MONEY &   BANKS …. 

THE HIDDEN TRUTH BEHIND GLOBAL DEBT . 

1)
What is money... how is it created and who creates it?

2)
Why is almost everyone up to their eyeballs in debt...  individuals, businesses and whole nations?

3)
Why can’t we provide for our daily needs - homes, furnishings cars etc.  without borrowing?

4)
How much could prices fall and wages increase if businesses did not have to pay huge sums in interest payments which have to be added to the cost of goods and services they supply...?

5) How much could taxes be reduced and spending on public services such as health and education be increased if governments created money themselves instead of borrowing it at interest from banks…?

“It is as well that people do not understand the banking and monetary system, for if they did, I believe there would be a revolution before tomorrow morning.”  Henry Ford, Founder of the Ford Motor Company 

“If you wish to remain the slaves of banks and pay the cost of your own slavery, then let them continue to create money…”       Josiah Stamp, Governor of the Bank of England  1920.

THE PROBLEM – a debt based money system

The banking and money system currently in use is understood by very few people since it is not taught at schools, colleges or universities. It is generally only clearly understood in the upper echelons of the banking world in places such as the City of London.   What follows is not intended as a criticism of the people who work in our High street banks and financial institutions and who seek to provide the best service they can within the context and constraints of the current financial system. It is very unlikely that your average bank manager and his or her staff understand the true workings of the system that they help to operate. Nor do politicians, civil servants or business people even at the highest levels.  As I make clear in the section on alternatives, banks can and I’m sure will play an important albeit reformed and much fairer role in the future.  We start by asking…

…WHAT IS MONEY?

· It is simply the medium we use to exchange goods and services.

· Without it, buying and selling would be impossible except by direct exchange.

· Notes and coins are virtually worthless in their own right. They take on value as money because we have all agreed to accept them when we buy and sell.

· To keep trade and economic activity going, there has to be enough of this medium of exchange called money in existence to allow it all to take place.

· When there is plenty, the economy booms. When there is a shortage, there is a slump.

· In the Great Depression, people wanted to work, they wanted goods and services, all the raw materials for industry were available etc. yet national economies collapsed because there was far too little money in existence.

· The only difference between boom and bust, growth and recession is money supply.

CREATING MONEY AS THE MEANS OF EXCHANGE

Who or what organisation is responsible for creating the money needed to keep the economy going?

· As far as notes and coins are concerned it is done by the state through the Central Bank. In Britain, the Central Bank is the Bank of England. 

· The Royal Mint prints the notes and mints the coins which are passed on to the Bank of England which sells them at face value to the commercial banks such as NatWest and Barclays.

· The sale proceeds go via the Bank of England to the Treasury and are available for spending on whatever the government of the day decides.

· Thus the Bank of England acts as banker for commercial banks and the government - just as individuals and businesses keep accounts at commercial banks, so commercial banks and government keep accounts at the Bank of England.

· As customers of the commercial banks such as Barclays or NatWest withdraw cash, so the notes and coins enter circulation in the economy.

BUT….

In Britain today, notes and coins now account for only 3% of our total money supply. In practice most transactions take place by cheque, debit card, credit card, or electronic transfer. So what makes up the remaining 97% of our money supply?

MONEY CREATED AS A DEBT

The fact is that 97% of the money supply comes in the form of personal and business loans, mortgages, overdrafts etc, provided by commercial banks and financial institutions. 

How is it done?
“The process by which banks create money is so simple that the mind is repelled.”                     Professor. J. K. Galbraith
· It is a myth to believe that when you borrow money from a bank,  you are borrowing money that other people have deposited with the bank – you are not – you are borrowing the bank’s money which it created and made available to you in the form of a loan.

· The money loaned by banks is in fact new money created by them out of nothing.

· When an overdraft or loan is made to someone, nothing is transferred from the accounts of those who have made deposits.

· All that happens is a note is made on the borrower’s account that he can spend up to, say, £5000.

· This is just a book keeping entry backed up solely  by the borrower’s obligation to repay the loan. 

· There may have been nothing in his account before that, but suddenly the borrower is allowed to make out cheques and draw cash to pay for goods and services, up to £5000.

· As he does so, this is actually new money being introduced into the economy. 

· The people he pays will in turn use that money to pay for goods and services.

· Today in the developed world more than 95% of the total money supply has come into existence in this way as personal and business loans, mortgages, overdrafts etc. provided by commercial banks and financial institutions.

· BUT borrowers must eventually repay the loans and pay interest to the banks in the meantime – on something the banks create out of thin air!

· So almost all today’s money is in fact debt repayable with interest.

· Only cash, which is provided by the state, but now accounts for some 3% of the total money supply is provided interest free, is not repayable and can therefore circulate indefinitely.

· The reason why banks can do this is because so few transactions are made with cash.

· Banks need only keep very small reserves to meet demands for cash.

· They can make a new loan on the basis that nearly all transactions arising out of that loan will not involve cash withdrawals, which would cause them to dip into their reserves.

For a much fuller explanation, turn to APPENDIX 1 on pages 5 to 7.
EVER INCREASING DEBT FOR THE PEOPLE

· Since the money supply is now almost entirely made up of repayable debts, as some loans are repaid to banks that money is lost to the economy.

· Under this system, people therefore must take on more debt to provide the money supply to keep the economy going.

· This is why most of us are inundated with offers of loans and credit cards.

· If people don’t borrow or banks don’t lend, there will be a fall in the amount of money circulating, resulting in a reduction in buying and selling - a recession, slump or total collapse will follow depending on how severe the shortage is.

· The increase in loans created by banks over the years is conclusive proof that banks do create “money” out of nothing – in Britain loans etc. amounted to £1.2 billion in 1948. The figure was £14 billion by 1963 rising to £680 billion by 1997and by 2006, bolstered by the boom in property prices and increase in mortgages to support them, it had reached £1500 billion.

· These are big increases in real terms even allowing for inflation.

· The economy has expanded over the years almost entirely on the basis of debt.

· This is now becoming a highly unstable situation particularly as more and more people cannot repay their debts. It is no formula for economic stability.

· Today the average house costs ten times the average salary. In the 1980’s it was three times yet in the 1930’s an average house could be bought for the equivalent of just a year’s salary.

· For young couples it means both must take full time employment and now there is talk of lifetime mortgages of over 50 years.

· Up to the early 1980’s building societies were responsible for providing most mortgages, and there were strict limits on the amount they could lend, because unlike banks, broadly speaking, they could only lend out money deposited by their savers.

· This kept house prices in check.

· Everything changed from the mid 80’s with financial deregulation and relaxation of rules. Many of the large building societies such as Abbey National, Halifax, Woolwich, Alliance and Leicester, Bradford and Bingley, and famously Northern Rock, became banks. Halifax merged with the Bank of Scotland (not to be confused with the Royal Bank of Scotland) to become HBOS. Woolwich was taken over by Barclays. Along with existing banks, they took over the lion’s share of the mortgage market.

