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Bring a Privatized Banking 
Seminar to your city.

3 Speaker / Authors from the 
Austrian School of Economics

L. Carlos Lara
Robert P. Murphy, Ph.D.
 Paul A. Cleveland, Ph.D.

3 Dynamic, Informative, Inspirational
and Educational Hours

Inquire directly with Carlos Lara 615-482-1793, 
or Robert P. Murphy 212-748-9095, 

or e-mail us at info@usatrustonline.com

Present the powerful combination of 

Austrian Economics, 

The Sound Money Solution 

& The Infinite Banking Concept 

to your Special Group

• Demystifies Fractional Reserve Banking     
• Learn how you can personally secede from 
our crumbling monetary regime and improve 
your financial future.  
• Sound economic reasoning with a sound 
private strategy to direct the individual 
toward the escape exit.  
• Learn the warning signs of a coming crash 
and the steps you need to take to avoid them.
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CyPRUS: yOU CAN 
TAKE THAT TO THE 
bANK?
BY  Robert  P.  Muprhy
The situation in Cyprus is outrageous, 
but it offers sobering lessons for 
people around the world.

Economic  Deep  End

MONEy, bANKiNg 
ANd iNSURANCE: 
PAST ANd PRESENT
BY  L .  C arlos  L ara
To make sense of our turbulent 
times, it’s crucial to have a basic 
understanding of major financial 
institutions. Here’s a crash course on 
money, banking, and insurance.
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Big Brother in Your Bank Records 
• Corporates Flush With Cash And 
Debt • Eviction Rage • Bloomberg 
Turns to Tobacco • Economists for 
Expensive Energy!
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Interview
Josh and Lisa Lannon show that 
capitalism and social causes are 
reinforcing. You can’t help others if 
you’re broke.

EvENTS ANd
ENgAgEMENTS
Learn more in person from Lara, 
Murphy, and other Austrian economists, 
at these upcoming appearances.

LARA-MURPHy REPORT
Although it takes some effort, learning 
the basics of Austrian economics is 
well worth the investment of time.
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AbOUT LARA & MURPHy
L. CarLos Lara 
manages a consulting 
firm specializing 
in corporate trust 
services, business 
consulting and 
debtor-creditor 
relations.  The 
firm’s primary 
service is working 
with  companies 
in financial crisis.  
Serving business 

clients nationwide over a period of three decades, 
these engagements have involved companies in 
most major industries including, manufacturing, 
distribution and retail.  Lara incorporated his 
consulting company in 1976 and is headquartered 
in Nashville, Tennessee.
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Together they have three children and five 
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Dr. robert P. “bob” 
MurPhy received his 
Ph.D. in economics 
from New York 
University.  After 
teaching for three 
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work for Arthur 
Laffer’s investment 
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now runs his own 
consulting business 

and maintains an economics blog at 
ConsultingByRPM.com.  He is the author 
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Murphy is Senior Economist at the Institute 
for Energy Research, and a Research Fellow with 
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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

We live in a world dominated 
by Keynesian economics. Since 1936 when John 
Maynard Keynes wrote his famous book, The 
General Theory of Employment, Interest and 
Money, most of our universities here in the United 
States, from Harvard to the smallest community 
college, have become vested in this way of thinking. 
Consequently, our nation’s government now fully 
endorses and mandates this way of governing our 
monetary system. 

Since the 2008 financial crisis, an older and 
much more classical school of economic thinking 
has reemerged and is growing in prominence. 
Originating as early as the 1500s in Salamanca, 
Spain, this branch of knowledge was best articulated 
in book form by Austrian Carl Menger in his 1871 
classic, Principles of Economics. This discipline of 
study has come to be known as Austrian Economics. 

Two of Menger’s star disciples, Ludwig von 
Mises and Friedrich A. Hayek (who won the Nobel 
Prize in 1974) developed the now famous Mises–
Hayek Business Cycle Theory, which best explains 
the causes and effects of economic booms and busts 
in an economy. While Wall Street, the media and 
Washington D.C. had no idea what happened 
during the financial collapse in 2008, many of the 
Austrians had predicted it all along. 

The Austrian School is universal, but when 
Mises migrated to the U.S. in 1940, the United 
States became the school’s home base. Today, there 
are many American-born Austrian economists and 

Dear readers
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LArA-MurpHy rEpOrt

students of this discipline, with some of the more 
famous being Leonard Read, Henry Hazlitt, Murray 
N. Rothbard, Israel Kirzner, and more recently, 
Republican presidential candidate, Ron Paul.

While Keynesian economics endorses 
government central planning, the Federal Reserve’s 
control of money and banking, deficit spending and 
opposition to savings as the way to solve economic 
problems, the Austrian School advocates the direct 
opposite. 

Espousing frugality and savings as the fuel 
for capital investments, Austrian economists and 
students of the school preach the sanctity of private 
property, a market economy free from government 
intervention, sound money, and the return of money 
and banking to the private sector. 

There is no use in deceiving ourselves. Both 
national parties and American public opinion 
currently reject the capitalistic free enterprise 
system that provided us the highest standard of 
living ever attained. Is there any hope of reversing 
this thinking? 

Actually, the solution is in our hands. Mises once 
said that what made Americans different was “the 
joint effect produced by the thoughts and actions 
of innumerable uncommon Americans.”  He was 
talking about us. So, yes, there is hope—and this 
explains our motto of Building the 10 Percent.

