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

— How Privatized Banking Really Works

Lara-Murphy Report

“Modern war is merciless…
It does not spare pregnant women or infants; it is indiscriminate killing and destroying. It does 

not respect the rights of neutrals. Millions are killed, enslaved, or expelled from their dwelling places 
in which their ancestors lived for centuries…

To defeat the aggressors is not enough to make peace durable. The main thing is to discard the 
ideology that generates war…

Whoever wishes peace among peoples must fight statism.”
—Mises

One would think that the average rational person could easily see, not only the destructiveness of 
war, but also its pointlessness. What sound thinking human being would even want to go to war? 
Yet wars never seem to leave us. What is behind this eternal madness? Here is a clue. During an 
interview from his prison cell during the Nuremberg war crimes trials one of the leading members 
of the Nazi Party and Vice-Chancellor to Germany, Hermann Goering had this to say about war. 
His statement cannot be ignored.

“Why, of course the people don’t want war. Why would some poor slob on a farm want to risk his life in 
a war when the best he can get out of it is to come back to his farm in one piece? Naturally, the common 
people don’t want war, neither in Russia, nor in England, nor in America, nor for that matter in Germany. 
That is understood. But, after all, it is the leaders of the country who determine the policy and it is always 
a simple matter to drag the people along, whether it is a democracy or a fascist dictatorship or a parliament 
or a Communist dictatorship…the people can always be brought to the bidding of the leaders. That is easy. 
All you have to do is tell them they are being attacked and denounce the pacifists for lack of patriotism and 
exposing the country to danger. It works the same in any country.”

Obviously, one sure way to remove the root cause of war is to remove government intervention 
from the economy: As Mises explained, there is no benefit to conquest when people can acquire 
resources and goods from each other through free trade. However, this ideal in our day and age 
seems so unattainable that we can easily despair. Only by understanding the peaceful economic 
cooperation that results from the free market and then taking it upon ourselves to preach and teach 
this laissez faire idea to others can we hope to change our future and the future of the next generation 
to one day be free from wars. This is the job of the 10%. The job we all do together.

Yours truly,
Carlos and Bob



5 L M R  J U L Y  2 0 1 5

RECENT DEVELOPMENTS THAT MAY BE OF INTEREST TO READERS OF THE LARA-MURPHY REPORT…

PULSE ON THE MARKET

5 L M R  J U L Y  2 0 1 5

Pulse on the Market

CASH CRUNCH LEADING TO ACTUAL BARTER
According to ZeroHedge, business owners in Greece are resorting to 
barter. (They quote one trade group estimating that official retail sales 
are down 70 percent.) The magic of the Internet is allowing webs of 
suppliers, retailers, and customers to arrange for complex exchanges 
in-kind, but nonetheless it is astonishing to behold a situation that 
hasn’t been seen since the Nazi occupation. In addition to our more 
in-depth financial strategies, we think it’s a smart idea for Americans 
to start bulking up on actual currency in one’s possession. (See both 
Lara and Murphy’s articles this issue for more.)

Greek  Barter

CHINESE STOCK MARKET UP THEN DOWN
In response to major interventions, the Chinese stock market had 
bottomed out in early July and appeared to be regaining much of its 
lost ground. But then it turned around yet again, falling a whopping 
8.5 percent in a single day ( July 27). The Shanghai composite index is 
down more than 25 percent since mid-June (!).

When discussing the Chinese crash—and how it may presage a 
similar fate for U.S. equities—one quickly encounters the charming 
faith of the “buy and hold” aficionados. “Sure,” they will concede, 
“Chinese stocks are down a quarter in just a month, but they’re still 
way up year-over-year.” That is true, but if we pull back our view even 
further, we note that the Shanghai index peaked way back in October 
2007 at 5954. (As of this writing, near the end of July, the index is 
around 3790.) Investors who got in during the housing bubble years 
still haven’t broken even (disregarding dividends), and on top of that, 
they’re experiencing massive volatility.

China  Bounces
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Pulse on the Market
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LONE STAR STATE LAUNCHES GOLD-BACKED BANK
We didn’t report it in last month’s issue, but on June 12 Texas Governor 
Greg Abbott signed House Bill 483, which established a state gold 
bullion depository, and which reportedly will repatriate $1 billion of 
gold bullion from New York to Texas. Governor Abbott issued this 
statement: “Today I signed HB 483 to provide a secure facility for the State 
of Texas, state agencies and Texas citizens to store gold bullion and other 
precious metals. With the passage of this bill, the Texas Bullion Depository 
will become the first state-level facility of its kind in the nation, increasing 
the security and stability of our gold reserves and keeping taxpayer funds 
from leaving Texas to pay for fees to store gold in facilities outside our state.”

Te xan Gold

ACADEMIA PULLED HIM BACK IN…
Speaking of Texas, one half of the LMR team—namely, Robert 
Murphy—will be joining Texas Tech as a Research Assistant Professor 
with the Free Market Institute in the fall. Once there, Murphy’s first 
research priority will be a critical analysis of the “revisionist” minimum 
wage studies that seem to demonstrate empirically that modest hikes 
do not cause teen unemployment. Never fear, Murphy’s geographical 
move will not interrupt your monthly dose of the Lara-Murphy Report. 
Stay tuned for further announcements of what we have in store for 
our readers.

