and the three-month T-bill yield. 
The black line (corresponding to the right axis) is the 
twelve-month percentage growth in the true money 
supply as defined by Rothbard and Salerno (and 
which we briefly discussed in chapter 5).

As the chart indicates, these two series have a 
remarkably tight connection. Specifically, when the 
money supply grows at a high rate, we are in a “boom” 
period and the yield curve is “normal,” meaning the 
yield on long bonds is much higher than on short 
bonds. But when the banking system contracts and 
money supply growth decelerates, then the yield curve 
flattens or even inverts. It is not surprising that when 
the banks “slam on the brakes” with money creation, 
the economy soon goes into recession.

In summary, the standard Austrian explanation 
of the business cycle has, as a natural corollary, 
a straightforward explanation for the apparent 
predictive power of an inverted yield curve.

This article was originally published on Mises.org.

1.The material in this chapter draws on a forthcoming QJAE 
article authored by Ryan Griggs and Robert P. Murphy.

2.Perhaps the first systematic exploration of the inverted yield 
curve’s ability to forecast recessions was Campbell Harvey, 
“Recovering Expectations of Consumption Growth from an 
Equilibrium Model of the Term Structure of Interest Rates” 
(PhD diss., University of Chicago, 1986), https://faculty.

fuqua.duke.edu/~charvey/Research/
Thesis/Thesis.pdf. For a more recent 
discussion, see Arturo Estrella and 
Mary R. Trubin, “The Yield Curve as 
a Leading Indicator: Some Practical 
Issues,” New York Fed: Current Issues 
in Economics and Finance, July/
August 2006, pp. 1–7, https://www.
newyorkfed.org/medialibrary/media/
research/current_issues/ci12-5.pdf.

3.See Paul Krugman, “The Yield 
Curve (Wonkish),” Paul Krugman 
blogs, New York Times, Dec. 27, 
2008, https://krugman.blogs.nytimes.
com/2008/12/27/the-yield-curve-
wonkish/.

4.See Paul Krugman, “From Trump 
Boom to Trump Gloom,” New York Times, Aug. 15, 2019, 
https://www.nytimes.com/2019/08/15/opinion/trump-economy.
html.

5.Paul Cwik’s work explains the inverted yield curve’s predictive 
power in light of Austrian business cycle theory. See for example 
Paul Cwik, “The Inverted Yield Curve and the Economic 
Downturn,” New Perspectives on Political Economy 1, no. 1 
(2005): 1–37; and “An Investigation of Inverted Yield Curves 
and Economic Downturns,” (PhD diss., Auburn University, 
2004).

Robert P. Murphy is a Senior Fellow with the Mises 
Institute. He is the author of many books. His latest is 
Contra Krugman: Smashing the Errors of America’s 
Most Famous Keynesian. His other works include 
Chaos Theory, Lessons for the Young Economist, and 
Choice: Cooperation, Enterprise, and Human Action 
(Independent Institute, 2015) which is a modern 
distillation of the essentials of Mises’s thought for the 
layperson. Murphy is cohost, with Tom Woods, of the 
popular podcast Contra Krugman, which is a weekly 
refutation of Paul Krugman’s New York Times 
column. He is also host of The Bob Murphy Show.



BankNotes       Nelson Nash Institute Monthly Newsletter            May 2021

10  www.infinitebanking.org david@infinitebanking.org

Twenty Fourth 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 III Lesson 1 How to Start Building Your Own 
Banking System

Content: Page 41, Becoming Your Own Banker Fifth 
Edition

About 20 years ago, during the formative years of the 
development of the Infinite Banking Concept, interest 
rates were rather high, and I had been involved in 
the real estate business for several years. Because 
of that background and the painful experience of 
getting caught owing a lot of money at 23% interest, 
I developed some scenarios that demonstrated how 
one could phase out the high interest mortgages 
that were common at that time through the use of 
dividend-paying whole life insurance. It involved 
paying large life insurance premiums for four years 
and then borrowing annual mortgage payments from 
the policy at 8% to pay off the mortgage payments 
at 15%. Meanwhile, making premium payments to 
the policy that were the equivalent of what was being 
paid to the mortgage company. 

People were fascinated with the idea but very few 
took any action because it required rather large 
premiums to make the transition, plus taking about 15 
years to complete the process. It dawned on me later 
that, in the budgets of most folks, monthly payments 
on two automobiles plus comprehensive and collision 
insurance on them equaled their house payment! So, I 
built a scenario where one could finance cars through 
life insurance and sales picked up dramatically. This 
was something that was attainable in about four years 
and required less than half the premium to get the 
program going.