Yours truly,
Carlos and Bob
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recent develoPments tHat may Be of interest to readers of tHe lara-murPHy rePort…

puLSE On tHE MArkEt

puLSE On tHE MArkEt
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MORTgAgE MARKET MAy bE THAWiNg
A recent CNBC article begins: “As housing heads into the critical spring market, credit 
is finally beginning to thaw. Lenders are increasingly approving low down payment 
loans, and government sponsored mortgage giant Fannie Mae is buying more of them. It 
is a noticeable shift from the last four years, when 20 percent down on a home purchase 
loan was the only game in the neighborhood.” Call us sticks in the mud, but this is an 
ominous sign. Needing 20 percent was historically a very smart rule to align incentives 
and prevent homebuyers from getting upside down. The fact that lending standards 
are returning to where they were during the crazy housing bubble era, is hardly good 
news. Only the Keynesian “we need more spending!” mentality makes it appear so. As 
a final note, remember that there are some $1.6 trillion in excess reserves right now in 
the banking system. When the banks begin lending them out—either for mortgages or 
other loans—we will see the full implications of Bernanke’s massive inflation of the last 
few years.

Bank s  Lending Again?  Uh-Oh.

iF yOU HAvE NOTHiNg TO HidE...
Reuters reports: “The Obama administration is drawing up plans to give all U.S. spy 
agencies full access to a massive database that contains financial data on American 
citizens and others who bank in the country…” Step by step, the government is expanding 
its surveillance and control over every financial aspect of our lives. Defenders of the move 
cite the desire to defend against terrorism, and pooh-pooh the worries of civil libertarians 
over “Big Government.” Yet even if one trusted the current government officials—which 
we certainly don’t—that hardly settles the matter. Once this new machinery of snooping 
is granted to the government, it will be ready and waiting for some future despot. Recall 
the wise saying of Ben Franklin: “They who can give up essential liberty to obtain a 
little temporary safety, deserve neither liberty nor safety.”

Big  Brother  in  Your Bank Records

AddiNg NUANCE TO THE “CORPORATiONS AWASH iN 
CASH” TRENd
It is well known that corporations are sitting on boatloads of cash; we ourselves have 
discussed this trend in past issues. However, a recent report by Jason Shoup and Sonam 
Pokwal from Citi Group (linked at ZeroHedge) shows that these statistics, by themselves, 
can be highly misleading. Yes, corporations are holding large amounts of cash, but that’s 
not because they’re becoming frugal. They’re also racking up record amounts of debt. 
Indeed, Shoup and Pokwal show that “cash as % of total debt” has plunged in the last 
two years, and right now is about where it was throughout the 1990s. Seen in this light, 
the accumulation of cash is but one symptom of an awful economy and rock-bottom 
interest rates. (The pile-up of short-term debt is another symptom.)

Corporates  Flush With C ash And Debt
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THiS LOOKS LiKE A jOb FOR LiqUid PLUMR
Economist and blogger Garett Jones recently assembled a slew of news articles on the 
various forms of revenge that evicted homeowners have left for the bank foreclosing 
on them. The WSJ for example writes that “embittered homeowners have stripped out 
appliances, punched holes in walls, dumped paint on carpets and, as a parting gift, 
locked their pets inside to wreak further havoc.” Our personal favorite is the NYT 
explaining: “The pour-concrete-down-the-toilet trick is one that most good [home] 
inspectors know to look for.” These reports are of course regrettable on numerous 
counts, but they underscore something very unique about policy loans issued by 
life insurance companies (a central element in the Infinite Banking Concept): The 
life insurance company doesn’t have to worry about its collateral on such loans, the 
way a bank needs to worry about the collateral underlying a Home Equity Loan or 
conventional mortgage. Because an insurance policy loan is collateralized by the cash 
value in the policy, the life company knows it’s guaranteed—the company itself is 
guaranteeing it! No matter how surly or vindictive the borrower may later become, 
he or she can’t harm the market value of the collateral in a policy loan. This is one 
of the main explanations for the life company’s “no questions asked” policy when it 
comes to issuing such loans.

E viction Rage

NObEL ECONOMiSTS PETiTiON ObAMA FOR CARbON TAx
Recently 32 economists, including 8 Nobel laureates, wrote to President Obama, 
urging him to make US airlines join a European Union scheme to tax carbon 
emissions from aircraft. More generally, there are growing calls from pundits, think 
tanks, and even US senators on the alleged virtues of taxing carbon. With trillions of 
dollars hanging in the balance, the politicians are licking their lips at the opportunity 
to save the planet. Yet one of the editors of the LMR (Murphy) has done extensive 
research in this area; the economics peer-reviewed literature shows that the case for 
a carbon tax is much more dubious than its cheerleaders would have you believe. For 
a summary article, see: http://tinyurl.com/cm2ra77

Economists  for  E xpensive  Energy !

puLSE On tHE MArkEt

NyC MAyOR bLOOMbERg WANTS SMOKiNg OUT OF SigHT
Fresh on the heels of having his comical sugary soda ban overturned, Michael 
Bloomberg has another bright idea: He wants stores to keep tobacco products out 
of sight from customers.  “Such displays suggest that smoking is a normal activity,” 
Bloomberg said. “And they invite young people to experiment with tobacco.” We’re not 
sure whether to applaud or laugh at the fact that Bloomberg’s proposal would exempt 
actual tobacco shops from the rule.

Bloomberg Turns  to  Tob acco
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by Robert P. Murphy, PhD

Cyprus: you Can take that to the Bank?
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You can take that
to the bank?

Cyprus
You can take that

to the bank?

Cyprus

The major financial news this month 
is the unfolding drama in Cyprus, a small island 
(1.1 million inhabitants) in the Mediterranean, 
east of Greece and south of Turkey. Cyprus is 
now the center of attention because of an outra-
geous proposal to tax bank deposits as part of a 
European bailout of its banks. The whole sor-
did affair offers many lessons for all of us, and 
confirms the warnings that we have been giving 
LMR readers for years.