· As banks, unlike building societies, create money out of nothing, there was no real limit as to the amount of money that could be lent out as mortgages. With the housing market awash with money, house price inflation inevitably rocketed.       
TODAY’S “MONEY”... CREATED BY PRIVATE INTERESTS FOR PRIVATE PROFIT.

“Let me issue and control a nation’s money, and I care not who writes its laws.”                                                                Mayer Amschel Rothschild (Banker) 1790

Every time you make a purchase, you are making a 

payment into the banking system because, built in to the cost of whatever item you are purchasing, is the interest that the producer, manufacturer, wholesaler and retailer has had to pay to a bank. Add to that the fact that you might be paying interest on a mortgage, an overdraft, credit cards, or all three. You are also paying the interest on the national debt through your taxes (see page 4 ), and your council tax is hiked because the local authority is in debt as well…. Then you begin to realise just how much wealth is siphoned off to the banks and how many extra hours you have to work to create this wealth. 

· The banks are acquiring an ever increasing stake in our land, housing and other assets through the indebtedness of individuals, industry, agriculture, services and the state itself - to the extent that Britain and the world are increasingly owned by them.

· Like any other business, banks are out to make profits, which they do mainly from the interest on the loans they make. Since they alone decide to whom they will lend, they effectively decide what is produced, where it is produced and who produces it, the chief criteria being profitability to the bank, rather than what might be socially desirable or beneficial to the community.

· With bank created loans now at 97% of money supply, entire economies are effectively run for the profit of financial institutions. This is the real power, rarely recognised or acknowledged, to which all of us, including governments the world over, are subject.

· By supplying credit to those of whom they approve and denying it to those of whom they disapprove international bankers can create boom or bust and support or undermine governments.

· There is less risk to making loans than investing direct into a business. Interest is payable regardless of the success of the venture. If it fails or cannot meet the interest payments, the bank seizes the borrower’s property.

· Borrowing is extremely costly to borrowers who may end up paying back 2 or 3 times the sum lent.

THE NATIONAL DEBT….

HOW THE GOVERNMENT BORROWS MONEY
· The Government is always talking of the need to borrow money to fund public services – it is often referred to as the PUBLIC SECTOR BORROWING REQUIREMENT.

· When the government borrows money, in return the state issues to the lender, exchequer or treasury bonds - otherwise known as government stocks or gilt edged securities.

· These are basically IOU’s - promises by the state to repay the loan by a particular date, and to pay interest in the meantime.

· They are taken up chiefly by banks, (but also by individuals with money to invest and, in more recent years, pension and other investment funds.)
· When government securities are taken up by banks, this is money creation at the stroke of a pen by the banks out of nothing.

· Banks are creating money as loans out of nothing by lending it into existence to the state to be spent by the government, in very much the same way as they do to individuals and companies.

· The government now has new money in the form of loans to spend on public services etc.

· Without this borrowed money, there would be that much less economic activity as a result.

· The total amount that has been borrowed over the years in this way is known as the NATIONAL DEBT  - AND AS SUCH IT HAS BECOME A VITAL PART OF THE TOTAL MONEY SUPPLY OF THE NATION.

· The problem is that, like personal and business loans, it is repayable with interest.

The Constant Increase in National Debt

· In the same way that under the present system, industry and individuals must keep borrowing more and more to enable interest payments to be met on their existing loans, so government must constantly arrange to borrow more and more to keep up interest payments on the National Debt.

· So, when a particular government stock is due for repayment, it is repaid generally by borrowing more and issuing more government stocks.

British national debt is now aqpproaching £1000 billion - the annual interest on that debt is around £35 billion. This can only be paid by the government taxing the population as a whole. National debt was just £26 billion in 1960 and rose to £90 billion in 1980 and £400 billion in 1999.

· The state through successive governments has borrowed this money into existence over the years.

· Instead of it being created by a state institution and spent by governments into the economy on public services and projects, boosting the economy and providing jobs, banks get to create it instead and governments then borrow it at interest.

· It all started in 1694 when King William needed money to fight a war against France.

· He borrowed £1.2 million from a group of London bankers and goldsmiths.

· In return for the loan, they were incorporated by royal charter as the Bank of England which became the government’s banker.

· Interest at 8% was payable on the loan and immediately taxes were imposed on a whole range of goods to pay the interest.

· This marked the birth of national debt.

· Now the world over, governments borrow money from private banking interests and tax the population as a whole to pay the interest. 

But… PUBLIC SERVICES ARE CONSTANTLY AT RISK….

· Whatever your chief concern, be it health care, hospital closures, dilapidated schools, pensions, students loans, local authorities cutting back on rubbish collections, council tax increases etc. etc.    

· Whether the government is Labour or Conservative or any other party makes no difference. There will always be a squeeze on public spending with the government perpetually trying to balance the budget by paying interest on its loans which were largely conjured up out thin air by banks. 

· The government knows that the cost of borrowing any money it needs has to be passed on to the taxpayer.

· Since the 1980’s, it has sold off state assets and got the private sector, which of course also relies on borrowing money, to fund public services.

· As the national debt increases, the squeeze on public spending can only get worse and the overall tax burden will increase, whether it be through Council Tax, National Insurance contributions, new so called green taxes such as taxes on road use, Inheritance Tax, Stamp duty etc. 

· The reason why even the Tories under David Cameron no longer talk of reducing tax, is because they know they can’t do it… unless of course the money creation system is changed….

FINAL REMARKS...

   For so long as the power to create money is in the hands of private interests who do it for profit and control, we can never say that we live in a democracy.

   Seeking to redistribute what money there is by taxing the rich to pay for services for the less well off doesn’t tackle the underlying problem of the shortage of money in the economy caused by interest payments on a debt based money supply - a problem which most socialists have yet to recognise.

   The world’s economies are our economies.  It is working people who create the real wealth through ingenuity, enterprise and hard work. The current money creation system operates as a massive drain on that wealth as well as concentrating a disproportionate amount of power and control in the hands of a minority.

   Money is the means of facilitating the exchange of goods and services . There is nothing wrong with creating it out of nothing, because this is the only way to provide the means of exchange. Inflation can be avoided by ensuring that the amount that is printed or created is matched carefully to the amount of economic activity that is taking place. The power to create money has been allowed to pass to private interests who create it as loans for private profit.

THE SOLUTION… debt free money
It has been shown how interest on money, created in the form of debt, increases prices and reduces incomes, making people have to work more and borrow more, and is also a major cause of inflation.

Money does not have to be based on debt, or precious metals or any other commodity. Real wealth is represented by the goods and services that people create and offer each other. Money is a means of exchanging them. 

There is nothing wrong with creating money out of nothing. Indeed it is the only way it can be done and is essential to provide the means of exchange. What we are seeking to address here is the fact that the right to do this has been allowed to pass to banking interests who create it in the form of loans for private profit

Henry Ford, founder of the Ford Motor Company, argued that there would be more money circulating in the productive sectors of the US economy if money was created as a debt free resource by the state and spent into circulation rather than being created as a debt repayable with interest by banks and lent into circulation.