Murphy  Te xas  Bound
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The Lessons From Greece
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as of this writing, the iMMeDiate Crisis 
has subsided in Greece. Prime Minister Alexis 
Tsipras has backed down in his standoff with 
international creditors, and is going along 
with large tax hikes and spending reductions 
(such as pension reform) in order to bolster 
his government’s finances. In exchange for 
Greece’s compliance with such “austerity” 
measures, talks are underway for a new 

specific terms regarding their tax structure 
and financial regulation.

Background: Rules for Joining the 
Eurozone2 

The Maastricht Treaty, signed in 1992, es-
tablished the framework for the European 
Union (EU) and the euro. The euro was in-

Prime Minister Alexis 
Tsipras has backed down 

in his standoff with 
international creditors.

The Lessons From Greece

troduced in electronic form (checking ac-
counts, traveler’s cheques, etc.) in 1999, and 
in 2002 it began widespread circulation as 
notes and coins, replacing the traditional 
European currencies such as the German 
mark, French franc, Italian lira, etc. In addi-
tion to the political and cultural objectives, 
the EU and the single currency were signifi-

three-year loan worth 
86 billion euros ($95 
billion). Greek banks 
are open again after a 
three-week “holiday,” 
and life—at the 
moment—is returning 
to normal, though still 
with restrictions.1

The whole Greek epi-
sode offers two key les-
sons for readers of the 
Lara-Murphy Report: 
First, bank deposits are 
risky—just like Carlos 
warned back in the May 2014 issue. For a 
period of three weeks, the Greek banks were 
closed, and customers were on a tightly ra-
tioned diet of access to “their” money in bank 
accounts.

Second, we see the ominous trend of cen-
tralization, particularly concerning financial 
regulation, playing out in the “resolution” of 
the crisis. Despite the clear views of the ma-
jority of Greek citizens, the “troika”—mean-
ing the European Commission, European 
Central Bank, and International Monetary 
Fund—got their way, giving the Greeks very 
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cant steps in the effort to turn Europe into 
a unified economic zone patterned after the 
United States.

Before the introduction of the euro, Euro-
pean businesses could be subject to currency 
risk in numerous areas. Imagine a large busi-
ness based in France that had a factory pay-
ing workers in Italy and which bought ma-
chine parts from Germany. Such a business 
would be vulnerable to shifts in the exchange 
rates between the franc, lira, and mark. But 
with a single currency the firm could focus 
on its customers and product lines, rather 
than worrying about the foreign-exchange 
market. This stability across the continent 
would (supposedly) give European busi-

nesses the same advantages that U.S.-based 
firms enjoy, since Americans in all 50 states 
use the dollar.

There were formal rules (called the Maas-
tricht criteria, also the “convergence criteria”) 
that new applicants needed to satisfy before 
they would be allowed to enter the eurozone. 
The rules set standards for countries’ infla-
tion rates, budget deficits, government debt, 
exchange rates, and long-term interest rates.

At first glance it seems odd that the de-
velopers of a new currency would want to 
restrict its usage. After all, the whole point 
of a currency union is to reduce transaction 
costs among the individuals using it. Thus it 

There were formal rules 
(called the Maastricht criteria, 

also the “convergence 
criteria”) that new applicants 
needed to satisfy before they 
would be allowed to enter the 

eurozone.

The Lessons From Greece

The EU and the 
single currency were 

significant steps in the 
effort to turn Europe 

into a unified economic 
zone patterned after the 

United States.
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would seem that these benefits would only 
increase as the group grew.

Yet there are other factors at work, which 
the designers of the euro understood (if only 
imperfectly). In particular the euro is a fiat 
currency, meaning that the printing press 
could be used to achieve political ends. This 
explains why governments already using the 

Europe, consider the U.S. state governments 
and their use of the dollar. If the California 
or Illinois state governments default on the 
billions of dollars in outstanding bonds that 
they have issued, no one is worried that this 
will lead to a collapse of the dollar itself, or 
that the relatively frugal states (such as Ida-
ho) will elect to leave the “dollarzone” and 
adopt their own currency.

The Lessons From Greece

Governments already using 
the euro are reluctant to 

admit relatively spendthrift 
governments into their club.

euro are reluctant to admit relatively spend-
thrift governments into their club: There is 
a danger that the more profligate members 
will hijack monetary policy directly, or that 
they will require a monetary bailout (as we 
have now seen all too well).

To conceptually isolate the problems in 

Thinking through the 
logic of the situation, it 
becomes clear that the 
reason for the differ-
ence is that the Federal 
Reserve (at least in the 
past) wouldn’t bail out 
insolvent state govern-
ments. To be clear, the 
people in Idaho might 
be affected by a default 
on California state 
bonds, but not because 
both areas used dollars 
as their currency.

However, if the Fed did start bailing out 
insolvent state governments, then the vari-
ous states in the “dollarzone” might sit up 
and take notice. People in Idaho would real-
ize they were paying higher prices because 
the Fed was creating billions of new dollars 
out of thin air to prop up the market for 
state bonds. In this environment a coalition 
of frugal state governments might demand 
that their profligate peers adopt austerity 
measures or else the frugal states would in-
deed abandon use of the dollar.
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enabling European governments to hide 
their mounting debts.