The Background

Cyprus is a sovereign nation—officially the 
Republic of Cyprus—but is part of the Eu-
ropean Union (EU) and uses the euro as its 
currency. Because of its liberal tax and regula-
tory policies, Cyprus has become a hub of in-
ternational finance and in many respects is the 
Mediterranean analog of the Cayman Islands. 
Due to its small size and attractive regulatory 
environment, Cyprus has a relatively enormous 
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financial sector, with bank assets (at least before 
the recent crisis struck) of 700 percent of GDP. 
In contrast, in the U.S. bank assets are only 93 
percent of GDP.

The relatively enormous financial sector ex-
plains why Cyprus is so vulnerable. Primarily 
because of bad loans to the Greek government, 
the Cypriot banks are so insolvent that their 
own government can’t possibly bail them out. 
And, because they are currently using the euro, 
Cyprus can’t even turn to monetary inflation as 
a way to “solve” its problems, as they might be 
tempted to do if they had their own indepen-
dent printing press.

Naturally, Keynesians such as Paul Krugman 
say this is a major problem for Cyprus—if only 
they had the freedom to print more money, then 
they wouldn’t suffer as much.1 The same “logic” 
of course would work for underwater home-
owners too, though the Keynesians deny that 
their remedy should be pushed that far.

The Initial “Solution”

So far our story is familiar: banks making 
reckless loans during the boom, and now the 
time has come to pay the piper. Here’s where 
the Cyprus story gets interesting.

Because their own government is too small to 
cover such massive losses with tax money, and 
because it is on the euro and thus can’t inflate the 
problem away, the Cypriot government had to 
rely on a bailout package from the stronger Eu-
ropean states in conjunction with the European 
Central Bank (ECB). As has happened with 
Greece and other recipients of such aid, the res-
cue comes with strings attached—requirements 
of “austerity” on the recipient government in the 
form of spending cuts and tax hikes.

What was astonishing in the Cypriot case is 
that the 10 billion euro rescue package from the 
EU was initially going to be tied to a tax on 
ordinary Cyprus bank savings accounts. Spe-

Cyprus: you Can take that to the Bank?

What was astonishing in the Cypriot case is that the 10 billion euro 
rescue package from the EU was initially going to be tied to a tax on 

ordinary Cyprus bank savings accounts.
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As Murray Rothbard liked to stress, the reason “confidence” is so 
critical in modern banking is its fractional reserve status.

Cyprus: you Can take that to the Bank?

cifically, deposits over 100,000 euros would be 
subject to a “one-time” tax of 9.9 percent, but 
even smaller deposits would get hit with a 6.75 
percent levy.

In other words, depositors had placed their 
money in the Cyprus banks—what is sup-
posed to be a very safe and responsible thing 
to do—the banks then lost the money by lend-
ing it to the Greek government and other de-
faulting borrowers, and the ultimate way these 
losses were going to be rectified was to reduce 
the amount that the depositors had on deposit 
with the banks.

Bank Runs

As Murray Rothbard liked to stress, the rea-
son “confidence” is so critical in modern bank-

ing is its fractional reserve status. (Readers 
unfamiliar with this terminology and analysis 
should read my book with Carlos Lara, How 
Privatized Banking Really Works.) By their very 
nature, the commercial banks in our present in-
stitutional setting engage in systematic maturity 
mismatch—they “borrow short and lend long.” 
They are inherently illiquid, because they as-
sure their customers of immediate redemption, 
when in fact most of their deposits are tied up 
in long-term investments that can’t be immedi-
ately called back.

This inherent illiquidity is why commercial 
banks, when they engage in fractional reserve 
banking, are so vulnerable to the dreaded bank 
run. (Notice that other businesses aren’t vulner-
able in this way: the people at McDonald’s aren’t 
terrified that one morning hundreds of people 
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will be lined up, eager to buy Egg McMuffins. 
That would be a good thing from their perspec-
tive.) If they engaged in what Rothbard calls 
loan banking—where the saver truly lends his 
money to the bank (by buying a CD perhaps) 
which the bank in turn lends to another bor-
rower—then the situation would be different. 
The holders of CDs couldn’t necessarily demand 
immediate redemption, since they had lent their 
money to the bank for a contractually specified 
time frame. But with deposit banking, the bank 
is effectively telling the savers that their money 
is available upon request. And yet, the bank in 
reality has lent most of it out. That’s the fun-
damental weakness and danger of fractional re-
serve banking, as pointed out in particular by 
Rothbard and his followers.

In Cyprus, following the shocking announce-
ment of the terms of the initial EU bailout 
package, the reaction was predictable: people 
wanted O-U-T. Here’s a New York Times story 
describing the situation as it was unfolding:

ATHENS — In a move that could set off new 
fears of contagion across the euro zone, anx-
ious depositors drained cash from automated 
teller machines in Cyprus on Saturday, hours 
after European officials in Brussels required 
that part of a new 10 billion euro bailout be 
paid for directly from the bank accounts of 
ordinary savers.

The move — a first in the three-year-old Eu-
ropean financial crisis — raised questions 

Cyprus: you Can take that to the Bank?

This inherent illiquidity is why commercial banks,
when they engage in fractional reserve banking, are so vulnerable

to the dreaded bank run. 
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about whether bank runs could be set off 
elsewhere in the euro zone. Jeroen Dijssel-
bloem, the president of the group of euro area 
ministers, declined early Saturday to rule out 
taxes on depositors in countries beyond Cy-
prus, although he said such a measure was 
not currently being considered.