U. S. President Abraham Lincoln considered it a primary duty of the state to provide a nation with the medium of exchange to enable the economy to function.

The monetary system should be administered in a way that is accountable and by itself should not be subject to enterprise and private profit. In restoring accountability to the monetary system, the objective here is to retain the enterprise ethos of capitalism. 

The details of how this could best be achieved and phased in, is something that should involve people from many walks of life – particularly those who work in the economy  – rather than economists and academics who rely far too much on suspect theory. There is no shortage of ideas and expertise.

Here are a few starting points, ideas and general objectives that can be looked at.

 The state should create money rather than borrow it.

 The elimination of National Debt.

         National Debt is represented by the government stocks and gilt edged securities (promises to repay) issued by the state. It would not be practical or desirable to write these off at a stroke. Not only have banks bought these, but also individuals, pension and investment funds have bought up large quantities. Securities held in this way represent people’s savings lent to government. However, over a period, what could be done is to end the current practice of issuing further government securities to repay existing ones when their repayment dates arrive. Instead, as each issue of securities falls due for repayment, it could be repaid by the government creating new money itself, instead of getting banks to create it for them and then borrowing it from the banks at interest. If government can create dollar securities, it can just as easily create dollar bills, as Thomas Edison once said. The result would be no further government borrowing and a gradual reduction in national debt. The Public Sector Borrowing Requirement (the shortfall between government spending and the amount it raises in taxes each year, which presently is also covered by borrowing) could be bridged in the same way.  This new money would then form the basis of our savings in the financial institutions.

         However the huge debt carried by consumers and industry has to be addressed. It is this basic shortage of money and purchasing power in the economy that aggravates the problem of national debt. It limits how much can be raised in taxes, so the government ends up borrowing instead.

Commercial banks should no longer be allowed to create new money. 


Banks would only be able to lend money which is already in existence and which had been created by the State through the Bank of England – the powers of the Monetary Policy Committee, which presently decides on base lending rate, could be extended to decide on the amount that should be created and fed into the economy. The committee would accountable to Parliament.


The nature of current accounts held at a bank would change. As mentioned in Appendix 1 and what few people realise, the contents of a current account presently constitute an unsecured loan from the customer to the bank – i.e. our current accounts, providing they are in the black, are treated by the bank as a liability, since it must repay the amount in them to us and, if the bank went bust, very likely we wouldn’t get it all back. 


Under a reform put forward by Joseph Huber and James Robertson in their book “Creating New Money” (New Economics Foundation 2000 ), the contents of a current account would be held on the customer’s behalf. Banks would be providing a safe-keeping service (along with management and all the other services presently provided with a current account).

Crucially banks would not be permitted to use the customer's current account money for their own ends, including lending it, or using it as a basis for lending money, to anyone else. 


Non cash money has become the most widespread form of money. In the world of payments by electronic transfers of money through debit cards, credit cards, on-line banking etc., bits and bytes now far outstrip notes and coins as a media of monetary exchange. This reform recognises that fact and is a way of increasing the supply of debt free money in a form other than cash. 

      Savings accounts and deposit accounts held at a bank would remain as they are now, constituting an unsecured loan from the customer to the bank on which the bank would pay interest, and which the bank could in turn lend out at interest to borrowers. There would be a clear distinction between these and current accounts.


The term 'money' would then mean notes + coins + account-entry money held in current accounts.


A commercial bank will only be able to make loans to its customers out of either: money formally borrowed from other customers' savings/deposit accounts or from the money market, or out of its own current account with the Bank of England.


The only institution allowed to create new money would be the designated committee of the Bank of England and it would determine the amount to create at regular intervals.


This committee would make its decisions in pursuit of monetary objectives set by the elected government, and would be responsible directly to Parliament for so doing. 


Huber and Robertson emphasise that the government should not be permitted to interfere with the decision making process as to how much money to create at any particular time.

Creating money in this way would benefit the population as a whole.
              As already seen, at the moment the only revenue that accrues to the State a result of creating money, is cash which, in the UK, consists of coins minted by the Royal Mint and bank notes printed on behalf of the Bank of England. Deduct the comparatively small cost of printing, minting and distribution, and an amount fairly close to the face value of the cash is thus credited to the public purse.


Following reform, when the committee creates new non-cash money, it would credit it to the government's account at the Bank of England, and decisions on how to use the extra money would be made by the government of the day according to the normal political process – in the same way as decisions are currently made on how to raise and spend taxes and how much to borrow to make up the shortfall.


The revenue accruing to the public purse would be a very significant sum, per annum. In their book Creating New Money which was published in 2000, Huber and Robertson estimated that it would have been £42 billion in 1998/99.
 This sum could fund substantial increases in spending on health education etc. or substantial reductions in taxation or a combination of both.  


In a true democracy, the value created by the production of new money would be a common resource not a private resource. New money would enter circulation as public spending not as profit making loans for commercial banks. It is a key aim of this proposed reform that the profits from creating all our medium of exchange should accrue to the public purse – not the private banking system. 

      The state already has the power to create money in the form of notes and coins – this proposal would simply be extending its power to create non-cash money too. The large amount of new money would enter the economy by being spent, by government, not lent by banks, on projects in the public or private sphere. The banks would still stand to benefit from this, because as this new state created money enters circulation, much of it would be deposited in banks whose reserves would be bolstered accordingly.  

      The banks would now compete to attract this money getting customers to put it into savings and deposit accounts, which could then be lent out to other customers.

      There would be powerful opposition to this proposal from within the world of banking and the City of London because this reform would undoubtedly reduce the very large profits currently made by the banks.

(This summary of the Huber Robertson proposals has been adapted from the Report for the 10th Annual Bromsgrove Conference entitled “Clarifying Our Money Reform Proposals” written and compiled by Alistair McConnachie.)   

 A National Credit Office?

            As money is the means of enabling goods and services to be exchanged, it is vital that the amount that is printed or created must be carefully matched to the amount of economic activity that is taking place or projected to take place. Too little would stifle the economy whilst too much would lead to inflation. A National Credit Office could be established, say within the Treasury,  which, in conjunction with the various other government departments, could keep records of the value of a nation’s assets, production and imports, at the same time noting the value of goods and services consumed. This information, recorded on a quarterly or yearly basis, could be used to help the appropriate committee in the Bank of England determine how much new money should be created for spending into the economy by the government.

Some more far reaching proposals...
  A national dividend?

