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WHEN WILL THE 
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Lara-Murphy Report

This election is more vitriolic than any we can remember. Even 
Americans who are normally apathetic about politics are breaking 
friendships over this pair of deplorables. Trump’s critics point out 
that he is a boor, liar, and hardly a Christian role model in his business 
enterprises. Clinton’s critics point out that she is a criminal, liar, and 
hardly a peacemaker in her conduct of foreign policy. To all of which 
we say: You’re right.

Yet this election also, more than any other in memory, underscores 
the absurdity of our political system. Imagine if you had to pick your 
babysitter, car mechanic, or heart surgeon, the way we pick the next 
president. It would be absolutely horrifying to contemplate.

The way to defuse the hatred among Americans (and conceivably 
civil unrest, especially when the next economic crash occurs) is to 
shrink the scope of the federal government. If the federal government 
actually obeyed the U.S. Constitution, for example, then nobody 
would care who the next president was—very little would be at stake. 

But when the U.S. government seeks to (a) provide health care for 
all, (b) provide K-college education for all, (c) ensure equal pay for 
women, (d) stop climate change by taking over the energy sector, (e) 
ensure safe pharmaceuticals by micromanaging drug development, 
(f ) minimize plane crashes by taking over airline security, (g) save 
the ozone layer, (h) redistribute income to make it “fairer,” (i) stamp 
out recreational drug use, (j) break up monopolies, (k) develop a 
stockpile of nuclear weapons capable of obliterating the planet, (l) 

“Divide and rule, the politician cries;
Unite and lead, is watchword of the wise.” 

— Johann Wolfgang von Goethe
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Lara-Murphy Report

“It is the masses that determine the course of history, but its initial movement must start with the individual.”

— How Privatized Banking Really Works

defeat terrorists by monitoring all communications, (m) deploying 
troops across the world to make it safe for democracy… and so on 
and on… then it very much does matter which clique is in power for 
the next four years. 

We understand that the phrase “conspiracy theory” is a dirty one 
in modern American politics, and indeed there are many writers who 
see “patterns” that don’t exist. The world is a complex place, and no 
group of individuals—no matter how powerful—can completely 
predict what the masses will do. Even so, you are fooling yourself if 
you think U.S. elections every four years are an organic expression 
of the public will. For a scholarly investigation of these matters, see 
Carlos’ LMR series beginning in August 2013, titled, “Who Runs 
the World?”

In the meantime, we urge our readers to focus on the higher 
things. Do not get bogged down in petty partisan politics. The people 
who are behind the financial scene, ripping off the average person 
and setting us up for another global crisis, would very much like for 
you to think your fate is in the hands of Trump vs. Hillary. But that is 
a distraction—though admittedly a pretty entertaining one this time 
around. 

Rather than spewing venom against the supporters of the 
candidate you detest more than the other, we invite you instead to be 
constructive. Help us Build the 10%.

Yours truly,
Carlos and Bob
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Pulse on the Market

TRUMP AND CONGRESSMAN CHALLENGE YELLEN’S INDEPENDENCE
Donald Trump was all over the place in the first presidential debate. But one place where his attack 
landed home was his criticism of the Federal Reserve. Trump claimed the market was in “one big, fat, 
ugly bubble” and would crash once the Fed resumed raising rates. But Trump went further than simply 
accusing Yellen of incompetence; he said she was acting politically, by holding rates low to help Obama.

Rep. Scott Garrett, R-N.J., continued this line of attack two days after the debate, saying to Janet 
Yellen during a hearing: “Whether you like it or not, the public increasingly believes that the Fed’s 
independence is nothing more than a myth.”

Now it’s difficult to evaluate scenes like this. Perhaps the only thing worse than letting bankers and 
academic economists control the printing press, is to give it to Congress. However, in reality this is a 
distinction without a difference. We agree with David Stockman who has ridiculed the notion that 
the Fed has operated independent of political influence.

For one thing, the Fed literally remits its excess earnings to the Treasury—a record $98 billion 
in 2015 alone. Furthermore, does anyone really think it was a coincidence that the Fed engaged 
in massive rounds of “quantitative easing”—which involved huge purchases of government bonds, 
remember—during the same Administration that so massively increased the federal debt, including 
running trillion-dollar deficits four years in a row?

Fed Under  Fire

PULSE ON THE MARKET
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FORMER FED CHAIR GIVES VAGUE ALARM
Bloomberg reports: “On the economic front, the U.S. is headed toward stagflation—a combination of 
weak demand and elevated inflation, according to Greenspan. ‘Politically, I haven’t a clue how this comes 
out…We’re not in a stable equilibrium,” he said. ‘I hope we can all find a way out because this is too great a 
country to be undermined, by how should I say it, crazies.’”

Err, okay, Alan. We agree that we don’t want crazy people undermining the country.

Greenspan ’s  “Crazy ”  Warning
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Pulse on the Market

PULSE ON THE MARKET
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MORE EVIDENCE THAT THE FEDERAL RESERVE HAS DRIVEN U.S STOCKS
Later in this issue, one of us (Murphy) repeats his case that the Fed has driven the appreciation in 
U.S. equities since 2009. However, in addition to the evidence offered in that column, we can also 
quote from a September 28 op ed in the WSJ from Morgan Stanley Chief Global Strategist Ruchir 
Sharma, who wrote:

“Since the Fed began aggressive monetary easing in 2008, my calculations show that nearly 60% of stock 
market gains have come on those days, once every six weeks, that the Federal Open Market Committee 
announces its policy decisions.

Put another way, the S&P 500 index has gained 699 points since January 2008, and 422 of those points 
came on the 70 Fed announcement days. The average gain on announcement days was 0.49%, or roughly 
50 times higher than the average gain of 0.01% on other days.”