Although banks placed withdrawal limits of 400 
euros, or about $520, on A.T.M.’s, most had run 
out of cash by early evening. People around the 

country reacted with disbelief and anger.

“This is a clear-cut robbery,” said Andreas 
Moyseos, a former electrician who is now a 
pensioner in Nicosia, the capital.2

In reaction to the outcry, officials backed off. 
As of this writing, it appears that only large 
deposits will get hit with a levy. However, that 
levy may be enormous, according to this Reuters 
story:

Cyprus: you Can take that to the Bank?

The elites who decide on policy do as much as the public
will let them get away with.
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Cyprus: you Can take that to the Bank?

Big depositors in Cyprus’s largest bank stand 
to lose far more than initially feared under a 
European Union rescue package to save the 
island from bankruptcy, a source with di-
rect knowledge of the terms said on Friday 
[March 29].
 
Under conditions expected to be announced 
on Saturday, depositors in Bank of Cyprus 
will get shares in the bank worth 37.5 per-
cent of their deposits over 100,000 euros, 
the source told Reuters, while the rest of 
their deposits may never be paid back. [Bold 
added.]3

Lessons From Cyprus

It’s always risky to extrapolate from one his-
torical episode to other situations. For example, 
one complicating factor with Cyprus is that a 
large amount of the bank deposits is reputedly 
money being laundered by Russian mobsters.

Even so, there are obvious lessons from what 
has happened. First and most obvious: Your 
money is not safe when it’s in a commercial 
bank. Ever since the devastating bank runs of 
the 1930s, the world’s major governments have 
tried to assure their citizens that they have 

Your money is not safe when it’s in a commercial bank.
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nothing to fear, that the full “faith and credit” of 
their government stands behind ordinary bank 
deposits. They needed to do this, because of the 
inherent illiquidity of fractional reserve bank-
ing. Even a solvent bank with an excellent loan 
portfolio can be brought to its knees if its cus-
tomers become spooked.

Another lesson is that what the politicians tell 
us is “necessary” for the economy is quite mal-
leable, according to public opinion. The initial 
proposed tax on small deposits was sold as be-
ing crucial, but the outcry was so fierce that it 
was dropped. This underscores our view that the 
elites who decide on policy do as much as the 
public will let them get away with.

Finally, we see that the truly connected and 
powerful insiders take care of themselves. There 

were reports that the Cypriot president gave 
advance warning to his buddies to move their 
money out of the country before the initial bail-
out deal was announced.4

Conclusion

The United States is not the same as Greece 
or Cyprus, but it is naïve to think “it can’t hap-
pen here.” Our financial sector suffers from the 
same poor design and corruption that is cur-
rently threatening the entire Eurozone. Ironi-
cally, Europe’s troubles may be giving artificial 
strength to the U.S. dollar, a sort of calm before 
the storm. Just because Bernanke’s incredible 
injections of inflation into our banking system 
haven’t yet resulted in sky-high consumer prices, 
doesn’t mean that they have been benign.

The United States is not the same as Greece or Cyprus, but it is naïve 
to think “it can’t happen here.”
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the nature of Money, Banking & Insurance: past and present
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by  L. CarLos Lara

T h e  N a T u r e  o f

PAST AND PRESENT

Money, Banking
and insurance
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IT Is a mIsTake to 
assume that everybody in society 
fully understands the concept of 
insurance. Yet we can easily be 
fooled in thinking otherwise be-
cause the idea of insurance has 
been with us all of our lives. All 
of us, probably from a young age, 
had at least a vague notion of in-
surance. We feel exactly the same 
way about banking and money. 
Our knowledge has more to do 
with simple familiarity of these 
institutions. We know what they 
are in name only. In reality most 
people know very little about 
the origin of these institutions 
or how they became so tightly 
woven into the fabric of eco-
nomic life. However, in this 21st 
Century, knowing these institu-
tions well, how they originated, 
and what they actually represent 
is not only highly recommend-
ed—it can mean the difference 

based on voluntary exchanges free of govern-
ment intervention is called a contractual soci-
ety, or in other words, an unhampered market 
economy. Why is this relevant? Because in the 
same way that money, banking, and insurance 
have always been an ordinary part of everyday 
living, government is also taken for granted. It 
is difficult to imagine life without government 
or how we could possibly manage without it. To 
understand money, banking, and insurance in 
their proper light we must be willing to admit 
this limitation in our perspective and strive to 
step outside of it for a clearer comprehension. 

MoNEy

As recently as 1994 the Federal Reserve Bank 

the nature of Money, Banking & Insurance: past and present

IN ThIs 21sT CeNTury, knowing these institutions 
well, how they originated, and what they actually 
represent is not only highly recommended—it can mean 
the difference between a successful economic outcome 
or a disaster.

between a successful economic outcome or a di-
saster.