          This would be a basic income paid to ALL citizens.  It would be an injection of debt free government created money, intended to bridge the gap between the total cost of goods and services and the money people have available to buy them. Calculating how much money should be created in this way, i.e. determining the amount to be paid to each citizen, could be a formidable task. However if one looks at the increase in borrowings by industry and individuals over the last few years, one sees an average annual increase of about £50 billion per year. Set a national dividend at about £1500 per year per adult and you inject about £60 billion per year into the economy which would immediately reduce the overall need to borrow money. This would prevent further overall increases in borrowing. The amount of borrowing that is taking place can be recorded in order to determine the level of the national dividend required to keep it in check. If there is still masses of borrowing then you need a higher national dividend - if borrowing is falling then you can hold it steady, as this indicates that there is an increasingly adequate supply of debt free money entering the economy. Over a number of years the level of private debt would fall. The increase in income would mean people could begin to avoid debt. Reductions in borrowing mean reductions in interest payments, which would help to reduce inflation - so, as credit based money increased, prices would begin to stabilise.

 State owned banks?

      They could make loans in just the same way as is done now - (out of nothing!) only without charging interest. Instead there could fixed administrative charges, provision for a share in the profits which would help repay the loan - or the costs of running the system could be met by a modest level of taxation, or a combination of all three. Private banking could retain a reduced role on the basis of profit sharing and reasonable and fair administrative charges, thus assuming a degree of risk rather than creaming off interest regardless of the success of the venture. Such a system could attract a mass of entrepreneurs and the economy would then boom. However once, the levels of debt free money in the economy have been increased to say something like 80% of the total from the present 3%, it is likely that the economy could sustain the remainder in the form of interest bearing debt. Even with a much reduced overall need to borrow in a system based largely on interest free money circulating, there will still be people wanting to borrow, and there is no reason why private banking shouldn’t play a reduced role even to the point of charging interest, albeit at fair and reasonable rates. The banks would then largely do what they claim to do at present – act as intermediaries between those who wish to borrow and those who are willing to lend by depositing their money at the banks.   

      In the end, in a stable credit based system, there probably wouldn’t be much difference in practice between fixed administrative charges and reasonable rates of interest which would probably need to go up or down very little. 

 Co-ownership in place of Mortgages?

      A money system based largely publicly created debt free money, could help house prices to stabilise along with other prices thanks to inflationary pressures in the economy being reduced. Also the fact that people would have much more disposable income, less money would need to be borrowed in the first place. There would then be no need for huge amounts of borrowed money to be created as happened in the 1980’s and again between 1997 and 2007, which have helped fuel big rises in prices. Nevertheless loans to help buy homes will remain a feature of the economy. The present system as already mentioned is basically a form of co-ownership. This could be honestly recognised, by the lending institution and the borrower taking joint ownership. On the share that belongs to the bank or building society, the borrower would pay rent. If the lender provides 75% of the purchase price, and a fair rent for the property is £800 per month, the borrower pays the lender £600 per month. But by paying more, he could steadily increase his share of the joint ownership from the initial 25%, paying off the loan at the same time.

      This might not seem very different from paying interest, except first it would remove the problem of variable interest rates which can cause such serious problems to borrowers, and secondly should house prices fall, he will always have his percentage share in the property even if he is evicted for non-payment of rent. He would forego some of the big profits some people made when house prices rocketed, because the increased value of the house would be shared with the lender. However in a credit based money system, there should be greater price stability.

      However, in Britain there is a particular problem attached to housing and that is the SCARCITY of land available for building. This is in sharp contrast to other goods and services. If demand exceeds supply the price of the scarce commodity inevitably tends to rise. So there may continue to be upward pressure on house prices with inflationary knock-on effects in the rest of the economy.  Possible solutions to this problem are based on radical reforms in taxation whereby the burden of tax is shifted away from earnings and transferred to resource use which would include a land tax, as a means of ensuring that land is not tied up by speculators and is made available for housing. Alternatively, the practice of lending up to 5 times annual incomes could be curbed gradually down to 3 times or twice as it was some 20 plus years ago. This would help to stabilise house prices and ensure that the kind of house price inflation that occurred between 1997 and 2007 could not be repeated. People would be competing to buy houses more on the basis of money they’ve got rather than what they haven’t got and have to borrow.

SOME HISTORICAL ATTEMPTS AT MONETARY REFORM.

      Even by the mid 18th. century, the problems of the emerging debt based money system were very apparent and there were demands for reform. To date no attempts have succeeded.

COLONIAL SCRIP.

                        The American colonies succeeded for a time in maintaining a credit based money supply of their own, by issuing their own bank notes interest free. Their economies were very successful, until the government in London declared this currency illegal and later flooded the states with counterfeit notes causing economic collapse almost overnight. The War of Independence was not just as a result of colonial opposition to taxes imposed from London, to pay for the loans taken out by Britain to fight wars in Europe - the colonists wanted control of their own money supply.

GREENBACKS.

                   This was the name given to the money in the form of bank notes created by the U.S. government under Abraham Lincoln to boost the economy and finance the Union war effort in the U.S. civil war. It was very successful and avoided the heavy burden of debt that would have been incurred by the government, had it borrowed the money from the banks instead. Lincoln’s determination to pursue this monetary reform policy after the war was very likely the reason for his assassination. The Greenbacks were subsequently withdrawn from circulation causing a severe downturn in the economy. One hundred years later President Kennedy had similar ideas by taking money creation out of the hands of the  Federal Reserve. A number of Greenbacks were issued. It has often been claimed this was the reason for his assassination. (It may well have been one factor, but there were others such as  his Middle East policy of friendly relations with the Arabs, his determination to prevent Israel developing nuclear weapons, plans to dismantle the CIA, tackling organised crime, that all combined to bring about his premature demise.)
WORGL SCHILLINGS – an experiment with a local currency.

                In the early 1930’s, the small Austrian town of Worgl was suffering, like almost everywhere else, from the Great Depression. The town treasury couldn’t pay for the maintenance of roads, bridges, public buildings, parks etc. because local people were idle earning no wages, and thus unable to pay local taxes. The solution was to create money locally and in a year it turned poverty into prosperity. The Town Hall became the bank, and initially issued “certificates for services rendered” totalling 32000 schillings in denominations of 1, 5, and 10 schillings. These were accepted by local trades people who then provided services for the local council. The council then  accepted them back in settlement of local taxes. Stamped with the date of issue, provision was made that they would depreciate by 1% per month. This ensured that people did not hold on to them for long periods, and thus they circulated very rapidly, stimulating the local economy. (The initial issue of 32000 schillings circulated 20 times over in the first month.)  It encouraged the payment of local taxes, including arrears and future payments, and very soon the Town Hall had funds to provide a variety of public services. Wages were paid in local currency to people, who otherwise received little or nothing, and who then created useful public assets in return such as street repairs, a new drainage system, bridges, a new reservoir etc. Very soon everyone in the local community and a wider area accepted them. Shop keepers and other businesses soon began to prosper.

                  This shows that the more a unit of money can be re-circulated in a particular region or community, the more economic activity will take place there. Relying solely on externally controlled currency and banking leads to an extractor effect, where every £, $ or schilling  that is extracted is lost to the local community and its economy.

                  Many local mayors met in Austria to follow the Worgl example, but vested interests saw control slipping away. The Austrian State Bank challenged the Worgl experiment in the Austrian Supreme Court which decided in its favour, and in September 1933 the Worgl experiment was terminated.                        