As worries over Greece rattle world mar-
kets, records and interviews show that 
with Wall Street’s help, the nation engaged 
in a decade-long effort to skirt European 
debt limits. One deal created by Goldman 
Sachs helped obscure billions in debt from 
the budget overseers in Brussels.3

Thus we see that the international invest-
ment banks helped pave the way for the re-
cent string of crises. At the other end, it also 
is the international banks that are directly 
benefiting from the various bailouts, because 
they would be the first to bear the brunt of 
a default.

The ECB has been “injecting liquidity” in 
order to prop up Greek commercial banks, 
which themselves hold Greek government 
debt. (In mid-July the ECB extended its 
Emergency Liquidity Assistance [ELA] to 
Greece from a previous cap of 89 billion eu-
ros to an additional 900 million euros.4) This 

As this thought experiment illustrates, we 
can imagine a situation analogous to the cri-
sis in Europe right here in the United States. 
All it would take is a Federal Reserve will-
ing to issue extra dollars because member 
governments ran irresponsible fiscal deficits. 
We don’t currently link state government fi-
nances and the fate of the dollar because the 
Fed thus far hasn’t altered its policies based 
on state spending.

The Greek Crises

The first major Greek debt crisis occurred 
in 2009, but for years prior to that Greek of-
ficials had been cooking the books, with help 
from Wall Street. A February 2010 New York 
Times story reported that Goldman Sachs 
had been involved in the skullduggery:

Wall Street tactics akin to the ones that 
fostered subprime mortgages in America 
have worsened the financial crisis shak-
ing Greece and undermining the euro by 

The Lessons From Greece

Thus we see that 
the international 
investment banks 

helped pave the way 
for the recent string 

of crises.
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stitutions injecting assistance to stave off im-
mediate disaster. As usual, the bankers get 
paid while average citizens feel the squeeze.

Lesson #1: Bank Deposits Are Risky

For readers of the Lara-Murphy Report, the 
most obvious lesson here is that bank depos-
its are risky. The Greek people were rationed 
to 60-euro per day withdrawal from ATMs, 
over a period of three weeks of closed banks. 
Even here, anecdotal reports on Twitter from 
enraged Greek citizens claim that some 

was precisely the situation that conserva-
tive euro nations such as Germany wanted 
to avoid, where profligate eurozone govern-
ments were implicitly having their debts 
monetized by the community as a whole. 
Note that the direct aid to Greek commer-
cial banks is separate from the ECB’s quan-
titative easing program, announced in early 
2015, in which it would begin directly buy-
ing an eventual 1.1 trillion euros worth of 
sovereign debt from the various eurozone 
governments.5

The situation has only festered since the 
first crisis in 2009, with outside political in-

The Lessons From Greece

As of this writing, 
the capital controls 

and withdrawal 
limits have only 
been relaxed, but 
they are still in 

effect.

This was precisely the 
situation that conservative 

euro nations such as 
Germany wanted to 

avoid, where profligate 
eurozone governments 

were implicitly having their 
debts monetized by the 
community as a whole.
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banks intentionally stocked their ATMs 
with only €50 notes, making it impossible to 
actually withdraw €60.6

Furthermore, as of this writing, the capi-
tal controls and withdrawal limits have only 
been relaxed, but they are still in effect. For 
example, though the banks are now open, 
Greeks can still only withdraw a maximum 
of €420 in a single transaction each week 
(which is looser than the previous €60 per 
day limit).

The reason for the strict limits is that com-
mercial banking is inherently illiquid, be-

cause of the practice of fractional reserve 
banking. Simply put, when the public loses 
confidence in the banks, the jig is up. Thus 
the political authorities must swoop in and 
impose controls, lest the panicked public 
cause a run. Indeed, the situation in Greece 
has popularized a new term: a bank jog. This 
refers to the slow-motion draining of Greek 

The Lessons From Greece

Commercial banking is 
inherently illiquid, because 
of the practice of fractional 

reserve banking.
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bank reserves since the first crisis, as custom-
ers want to either hold physical currency or 
send their funds abroad.

Lesson #2: Eroding Sovereignty

Many of the progressive critics of the troika 
rely on faulty economic analysis. For exam-
ple, they will claim that if only Greek offi-
cials had the courage to drop the euro and go 

It should be clear that such a “devaluation” 
strategy by Smith would hardly be sound 
policy. Yes, so long as it were legally allowed, 
Smith could effectively write down his out-
standing mortgage. Yet from that point on, 
his credit would be ruined, and he would 
find few outsiders willing to lend him dollars 
in exchange for promises of future Smiths.

Though not as extreme, something similar 
applies to the Greek situation. The whole 

The Lessons From Greece

Imagine an American 
homebuyer telling the 

commercial bank: “I find 
your mortgage repayment 
schedule quite onerous. 

Instead of paying you back 
in dollars, I am going to 
leave the dollarzone and 
instead issue my own 
currency, the Smith.”

back to the drach-
ma, then they could 
inflate (i.e. devalue 
their currency) with 
no outside con-
straints. This would 
solve Greece’s prob-
lems—so claim 
Keynesians like Paul 
Krugman—much 
more humanely 
than the harsh aus-
terity measures 
demanded by the 
Germans.