There are five legitimate methods of having the use 

of an automobile over the lifetime of a person. The 
graph on page 41 of BECOMING YOUR OWN 
BANKER assumes that the car will be replaced at 
four-year intervals and that the financing package will 
be $10,550 at 8.5% interest for 48 months ($260.00 
per month) and we will be looking at a 44-year time 
frame in which to compare the results of the methods.

METHOD A – The first, and most expensive method, 
is to lease the cars each year for 44 years. It is 
somewhat difficult to calculate the total cost in this 
case. We must resort to reason and logic and use the 
second method as a starting point. At the end of each 
4-year period the lessee has no equity to show for the 
expenditure and at the end of the 44 years he has 
nothing to drive – he is on his feet!

METHOD B – In the second method we are using a 
commercial bank or finance company to do the job. 
Calculating the cost here is easy – $260.00 per month 
for 528 months = $137,280.00. At the end of each 
4-year period, this person has a 4-year old car to use 
as a trade-in on the next one. Reason tells you that 
the first method must be more costly than this one. If 
leasing were cheaper than buying, no one would ever 
buy – everyone would lease. That’s absurd because 
one has to lease from an owner. Why would an owner 
lease something for less than he paid for it? Therefore, 
let’s assign an arbitrary 44-year total cost of Method 
A at $175,000.00. By the way, the annual equivalent 
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of $260.00 per month is $3,030.00.

METHOD C – The third method is to pay cash for each 
new car every four years. This person has a severe 
case of “The Arrival Syndrome” and thinks that there 
is no better method than paying cash for cars. This 
results in a total cost of $116,050 (10,550 for each 
trade-in package times 11 cars). He had to defer the 
use of the first new car for four years to achieve this 
result. He had to save up money for the first four years 
and immediately start accumulating money again 
in the same savings account to prepare for the next 
purchase. This is the classical “sinking fund” method 
of having the continuous use of machinery that will 
wear out periodically.

This method involves car payments just like the first 
two methods. It is all a matter of where the payments 
are made – to the leasing company, the commercial 
bank, or to his savings account. When the results of 
the three methods are drawn to scale on the graph, 
notice that there is not very much difference in them. 
As we move to the right on the graph the results are 
getting somewhat better – but the American buying 
habits are going the other way on the scale! Any 
number of radio and TV commercials report that 
leasing is up over 35% in the last 5 years.

For some real insight into what is really going on in 
the automobile world, go to the luxury car dealerships 
and ask the sales managers what percentage of their 
cars are leased. You will find that most of them are in 
this category.

We will save Methods D and E for the next lesson.

The following financial professionals joined or 
renewed their membership to our Authorized 
Infinite Banking Concepts Practitioners team this 
month:

• Alan Blecker - Green Valley, Arizona
• Tom Renic - Anola, Manitoba
• Jeremy Stevens - White Hall, Arkansas
• Scott Chapman - Sandersville, Georgia
• Glenval Griffiths - Calgary, Alberta
• Brian Slabaugh - Syracuse, Indiana
• Aurael Christall - Santa Fe, New Mexico
• Darren Mitchell - Dartmouth, Nova Scotia
• Dwayne Burnell - Bothell, Washington
• David Zapata - Carlsbad, California
• Vijay Khetarpal - Tysons Corner, Virginia
• Kyle Davis - Orlando, Florida

You can view the entire practitioner listing on our 
website using the Practitioner Finder.
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.

https://infinitebanking.org/finder/
http://infinitebanking.org/finder/
http://infinitebanking.org/finder/
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We are excited to announce the launch of our online video series for the general public. 
The videos provide a comprehensive introduction to the Infinite Banking Concept.

The first four modules are free, you can view them here: infinitebanking.org/foundations 
The remainding eight modules are subscription-based, costing $49.95 for all eight. 

Or contact an Authorized IBC Practitioner and ask for a coupon code that will enable you 
to watch all twelve modules FREE.

Module 1: Introduction to the Nelson Nash Institute
Module 2: What the Infinite Banking Concept Is
Module 3, Part 1: How IBC Works
Module 3, Part 2: Policy Loans & The Nature of Collateral
Module 3, Part 3: How to Read a Policy Illustration
Module 4: Why Nelson Calls It The Infinite Banking Concept
Module 5: The Life Insurance Industry
Module 6: Why Not Buy Term and Invest the Difference?
Module 7: Using IBC to Pass Wealth to Future Generations
Module 8: The MEC Rule and Policy Design 
Module 9: Does IBC Work for Older People? 
Module 10, Part 1: IBC for the Business Owner
Module 10, Part 2: IBC for the Business Owner
Module 11: Using Your IBC Policy: Premiums, Dividends, and Policy Loans Release May 
2021
Module 12: IBC as a Way of Life Release May 2021

https://infinitebanking.org/foundations//
https://infinitebanking.org/finder/

