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What’s a Cyprus?   

 
The big news roiling markets over the weekend comes from a small 

country in the Mediterranean called Cyprus.   This country has a pop-

ula on about 1 million people and their total annual GDP of about 

$26B is the equivalent of the state of Vermont—the lowest GDP gen-

era ng state in the en re USA.  But this small na on is a member of 

the European Monetary Union and on Friday evening announced a 

stunning 6.75% tax on all bank deposits below €100,000 and a 9.99% 

tax on all deposits over €100,000 in exchange for shares in 

(essen ally) bankrupt Cypriot banks.  The deal was reportedly forced 

on Cyprus and is part of an agreement to provide funds to keep the 

country solvent.   

 

This Policy Defies the Essence of Money 
 

This is a rather stunning development for several reasons.  Firstly, this 

highlights the fact that the Eurozone crisis is far from over and cer-

tainly not contained.  The problem with the Euro is inherent in its de-

sign.  The na ons in the EMU are all currency users just like the states 

in the USA are.  And, like the USA there is no floa ng exchange rate 

because they all use the same currency.   
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BUT, the difference in the USA is that there is a massive transfer mechanism whereby wealthy 

states pay into a pool of funds and poor states are provided with unequal distribu on of fed-

eral funds to keep them from ever going bankrupt.  In essence, the transfer union eliminates 

the risk of state insolvencies.  This mechanism is non-existent in Europe and any transfer from 

wealthy na ons to poor na ons at this point is coming with a heavy burden.   

 

The more alarming development is how dras cally this approach shiAs away from recent ap-

proaches.  The equity for deposit swap is a bizarre approach to “rescuing” a member state 

from insolvency and will likely cause very serious concerns across much of Europe.  If you’re a 

peripheral deposit holder you have to be very concerned that you will one day wake up to the 

reality of your deposits vanishing.  Na ons like Portugal, Greece, Spain and Italy are obvious 

targets.   

 

The deposit swap goes against the very essence of a stable deposit system.  A payments sys-

tem is the lifeblood of a banking system and the electronic deposit system is the most essen-

 al piece of this system.  When depositors cannot obtain their deposits or freely transfer 

funds there is a break in the very trust upon which money is based.  This policy of taking de-

posits and swapping them for equity in unstable en  es is essen ally theA.  A money system 

that is designed upon such a shaky founda on cannot be trusted and will inevitably collapse.   

 

Although Cyprus is a rather meaningless economy on its own we have to start wondering 

what the future of the Eurozone is.  There has been liEle to no shiA in the austere approach to 

policy (despite ample evidence of it failure) and the core na ons simply refuse to budge to-

wards any form of a transfer union.  This is a s cking point that now appears to be taking a 

substan al turn for the worse.  I don’t want to exaggerate the worries regarding such a small 

economy, but should we begin to see these worries spread we could be on the verge of a full-

blown European banking run.  This is the sort of event that appears small on its face, but has 

the poten al to cause a massive ripple effect across the European banking system.   

 

All of this highlights the fact that there is no permanent fix in the EMU.  It remains an unwork-

able currency union that is being pieced together by the ECB and austerity packages that will 

not resolve the problems.   Europe needs to take big measures to permanently resolve the  
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Euro crisis.  The problem is that none of the par es involved are able to agree on a viable solu on.  

The core na ons refuse to bear more of the brunt and the peripheral na ons have their backs against 

the wall as they cannot grow their way out of the debt crisis.  Germany wants to hold the EMU to-

gether for fear that a defec on by a major player will lead to a full blown currency crisis, but the situa-

 on is simply not sustainable.  Sooner or later something has to be done to permanently resolve the 

crisis or the lid will blow off this failing project.  These are the only two paths forward and the devel-

opments in Cyprus increase the odds of the laEer…. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Important Disclaimer 
Nothing contained herein should be construed as an offer to buy any 

security or a recommendation as to the advisability of investing in, pur-

chasing or selling any security. Some of the statements contained 

herein are statements of future expectations and other forward-looking 

statements. These expectations are based on Orcam's current views 

and assumptions and involve known and unknown risks and uncertain-

ties. Actual results, performance or events may differ materially from 

those in such statements due to, among other things, general econom-

ic conditions, performance of financial markets, Orcam Financial 

Group, LLC assumes no obligation to update any forward-looking 

information contained in this document. 
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