On the face of it, such talk is extremely 
foolish. For an analogy, imagine an Ameri-
can homebuyer telling the commercial bank: 
“I find your mortgage repayment schedule 
quite onerous. Instead of paying you back 
in dollars, I am going to leave the dollar-
zone and instead issue my own currency, the 
Smith. I will print up thousands of Smiths 
in my basement, and pay off my debt to you 
that way.”

reason they joined 
the eurozone in the 
first place was to 
enjoy the benefits of 
currency union and 
also the lower in-
terest rates in euro-
denominated loans. 
The euro was con-
sidered a stronger 
currency than the 
drachma precisely 
because there were 
hardline Germans 
(among others) be-
hind it, as opposed 

to the political shenanigans in Greece.

Even so, there is a grain of truth in the 
progressives’ narrative about Greece. They 
are correct that a technocratic and unac-
countable gang of international officials and 
bankers have overturned the Greek politi-
cal system. For example, in addition to pen-
sion reform and a huge increase in the Value 
Added Tax (VAT), the most recent bailout 
required the following concessions:
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Two of the reforms 
Greece must pass by 
July 15 are what 
[McGill University 
professor] Anastassi-
adis describes as rel-
atively straightfor-
ward “institutional 
measures”: setting up 
an independent fis-
cal council that will 
initiate “quasi-auto-
matic spending cuts” 
in the event that 

Thus we see the familiar pattern: A crisis is 
used to further centralize political and eco-
nomic power.

Conclusion

The major world economies are poised for 
another financial crash, and the authorities 
know it. That’s why they are laying out a new 
regulatory framework—not to mention riot 
control measures—to handle the wave of ex-
pected bank failures.

We can’t know the exact timing and the 
process by which the next crash will occur. 
Indeed, let me confess that I am surprised 

The Lessons From Greece

A technocratic and 
unaccountable gang of 

international officials and 
bankers have overturned the 

Greek political system.

Greece deviates from the budget surplus 
targets specified by the treaties governing 
the euro currency union; and introducing 
safeguards to ensure that ELSTAT, the 
state agency that collects economic and de-
mographic data, is fully independent of the 
state. The agency has been accused of suf-
fering from political interference and ma-
nipulating some economic data in the past.

The troika has also asked that Greece:

• Align its banking regulations with the 
EU’s bank recovery and resolution di-
rective, which provides an EU-wide 
framework for dealing with failing 
banks, by July 22. 

• Eliminate political interference in the 
Hellenic Financial Stability Fund. 

• Take “decisive action” on non-perform-
ing loans.7
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the world’s central bankers and government 
officials have kept things afloat this long.

No matter how large their armies or how 
glib their spokesmen, the world’s govern-
ments can’t repeal the laws of economics. 
Creating trillions of dollars, euros, yen, etc. 
since 2008 hasn’t made humanity richer. The 
slow-motion crises in Greece and China 
demonstrate that we here at the Lara-Mur-
phy Report haven’t been crying wolf.

Rather than wait to see just how long U.S. 

officials can keep disaster at bay, Ameri-
cans should consider financial strategies 
that move them far away from Wall Street 
and the commercial banks. Consult the 
listing of financial professionals who have 
been through our training program at: 
www.InfiniteBanking.org/finder. 

The Lessons From Greece

The major world economies 
are poised for another 
financial crash, and the 

authorities know it.
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First Cyprus, Then Greece—Now It’s Time to Save Some Cash at Home
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i never thought i wouLD say this, but 
I am saying it now. Following the events 
that happened to the citizens of Cyprus in 
2013 and now more recently to the people of 
Greece, it is has become absolutely sensible 
to stockpile some cash at home. 

Acting on this initiative right away is im-
portant as the next financial storm makes its 
way toward the U.S. In fact, every economic 
indicator is now pointing to it, making many 
respected pundits and economists uneasy.  
What’s more, government officials know it’s 
coming too and have gone to great lengths 
to prepare for it.  Unfortunately, the new 
rules for managing the crisis are not exactly 
designed in our best interest; they are prin-
cipally geared to save the financial system as 

a first priority—even if it is at the expense of 
the individual saver, investor, and bank de-
positor. This bit of reality I can almost assure 
you will not be making the front-page head-
lines or be broadcast on the morning news 
shows, but we will all learn about it after the 
financial storm has struck and millions have 
been wiped out financially. At that point it 
will be too late. Consequently, it is prudent 
that LMR readers take this precaution seri-
ously and Authorized IBC Practitioners coun-
sel their clients accordingly by suggesting 
that we all act quickly on this matter while 
there is still time.

To see the benefit of this important money 
move let’s consider what we already know. 
From previous experience we know that 
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When it finally arrives 
the next crisis will 
surely create a panic 
and there will be bank 
runs everywhere.
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which none of us really wants to think about. 
But we don’t need our imagination to guide 
us. The truth is that these types of public 
demonstrations actually happened, both in 
Cyprus and in Greece.

For this reason and as a further induce-
ment to help you recognize that time is of 
the essence, simply ask yourself if you can 
go without cash for 12 days like folks in Cy-
prus were forced to do. Can you tolerate be-
ing rationed to roughly $65 a day like the 
citizens of Greece? If you can’t, like I know I 
can’t, then this advice is not at all radical and 
makes practical sense. 