Although a full exposition of these three in-
stitutions cannot be done here, it is helpful to 
touch at the very least on some of the more basic 
elements of each so that we can begin to appre-
ciate their significance. For example, we should 
be quick to point out that each of these institu-
tions are thousands of years old, each having be-
gun with the dawning of human societies. More 
significant is the fact that in each case they were 
formed by trial and error as society blossomed 
and individuals began trading goods with one 
another. Their unique place in society actually 
helped facilitate this important economic pro-
cess, very successfully, without the help of gov-
ernment. Here we should add that a society 
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of Chicago publicized a report for the general 
public entitled Modern Money Mechanics,1 
which stated that money and its creation “all 
too often remains a mystery.”2 It went further to 
state that “the actual process of money creation 
takes place in banks”3 without ever fully ex-
plaining or recognizing money’s actual origins 
even before banks came into existence. Without 
knowing how money came into being, is it any 
wonder that money continues to remain a mys-
tery for the common man? Yet our ignorance is 
not eliminated by simply criticizing the Federal 

the nature of Money, Banking & Insurance: past and present

Reserve for failure to provide us 
with a full explanation of money 
creation.  As we all know, our own 
schools and colleges never taught 
us this information either. So long 
as we have sufficient money to 
buy all of the things we want and 
need, we don’t worry too much 
about all the details, but what 
happens when all of that changes 
as they did in the fall of 2008? 
Suddenly, we all want to know 
everything about money. While 
government and central banking 
actually share equal blame for the 
spread of superstitious awe about 
money and for keeping certain 
aspects about it hidden from the 
general populace, we owe it to 
ourselves to know the real facts. 
The good news is that with a little 
research in the proper economic 
textbooks, the truth about money 
can be learned.

WhILe GoverNmeNT and central banking 
actually share equal blame for the spread of superstitious 
awe about money and for keeping certain aspects about 
it hidden from the populace, we owe it to ourselves to 
know the real facts.

Yes, it is absolutely true that in our modern 
economy, one type of money is indeed created 
by banks and that our bedrock money is green 
pieces of paper that by law we must use for all of 
our financial transactions. But this was not the 
case initially. In the beginning, before govern-
ments and before central banking, highly mar-
ketable commodities were frequently used by 
society to remedy the problems with bartering. 
Many times a direct exchange didn’t work. Con-
sequently fast trading commodities, because of 

government paper money can certainly provide efficiency in accom-
modating transactions, but unless it is linked to the precious metals, 
people can and do lose confidence in it during a severe economic 

crisis, a historical fact no one should ignore.
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their high marketability, were used as tempo-
rary form of exchange or indirect exchange that 
would eventually get us to the goods we wanted. 
They were so ideal for these purposes that society 
eventually employed the best of them as money. 
It was actually at this very point in history that 

always has been, sound money. Government pa-
per money can certainly provide efficiency in ac-
commodating transactions, but unless it is linked 
to the precious metals, people can and do lose 
confidence in it during a severe economic crisis, a 
historical fact no one should ignore.

the nature of Money, Banking & Insurance: past and present

oNe fINaL Word about the nature of present-day money: We have given up control of it.

Conservative classical economists continue to warn us
that eventually the money spigot will be drained dry.

we can say money was created. Please note that 
it was created without any type of government 
mandate. The purpose of money is to get to the 
goods where real wealth resides. Money is just 
the medium to get to them.

It must also be recognized that historically 
the one money commodity that won over all the 
others was gold. (Silver was also very useful for 
smaller transactions.) Gold’s intrinsic character-
istics made it the perfect money commodity and 
those specific features are still just as important 
today as they were centuries ago. In spite of gold 
being considered an ancient relic by many of our 
present day contemporaries, economic uncer-
tainty quickly reverses that thinking. Gold is, and 

Since money is only a medium of exchange, 
increases in its quantity serve no social benefit. 
Instead, increases in the quantity of money only 
lowers its value in the same manner surplus in-
ventories of any commodity merit a lower price 
in order to sell them. Our present day paper 
money has glutted the economy so excessively 
that its purchasing power has been nearly extin-
guished. Only those that receive the new printed 
money first gain from this quantity increase, for 
the simple reason that they are able to purchase 
goods and services at the lower prices before the 
increase in money raises prices on everything. 
Their ability to accumulate assets at lower prices 
has a definite advantage over the rest of society.
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One final word about the na-
ture of present day money: We 
have given up control of it. 
Central banks and governments 
everywhere throughout the 
world now control all money—
they have the ability to get to it 
first. Since it is merely paper and 
ink they can print up as much as 
they want at will, and they do. 
But this fountain of money is 
not inexhaustible. Conservative 
classical economists continue to 
warn us that eventually the mon-
ey spigot will be drained dry.

BANkiNg

Banking’s emergence in so-
ciety can be described as a side 
step of bartering. Here the own-
er of the goods does not directly 
or indirectly exchange his goods 
with the goods of another indi-

the nature of Money, Banking & Insurance: past and present

of credit facilitator in linking borrowers and 
lenders together. In this way loan banking grew 
and provided increasingly larger movements of 
money for the capital needs of a growing econ-
omy. 

The newer concept of Deposit Banking, which 
came into vogue much later, had more to do 
with storage facilities for other people’s money 
than loan banking. It was the goldsmiths, not 
loan bankers, who began providing deposit-
banking services to accommodate the growing 
demand for money depositories for safekeep-
ing. A storage fee was charged for the service 
as gold was deposited into these warehouses 
and later withdrawn by the presentation of the 
storage receipt. This customer convenience soon 
had gold depositors using their storage receipts 
as though they were money. Loan banking and 

so IN effeCT These INCIdeNTs  were 
isolated, and not all goldsmiths participated in this kind of 
deception. The fear of being caught was always present.

vidual, but instead allows the individual to take 
the goods on a “pay me later” basis. A price, 
however, is charged for the time delay on the 
repayment and that price became known as 
the “interest.”  Soon successful merchants who 
specialized in this sort of credit granting enter-
prise stopped using goods altogether and began 
trading only money with the additional interest 
charge.  This practice can be described as  Loan 
Banking; it grew as a profitable venture as it met 
the needs of an expanding economy.