Ideally, we would like to see a more detailed breakdown of this data. Although Sharma’s conclusion 
is obviously very consistent with our general viewpoint, on the face of it his narrative ignores some 
steps in the argument. (For example, it doesn’t make sense to say that the stock market always 
jumps with an inflationary Fed announcement—because why wouldn’t investors learn this, and 
begin bidding up the prices the day before?)

Although we can’t spell out the full story step by step, Sharma’s numbers definitely buttress our 
warnings in this issue: The U.S. stock market is resting on a very slippery foundation. We urge both 
households and business owners to consider our strategies (summarized in our two articles) for 
protecting yourself.

Fed Driving Stock s

Although the former Fed chair engaged in his characteristically cryptic talk—he never specified 
who these “crazies” were or what they would do—we agree with the general tenor of his remarks. 
Greenspan warned that neither political party was talking about reining in entitlement spending, 
even though the federal budget is heading for the iceberg. Whether or not this is what Greenspan 
meant, we agree that our current fiscal trajectory is insane.
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Pulse on the Market

FEDS SEIZE FINANCIAL CONTROL OF PUERTO RICO
At the end of the month, the U.S. government assumed control of Puerto Rico. As the AP story by 
Danica Coto reported:

“A federal control board on Friday took over Puerto Rico’s finances and several government agencies for the 
first time in the U.S. territory’s history in a bid to haul the island out of an acute economic crisis.
…
It ordered Gov. Alejandro Garcia Padilla to produce a fiscal plan in two weeks and submit weekly and 
monthly revenue reports that detail how the government is adhering to its budget.

Members also voted on which Puerto Rico government agencies would come under the board’s oversight. They 
include the island’s central government, its largest public university, its heavily indebted utility companies, 
a Government Development Bank that is running out of cash and a public pension system underfunded by 
more than $40 billion.
…
The board was approved by Congress in June and is charged in part with helping restructure a portion of a 
nearly $70 billion public debt that Garcia has said is unpayable. Carrion is one of four Republicans on the 
board, along with three Democrats. Also on the board is a representative of Puerto Rico’s governor who is 
barred from voting.”

Notice the similarity between the U.S. takeover of the Puerto Rican government, and the European 
takeover of the Greek government. To be sure, in both cases it was the profligacy of the smaller entity 
that got it into trouble, but in the end the allure of “cheap money” from the bigger governments was 
a seductive pill that they should have rejected.

On an individual level, we would urge business owners not to fall into the same trap vis-à-vis your 
local commercial bank. These people are your best friend when the economy is humming along, but 
when a crash occurs they will seize your assets and shut you down. Achieve financial independence 
by “becoming your own banker” as Nelson Nash teaches.

Puerto Rico Takeover
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When Will the Crash Occur?
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EvEr sincE thE publication (in 2010) 
of our book, How Privatized Banking Really 
Works, Carlos Lara and I have been warn-
ing that the Federal Reserve, then under the 
leadership of Ben Bernanke, has been blow-
ing up another asset bubble. What’s worse, 
we have been predicting that the next crash 
will be worse than the 2008 crisis.

table. After all—as our critics often point 
out—if we keep warning of a stock market 
crash, we’ll eventually be right. So what is 
the average household or business owner 
supposed to do?

In the present article, I’ll review my case 
for the U.S. stock market being significantly 
overvalued, but I’ll also explain why I think a 
crash is imminent, if the Fed doesn’t change 
policy. Furthermore, even if the Fed does 
change policy, then that will simply postpone 
the day of reckoning and make it that much 
worse. In the context of the strategies Car-
los and I have recommended (which I will 
review later in the article), the Fed buying 
another year through a further round of QE 
won’t change my stance or recommenda-
tions. It would simply mean that the market 
would have that much further to fall, when 

When Will the Crash Occur?

If you agree with me that the 
U.S. market is significantly 

overvalued, then it’s better to 
act on that view sooner rather 

than later.

However, our gloomy warnings would be 
a lot more helpful if they came with a time-
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sumer price inflation by now. I want to be 
frank with the LMR readers that I got that 
one wrong.2

Yet despite my erroneous predictions about 
consumer price inflation, my fall 2007 anal-
ysis using Austrian business cycle theory 
(ABCT) about the impending economic 
crisis was much better than that of most 
others. Remember that Ben Bernanke at the 
time was still reassuring Congress and the 
public that the broader economy was fine, 
and that any problems would be confined to 
“subprime housing.”3 The fact that ABCT 
guided me so well back then, reinforces my 
belief that the framework developed by Lud-
wig von Mises is crucial today in anticipat-
ing the severity of an impending crash.

Specifically, back in my 2007 analysis, I 
looked at the Fed’s monetary stimulus in the 
form of real (i.e. price-inflation-adjusted) 
short-term interest rates. (See Figure 1.)

the crash comes.

Nobody can predict timing with certainty. 
If you agree with me that the U.S. market 
is significantly overvalued, then it’s better to 
act on that view sooner rather than later. It’s 
much better to react to the looming crisis 
“too soon” rather than “too late.”

The Crash, When It Happens, 
Will Be Bad

The framework I have been using is Aus-
trian business cycle theory. It was this same 
approach that led me in the summer of 2007 
to conclude that the U.S. economy was on 
the verge of the worst recession since the 

When Will the Crash Occur?

The framework developed by 
Ludwig von Mises is crucial 

today in anticipating the 
severity of an impending crash.

early 1980s. (You can see my article at Mis-
es.org making that case,1 which ran in Oc-
tober 2007—fully eleven months before the 
collapse of Lehman.) 