But Can’t We Just Rely on the 
FDIC?

In the midst of severe bank runs caused by 
a financial crisis similar to what we experi-
enced in 2008—and if we have money in the 

when it finally arrives the next crisis will 
surely create a panic and there will be bank 
runs everywhere, much like the ones we all 
witnessed in the financial crisis of 2008. But 
this time, due to our recently enacted mon-
etary policy, it is now very possible that even 
we may be locked out of the bank’s ATMs. 
Not only that, but we too could have capital 
control limits placed on our bank accounts 
in the same way Cypriots and Greek citizens 
recently experienced. These types of lock-
outs we have learned are harsh and if they 
should happen here in this country they 
would certainly heighten the public’s already 
mounting fear. Potentially this kind of law 
enforcement could lead to even higher levels 
of alarm that can easily get out of control. 
From there it is not difficult to imagine all 
kinds of economic upheavals that can result 
from such measures including the loss of 
confidence in our government and our mon-
etary institutions. And yes, our imagination 
can quickly take us to images of civil unrest, 
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We don’t need our 
imagination to guide 
us. The truth is that 
these types of public 
demonstrations 
actually happened, 
both in Cyprus and in 
Greece.
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are to our every economic move in life. All 
the money we earn as employees or that we 
take in from our businesses, even monies 
from pensioners and government employ-
ees goes into their coffers daily, if not several 
times a day. Most Americans place it there 
with complete confidence, believing that 
they will be able to draw it out when needed. 
So actually, our commercial banks are virtu-
ally the main conduits to our daily cash flows. 
Without these cash flow services, which are 
intertwined with lines of credit and short-
term loans, we can’t function economically. 
This is why they are at the center of credit 
expansion and contraction in our economy. 
This image, when extrapolated in every com-
munity throughout our entire country, stag-
gers the imagination and easily explains how 

commercial banks—then yes of course, we 
will all be forced to rely on the FDIC.1   At 
that point we will have no other choice ex-
cept to pray that the FDIC comes through 
for us—that it will work diligently behind 
the scenes and deliver on the promises it has 
made to all of its bank depositors. Businesses 
especially, will worry that their bank balanc-
es may have been over extended beyond the 
$250,000 protection limit in any one FDIC 
bank account. The rest of us with less money 
in our checking accounts will just worry and 
wait hoping that our bank never closes its 
doors. 

At this point in my explanation we should 
all be able to see with heightened clarity just 
how central and vital our commercial banks 
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Can you tolerate being 
rationed to roughly 

$65 a day like the 
citizens of Greece?
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Federal Reserve Act3   banks became a part 
of a system (The Federal Reserve System). 
This system is tied directly to the central 
bank of the United States—the “back up” or, 
banker of last resort. Consequently, they are 
a quasi-government mandated institution 
making commercial banks unique publicly 
owned corporations that function more like 
a “cartel”—a coalition intended to promote 
their mutual interest. This explains the em-
phasis and priority given to banking institu-
tions during a severe financial crisis. 

If you are following this so far, you should 
clearly see that not only does the Federal 
Reserve have a complete monopoly over 
our money—since it is their name that is 
at the top of each one of our dollars—but 

these institutions become the “too big to fail” 
behemoths. Big banks are powerful.

But here is the other side of the coin. 
Commercial banks are notoriously prone to 
systemic risk due to the composite of their 
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Our commercial banks are 
virtually the main conduits to 
our daily cash flows.

Commercial banks are 
notoriously prone to 
systemic risk.

infrastructure and practice of “fractional re-
serve banking.”2 In plain language, bank runs 
can easily push them into bankruptcy unless 
they get emergency financial back up. And, 
when one fails, other banks fail and fall like 
dominoes. Since the passage of the 1913 
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(you) then the only remedy is for federal de-
posit insurance to make good on its promise. 
Most people do not realize this, but this is 
a banking law that has been on the books 
since the early 1800s.4 If everyone knew this, 
I am not sure how comfortable people would 
feel about making their customary deposits.

But to come back to our original ques-
tion—“Can’t we just rely on the FDIC?”  The 
answer is no—not completely. I would like to 
offer two explanations for this:

First: Congress has mandated that in the 
next financial crisis, taxpayer money is not 
to be used to rescue “too big to fail” financial 
institutions. In other words, no more “bail-
outs.” Insolvent financial institutions are to 
be immediately sequestered and put through 
a reorganization plan or “work-out,” orches-
trated by the Federal Reserve. It may include 
a complete liquidation of the institution for 
the benefit of secured and unsecured credi-
tors. This will amount to a temporary or final 
lock-down of the institution where all mon-
ies will be frozen inside the institution in or-
der to determine if the entity’s own assets, 
made up of stockholder monies and creditor 
monies, are sufficient to rescue the institu-

it also controls these dollars inside the cof-
fers of commercial banks. And it is these 
banks that we rely on to meet our daily cash 
flow needs. There is one other thing to add 
to this claustrophobic yet truthful image I 
have described; it is the fact that all forms of 
our current U.S. money must convert back 
to these paper dollars and coins. If you are 
at all interested in the actual mechanics of 
this closed interconnected money system, I 
recommend that you read our book, How 
Privatized Banking Really Works.