It wasn’t long before these loan bankers began 
acting as credit intermediaries on a larger scale 
by borrowing money at one interest rate from 
one set of individuals (savers) and lending the 
money at a higher rate to another set of indi-
viduals (borrowers). The interest differential was 
the loan banker’s fee for providing the service 
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deposit banking became co-mingled when the 
discovery of this strange phenomenon occurred. 
In Modern Money Mechanics, The Federal Re-
serve Bank of Chicago explains this unusual 
breakthrough in this way:

“…This unique attribute of the banking 
business was discovered many centuries ago. It 
all started with the goldsmiths. (B)ankers dis-
covered that they could make loans merely by 
giving their promises to pay, or bank notes, to 
borrowers. In this way, banks began to create 

money. More notes could be issued than the 
gold and coin on hand because only a portion 
of the notes outstanding would be presented 
for payment at any one time.”

Federal Reserve Bank of Chicago4

There were two natural barriers that kept 
“goldsmith-bankers” from carrying this form 
of fraud too far. One was the common bank 
run and the other was redemption (the presen-
tation of an unredeemable bank note from one 
bank to another). In either of these two cases 
the goldsmith-banker committing the crime of 
creating money out of thin air would be eas-
ily discovered, bankrupted and sent to prison. 
So in effect these incidents were isolated, and 
not all goldsmiths participated in this kind of 
deception. The fear of being caught was always 
present. The unexpected and unfortunate result 
was that once government did become involved 
things got miserably worse for society because 
they actually legalized the practice and then 
monopolized the concept for themselves. Con-
sequently, the nature of present day banking, 
which includes both loan banking and deposit 
banking worldwide, is now all part of the glob-
al central banking system. Our nation was the 
last of the major countries to adopt this system 
when Congress passed the Federal Reserve Act 
in 1913. 

This historical fact should cause us to pause 
and consider where we keep our money today. 
Unfortunately present day depositors continue 
their naïve belief that they are storing their 
money for safekeeping into banking deposito-
ries, when in fact the minute their money goes 
into their coffers, it becomes an asset of the 
banks. The depositor becomes a creditor. So 
yes, the nature of banking in modern times has 
drastically changed, but not enough people are 
aware of it.

uNforTuNaTeLy present day 
depositors continue their naïve belief 
that they are storing their money for 
safekeeping into banking depositories, 
when in fact the minute their money goes 
into their coffers, it becomes an asset of 
the banks.
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“But in what sense is a bank 
“sound” when one whisper of 
doom, one faltering of public 
confidence, should quickly bring 
the bank down? In what other 
industry does a mere rumor 
or hint of doubt swiftly bring 
down a mighty and seemingly 
solid firm? What is there about 
banking that public confidence 
should play such a decisive and 
overwhelmingly important role?

The answer lies in the nature 
of our banking system, in the 
fact that commercial banks have 
been systematically engaging 
in fractional-reserve banking: 
that is, they have far less cash 
on hand than there are demand 
claims to cash outstanding.” differently than other financial institutions in its 

management and procedures in order to provide 
its benefits to society.  Conceptually based on 
the theory of probability and the Law of Large 
Numbers, insurance products are not only con-
structed with long range conservatism, but are 
housed within financially strong institutions 
with substantial reserves. The underlying prod-
uct—security, which is greatly desired by indi-
viduals, businesses, and financial institutions has 
made insurance a powerful economic force.

The concept of insurance is actually as old as 
banking and money. It appears simultaneously 
with the advent of human society. Its main te-
nets are probably best explained in terms of the 
sanctity of private property. As we all know, 
private property is referenced in terms of what 
we hold to be most dear to us. In this sense pri-
vate property can be made up of everything we 
own—our goods.  Or, private property can also 
mean ourselves, our life. Insurance is that insti-
tution that seeks to provide protection for both. 

uNLIke moNey aNd baNkING, which have 
fallen under the grip of the federal government, insurance 
is still principally regulated by the individual states.

— Murray N. Rothbard5 (1926-1995) 
     American Economist, Historian and
    Political Theorist

iNSuRANcE 

If history makes abundantly clear that money 
and banking no longer belong to the private sec-
tor, what about the institution of Insurance? The 
insurance sector, although not completely free 
from government regulation in its present day 
form, still represents one of the last remaining 
bastions of privacy left for United States citi-
zens. Unlike money and banking, which have 
fallen under the grip of the federal government, 
insurance is still principally regulated by the in-
dividual states. Additionally, insurance still pro-
vides significant and legal tax benefits not gen-
erally found in other financial sectors. However, 
modern day insurance can be quite complicated 
and difficult to understand. It operates quite 
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One form of insurance, the property and casu-
alty type, insures our goods, the other insures 
our health and life. 

At its inception, insurance in very early soci-
eties basically consisted of agreements between 
individuals for mutual aid. For example, if one 

Bottom line, the function of insurance is to 
safeguard against misfortunes by having contri-
butions of the many pay for the losses of the 
unfortunate few. In other words, it is the substi-
tution of a certain “small loss” for an uncertain 
“large loss.” It differs from the attributes found 
in money and banking in that fundamentally 

The underlying product — security, which is greatly desired by indi-
viduals, businesses, and financial institutions — has made insurance 

a powerful economic force.

family’s dwelling is destroyed the neighbors were 
committed to help rebuild it. Later, the Greeks 
and Romans introduced the origins of health 
and life insurance circa 600 BCE when they cre-
ated “benevolent societies” which cared for fami-
lies of deceased members, as well as paying for 
burial expenses. A thousand years later England 
expanded on the idea of “friendly societies” that 
donated amounts of money to a general fund that 
could be used for emergencies. Yet, the idea of 
separate insurance contracts was not developed 
until the 14th century in Genoa, Italy.