Now to be sure, I have gotten things wrong 
in my professional career. (I’ve gotten things 
wrong in my personal life too…) In particu-
lar, when Bernanke first unleashed quantita-
tive easing (QE), at that time I thought we 
would be seeing much higher rates of con-
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Studying the chart as depicted here in 
Figure 1, I concluded that during the peak 
housing bubble years of the early and mid-
2000s, this metric (the red line) of the real 
fed funds rate had been the lowest (i.e. sig-
nifying the “easiest money”) since the late 
1970s. Armed with the Mises-Hayek theory 
that artificially low interest rates stimulate 
an unsustainable boom, this chart was a ma-
jor reason that I concluded (in the summer/
fall of 2007) that the U.S. economy was in 
store for the worst recession since the awful 
ones of the early 1980s.

Well, if the Federal Reserve’s low inter-

est rate policy of the early and mid-2000s 
helped blow up the housing bubble, what 
are we to make of the Fed’s zero interest rate 
policy since 2009? (See Figure 2.)

When Will the Crash Occur?

Figure 1. Real Yr/Yr GDP Growth (Blue, Right) vs. Real Effective Fed Funds Rate (Red, Left)

Source: Murphy (October 2007) at: https://mises.org/library/worst-recession-25-years

Monetary policy has been far 
looser since 2008 than it was 

during the housing bubble 
years, and on average it looks 
looser than even the period of 

the late 1970s.



13 L M R  S E P T E M B E R  2 0 1 6

federal funds rate hits 0 percent in nomi-
nal terms, it is very difficult to push it much 
lower. That means the “real fed funds rate” 
can only be as negative as the consumer price 
inflation rate is positive. (For example, if the 
fed funds rate is 0 percent while CPI infla-
tion is 2.3 percent, then the “real fed funds 
rate” is negative 2.3 percent.)

This is why we should also gauge monetary 
policy by looking at monetary aggregates, 
such as the monetary base. This is a measure 
of actual currency and commercial banks 
reserves held on deposit with the Fed. (See 
Figure 3.)

When Will the Crash Occur?

Figure 2. Effective Fed Funds Rate Minus Preceding 12-Month CPI Inflation Rate

In Figure 2 above, I have not perfectly 
matched the series I created in the red line 
in Figure 1,4 so the precise line-up of the 
peaks and valleys is not perfect, but it’s close 
enough for our purposes here. As Figure 2 
shows, looking just at this particular met-
ric of the “real federal funds rate,” monetary 
policy has been far looser since 2008 than it 
was during the housing bubble years, and on 
average it looks looser than even the period 
of the late 1970s.

However, Figure 2 probably vastly under-
states the unprecedented monetary stimulus 
under Bernanke. The reason is that once the 

Figure 3. U.S. Monetary Base
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Second, notice that in recent months, the 
“gap” between the market and the under-
lying Fed support has grown to its largest 
since late 2010, just before QE2 kicked in. 
(The rapid ascent of the blue line in Figure 4 
in early 2011 is the $600 billion in new Fed 
asset purchases of Treasury securities popu-
larly referred to as “QE2.”)

Therefore, unless the Fed soon launches 
another round of major net asset purchases, 
I think we can expect a sharp fall in the U.S. 
stock market.

But When Will the Crash Occur?

Thus far I have reiterated my reasons for 
thinking that the U.S. economy is poised for 
a major crash. But when will it happen?

At this point, let me be clear that we are 
departing from Austrian economics. Now 
we are in the realm of politics and history, 
and my personal judgment about how things 

As Figure 3 indicates, when we look at a 
monetary aggregate (as opposed to short-
term real interest rates), we conclude that 
the Fed’s stance since 2009 has been unbe-
lievably loose/expansionary.

As a final bit of evidence, let me overlay the 
monetary base with the S&P 500 index. (See 
Figure 4.) 

When Will the Crash Occur?

Figure 4. Monetary Base vs. S&P 500 Index

Notice that the U.S. equity 
markets have been driven 
almost entirely by the Fed 

since 2009. That tight fit is not 
normal.

For our purposes, there are two important 
takeaways from Figure 4: First, notice that 
the U.S. equity markets have been driven 
almost entirely by the Fed since 2009. That 
tight fit is not normal.
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will play out.

The economics says that if the Fed doesn’t 
deliver a fresh burst of liquidity, then the ar-
tificial bubble of the last 7 years must pop. 
But now the politics/history/personal judg-
ment comes in to say that I think Yellen is 
not going to deliver that fresh burst of liquid-
ity—at least not until there is another crash.

First, consider the fact that the so-called 
“taper”—when the Fed gradually slowed its 
$85 billion per month in asset purchases un-
der “QE3”—was originally supposed to start 
in September 2013. But then the Fed (under 
Bernanke at that time) decided to postpone 
the taper, meaning that they kept buying 
$85 billion per month in new bonds, in a 
move that surprised investors.5 This goosed 
the markets at the time. 

The taper did not officially begin until De-
cember 2013, which was the close of Ben 

Bernanke’s tenure. (Yellen was confirmed by 
the Senate on January 6, 2014 and officially 
sworn in, in February 2014.) 

Moreover, Yellen did not interfere with 
the progress of the taper. When the Fed fi-
nally wound down QE3 in the fall of 2014, 

When Will the Crash Occur?

The politics/history/personal 
judgment comes in to say 

that I think Yellen is not going 
to deliver that fresh burst of 

liquidity—at least not until there 
is another crash.

15 L M R  S E P T E M B E R  2 0 1 6

from that point forward it held pat. In other 
words, despite statements from some right-
wingers about “Yellen running the printing 
press,” the Fed has not engaged in additional 
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Furthermore, history teaches that we 
should expect major crashes early in a new 
Fed chief ’s tenure. Look at the pattern in 
Table 1.