One important point of interest in this en-
tire scenario that we cannot overlook is this 
fact. Notice that money circulates in and out 
of commercial banks on a daily basis, virtu-
ally uninterrupted. When you take money 
out of the bank it can be said that you own 
it since you have it in your possession, but 
when you put it back into the bank in the 
form of a deposit, the title to your money 
actually changes hands and you become a 
creditor of the bank. In other words, the bank 
now legally owns that deposited money and 
they can do anything they want with it, short 
of removing their debt to you for it. If a bank 
actually filed for bankruptcy and it did not 
have enough in assets to pay off its creditors 
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When you put it back 
into the bank in the 
form of a deposit, the 
title to your money 
actually changes 
hands.
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tion. Creditor monies, remember, include 
bank depositor monies. The FDIC coffers 
are to be used, but only sparingly, as a way to 
prime and assist in the rehabilitation process 
of the institution. If it cannot be resuscitated 
it must be sold off, merged with another en-
tity, or be liquidated.

This is the (not so clear unless you are a 
bankruptcy lawyer) interpretation of the 
language found in the Dodd-Frank Wall 
Street Reform and Consumer Protection Act5 
passed into law in January 2010. As part of 
its new rules, any bank or non-bank finan-
cial institutions with assets in excess of $50 
billion will be reviewed and hand-picked 
by the Financial Stability Oversight Council 
(FSOC)6 to see if they are to be designated 
as Significantly Important Financial Insti-
tutions (SIFIs). This label implies that the 
institution is regarded as so important to 
the economy that its failure could lead to a 
widespread economic crisis.  These designat-
ed institutions fall under more stringent fi-
nancial guidelines under the direct oversight 

of the Federal Reserve. This list is growing as 
I write this. You can check the FSOC web-
site to find out what other financial institu-
tions have been recently labeled as such. The 
important thing is to realize that in a severe 
financial crisis, in the midst of pandemoni-
um, people run on the banks first, no matter 
what size they are. 

First Cyprus, Then Greece—Now It’s Time to Save Some Cash at Home

Indeed, the FDIC’s own website 
shows that at the end of 2009, 
the Deposit Insurance Fund 
Balance stood at about negative 
$21 billion. 

Second: During the 2008 financial crisis 
1200 of the approximately 3,000 member 
banks in the Federal Reserve System experi-
enced financial trouble. Washington Mutual 
Bank out of Seattle, one of the largest to go 
under first, had $307 billion in assets at the 
time of its failure in 2008. The FDIC was 

That means the 
FDIC’s fund balance 
covers 1% of 
officially insured 
deposits, and a 
mere 0.6% of total 
commercial bank 
deposits—that’s $6 
FDIC has set aside for 
every $1,000 in bank 
deposits.
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to that institution would necessarily close. 
Credit cards issued by such institutions 
could also become inoperative. The demand 
for cash will most likely rise exponentially 
amongst the public, all depending on how 
many commercial banks actually fail. 

Since it is hard to know exactly how this 
will play out, the one thing we could be sure 
of is that we would be in the midst of a full-
blown credit crunch and contraction. It’s not 
hard to imagine that individuals and estab-
lishments, assessing their situation would 
most likely start buying and selling goods 
and services using only cash. For this reason 
we should have some at our disposal.

For example, consider what happened in 
Greece during the three weeks of closed 
banks. Officially, citizens were free to use 
their credit cards for their purchases, even 
though access to ATMs was strictly rationed. 
However, because of the cash crunch, many 
businesses switched to a cash-only policy, 
reducing the usefulness of credit cards.8 Fur-
thermore, many Greeks traveling abroad saw 

very busy covering customer bank deposits 
directly from its coffers to the point that it 
ran out of money. It went $9 billion in the 
hole and had to take out a loan from the U.S. 
Treasury Department. (Indeed, the FDIC’s 
own website shows that at the end of 2009, 
the Deposit Insurance Fund Balance stood 
at about negative $21 billion.7) But I need 
to remind you, according to the language 
of the Dodd-Frank Act;  “bail-outs” in that 
they represent taxpayer money, are no longer 
permitted.

Additionally, the FDIC’s website states 
that at the end of 2014, its Deposit Insur-
ance Fund Balance stood at $62.8 billion. 
However that same office also records that 
the total amount of commercial bank depos-
its in the U.S. was $10.4 trillion, while the 
amount of “insured deposits” was $6.2 tril-
lion. That means the FDIC’s fund balance 
covers 1% of officially insured deposits, and a 
mere 0.6% of total commercial bank depos-
its—that’s $6 FDIC has set aside for every 
$1,000 in bank deposits.
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Couldn’t I Just Use 
Credit Cards instead 
of Cash?