                 However the success of this venture is still a powerful indicator for the future. What should be considered is a mix of local, national and even international currencies all co-existing alongside. Complex it might appear to be, but with the miracles of modern technology in the form of computers, keeping records and accounts becomes a much simpler process.

GUILD SOCIALISM and the SOCIAL CREDIT MOVEMENT. 

                  These were a grass roots response to the Great Depression. They were the subject of great debate at the time. By tackling the fundamental problem of money shortage in a debt based economy controlled by private banks, they sought to combine the humanitarian desire of socialism to bring about a fair distribution of wealth with the benefits of  free enterprise and productivity inherent in capitalism. They were based on a number of clearly defined principles:

                                        1)  To limit production to provide for sufficiency thus minimising damage to the REAL economy i.e. the natural environment and life support systems on which everyone ultimately relies. This is in sharp contrast to the present system in which there is a constant need to maximise production and sales simply to try to pay off debt, creating what can only be described as forced economic growth.

                                       2)  The pursuit of common welfare as opposed to individual private gain.
                                       3)  Community control over the creation of money and the issue of credit, reflecting the fact that the community is responsible for the physical means of production. This would be along the lines mentioned in the previous section, in place of privately owned and controlled financial institutions exercising this control for private profit.

                                       4)  Quality, excellence and satisfaction in work  as opposed to it being solely a means to make profits or provide income for survival. In the middle ages before the establishment of the debt based economy, the trade guilds were based on these concepts - witness their legacy in the magnificent churches and cathedrals still standing today.

                                       5)  A basic unearned income for every citizen in the form of the National Dividend. This recognises that it is not just the money economy and the incomes that people derive from it, that enables society to function - there is the enormous voluntary sector, made up of charities, carers, conservationists and others, but above all, looking after the home, providing the needs of the family, raising children - a huge volume of work traditionally undertaken by women. This is totally ignored by the money economy, but without this, it would cease to function. Objectors said people would no longer work, but this is absurd, and degrading to humanity’s better nature. We are not all a lazy bunch of scroungers by nature, although there will always be a few that are! The vast majority will still want to contribute, they want to be useful, witness the voluntary sector today, and the fact that some people become very depressed and lose self esteem, when they are out of work or are made redundant. Indeed a citizen’s income could help provide a monetary basis for people to start businesses of their own, instead of having to try to borrow everything, and often being pronounced a bad risk. People struggling on current unemployment benefits can rarely, if ever, get their hands on resources to start up even the smallest business enterprise.  Depending on the level that might be fixed (and it could be significantly higher than £1500), other current benefits such as pensions could be adjusted and some such as the dole might be eliminated altogether.

                                       6) Decentralisation of power - localisation instead of globalisation, encouraging small and medium sized enterprises. The increasing size and spread of global conglomerates concentrates power and decision making into the hands of ever fewer individuals. More and more people find all they can offer is the sale of their labour to whoever is prepared to pay for it.

      These ideas and the debate that went with them were eclipsed by the outbreak of World War 2 and were forgotten. Local economies in places as diverse as Austria and Canada were set up with their own local currencies, which operated successfully until outlawed by governments. Certainly everything was done to discredit the ideas of guild socialism and social credit, including sections in conventional economics textbooks of the day. At the same time leading members of the Fabian Society (socialism’s intellectual arm) set up the London School of Economics and New Statesman magazine. These have ensured that budding socialists receive a thorough grounding in conventional economics and monetary policy. Even “old” Labour and the Trade Unions continued to claim that the answer lay in redistributing such wealth as existed under the current system - socialism today still appears quite blind to the vast wealth siphoned off by the banks.

      However, social credit and guild socialism may be about to enjoy a revival.  The Social Credit Secretariat never ceased to exist and still publishes its quarterly magazine “The Social Crediter”. Groups are forming again to campaign for fundamental reforms, challenging the private monopoly over the creation of credit. These are small beginnings but it is based on the certainty that the current system of money creation must change or ultimately risk collapse amid a global mass of poverty and environmental destruction.

Appendix 1 -  Full explanation as to how banks create money out of nothing.

· No distinction is made  between the £39 billion in circulation as notes and coins (issued by the state through the Bank of England) and £1500 billion in the form of  loan accounts, overdrafts etc. (created by banks etc,).

· £100 cash in your wallet is treated no differently from £100 in your current account, or an overdraft facility allowing you to spend £100. You can still buy goods with it.

· In 1948 we had £1.1 billion of notes and coins and £1.2 billion of loans etc. created by banks – by 1963 it was £3 billion in cash and £14 billion bank created loans etc.

· The government has simply issued more notes and coins over the years to cover inflation, but today’s £1500 billion of bank created loans etc. represents an enormous increase, even allowing for inflation. 

This new “money” in the form of loans etc, which ranks equally with notes and coins – how has it come into existence?

· Let’s take a small hypothetical bank. It has ten depositors/savers who have just deposited £500 each.

· The bank owes them £5000 and it has £5000 to pay out what it owes. (It will keep that £5000 in an account at the Bank of England – what it has in this  account are called its liquid assets).

· Sid, an entrepreneur, now approaches the bank for a £5000 loan to help him to set up a business.

· This is granted on the basis of repayment in 12 months - plus 10% interest – more on that later.

· A new account is opened in Sid’s name. It has nothing in it, nevertheless the bank allows Sid to withdraw and spend £5000.

· The depositors are not consulted about the loan. They are not told that their money is no longer available to them– The amounts shown in their accounts are not reduced and transferred to Sid’s account.

· In granting this loan, the bank has increased its obligations to £10,000. Sid is entitled to £5000, but the depositors can still claim their £5000.

· If the bank now has obligations of £10,000, then isn’t it insolvent, because it only had £5000 of deposits in the first place? Not exactly..

· The bank treats the loan to Sid as an ASSET, not a liability, on the basis that Sid now owes the bank £5000.

· The bank’s balance sheet will show that it owes its depositors £5000, and it is now owed £5000 by Sid. It has created for itself a new asset of £5000 in the form of a debt owed by Sid where nothing existed before - this on top of any of the original deposits still in its account at the Bank of England. - it is solvent - at least for accounting purposes!

· (At this stage the bank is gambling that as Sid is spending his loan, the depositors won’t all want to withdraw their deposits!)

· The bank had a completely free hand in the creation of this £5000 loan which, as we shall see, represents new “money”, where nothing existed before. It was done at the stroke of a pen or the pressing of a computer key.

· In being allowed to create something out of nothing and then charge interest on it for private profit, the banks have an extraordinary privilege given to no-one else . Anyone else doing it would be guilty of fraud or counterfeiting!

New “money” into the economy...

· Sid’s loan effectively becomes new “money” as it is spent by him to pay for equipment, rent and wages etc. in connection with his new business. 

· This new “money” is thus distributed to other people, who will in turn use it to pay for goods and services - soon it will be circulating throughout the economy. 