it is risk management. It deals with the finan-
cial impact of risk and uncertainty. From a legal 
perspective, insurance is an agreement, or con-
tract referred to as the policy. In this contract 
the policy owner pays a stipulated consider-
ation called a premium to the insurer, in return 
for which the insurer agrees to pay a defined 
amount of money or provide a defined service 
if a covered event occurs during the policy term. 
Note carefully that some of the misfortunes in-
surance seeks to cover may or may not happen 
while others will most assuredly happen, such as 

boTTom LINe, the function of insurance is to safeguard against misfortunes by having 
contributions of the many pay for the losses of the unfortunate few.
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thing from a loaf of bread to a 500-unit apart-
ment complex, or more. It is not more money 
that we need, but rather an unencumbered me-
dium to more easily obtain the goods we actual-
ly want and to continue obtaining them. Above 
all, the human life that produces the goods and 
continues to obtain them must be adequately 
protected.

The problem is that in today’s world, not only 
is our money not fully in our control, but tax-
es and the eroding effects of inflation also en-
cumber it. What we need most is control over 
our money and the freedom to deploy it when 
needed, even if it’s just to resolve an emergency. 
Since money must reside somewhere, we should 

death. Consequently, insurance is 
generally divided into two types: 
non-life and life insurance.

Non-life insurance contracts 
and term life insurance contracts 
do not accumulate cash on behalf 
of the policy owner, but generally 
speaking nearly all permanent 
life insurance contracts do. These 
cash values represent, among 
other things, a policyholder’s 
accumulated savings. For many 
years, beginning with this coun-
try’s infancy right up to the late 
1970s, cash value life insurance 
represented the safest place for 
Americans to store their money. 
However, when President Nixon 
closed the gold window in 1971, 
the Federal Reserve set off an av-
alanche of money printing. With 
the higher interest rates that 
followed, the American savings 
trend was completely reversed. 
Cash value life insurance was 
seen as too slow and b-o-r-i-n-g. 

as The sToCk markeT came into prominence 
the conservative insurance sector lost favor with the 
investing public until an amazing re-discrovery was made 
in the late 1990s — “banking” policies!

As the stock market came into prominence the 
conservative insurance sector lost favor with the 
investing public until an amazing re-discovery 
was made in the late 1990s—“banking” poli-
cies!

To understand the significance of banking 
policies and why they are revolutionizing how 
we view banking and money in this century, we 
need not lose sight of the facts we have already 
covered in this article. What human beings re-
ally need from economic life is wealth. This nat-
ural human desire has never changed since the 
dawn of man. But where is wealth to be found? 
The answer to this is in the goods (the assets). 
These goods (our private property) can be any-
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select a place for it where it is least hampered. If 
only such a place existed we would never cease 
to place all of our savings into it—a truly safe 
money depository. In today’s volatile economic 
environment only one such place like this ex-
ists—the insurance sector.

Set apart from the Federal Government-Fed-
eral Reserve connection, the Insurance sector 
fortunately still enjoys financial freedoms not 
currently found in commercial banking or Wall 
Street driven institutions. But you must know 
where to go to access these financial havens, and 
without professional help, it can be tricky. What 
we can say here is that dividend-paying cash 
value life insurance in the form of a Whole-Life 
Policy, purchased from a mutual insurance com-
pany—where the policy owners are also owners 
of the company, is the ideal infrastructure for a 
banking policy. In their contracts, policy owners 
will find first right privileges to borrow from the 
insurance company using their cash values (sav-
ings) as collateral at advantageous interest rates 
without disturbing an impressive list of benefits 
commonly found in these types of policies. For 
example:

•	 Consistent Rate of Return (No market 
volatility)

•	 Dividend Paying Benefits

•	 Liquidity

•	 Guarantees (Low to no risk)

•	 Tax free (legal) Strategies

•	 Inflation Hedges

•	 Death, Disability, and Long Term Care 
Benefits

•	 Minimal Fees-No Penalties

•	 Reputable and Financially Sound

•	 Transferable

•	 Creditor Protected (Most States)

•	 Privacy (1099s unlikely)

•	 Control (Cash Values Accessibility)

Rarely can one find a financial instrument 
or place, this old and boring, which can still 
provide us with so much. When used properly, 
banking policies facilitate the opportunity to 
obtain all of life’s major assets, such as auto-

rareLy CaN oNe fINd a financial instrument or place, this old and boring, which can 
still provide us with so much.
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mobiles, college educations, homes, businesses 
and even passive income in our old age without 
having to go into debt. Businesses can even use 
them to replace their commercial bank lines of 
credit removing once and for all the uncertainty 
that comes in dealing with commercial banks. 
For a more in depth exposition of banking poli-
cies and how they work be sure to read R. Nel-
son Nash’s book, Becoming Your Own Banker 
and How Privatized Banking Really Works, by 
Robert P. Murphy, Ph.D. and myself. 

coNcluSioN

The need for a safe haven has in recent decades 
escalated as we have seen booms and busts oc-
cur in our economy with nightmarish outcomes. 
Bank runs on some of the more powerful bank-
ing institutions have increased. The financial 
crisis of 2008 left many Americans wondering 
if anything worked anymore. Our current slug-
gish economy, stubborn unemployment rates, 
and implausible monetary policy make everyone 
wonder where we can safely put our money now. 

In an economic environment such as this, 
certainly everyone should own several months 
of emergency money. Here we speak of gold—
sound money. But, as long as we have to deal 
with government paper money the safest place 
for both money accumulation and utilization 
is dividend paying Whole-Life insurance pur-
chased from a mutual insurance carrier. With 

the benefits already mentioned, nothing else 
compares with it.