Finally, if I’ve convinced you that a crash is 
very plausible and will come within the next 
year, we have reason to believe it will come 
this quarter. Table 2 lists the top five U.S. 
stock market crashes, ranked by the percent-
age drop in the Dow.

monetary inflation since the fall of 2014.

Incidentally, this shift in Fed policy helps 
explain why the U.S. dollar has strengthened 
so much against other currencies. For exam-
ple, the “broad” trade-weighted USD index 
went from 86.4 in September 2014 to 97.0 
in August 2016, an increase of 12 percent. 
For a more specific example, in July 2014 it 
took $1.37 to fetch a euro, but that plum-
meted to $1.10 by early 2015—an apprecia-
tion of about 25 percent in half a year.

When Will the Crash Occur?

Table 1. Timing of Recessions/Crashes Occurring on Watch of New Fed Chairs

Fed Chair

Paul Volcker

Alan Greenspan

Ben Bernanke 

Janet Yellen

Date Sworn In

August 1979

August 1987

February 2006 

February 2014

Date of Recession / Crash

January 1980

October 1987 (Black Friday)

December 2007 (recession) and 
September 2008 (financial crisis)

???

Source: Tara Clarke Money Morning article at:http://moneymorning.com/2014/02/21/stock-market-
crash-history-dows-10-biggest-one-day-percentage-losses/ 

Table 2. Top 5 U.S. Percentage Daily Drops in the Dow Jones Industrial Average

Date

October 19, 1987

October 28, 1929

October 29, 1929

November 6, 1929

December 18, 1899

Drop In DJIA

-22.6%

-12.8%

-11.7%

-9.9%

-8.7%
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As the chart indicates, the top-5 worst 
one-day percentage drops in the DJIA all 
occurred in the 4th quarter.6 Of course, for a 
better understanding we would want to ex-
plore why is it that U.S. stock market drops 
have tended to be concentrated in the fall—
maybe it’s just a perverse pun?—but for our 
purposes, I think it definitely adds more 
weight on the urgency of the situation.

To wrap up the previous two sections: I 

don’t have a crystal ball. But I think there are 
several lines of evidence suggesting that the 
U.S. stock market is significantly overvalued, 
and that a crash could be imminent.

What Can One Person Do?

In the video presentation that Carlos Lara 
and I released in September 2016, we out-
lined three strategies that households and 
business owners could use to weather the 
coming financial storms. I will summarize 
them here. For more details, I encourage you 
to watch the video (link in the endnotes).7

Strategy #1: Acquire 30 days’ worth of actual 

When Will the Crash Occur?

History teaches that we should 
expect major crashes early in a 

new Fed chief’s tenure.
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When Will the Crash Occur?
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currency, and store it in a fireproof box or safe. 
In case the commercial banks are shut down, 
this will ensure your ability to continue op-
erations.

Strategy #2: Acquire 6 – 18 months’ worth 
of gold or silver coins, in your physical posses-
sion. This will protect you in case the cur- Strategy #3: Start a dividend-paying whole 

life policy designed according to the principles of 
Nelson Nash, so that you can begin implement-
ing the Infinite Banking Concept (IBC). For 
more information, listen to episodes 17 and 
18 of the Lara-Murphy Show at: https://
lara-murphy.com/podcast/. Ultimately you 
will need to discuss your individual situa-
tion with a financial professional at www.
TalkIBC.com. 

The financial storms are definitely com-
ing. Don’t be paralyzed by procrastination 
or fear. Even halfhearted attempts to follow 
the strategies above will pay off handsomely 
in the event of a crash. The beauty of these 
steps is that they are smart things to do any-
way, but will prove crucial if our warnings 
are accurate.

Ultimately you will need 
to discuss your individual 
situation with a financial 

professional at 
www.TalkIBC.com

rency crashes. Note that the relative value 
of gold will increase sharply in the event of 
a collapse of the dollar, so that in practice 
you can safely calculate how many gold coins 
you would need for (say) only 3 – 9 months 
of expenses, calculated at today’s gold price, 
and you will end up with the horizon of pro-
tection indicated.
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found with the banks in Italy as we reported 
in last month’s issue of the LMR. 

But Deutsche Bank’s losses present a much 
more ominous problem on account of its 
global presence.  Its international market vol-
atility is amplified by the influence of hybrid 
financial instruments known as “contingent 
convertible bonds,” commonly referred to as 
“CoCos,” which I brought to your attention 
two years ago in the May 2014 issue of the 

as wE anticipatEd on thEsE pagEs in 
the February 2016 issue of the LMR, 
Deutsche Bank is now the biggest worry in 
global finance. Even before the opening bell 
in New York on September 29, Deutsche 
Bank had slipped dangerously further down 
the slope toward the bottom. Its shares 
dropped to below €10 from where they once 
stood at €24 earlier this year, causing the 
European Central Bank to flood its liquidity 
operations with dollars.

What makes this event critical is that 
this is the sort of European Central Bank’s 
(ECB) liquidity action that occurred in 
the weeks after Lehman Brothers Inc. col-
lapsed in 2008! In the last week of Septem-
ber, 12 banks demanded $6.348 billion from 
the ECB, which, aside from the amount in 
terms of dollars, is also representative of a 
significantly large number of banks bidding 
for them.1 This rise in dollar demand points 
to the increasing tension for this region’s 
lenders who have all been under pressure to 
increase their Tier 1 capital standards by the 
ECB, amidst a sluggish economy, growing 
amounts of bad loans, and negative interest 
rates.  Deutsche Bank is a bit different and 
just happens to have an additional economic 
hurdle—a $14 billion fine from U.S. regula-
tors for illegal transactions during the 2008 
U.S. mortgage crisis.