· As it circulates, it naturally ends up in other people’s bank accounts.

· When it is paid into someone’s account which is not overdrawn, it is a further deposit - Sid pays his secretary £100 and she opens an account at our hypothetical bank – which now has £5100 of deposits.

· If we assume for a moment that the remaining £4900 ends up in the accounts of the original depositors of our hypothetical bank, it now has another £4900 in deposits - £10000 in total if the depositors have not touched their original deposits. In practice much of it would end up in depositors accounts at other banks, but either way there is now £5000 of new “money” in circulation. 

· Thus in reality, all deposits with banks and elsewhere actually come from “money” originally created as loans – (except where the deposits are made in cash – more on cash very shortly).
· If you have £500 in your bank account, the fact is someone else like Sid went into debt to provide it.
· The key to the whole thing is the fact that :- 

· Cash withdrawals account for only a tiny percentage of a bank’s business.
· Bank customers today make almost all payments between themselves by cheque, switch, direct debit or electronic transfer etc.  Their individual accounts are adjusted accordingly by changing a few figures in computer databases – just book keeping entries. No actual money/cash changes hands. The whole thing is basically an accounting process that takes place within the banking system.

THE ROLE OF CASH

· The state is responsible for the production of cash in the form of notes and coins.

· These are then issued by the Bank of England to the high street banks - the banks buy them at face value from the state to meet their customers’ demands for cash. 

· The banks must pay for this cash and they do so out of what they have in the accounts which they hold at the Bank of England – their liquid assets. Their accounts are debited accordingly.

· The state (through the Treasury) also keeps an account at the Bank of England which is credited with the face value of the notes and coins as they are paid for by the banks. (This is now money in the public purse available for spending on public services etc.)

· This is how all banks acquire their stocks of notes and coins, but the cash a bank can buy is limited to the amount it holds in its account at the Bank of England – its liquid assets.  
· As this cash is withdrawn by banks’ customers, it enters circulation in the economy.

· Unlike bank created loans etc, cash is interest free and can circulate indefinitely. 

NON CASH PAYMENTS - Book keeping entries

· With so little cash being withdrawn, and from experience knowing that large amounts of deposits remain untouched by depositors for reasonable periods of time, banks just hope that their liquid assets will be sufficient to enable them to buy up the cash necessary to meet the relatively very small amounts of cash that are normally withdrawn. 

· A bank has serious problems if demands for cash withdrawals by depositors, and indeed borrowers who want to draw some of their loans in cash, exceed what the bank holds in its account at the Bank of England.

· In practice it would probably try to get a loan itself from the Bank of England or another bank, to tide itself over. Failing that it would have to call in some loans and seize the property of borrowers unable to pay.  

DEPOSITORS’ CLAIMS AGAINST BANKS …

· Once you have made a deposit at the bank (in cash or by cheque), all you then have is a claim against the bank for the amount in your account. You are simply an unsecured creditor. Your bank statement is a record of how much the bank owes you. (If you are overdrawn, it is a record of what you owe the bank). It will pay you what it owes you by allowing you to withdraw cash, provided it has sufficient cash to do so.

· If customers are trying to withdraw too much cash, this is a run on the bank, which will soon refuse further withdrawals. So it’s first come first served!

· Should you want to make a payment by cheque, this is less likely to be a problem – you are simply transferring part of your claim against the bank to someone else – the person to whom your cheque is payable - just a book keeping entry.

· If the person to whom your cheque is payable has an account at the same bank as you do, the deposit stays with that bank – overall the bank is in exactly the same position as it was before.

· I give you a cheque for £50 – we both have accounts in credit at Barclays – what Barclays owes me is reduced by £50, what Barclays owes you increases by £50 – but nothing has left Barclays – the total deposits or claims against Barclays remain the same…..

BANKS’ CLAIMS AGAINST EACH OTHER

· ….BUT  if you keep your account at Lloyds, deposits at Barclays are reduced by £50, whilst deposits at Lloyds increase by £50.

· Millions of transactions like this take place every day between customers of the various banks, using switch cards, direct debits, electronic transfers as well as cheques – deposits are therefore constantly moving between the banks.

· All these cheques and electronic transfers pass through a central clearing house (which is why we refer to a cheque being “cleared”). 

· The transactions are set off against one another, but at the end of each day, a relatively small balance will always be owed by one bank to another.

· A bank must always be ready to settle such debts.

· To do this, it makes a payment from its account at the Bank of England to the creditor bank’s account at the Bank of England.

Thus a bank faces claims from two sources (which it meets out of its liquid assets) – its customers wanting cash, and other banks when it has a clearing house debt to settle.

Unless all the banks are faced with big demands for cash at the same time, the banking system as a whole is safe, although an individual bank is vulnerable, should a large number of depositors for some reason withdraw their deposits in cash or transfer their deposits to other banks.

· We now see how today the whole system is basically a book keeping exercise where millions of claims pass between the banks and their borrowers and depositors every day with relatively very little real money or cash changing hands – backed by tiny reserves of liquid assets.

· The system is known as FRACTIONAL RESERVE BANKNG and banks are sometimes accurately referred to as dealers in debts. 

· Barclays Bank’s 1999 accounts illustrate the situation very well - it had loans owing to it of £217 billion, it owed £191 billion to its depositors – but it had just £2.2 billion in liquid assets. 

· A bank’s level of lending is geared to the amount of cash it has or can buy up – its liquid assets - rather than the amount of its customers’ deposits.

· But if a bank can attract customers deposits from other banks, it will add to its liquid assets, as other banks settle the resulting clearing house debts in its favour – hence there is tremendous competition between banks to attract deposits.           

Interest ….  Big Profits for the bank...

· Let’s now return to Sid – he has to pay our bank 10% interest on his loan – namely £500. These interest payments are money coming into the bank, they are profits and they end up in its account at the Bank of England  - additional liquid assets for the bank.

· It now has an extra £500 to meet its depositors’ withdrawals. If Sid manages to repay the original loan as well, it will have an extra £5500. 

· Our bank created for itself out of nothing an asset of £5000 in the form of a loan to Sid. It is no longer owed anything by Sid, but in repaying his loan with interest, Sid turned a mere debt into £5500 of liquid assets for the bank – a tidy profit for the bank…. and the basis on which more loans can be made.

· Banks today risk creating loans 100 times or more  in excess of their liquid assets as Barclays Bank’s 1999 accounts show – (see above). 

· Thus our bank will soon be making many more loans. Thus, the deposits it receives back will increase and so will interest payments and therefore profits.

· With more loans and more deposits, there will be a greater demand to withdraw cash  – but increasing profits means more cash can bought by the bank. (This is how the amount of cash in circulation has been  increasing to reach £30 billion by 2005.)

APPENDIX 2 - FURTHER REPERCUSSIONS OF OUR DEBT BASED MONEY SYSTEM...

1) Goods and services are much more expensive...