A lock down of a bank-
ing institution under the 
auspices of the Federal 
Reserve following the 
mandates of the Dodd-
Frank Act would mean the 
issuance of capital controls 
that restrict bank with-
drawals. ATMs pertaining 
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their credit card transactions denied, because 
their banks back home weren’t sure how the 
capital controls applied to such situations. 
(It was illegal for Greeks to wire cash out of 
the country, and thus buying foreign items 
with a Greek-based credit card was arguably 
an illegal transaction.9)

Keep in mind that in Cyprus, the banks 
failed en masse, followed by an internation-
ally brokered “bail-in,” whereby some bank 
depositors’ money was used to fund the clo-
sure of one bank and prop up other insolvent 
banks. This was a shocking blow to bank de-
positors. But government and central bank 
officials were actually pleased with the re-
sults since no taxpayer money was used to 
solve the financial problem. It was all han-
dled without a “bail-out.” Cypriots, however, 
were not so happy and the anger has yet to 

subside.  Not only did it plunge the coun-
try into a severe recession, but also deposi-
tors lost millions of dollars they will never 
recover.  Regrettably, our own crisis preven-
tion laws, the Dodd-Frank Act, mirrors the 
same international laws used in Cyprus and 
Greece. In other words, we should be ready 
to anticipate that this type of scenario could 
happen in like fashion here if our banks re-
peat the failures of 2008.

Conclusion

The lessons from Cyprus and Greece should 
be obvious. For this reason we are recom-
mending one more strategic move to weath-
er the coming financial storms from the en-
tire list of money moves covered in previous 
LMR articles. Where before we had stressed 
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We should be ready to 
anticipate that this type 
of scenario could happen 
in like fashion here. 
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while there is still time, will allow you to ride 
out the gridlock until the dust settles. There 
is no interest being earned on that cash sit-
ting in the banks anyway so it’s actually bet-
ter under our present economic environment 
to have it under your mattress, or wherever 
you choose to conceal it, where you can eas-
ily get to it when needed.

the limiting of cash inside commercial banks 
except for basic expenses, now we are going 
a step further and suggesting that we should 
actually keep some of that cash at home. This 
cash held at home instead of a bank could 
save us all kinds of headaches and inconve-
niences on the actual day our particular bank 
experiences a run. Pulling out 30 to 60 days’ 
worth of cash in bare-bone expenses now, 

First Cyprus, Then Greece—Now It’s Time to Save Some Cash at Home

References

1. Who Is The FDIC? https://www.fdic.gov/about/learn/symbol/

2. Fractional Reserve Banking, Wikipedia, the free encyclopedia, https://en.wikipedia.org/wiki/Fractional-reserve_banking

3. Federal Reserve Act, Wikipedia, the free encyclopedia, https://en.wikipedia.org/wiki/Federal_Reserve_Act 

4. Fractional Reserve Banking, Wikipedia https://en.wikipedia.org/wiki/Fractional-reserve_banking

5. Dodd-Frank Act, A Cheat Sheet, Morrison and Foerster, http://media.mofo.com/files/uploads/images/summarydoddfrankact.pdf

6. Financial Stability Oversight Council, http://www.treasury.gov/initiatives/fsoc/designations/Pages/default.aspx

7. For the FDIC’s annual report, showing the Fund balance and commercial bank deposit amounts at year-end up through 2014, see the table available at: 
https://www.fdic.gov/about/strategic/report/2014annualreport/section7-01.html. 

8. For a story concerning Greek businesses switching to cash-only, see: http://consumerist.com/2015/06/29/with-no-credit-cards-allowed-no-cash-in-atms-
no-banks-open-tourists-in-trouble-in-greece/. 

9. To see how some Greek banks rejected attempted credit card purchases from Greeks traveling abroad, see: http://www.theguardian.com/money/2015/
jun/30/greece-capital-controls-confusion-foreign-transactions-credit-cards. 

Pulling out 30 to 60 days’ worth 
of cash in bare-bone expenses 
now, while there is still time, 
will allow you to ride out the 
gridlock until the dust settles.

26 L M R  J U L Y  2 0 1 5



27 L M R  J U L Y  2 0 1 5

Austrian Economics: Something More

27 L M R  J U L Y  2 0 1 5



28 L M R  J U L Y  2 0 1 5

Lara-Murphy Report: How did you learn 
about Austrian economics?

Timothy Terrell: In high school, I did a 
paper on inflation. My father, a physician, was 
interested in economics and was a hard-mon-
ey type, so we talked about that kind of thing 
around the dinner table. A friend of his lent 
me some books on inflation—I don’t recall the 
authors but they were definitely of an Austrian 
flavor. When I went to college, I majored in eco-
nomics and had a law and economics professor 
who had been connected with the Ludwig von 
Mises Institute. That’s when I realized there was 
something more than neoclassical and Keynes-
ian economics out there. I started reading Mises 
Institute publications and then decided I’d go to 
Auburn for graduate school, since the Institute 
was located there. I read all I could about Aus-

trian economics while taking courses that were 
more mainstream.

“That’s when I realized there was 
something more than neoclassical and 

Keynesian economics out there.”

Austrian Economics: Something More
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LMR: You’ve been doing a lot of work on 
the economics of environmental regulation, and 
even testified before Congress on it. Can you 
give the big picture to our readers?