The problem is simply this. When banks 
are not generating profits the idea of raising 
capital, a process that can take several years 
to complete, is virtually next to impossible 
given the constraints we have mentioned. 
This was one of the main drawbacks we 
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As we anticipated on these pages in 
the February 2016 issue of the LMR, 
Deutsche Bank is now the biggest worry 
in global finance.

Deutsche Bank is a 
bit different and just 
happens to have an 
additional economic 
hurdle—a $14 
billion fine from U.S. 
regulators.
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analysts in a recently issued report,2 there 
is a 50% chance of that happening sooner 
than expected. The reaction by investors in 
the last week of September was immediate, 
as Figure 1 clearly shows. 

LMR, in an article entitled, “Bank Deposits 
Are Risky—Now More Than Ever.”  These 
bonds flip to equity at certain critical cri-
sis points similar to what we are now see-
ing with Deutsche Bank and all other banks 
in the European region. When these bonds 
convert, the entire burden of risk shifts away 
from the bank and to the owners of these 
instruments, which invariably causes a panic. 
Fearing the worst for Deutsche Bank, other 
banks in the area, which have also sold bil-
lions of these CoCos, are preparing for what 
could quickly become a systemic risk conta-
gion.

Even if the U.S. Department of Justice 
were to reduce the fine of $14 billion to any 
amount above $6 billion, the reduction could 
trigger coupon deferrals on CoCo bonds and 
flip them into equity.  According to some 

Anatomy of a Crash—It’s Not Going To Happen Until It Happens

But it’s Deutsche’s sheer size that 
creates such alarm. It’s five times larger 
than Lehman Brothers so its potential fall 
will have that much more catastrophic 
ramifications.
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But it’s Deutsche’s sheer size that creates 
such alarm. It’s five times larger than Lehm-
an Brothers so its potential fall will have that 
much more catastrophic ramifications. Most 
market measures recognize that Deutsche 
Bank is deeply interconnected to the entire 
global financial system. “The Internation-
al Monetary Fund reports that ‘Deutsche 
Bank appears to be the most important net 
contributor to systemic risks among Glob-
al Systemically Important banks, followed 
by HSB Holdings Plc. and Credit Suisse 
Group AG.’” 3

YOU CAN’T DENY THE OBVIOUS

Quickly addressing these escalating con-
cerns, Deutsche Bank’s CEO John Cryan 
made a special television appearance deny-
ing that he had requested support from the 
German government to help fight off the 
$14 billion fine, or even requesting the un-
thinkable—a government bailout.  Claim-
ing that Deutsche Bank was “comfortably 
equipped with free liquidity,”4 his attempts 
to appear confident didn’t seem to fool any-
one as shares in the bank continued to drop 

Anatomy of a Crash—It’s Not Going To Happen Until It Happens
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and hedge funds shifted their financial ex-
posure away from the bank in anticipation 
of their funds being frozen in a possible col-
lapse.  

Although Germany’s largest bank has been 
in the spotlight for months, fears about the 
bank’s future are mounting at a much faster 
pace.  The Telegraph, through its business 
editor James Quinn, reported the follow-
ing real life experience worthy of reprinting 
here, an eerie reminder of bank difficulties 
we have all seen before.

“In the drawn-out death spiral that was the 
collapse of Lehman Brothers, I spent hour after 
hour as this paper’s man on Wall Street listen-
ing to the bank’s executives and communications 
folk denying they had a problem.

In March of that year, Lehman’s chief finan-
cial officer Erin Callan—trying to stem a run 
on the bank’s shares which had fallen 46 percent 
a day earlier amid fears Lehman was the next 
Bear Stearns—assured that the bank had ‘the 
leadership, the experience, the capital strength 
and certainly the liquidity to ride out this pe-
riod.’” 5 As we all know it didn’t.

Though you have often read and heard me 

say that the 2008 crisis caught everyone by 
surprise, what I mean is everyone except 
bank insiders who always know when the jig 
is up.  At a certain point there is not much 
they can do.  However, it’s asking too much of 
them to admit the inevitable ahead of time.  
For them it doesn’t make sense to precipitate 
a run on deposits or its shares by admitting 
failure before the crash finally arrives.

WHY WE SHOULD BE WORRIED

Federal Deposit Insurance Corporation 
(FDIC) Vice Chairman Thomas Hoenig 
uses a measure for leverage, incorporating 
International Financial Reporting Stan-
dards, which takes into account derivative 
exposure in a more comprehensive fash-
ion than the standard method. This makes 
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Claiming that Deutsche Bank was 
“comfortably equipped with free 
liquidity,” his attempts to appear 
confident didn’t seem to fool anyone as 
shares in the bank continued to drop.

For them it doesn’t 
make sense to 
precipitate a run on 
deposits or its shares 
by admitting failure 
before the crash finally 
arrives.
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gests a bank is in a better position to weather 
losses and defaults. Tier I Capital is a dif-
ferent measure of a bank’s financial strength 
and is easier to manipulate by a lender. U.S. 
regulators have traditionally focused on the 
leverage ratio, while European regulators 
have focused on Tier 1 Capital. On average, 
systemically important banks had a leverage 
ratio of 5.6%—or more than double that of 
Deutsche Bank.” 7

Deutsche an even greater outlier relative to 
other major global banks. Deutsche’s lever-
age ratio of 2.68 percent is half the average 
of the eight biggest U.S. based lenders mak-
ing it the riskiest bank in the world.6  

“The leverage ratio is a measure of a bank’s 
financial sustainability, and shows how 
much equity capital a lender has against as-
sets such as loans. A higher percentage sug-

Anatomy of a Crash—It’s Not Going To Happen Until It Happens

Our biggest concern as households and businesses here in the United States are the 
ramifications of the Dodd-Frank Act.
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Although the European banking system is 
in trouble, U.S. banks are not necessarily the 
epitome of fortitude. I have often made the 
point that if we wanted an indicator of what 
would trigger the next economic crisis that 
we should look to the derivative markets as a 
possible gauge since this is what ignited the 
2008 fiasco when the oldest money market 
fund, The Reserve Primary Fund , lost value 
and fell below $1 in asset value because of 
its exposure to debt from Lehman Brothers, 
which was one big derivatives mess.  

