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Drawing the Potential of the Future into Reality Today

Seeing the financial industry
reveal its true identity as a
welfare recipient is a tremendous
breakthrough in understanding. It
will inspire and create tolerance for
the kind of thinking outside the box
the world has been waiting for.

T

here is a Chinese proverb that states defining things accurately
is the beginning of wisdom. The definitions and explanations
the financial industry uses to put forward its concepts and activities are
flagrant in violating this principle of accuracy. Thus understanding of
what is taking place, as well as attempts at correcting imbalances, are
generally far off target. However, this confusion holds great promise.
The public is hungry to understand. As clearer understandings emerge,
the potential to find and effect solutions, at even the lowest grass-roots
level, is materially enhanced.
The financial industry consists of two large sectors. The first, the
banking sector, creates deposits (accessed by checks and debit cards) that
serve as money. As such, the banking sector serves as the initial distribution point of money into the economy.
The second is the secondary lending sector (bond market, national
debt, credit unions, payday loans — also referred to as the capital markets). The secondary lending sector lends bank deposits acquired by investors in the normal course of business. Wanting to invest, but not with
a bank, these investors turn to secondary lending as the vehicle for their
investments. The secondary lending sector plays a critical role in moving
money throughout the economy to borrowers not using banks.
Out of the two sectors, secondary lending represents the largest and
fastest growing segment of debt in the nation — five times the size of
bank debt. Both sectors depend upon the creation of more debt to thrive.
The money created and distributed by the financial industry, sets the
limits on production, consumption and development. Competition for the
money created and distributed by the financial industry also determines
how wealth is distributed.
When the financial industry runs afoul from flaws in its processes,
much of the world’s human energy is forced to idle. Despite a great desire by people to move their economy forward in times of recession or
depression, it appears little can be done. As a people we are electing to
wait as the financial industry clings to the government for salvation and
the economy continues to shut down. Perhaps we shouldn’t wait.
Recent reports reveal 15 percent of the world’s shipping capacity is
idled, in part due to importers being unable to obtain letters of credit from
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Financial process failures are already taking a deep toll on
the economy and prospects for future economic capacity. Over
2,700 trucking companies have gone out of business in the United
States in 2008. The nation’s trucking capacity has correspondingly
been reduced by 6.5 percent as Russian and Eastern European
countries are importing trucks from the U.S. at rock bottom prices
aided further by a weak U.S. dollar. This raises the question:
Should we start looking to disengage the economy from the
financial system?