TT: I developed an interest in environ-
mental regulation partly because it seemed to 
be a challenging area for people who thought 
that free markets were the best way to handle 
resource problems. It became clear to me as I 
worked on these issues that environmental 
policy was being formed by two key influences: 
businesses that wanted to use costly regulation 
as a way to suppress their competition, and a 
virulently anti-market green movement. I think 
the socialist ideologues recognized that with the 
obvious failure of the Soviet Union, they need-
ed another line of attack against free markets, 
and environmentalism provided a convenient 
way to accomplish their goals. But apart from 
whatever the motivations for environmental 
policy might be, it’s clear that a lot of environ-
mental regulation isn’t really about preserving 
the environment—in fact, it often makes envi-
ronmental quality worse while hurting human 
beings in the process. A lot of regulators seem 
to be ignoring the positive relationship between 
economic growth in a free market and environ-

mental quality. Regulations on energy produc-
tion and use are a case in point. Cheap energy 
is one of the keys to improving standards of 
living worldwide—the contrast between night-
time satellite photos of North and South Ko-
rea provide a stark example of the connection 
between energy availability and prosperity. And 
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“Environmental policy was being 
formed by two key influences: 

businesses that wanted to use costly 
regulation as a way to suppress their 

competition, and a virulently anti-
market green movement.”

after a certain point, the wealthi-
er a society is, the cleaner it tends 
to become. But governments are 
deeply involved in energy pro-
duction decisions worldwide, and 
they always seem to work against 
affordable energy.

LMR: Many free-market 
economists would understand 
your concerns with aggressive 
regulations on coal-fired power 
plants, but you’ve also argued 
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that there is a deeper, more specifically Austrian 
point here. What’s the fundamental problem 
with these federal “cost/benefit” analyses of pro-
posed regulations?

TT: The Austrian school of economics re-
minds us that we can’t measure costs and ben-
efits. They can only be compared by individu-
als facing real choices, real trade-offs. Logically, 
we can only conclude that someone is better off 
when he’s voluntarily agreed to an exchange. 
Coercive approaches to environmental conflicts, 
like taxes or regulation, mean that people have to 
incur costs they didn’t agree to as individuals—
and therefore we can’t be sure that they’re better 
off. Anti-pollution regulations, for example, can 
reduce the quantities of some chemicals we’re 
exposed to, but they also create costs. How do 
we know that the reduction in exposure is worth 
the cost? We don’t, if we can’t observe actual 
choices of individuals to give evidence that they 
were willing to make that trade-off. A regulator 
might assert that a particular rule will reduce, say, 
mercury emissions that could potentially cause 
health problems, but even if the science is sound 
(and it’s sometimes highly doubtful), the regu-
lator can’t really know whether the population 
that benefits from the lower emissions would be 

willing to pay the full cost. The resources that go 
into reducing those emissions could have been 
used for something else—maybe something the 
supposed beneficiaries value more. 

LMR: Another of your areas of expertise is 
the economics of health care. The news lately 
has discussed the “surprising” rate hikes for next 
year. Isn’t this exactly what opponents of the 
Affordable Care Act (aka “ObamaCare”) were 
predicting?

TT: Yes. Any time you tell insurers that they 
have to cover certain expensive illnesses and that 
they have to take on clients who have expensive 
pre-existing conditions, the costs to the insur-

Austrian Economics: Something More

“Coercive approaches to 
environmental conflicts, like 
taxes or regulation, mean that 
people have to incur costs they 
didn’t agree to as individuals.”
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ers will rise. They can’t continue to 
operate at a loss, so they’re going to 
have to either raise rates or some-
how cull the highest-risk clients 
from their pool. Of course, many 
people will criticize insurers for the 
rate hikes, but it’s inevitable. 

LMR: What’s your outlook 
for the future? Do you think the 
knowledge of free markets is grow-
ing or shrinking?

TT: I’m encouraged by the 

ment schools to shame. City services are being 
privatized, while Amtrak and the USPS are be-
ing excoriated. So bit by bit, the old ideas that 
government is essential for this or that are being 
overturned. I suppose I’m more optimistic inter-
nationally than I am for the United States. But 
no matter where we’re looking, the Leviathan 
State is not going to go down without a fight. 
And a majority of people still seem to think that 
if there is a problem, the State is not only un-
likely to be the cause, but is often the best solu-
tion. This is really baffling, since the State has 
time and again proven itself a bumbling, waste-
ful, and frequently brutal manager of people and 
resources. But it’s a habit of thought, and there 
are a lot of State functionaries and professors 
who are still happy to encourage it. 
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“I see people like Bono of U2 “seeing 
the light” and saying that economic 

growth, not government-orchestrated 
aid, is most effective at reducing 
poverty and hunger worldwide.”

younger generation I see at Mises Institute 
events and elsewhere who are convinced that 
markets are powerful and can resolve massive 
problems. And they’re energized about persuad-
ing their peers. I see people like Bono of U2 “see-
ing the light” and saying that economic growth, 
not government-orchestrated aid, is most effec-
tive at reducing poverty and hunger worldwide. 
Innovative companies like Uber are challenging 
the government-protected taxi interest groups 
and enjoying some success against government 
restrictions. Space flight, once thought to be 
entirely the province of governments, is seeing 
significant incursions from private-sector entre-
preneurs. They’re still too tied in to government 
for my taste, but NASA’s monopoly is over. On 
education, I listened to a recent interview with 
James Tooley, author of The Beautiful Tree, re-
garding low cost for-profit private schools that 
are educating the majority of children in slums 
in some poor countries and putting govern-

“I’m encouraged by the younger 
generation I see at Mises Institute 
events.”
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