Warned previously by government regu-
lators in sections of the Volker Rule8 that 
banks should stay away from all exotic in-
vestments, they are back at it again and get-
ting generally riskier. The derivatives market 
too is flying high again. The U.S. alone has an 
estimated exposure in derivative contracts of 
around $275 trillion.  Worldwide, according 
to the Bank of International Settlements, the 
total exposure is approximately $700 trillion 
while the GDP of the entire world is only 
$75 trillion as of 2014.  The disparity in the 
numbers is phenomenal.  Once the match is 
lit there is not enough money in the world to 
cover these risky bets.

Our biggest concern as households and 
businesses here in the United States are the 
ramifications of the Dodd-Frank Act, should 
a crash of the magnitude we are expecting 
occur.  Here again I would like to direct you 
to past issues of the LMR all the way back 
to May of 2014 where we have discussed this 
law in greater detail and its implications for 
all of us.

Let me briefly explain it once again. Rec-
ognize that historically when there is a crash, 
people instinctively panic and immediately 
run to the bank to get their cash out.  This is 
when people realize that their cash isn’t there 
(due to fractional reserve banking) and then 
of course the bank fails.  But not just one 
bank fails, a whole string of them fail and 
they continue to fall like dominoes. This is 
what market analysts mean when they speak 
of the core systemic risk problem inherent 
in banks.

In fact, this is the primary reason for the 
creation of the Dodd-Frank Act in 2010 in 
the first place.  If you read this one thou-
sand-page document and can understand 
bankruptcy law, you will discover that it 
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If your bank fails, as a creditor of the 
bank your money could become trapped 
in a rehabilitation effort of the Dodd-
Frank Act.  This is what is known as a 
“bail-in,” as opposed to a “bail-out” 
where taxpayer money is used. 
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iar with them.  Do we recall what happened 
in Cyprus in 2013? When the two largest 
banks in Cyprus failed all monies inside the 
bank were frozen.  Depositors were locked 
out of their ATM machines and checking 
accounts for 12 days, creating massive busi-
ness failures and panic throughout the coun-
try.  When the banks reopened only a few 
depositors were paid their money, most de-
positors received a promissory note, or worse 
yet, equity in a defunct bank that ultimately 
closed permanently.

clearly states that in the next financial cri-
sis the “too-big-to-fail” institutions will not 
be bailed out with taxpayer money. Congress 
apparently knew that there would be a huge 
public outcry if this form of remedy were 
implemented again.

Instead the failed institution, whether 
it is one or many, will be closed down and 
then an attempt will be made to resuscitate 
it using the institution’s own pool of capital 
made up of shareholder and creditor monies.   
The issue of “creditor monies” is specifically 
what has made Dodd-Frank so dangerous 
for us. We, as ordinary depositors in a bank, 
are placed in harm’s way whether as business 
owners or individuals. 

To be clear, this danger is on account of 
another banking law that has been on the 
books since the inception of this country.  It 
came over from England and was simply in-
corporated into our own banking laws and 
has never been a problem for us until now.  
You see, when we deposit money into a bank 
the title to our money changes hands.  The 
bank now owns our money even though they 
owe it to us.  Legally they are the rightful 
owners and we are merely creditors of the 
bank.

Do you see the implications?  If your bank 
fails, as a creditor of the bank your money 
could become trapped in a rehabilitation ef-
fort of the Dodd-Frank Act.  This is what is 
known as a “bail-in,” as opposed to a “bail-
out” where taxpayer money is used.  Al-
though we have never had such a case here 
in the United States, Europe is quite famil-

Anatomy of a Crash—It’s Not Going To Happen Until It Happens

Yes, I know that the FDIC insures our 
bank deposits.  But please don’t place 
your faith entirely on this. 
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Yes, I know that the FDIC insures our 
bank deposits.  But please don’t place your 
faith entirely on this.  Recall that in the 
2008 financial crisis 1200 commercial banks 
were under water. The FDIC was extremely 
busy going around the country shoring up 
U.S. bank accounts, but it’s important to 
remember that they ran out of money!  At 
one point they went $20 billion in the hole.  
They resorted to taking a loan from the U.S. 
Treasury Department.  But, let’s not forget 
that now the new law says no more taxpayer 
money is to be used in the next financial cri-
sis.

Besides all of this, the disparity in these 
FDIC numbers is also alarming.  The last 
time I looked up the numbers, the Office 
of the Controller of the Currency (OCC) 
states that the FDIC had approximately 
$71 billion in its coffers to cover U.S. bank 
deposits, however the total of U.S. bank de-
posits was $10.1 trillion.  The difference is 
entirely too great to simply rely on deposit 
insurance that may or may not have federal 
backing.  In actuality the FDIC can cover 
perhaps only one quarter of one percent of 
the total of U.S. bank deposits.