The cost of borrowing by producers, manufacturers, transporters, retailers etc. all has to be added to the price of the final product.

2) Consumers’ have much less money to spend...

They are burdened by the cost of mortgages, overdrafts, credit cards, personal loans etc.                 As a result of 1) and 2) there is...

3) A surplus of goods and services...

...because the population overall can’t afford to buy up all the goods and services being produced. This in turn creates.....

4) Cut throat competition...

Businesses try to cut prices and costs to grab a share of this limited purchasing power in the economy, as illustrated by:

(i)
  Wages being held down as much as possible.

(ii)  Shedding of jobs.

   (These both reduce people’s spending power

     even more.)

     (iii) Retailers importing cheap products from 

            abroad where wages are much lower.

     (iv) Production of  cheaper goods that don’t last 

            as long.

(v)
  Protection of the environment a low priority.

(vi) Mergers and take-overs - corporations get 

       bigger and bigger, driven  to search out new 

       markets.

     (vii) Big companies shifting production to 

            poorer countries which have cheap non- 

            unionised labour and the least stringent

            safety and environmental laws or....

(viii) Demanding large government subsidies and

       tax free incentives as the price for setting up 

       new production or not relocating abroad.
5)      Ever increasing indebtedness.

· When a bank creates money by making a loan, it does not create the money needed to pay the interest on that loan.

· The bank lends you £5000, but it demands £5500 back. You have to go out into the business world and compete and sell to get that extra £500 from your customers. It can only come from money already circulating in the economy - made up of loans other people have taken out – so soon someone will be left short of money and have to borrow more.  

· Thus the only way for interest payments to be kept up is for more loans to be taken out to cover them. 

· Although a few individuals and businesses may pay off their debts or get by without additional borrowing, OVERALL people and industry must keep borrowing MORE AND MORE to provide the money in the economy needed to keep up interest payments on the overall volume of debt.

· The present level of debt at £1500 billion means we are now borrowing about £50 billion of new “money” into existence each year just to pay the interest on it.

· But people and industry can’t go on borrowing indefinitely - they will no longer be able to afford to, and will gradually stop borrowing more money into existence. When this happens, the economy will go into decline. The system thus ultimately contains the seeds of its own destruction.

·  Many weaker national economies have already been severely undermined by debt and this helps explain why so many people end up heading for Britain and Western Europe.

6) Inflation....

· is guaranteed because producers constantly have to borrow more, and must add the cost of that increased borrowing to the price of the goods produced.

· Why is it that when the moneylenders hike their prices (i.e. put up interest rates) this is supposed to reduce inflation?

· It doesn’t....

· It’s just that there is a delay in industry putting up prices.

· Initially industry is forced to hold or even reduce its prices with profits down, or even sustaining losses in a desperate bid to sell its products in an economy where money available for spending is reduced because of higher interest payments being made to the banks.

· Inflation may be held in check or even reduced temporarily, but eventually industry must put its prices up in order to recover these higher costs.

· This most readily happens when interest rates come down, more people borrow, and money supply and consumer spending increases. Inflation then races ahead.

· The fact that levels of borrowing/money creation have to keep on rising as already explained, adding to the overall burden of interest payments, guarantees that inflation will be present as long as we have an economy based on an increasing burden of debt.

EFFECTS ON INTERNATIONAL TRADE

· Surplus goods in the national economy have to be disposed of somehow. The obvious way to do this is to try to export them!

· The absurdity is that every nation is trying to do this, because of the same fundamental problem at home.

· This creates frenzied competition in world markets and masses of near identical goods madly criss-crossing the globe in search of an outlet.

· Instead of international trade being based on reciprocal mutually beneficial arrangements where nations supply each others’ genuine needs and wants, the whole thing becomes a cut-throat competition to grab market share in order to stay solvent in a debt based economy.

· Big corporations demand unrestricted access to every nation’s market – so called “free” trade.   

· The European Union “single market”, the North American Free Trade Agreement and the World Trade Organisation are all examples of the drive to open up national markets.

Exporting is good for a nation’s economy...

· because when exported goods are paid for, this brings money into the exporting nation’s economy free of debt.

· The money to pay for them was borrowed from banks in the importing nation.

· That money is lost to the importing nation’s economy, but the debt that created that money still has to be repaid by the importer out of the remaining money in the importing nation’s economy.

· If a nation can become a big net exporter, for a time it’s economy will boom with all the interest free money coming in - a trade surplus will exist.

Importing is not so good for a nation’s economy...

· If some nations are building up trade surpluses in this way, others must be net importers and building up trade deficits.

· Ultimately, those with big deficits can no longer afford to import, since so much money is sucked out of their economies leaving a proportionally increasing burden of debt behind.

THIRD WORLD DEBT AND THE INTERNATIONAL MONETARY FUND (IMF)

· The IMF was set up to provide an international reserve of money supposedly to help nations with big deficits.

· In practice it makes matters worse.

· A nation with a big deficit has to seek a bail out from the IMF.

· BUT this comes in the form of a loan, repayable with interest.

· Like loans from a commercial bank, IMF loans are money created out of nothing, based on a cash reserve pool, which is provided by western nations who go into debt to provide it (see National Debt).

· The nation with the deficit goes even more heavily into debt.

· It will however be able to carry on trading and importing goods from the wealthier nations.

· As a result, much of this borrowed IMF loan money flows into the economies of wealthier western nations.

· However, the repayment obligation including the interest payments remains with the debtor nation.

· This is the true injustice of third world debt - the poorest nations borrow money to bolster the money supply of the richer nations.

· In order to secure income to pay the interest, and redress the trade balance, these poorest nations must export whatever they can produce. Thus they exploit every possible resource - stripping forests for timber, mining, giving over their best agricultural land to providing luxury foodstuffs for the west, rather than providing for local needs.

· Today, for nations in Africa, Central and South America and elsewhere, the revenue from their exports does not even meet the interest payments on these IMF loans (and other loans from western banks).

· The sums paid in interest over the years far exceed the amounts of the original loans themselves.

· The result is a desperate shortage of money in their economies - resulting in cutbacks in basic health and education programmes etc.

· Grinding poverty exists in nations with great wealth in terms of natural resources.

· Structural Adjustment Programmes - these are now attached to IMF loans and include conditions that recipient countries will reduce or remove tariff barriers and “open up their markets to foreign competition” - in other words take surplus goods off another country that can’t be sold at home.

WAR...

Although not the only businesses by any means to profit from war, war is big business for banks...

· Massive government borrowing and money creation by banks is required to fund a war effort.

· The same international bankers have covertly funded both sides in both world wars and many other conflicts before and since.

· Wars leave nations with massive debts and more beholden than ever to banks. British national debt rose ten fold as a result of World War 1, and more than three fold as a result of World War 2. Following war, the banks then fund reconstruction.

· The pattern was well established by the mid 19th. century - by then international banker and speculator Nathan Rothschild could boast a personal fortune of £50 million.