I know— it all sounds too good to be true. 
You are wondering why no one has ever told you 
of this before. But, if you are like the millions of 
Americans who are still wondering what to do 
next with their money, do yourself a huge favor. 
Check with a qualified IBC Practitioner—www.
infinitebanking.org (only they understand the 
Whole Life Product for these purposes) along 
with your tax advisor and see for yourself that 
what we are saying here is real. Come and join 
the rest us who have made the move and only 
regret that we didn’t do it sooner.
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What’s
Your WhY?

Josh and Lisa Lannon 
are the husband-and-wife Founders of 
Journey Healing Centers, a private adult 
drug and alcohol treatment center. Founded 
in 2002 (www.journeycenters.com), it 
has assisted thousands of individuals 
recover from addiction by treating them with 
dignity and respect while reuniting families 
back together again. The Lannons are also 
Rich Dad Advisors, authors of The Social 
Capitalist, and international speakers.
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“

Lara-MurphY report: We met 
the two of you at the recent “Real Estate Guys 
Summit at Sea” financial seminar. Your presen-
tation started with a brief history of your re-
lationship and career paths, as this related to 
the message you had for the attendees. Can you 
summarize this background for our readers? 
 
Josh and Lisa Lannon:  We lived 
in Las Vegas and Josh ran successful nightclubs 
and I [Lisa] was a law enforcement officer for 
the police department.  Over a period of years, 
Josh’s drinking got worse and I was done deal-
ing with addiction not only on the streets but 
in my own marriage.  I had come home one day 
after my shift and Josh had been gone for 3 days 
on a drinking binge, I told him I was done with 
his addiction and he had a choice of going to 
rehab that day or I was going to divorce him.  
Josh at this point was done also and was look-
ing for that lifeline.  He was ready for treatment 
and entered a program that day.  Once he got 
out of rehab, it was difficult to go back into the 

nightclub industry as it no longer supported the 
lifestyle we were wanting to create.  We decided 
we wanted to be a part of the solution and build 
businesses that solved this social problem.  This 
was the beginning of Journey Healing Centers. 

LMr: Your work in building treatment centers 
then leads naturally for a discussion of your new 
book, The Social Capitalist. The title at first 
sounds paradoxical to some, but that’s not at all 
how you see it.
 
JLL:   Yes, the title makes people stop and 
think a minute as it’s not normally used togeth-
er.  What our book and we are about is taking 
a social problem and providing solutions while 
being profitable.  Capitalism has been given a 
bad name over the years by companies who used 
profits to provide big bonuses and salaries in-
stead of using it to grow and better the world.  
And while they may provide a great service or 
product those few businesses and banks we all 

what’s your why?

What our book 
and we are 
about is taking 
a social problem 
and providing 
solutions 
while being 
profitable.”

Photos courtesy of Journey Healing Centers
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the funds in the best possible way and not under 
strict government guidelines.  Being private al-
lows us more leverage and freedom.

LMr: What feedback have you gotten with 
your message? Do you find libertarian or “right-
winger” fans of capitalism who are skeptical of 
what they perceive to be a “liberal do-gooder” 
agenda on your part?

JLL:   That’s an interesting question because 
we hear most from liberals or socialists that we 
are “all about the money,” when we have never 
taken a paycheck from the company, we work 

hear about over the years put capitalism in a bad 
spotlight.  We show that it is okay for a busi-
ness to be profitable and people to be capitalists 
while solving problems.  The more profit a com-
pany makes, the more it can use those resources 
to build more businesses, provide jobs, and care 
about our communities.  The social aspect can 
be different to many people, it’s about finding 
our “why,” our purpose, what inspires us to do 
good in this world.  

Most people when they think of social causes, 
think of non-profits and while those provide a 
lot of good to the world, we wanted to show 
that having a for-profit business that provides 
these solutions allows the private sector to use 

what’s your why?

“ the social 
aspect can be 
different to 
many people, it’s 
about finding 
our ‘why,’ our 
purpose, what 
inspires us to 
do good in this 
world.”

“We hear most from liberals or socialists that we are 
‘all about the money,’ when we have never taken a 

paycheck from the company, we work for free.”
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for free.  From capitalists, we hear that it’s a 
great tool for the future and shows a new way 
of doing business.  That doing good and being 
profitable do not have to be mutually exclusive.

LMr: It also came out during the conference 
that the two of you are dipping your toes in the 
water regarding “privatized banking,” or what 
some people refer to more specifically as the In-
finite Banking Concept (IBC). Can you tell us 
about that?

what’s your why?

“We show that it is okay 
for a business to be 
profitable and people 
to be capitalists while 
solving problems.”

JLL:   It was definitely a new concept to us 
when we first heard about it three years ago on 
the annual “Real Estate Guys Summit at Sea” 
cruise.  It took a little time to completely un-
derstand the concept, how it would best work 
for us, and the direction we wanted to go in, 
before jumping on board.  I think it took Pat-
rick Donohoe, our life insurance advisor, two 
years before we switched our policies over and 
invested into privatized banking.  We have just 
used the policy as our bank and are still navigat-
ing those waters.  But it’s great having the full 
policy still in effect and a better policy than we 
had before.  
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April 20 • New York City, NY
Murphy gives strategies for spreading the message of liberty at LibertyFest event.

•
June 8 • New York City, NY

Murphy gives presentation on Austrian economics with Tom Woods.

•
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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 usatrustonline.com click: store and look for both of these books 
among the other fine books.
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FUnd YOUr Own