CONCLUSION

In late September 2016, Bob and I created 
a video presentation that should help you de-
termine the best course of action you should 
take in light of everything we have stated 
here.  You can locate that video at our web-
site: https://lara-murphy.com/video0916/  

In this video we actually give you a three-
step strategy on how to weather the coming 
financial storms.  Immediately you will no-
tice that steps one and two of this strategy 
contain currency and gold that is to be held 
in your possession with specific required 
amounts.  The cash is what you draw on if 
there is a temporary panic and everything 
shuts down like we saw happen in Cyprus.  
The gold is there if and when the dollar 
crashes.  Unfortunately, matters have gotten 
to such a point that this could actually hap-
pen.  With regards to gold we recommend 

Anatomy of a Crash—It’s Not Going To Happen Until It Happens

With regards to gold we recommend 
owning it as “emergency money,” not as 
an investment.
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owning it as “emergency money,” not as an 
investment. In other words, we are not ad-
vising you acquire it because you expect it 
will rise in price, but rather you are acquiring 
it as a hedge in case the dollar crashes.

In step three this strategy prepares you for 
the now, as well as the long term, since to 
function in the U.S. economy we must still 
use fiat money, but we should earn an income 
on that money without being at risk in the 
market.  This is where Nelson Nash’s Infinite 
Banking Concept (IBC) comes in.  This incor-
porates the use of a dividend-paying Whole 
Life insurance contract in order to practice 
IBC and in doing so we’re able to continue 
utilizing all of the cash flow features we now 
currently use in commercial banking.  Here 
I specifically mean loans and lines of credit, 
but without having to go through a credit 
check to obtain them. 

More importantly, these loans and lines of 

credit are accessible with immensely flexible 
repayment terms.  In fact, the repayment 
terms are so flexible that you, the policy 
owner—not the insurance company—is the 
sole determinant of when these loans are 
repaid.  Now, that type of an arrangement 
makes for an excellent cash flow system that 
truly allows you to plan ahead.

Finally, the video shows you exactly where 
and how to find an Authorized IBC Prac-
titioner so that you can obtain one of these 
specially designed insurance contracts. The 
list of Authorized IBC Practitioners cur-
rently contains some 200 licensed financial 
professionals that are also graduates of the 
training program that Bob Murphy, David 
Stearns, Nelson Nash and I developed.  With 
their help and our strategies, you should be 
reasonably well equipped to endure the fi-
nancial storms heading our way.
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LARA-MURPHY REPORT: How did you become interested in Aus-
trian economics?

The Austrian Vision

Editors’ Note: The interview has been slightly edited for an English-speaking audience.

AFTER REVIEWING ALL THE 
ARGUMENTS, THE APPROACH 
OF THE AUSTRIAN SCHOOL OF 
ECONOMICS SEEMED TO ME THE 
MOST SOLID.”

“

MARIA BLANCO: My PhD dis-
sertation was on the rejection of 
mathematics as a tool for economic 
analysis, from a historical perspec-
tive. My study finished by the end 
of the 19th century. After reviewing 
all the arguments, the approach of 
the Austrian School of Economics 
seemed to me the most solid. Then 
I studied other topics from the Aus-
trian School and found them equally 
attractive, whether I fully agreed or 
not. It was not one aspect or other, it 
was the whole vision of the econom-
ic process that attracted me. In many 
universities the Austrian School is 
only mentioned in undergraduate 
studies, this was my case. So, only if 
your research is related to it, will you 
have the opportunity to know this 
school of thought. It is quite unfair 
the oblivion to which it is subjected 
in most European universities. There 
are some exceptions, but in general, 
this is so.

LMR: You have devoted much of your studies to the History of Eco-
nomic Thought. But many modern economists think, “Eh, anything 
important in the past would have been incorporated into the discipline 
and retained. There’s no reason to study writers from the 19th century.” 
How would you respond? And do you think it’s more important for 
social scientists to study the history of thought, as opposed to physi-
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cists or chemists?

MB: The History of Economic Thought is part of the history of 
science to me. I find it as important to study how the mathemati-
cians proved a theorem (and succeeded or failed) as to understand 
how Adam Smith and many others tried to explain how some nations 

The Austrian Vision

IF WE TAKE FOR GRANTED THE ACCEPTED, 
ORTHODOX THEORIES ONLY, WE TAKE 
THE RISK OF IGNORING SOUND THEORIES 
FORGOTTEN BY THE MAINSTREAM.”

“

THE HISTORY OF ECONOMIC THOUGHT IS 
PART OF THE HISTORY OF SCIENCE TO ME.”“

became richer than others. 
Understanding the process 
of discovery in the past can 
help us to address the pres-
ent process of discovery. 

Besides, the story of suc-
cess is only half of the whole 
story. To understand, in all 
its complexity, how and why 
we have arrived at our pres-
ent position (also in eco-
nomic theory), we have to 
know both sides, the bright 
side and the dark side. And 
from a historical point of 
view, the analysis of how the 
environment (academic sta-
tus, political regimes, men-
tality of the society, religious 
prejudice) is sometimes re-
lated to the rejection of 
sound theories and the acceptance of false theories, like in the mer-
cantile era, or like the usury debates, is illuminating.

If we take for granted the accepted, orthodox theories only, we take 
the risk of ignoring sound theories forgotten by the mainstream, that 
can be an inspiration for us.

LMR: You also are an expert on the use of mathematics in economic 
theory. Can you tell us some of your key conclusions? Is it true—as 
some critics allege—that Austrian Economics is for people who can’t 
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do math?

MB: My first conclusion is that it is as important to consider the evo-
lution of the economy as a science as to study the evolution of math-
ematics as a science. So, maybe the question is what mathematics are 
adequate or not, and to which aspect of economics? The second conclu-
sion is that it is a terrible mistake to apply mathematics to confer some 
“status” to economics, to make economics a “respectable” science, like 

The Austrian Vision

IT IS A TERRIBLE MISTAKE TO APPLY 
MATHEMATICS TO CONFER SOME 
“STATUS” TO ECONOMICS, TO MAKE 
ECONOMICS A ‘RESPECTABLE’ SCIENCE.”