their banks. This year has seen over 2,700 trucking companies close their
doors in America reducing U.S. trucking capacity by 6.5 percent. A weak
dollar and cheap truck prices has helped fill demand for trucks overseas
as trucks from the U.S. are being exported in record numbers to Russia
and Eastern Europe.
“A record number of trucks, in a record amount of time, representing
a record amount of the nation’s (trucking) capacity has been taken out of
service,” said Donald Broughton, an analyst with the Avondale Partners
research firm. “Even a small pickup in demand will create a very tight
capacity situation very quickly.”
The financial industry’s sub-prime lending crisis, which quickly
evolved into a national financial crisis has brought intense criticism of
the nation’s credit processes — which is fundamentally a criticism of
how money is created and distributed in society.
The nation’s credit processes are all there is when it comes to money.
Said in another way, the entire financial industry — banking and secondary lending — is nothing more than a system of credit that keeps track
of who owes who. At certain points along an accounting chain, what
banks (including the Federal Reserve Bank) are obligated for, temporarily emerges as money. The money you claim as yours in your savings
account is what the bank owes you.
To address the growing world economic crisis, it is essential to understand the economy runs on credit. And various forms of credit have been
mistakenly defined using historical concepts of money. For simplicity, we
will use the term money that in every case means a form of credit. ►
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ILLUSTRATION 1
Consolidated financial summary of the nation’s 7,178
commercial banks as of 6/30/08
(Source: Federal Reserve Bank of San Francisco)
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And a form of credit is simply an IOU from a bank or the Fed.
Historically, money has been defined as paper currency, coin or
other objects that serve the money function, leading the individual
away from any hint that money is a form of credit. This sanitized
definition of money has caused untold confusion for consumers and
elected officials trying to make sense of the current financial crisis and
its role in the larger global economic crisis.
How can money be credit? It begins with a circular accounting process where banks and their debtors engage in approving each other’s
credit and creating two debts in the process.
The first step is when a bank accepts your credit as good by getting
a credit report, looking at your assets, liabilities and income. The bank
then asks you to sign a promissory note and often pledge collateral,
formalizing your indebtedness to the bank.
The second step is when you accept the bank’s credit as good and
you accept a bank’s credit entry on your bank account as money. In
reality it is not money, but an obligation of the bank to you.
So a typical bank transaction is that of a customer getting into debt
to a bank and a bank getting into debt to the customer. When you write
a check from your bank account to another party, what the bank owes
you is transferred to what another bank owes the person you wrote
the check to.
If enough borrowers fail to perform on their notes to the banking
system, the bank fails to stand behind all of its obligations to its depositors. Defaulting bank loans act like dominoes causing a default in
the banking sector’s ability to make good on its deposits.
It is important to separate the financial system from the economic
system. In so doing, it becomes possible to accurately isolate problems
in the economy. Is our economy faltering because our products are
poorly constructed or because we overconsume our natural resources?
Or, is the economy faltering because credit as money is unstable and
serves as a poor circulating medium to keep the economy going?
Defaulting loans at a bank quickly put the bank into insolvency
and places your bank account in peril. Defaulting loans in the secondary lending market can quickly erode the financial wealth of investors within a wide array of insurance companies, pensions funds and
mutual funds.
Illustration 1 is a summary of the commercial banking industry’s
assets and liabilities. It illustrates the two debts born out of every credit transaction. Loans are the debts of customers under Assets. Deposits
are the debts of banks under Liabilities. Note also Equity Capital. If
the U.S. Treasury ends up buying $250 billion in bank stock as part of
the financial bailout, that would represent 22 percent of the total banking system’s equity capital.
Being able to convert what a bank owes you to cash gives a superficial sense of security to customers in that they can convert their worries of a bank’s failure to worries about the Federal Reserve’s failure.
If you look closely at a dollar bill, you can see at the top of the bill that
it is a “Federal Reserve Note” or basically a promissory note by the
Federal Reserve to pay you money it does not have.
Illustration 2 shows the secondary lending sector holding four
times more home loans than do commercial banks. This is why bailout
dollars are going to a broad range of investors, not just the banks.
Earlier in the year, Congress approved an economic stimulation
package (tax rebates) that put a few hundred dollars into most consumers’ pockets. It wasn’t effective enough in that the stimulation
package was far too small.
Banks and secondary lenders had a different agenda. They could
not wait for increases in cash flows through the economy, as a result of
stimulus payments, to prop up troubled borrowers.
Banks and secondary lenders approached the government with a
demand: Make us whole for an amount equal to what debtors don’t
pay on their loans. This exposes the true nature of money and ►

Citibank headquarters in New York. Citibank, the largest bank in history receives the largest bailout in history, effectively becoming one of
the world’s largest welfare recipients.
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financial wealth. The extent to which loans default is the extent to which
the nation’s financial wealth and money is erased. The extent to which
the financial industry cannot facilitate massive new debt is the extent to
which the economy falters.
The rapid intervention of the government into propping up banks
helped divert the public’s mind off the insufficiency of the FDIC fund,
which at year end 2007 was a mere $52.5 billion. An amount glaringly insufficient to address the safety of bank deposits under the current crisis.
Today, the nation is focused on saving the banking system so it can
continue to create deposits with each new debtor that walks through a
bank’s doors.
But are we missing something here? If the financial industry is sick
from a nation awash with more loans then there are cash flows to repay,
is making more loans the answer? Is shoring up the defaulting loans of

ILLUSTRATION 2 - Home Loan Debt in America (in billions)

Home loans held by commercial banks. (source: Federal Reserve Bank of
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banks and the secondary lending sector the answer?
Even the Federal Reserve Bank is dropping interest rates to encourage the expansion of new credit. While dropping the interest rates makes
loans easier to qualify for and repay, it still increases debt.
If the processes of the financial industry in creating and distributing
money does not work, continuing the marriage of our economy to the
financial industry may prove less than fruitful as the nation’s physical
economy continues to shut down.
The financial crisis is illustrating that using credit as money, thereby
creating unpayable debts, is not sustainable.
The savings and loan crisis of the ‘70’s was a precursor to the current
sub-prime lending crisis. While both of these crisis criticize the lending
processes, the fact remains the nation, with little exception, has nothing
other than lending processes to facilitate economic activity.
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America grew from $19.5
trillion to $49.6 trillion for
a net increase of $30.1
trillion or 255 percent over
12 years.

