How Money is Created from Nothing #2 – Commercial Bank Money
Checkbook Money Generated Through Fractional Reserve Banking
How bankers misuse the word “Lend” to deceive borrowers into paying interest.
Bankers had a problem. They wanted to make lots of loans to collect lots of interest but they wanted to use money generated through their power to create money from nothing rather than
using their own. That way there would be no risk to the bank. The problem was how to get people to accept the idea of paying interest on money the banks created when they (the banks) had
done nothing or risked anything to deserve it.
Their solution was to lie. Bankers decided to use the common word “lend” and change its meaning in their contracts and not tell the borrowers. Bankers unilaterally redefined the word “lend”
to describe the bank process that; 1) creates new money from debt by typing amounts into a computer, 2) requires borrowers to sign an IOU paying interest on made-up money, 3) requires
borrowers to forfeit their collateral should they not pay the interest. Bankers knew when a person encountered the word “lend” they would attribute his/her life-long understanding of the
word “lend” and not the banker’s new definition. People would assume bankers were using the word “lend” the same way the rest of the people on the planet use it. That is, a person
“borrowing” money from the bank would assume the bank was “lending” them part of the bank’s own money and for this privilege the person would pay the bank interest. This deception is
vital to instill in borrowers a feeling of obligation to pay interest for the perceived bank risk (banks using their own money), when in fact the bank is risking nothing at all.
Bankers don’t lend any of their own money or any of their depositors but they want you to think they do so they can charge you interest. Signing the bank’s lending agreement (IOU), provides the
bank the legal authority needed through the bank’s charter to create new money by typing the loan amount into the borrower’s deposit account.

Bank “Lending” - What Actually Happens
People or
Companies

Person#1
deposits
$1000
paycheck in
Bank#1

Created by Randy Langel

randy.langel@gmail.com

June 2015

Person#2
wants loan
of $900

Person#2
signs IOU
for $900

Person#2
pays $900
bill to
Person#3
Person#3
deposits
$900 in
Bank#2

Federal
Reserve

Commercial Bank

Fractional Reserve Banking Magic now comes into play.
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Magic Money Step 1 - on-hand deposits are reclassified in the bank’s books &
given a new name i.e., Bank Reserves.
Now it’s reasonable to ask, reserves for what? Are these for paying off
depositors should they want to close out their accounts? No. That’s the
function they served when they were classified as mere assets. Now that
they have been given the fancier name of “Reserves,” they become the
magic wand to artificially materialize even larger amounts of fiat money.
Magic Money Step 2 - The Fed requires a portion of “bank reserves” be held at
the Fed. This is commonly known as the Reserve Requirement.
Magic Money Step 3 - After the Federal Reserve’s Reserve Requirement is
fulfilled banks declare they now have more bank reserves than required. In their
contorted logic they say they have Excess Reserves. In reality, they are using two
names to describe the same physical money.
Magic Money Step 4 - Banks now assert that since they have excess reserves,
they can now make new loans.
But wait a minute. How can this money be lent out when it is owned by the
original depositors who are still free to write checks and spend it any time
they wish? Isn’t that a double claim against the same money? The answer
is that new loans are not capitalized with the same money that is deposited.
Magic Money Step 5 - New loans are capitalized with brand new money created
by the banks out of thin air. (To be accurate, new money is created out of debt,
therefore, money does not exist without corresponding debt) They do this by
typing the loan amount into the borrower’s account via a computer screen. They
then demand interest from the borrower having done nothing or risked anything
to deserve it.
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The deposit immediately takes on a split personality. On one hand, the deposit is a
liability to the bank because they are owed back to the depositors. But, as long as
they remain in the bank, they’re also considered assets because they are on-hand.
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After Fed reserve
requirement, Bank
has Bank Reserves of
$900. The Bank now
interprets this as
having more reserves
than it needs so they
rename the $900 as
Excess Reserves.

Comments/Ramifications
When you deposit money in a bank it is no longer yours. Without your consent you
are loaning the bank your money and becoming an unsecured creditor of the bank.

Money deposited in a bank is listed
on the bank’s books as an on-hand
deposit.

On-hand deposits are
reclassified to Bank
Reserves on books.
Bank now has $1000
in Bank Reserves.

Keep in mind this process is supposed to be confusing &
illogical. Don’t try to understand why the banks did it this way,
just be aware that they did. Banks defraud the public everyday.

5

Steps 1, 3, 4 are fluff & totally unnecessary. They primarily exist to make the loan
process appear complicated. The banker’s hope is that by adding meaningless steps
to the process, it will foment enough confusion to obfuscate the reality of the
banker’s ability to create money out of nothing and get paid interest for doing it.
So if the banks create new money when they make new loans, what exactly are
they lending? The answer is - banks don’t lend anything. They misuse the word
“lend” to trick people into thinking banks should be paid interest.
The definition of Fraud is - deceit, trickery or breach of confidence perpetrated for
profit or to gain some unfair or dishonest advantage. Do you think the loan process
as the banker’s have created it qualifies as fraud?