“

Walras explicitly did. It is 
unfair, but besides, the mis-
takes hidden in the mathe-
matical economic reasoning 
are very difficult to fix, once 
all the academic milieu has 
accepted the whole theory.

Just one example, as the 
Argentinian economist Juan 
Carlos Cachanosky ex-
plained in one of his articles 
on this subject: In almost all 
the universities we tell the 
students that “monopoly” 
is a market with one firm, 
and that perfect competition 
means an atomistic market 

with many firms offering their goods. But what defines competition 
is the existence or not of barriers to entry by firms. This error is in the 
base of all the laws that regulate competition, and that are so harmful 
because they distort the market, and many times get just the opposite 
of what those laws seek. Of course, the problem is that it is impossible 
to include the barriers of entry in a mathematical economic model. 
So when in a competitive market only one firm can offer a good, the 
economists conclude that we need a regulation to avoid a monopolistic 
situation, and the good is not offered in the best conditions anymore.

Another conclusion is that we have to be as humble and patient 
as the mathematicians. We tend to remain in error instead of accept-
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ing our failures, and so we 
have “neo-post-Keynesian” 
economics, and they have ac-
cepted non-Euclidian geom-
etry. 

LMR: You are also very 
knowledgeable about capital 
theory, one of the specialties 
in the Austrian tradition. Do 
you think this gives the Aus-
trians an advantage when it 
comes to explaining the busi-
ness cycle, compared to their 
Keynesian counterparts?

The Austrian Vision

MANY STUDENTS WHO HAVE COMPLETED 
THEIR DEGREE DON’T HAVE A CLEAR IDEA 
OF WHAT WE ARE TALKING ABOUT WHEN 
WE TALK ABOUT CAPITAL.”

“

MB: Yes, absolutely. And I think that it should be taught in a simple 
version in the schools. Of course, the Keynesian version (and the neo-
classical) may be more attractive, but not for its clarity. It is part of the 
mainstream. 

SPAIN IS A DEPENDENT ECONOMY. WE 
DEPEND ON FOREIGN INVESTMENT, 
ON TOURISTS, ON THE EU HELP, ON 
LATIN AMERICA (WHERE WE HAVE 
INVESTMENTS).”

“

Many students who have 
completed their degree don’t 
have a clear idea of what we 
are talking about when we 
talk about capital, and tend 
to think of “something re-
lated to money, or monetary 
issues.” They can draw a so-
phisticated diagram but they 
ignore the basis. When you 
study the Austrian theory of 
capital, this never happens.

LMR: You live in Spain, so 
as an Austrian economist, 
can you tell us your assess-
ment of the European eco-
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nomic situation?

MB: Spain is a dependent economy. We depend on foreign invest-
ment, on tourists, on the EU help, on Latin America (where we have 
investments). So, every small disturbance affects us very much. We are 
very fragile because we don’t have a strong industry that ensures our 
economic independence. On the other hand, the EU is trying to solve 
the uncertainty that is still in our economies after the crisis, with cen-
tralism and the creation of a big meta government. It is a very big mis-
take but many European governments are willing to accept this option 
because then they receive money from the EU and at the same time 
they don’t have to decide, so they can blame the “troika”  for the eco-
nomic policies and be reelected, after all, the current citizens won’t pay 
for those decisions but the future generations will. The Brexit process 
is questioning the necessity of such a big meta government. We have 
created a monster, a bureaucratic monster that is “too big to fail,”  too 
expensive, too inefficient. Most of the EU’s benefits could be achieved 
with simple economic agreements; we don’t need a common fiscal, 
monetary, educational, military and judicial regime.

The Austrian Vision

WE HAVE CREATED A MONSTER, A BUREAUCRATIC MONSTER 
THAT IS “TOO BIG TO FAIL.”“
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EVENTS & ENGAGEMENTS

Events And Engagements

SOME EVENTS MAY BE CLOSED TO GENERAL PUBLIC. 
FOR MORE INFORMATION: LMREVENTS@USATRUSTONLINE.COM

OCTOBER 29, 2016
SPOKANE, WA

Nelson Nash, Lara, and Murphy put on IBC Workshop

NOTE: MANY OF THESE EVENTS ARE OPEN TO THE PUBLIC. CONTACT US FOR FURTHER DETAILS.

NOVEMBER 1, 2016
WASHINGTON, DC

Murphy talks about the business cycle at American 
University

NOVEMBER 5, 2016
DALLAS, TX

Murphy discusses the dangers of voting at Mises Circle

NOVEMBER 15, 2016
HILLSDALE, MI

Murphy lectures on Austrian Economics at Hillsdale College

NOVEMBER 15-17, 2016
ST. LOUIS, MO

Nelson Nash, Lara, and Murphy teach IBC at Freedom 
Advisor event





A brand new educational program designed exclusively 
for the financial professional

Includes brand-new video lectures from NELSON NASH

Learn the economics of life insurance that you won’t get 
anywhere else!

For full details see www.infinitebanking.org

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

If you don’t like giving large sums of money to banks and mortgage companies to 
finance your cars, homes, boats, capital expenditures for business needs or any thing 
else you need to finance, then you are going to really like this alternative.  The rebirth 
of PRIVATIZED BANKING is underway.  You can take advantage of the years of 

experience that these three authors in these two books are offering you. 

Go to LARA-MURPHY.COM to find these and other fine books.

BAILOUT
FUND YOUR OWN