ica

r
me

$ 5,917

At year end 1996, the bond
market and commercial
banks held $3.14 trillion in
home loans. On 6/30/08,
the bond market and
commercial banks held
$9.49 trillion in home loans
for a net increase of $6.35
trillion or 300 percent over
12 years.
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Bonds secured by home loans held by Fannie Mae, Freddie Mac and
other investors. (source: Securities Industry and Financial Markets Association)
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While all of this may seem overwhelming, it can be simplified into a
few key points of understanding:
1) The use of credit as money leads to ever growing levels of debt that
make each passing year more difficult for debtors to pay.
2) The sub-prime lending crisis is merely an overzealous use of the
credit system by profiteers. The sub-prime lending crisis landed on a
credit system already teetering from too much debt.
3) The financial crisis is a wake-up call for individuals, local communities and the global human family to evaluate the use of money (an
instrument of debt) as a sustainable means of exchange.
4) It is ironic the financial system, known for its aggressive collection
practices, has become a welfare recipient, asking for aid from the very
people it is foreclosing on?
There is mounting evidence the financial system is a dinosaur, whose
approaching extinction cannot, at this time, be comprehended by government, the educational system or much of the lay public.
If we want a financial solution to the financial crisis, it would be a
program that effects robust cash flows through the economy, particularly at the poverty level. For it is only robust cash flows flowing through
everyone’s hands that has the ability to prop up loans on the verge of defaulting and the physical economy in the process of shutting down. This
grass-roots kind of action means we have to eliminate the concept of a
minimum wage and replace it with a living wage and we have to cooperate instead of compete.
While a divorce between the financial system and the economy may
be an idea whose time is emerging, we are vulnerable in that re-creating
a new exchange system from the bottom up is not going to happen overnight — we need more time.
We have all been on teams and learned to cooperate with team members to achieve a victory against the interests of other teams. Nowhere is
this more prevalent than in how we compete against each other for the
money created by the financial industry. The financial crisis is revealing
that competition, as a cornerstone of the economy, is as shallow and false
as basing our means of exchange on unsustainable credit expansion.
It is time to think of creating an exchange process that does not require competition or debt and re-establishes our trek to higher standards
of living. This change can start at the local level and re-create the economy from the bottom up.
In the immediate present, there is tremendous value in recommending
our elected officials approve a stimulus package (getting money into the
hands of the average citizen) of a size that could be considered mind boggling. We cannot risk the economy shutting down further. Every job that
goes away and every business that closes is much harder to bring back to
life the deeper the economy declines.
In the next issue of Conscious Economics, we’ll reveal a “quick fix”
plan to financially stimulate the economy (create robust cash flows) in a
way that uses the existing financial structure, but does so without further
cost to the taxpayers. The plan itself will reveal aspects of the Federal
Reserve and U.S. Treasury rarely known to the public. It’s purpose would
be to buy time as the human family re-discovers cooperation and the exciting trek to a new economy built from the bottom up. ■

February 7, 2009 - American Awakening Seminar
Discover, in layman’s terms, the financial system’s flaws and
how money is created, distributed and dissolved. The Federal
Reserve explained. Exploring where we go from here and the
opportunities to create a new economy from the botton up.
Visit www.touchthesoil.com for seminar brochure and details.


Author(s) Disclaimer:
The banking and financial system, around which all of our instruments
of exchange, retirements and investments hinge, are no doubt in trouble.
This newsletter is for educational purposes only and not a recommendation to attack the financial system or encourage default of debt obligations. Our recommendations are that changes be accomplished through
constructive legislative process. The author(s) take no responsibility for
the use of this information. Every effort has been made to ensure accuracy. The author(s) assume no liability for errors or omissions.
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Newsletter - Conscious Economics is published monthly (12 issues per year)
Subscription rates are $19.95 electronic; $31.95 hard copy via mail
(Concise 4-6 pages with illustrations). The focus is to cultivate
understanding and avoid finding blame. Subscribe by calling (208)
523-2717, online at www.touchthesoil.com or send a check to:

		
		
		

Touch the Soil
PO Box 3662
Idaho Falls, Idaho 83403

Consulting - Using our understanding of the monetary system, its economic
limitations and externalities, we can assist you (business, nonprofit,
community organization) in enhancing your leadership, client services
and operational approaches.
Presentations - Stunning presentations and workshops by Benjamin Gisin that
dispel monetary myths. We receive repeated comments from attendees
that they understand the economy for the first time and now have hope
for change.
For more information call (208) 523-2717 or visit www.touchthesoil.com
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