Appendix 3
The Bank of England   

      As already mentioned, the Bank was set up in 1694 by Royal Charter whereby a group of London based goldsmiths became incorporated as a private bank lending to the state, and one of it’s first actions as already mentioned was to create and lend King William the money needed to fight a war. In its early days it also lent to British overseas enterprises such as the East India Company and the Hudson’s Bay Company - not to mention the slave traders, all of which brought in big profits to both the bank and the entrepreneurs concerned. As banker to the state, it also profited by lending to governments to finance a series of costly wars during the eighteenth century. National debt increased dramatically as a result, and taxation went up to pay the interest. 

      However by the mid nineteenth century, as well as being the government’s sole banker, the Bank of England had become the bankers’ bank. It only made loans to government and to commercial banks. It held the nation’s gold reserves and regulated the flow of money in the form of the bank notes - still theoretically redeemable for gold at this time. 

     Today, operating as it does as the bankers’ bank, it is to the commercial banks (i.e. the high street banks etc.) what the commercial banks are to the public. Just as we may deposit money with commercial banks, so commercial banks in turn keep deposits with the Bank of England.  The amount of cash that a commercial bank can buy up from the Bank of England to meet its customers’ cash withdrawals is limited to the amount of deposits it has in its account at the Bank of England and/or what it can borrow from other banks or in the last resort from the Bank of England itself. Commercial banks borrow from the Bank of England in exactly the same way that individuals and businesses borrow from commercial banks. 

      Although it’s functions have changed substantially since its formation back in 1694, there is no great mystery today surrounding the Bank of England – it is a publicly owned largely transparent institution. It’s annual report, which anyone can obtain, contains full sets of accounts and is quite clear and explicit about its composition and functions.

      The Bank of England was nationalised in 1946, which might seem at first sight seem to be a far reaching socialist measure, made little difference in practice.  Yes the state did acquire all the shares in the Bank of England - they now belong to the Treasury and are held in trust by the Treasury Solicitor. However, the government had no money to pay for the shares, so instead of receiving money for their shares, the shareholders were issued with government stocks. Although the state now received the operating profits of the bank, this was offset by the fact that the government now had to pay interest on the new stocks it had issued to pay for the shares. However, it is much more significant that whilst the Bank of England is now state owned the fact is that our money supply is once again almost entirely in private hands, with 97% of it being in the form of interest bearing loans of one sort or another, created by private commercial banks. Indeed this is now where the real power resides – with commercial banking. The Bank of England is now essentially a regulatory body that supports and oversees the existing system. It is sometimes referred to as “the lender of last resort” in so far as one of its functions as the bankers’ bank is to support any bank or financial institution that gets into difficulties and suffers a run on its liquid assets. In these circumstances, it is not obliged to disclose details of any such measures, the reason being so as to avoid a crisis in confidence - confidence being something on which the current system is very dependant. However beyond that, since it became state owned, it is no longer a major player in the lending/money creation market. Its annual accounts reveal that its loans and profits are only a fraction of those of a major commercial bank such as Barclays, and it only holds a very small amount of government stocks, so it is no longer really lending to government either – that function has largely passed to the merchant banks. Most of its profits come from what is known as the “issue department” – the department of the bank which is responsible for printing and distributing bank notes and coins. These are purchased by the high street banks to meet their customers’ demands for cash and the various banks have their accounts at the Bank of England debited accordingly. Basically, the profits from this operation belong to the state and are transferred to the Treasury, thus being added to the public purse. This money is available for spending on public projects and services and represents an interest free supply, albeit at £68 million for the year ending 28/2/01, this was very small.    

      Nevertheless, although owned by the state, the bank is however largely controlled and run by those from the world of commercial banking and conventional economics. The members of the Court of Directors who set policy and oversee its functions, are drawn almost entirely from the world of banks, insurance, economists and big business. On the other hand the responsibility for setting interest rates and controlling money supply has always remained with bankers and economists through the Monetary Policy Committee headed by the Governor and the two deputy governors. The day to day management and running of the bank is in the hands of a team of professional managers headed by the Governor, the deputy governors and four executive directors. The bank’s annual report 2001 points out that it particularly favours the holders of economics masters degrees for recruitment into the bank. Nevertheless just the fact that the Bank of England belongs to the state may be the key to reform. No new institution is necessarily required. The Bank’s powers may need to be altered, new committees set up with wider representation from the community, but with the Bank of England, an institution already exists that could create the debt free supply of money that the nation needs. Alternatively it has been suggested that the Bank might start lending direct to businesses as it once used to do. Not an ideal solution, but at least the profits then accrue to the state, which means more money for public projects or tax cuts. There are many possibilities here.    

Appendix 4

 THE “CREDIT CRUNCH” 

                 The sub-prime mortgage crisis in the US triggered the so called “credit crunch”. The mortgage situation in the US is somewhat different to what it is here in the UK.  In the US, huge numbers of mortgages were granted to people with a low credit rating. Quite illogically because they had a low credit rating, the rates of interest on these mortgages were much higher. Realistically most of these people had little hope of keeping up repayments.  Thousands have defaulted and the realisation is that the security in the form of houses is worth little or nothing, because unlike here, there is a surplus of housing in the US which has very little in the way of planning controls to restrict development. These dubious debts have been traded all around the financial world in the form of derivatives and no one is quite sure to what extent any given bank has exposed itself to them and the banks themselves are pretty coy about it. As a result they don’t even trust each other and are now more reluctant to lend to each other. This is reflected in the interbank lending rate which is significantly higher than the base rate – currently just 0.5%.  

                 The upstart of it was that banks suddenly realised that they were holding large amounts of worthless assets from which they derived no income and which have to be written off. In the case of Lehmann Brothers and the Icelandic banks they became insolvent, because after writing off worthless assets, their liabilities to their depositors exceeded what they were owed by those to whom they had lent money. 

                 In theory why can't they just create new loans (assets) out of nothing to prop up the balance sheet? The problem is that confidence has gone and all banks now wonder if borrowers including other borrowing banks can actually repay the loans. They don't want to take any chances creating more worthless assets.  If they do create new loans which can’t be repaid, as that new money circulates, quite a lot of the money ends up being deposited back with them and those deposits are liabilities which the banks must be ready to pay. The banks are indeed in trouble of their own making.

                 Add to this is the fear of a run on the banks by depositors. As this article has mentioned, liquid assets of banks are now tiny, about 1 to 2 % of what they owe savers and depositors. People are getting nervous and it would take very little to have people queuing up as they did with Northern Rock. Those reserves could be depleted in no time. All the assurances that came from government ministers about guaranteeing savers' deposits were designed to head off panic withdrawals by savers and a run on the banks and building societies. The guarantee is worthless if the entire system collapses, because there is nowhere the government could borrow such a huge sum of money from - the amount required would be so great that the national debt would be totally out of control and tax payers couldn't afford the interest. However if the government chose to create the money itself.... that is another matter. Northern Rock found itself in big trouble because it had lent money on ridiculous multiples of borrowers earnings (up to 6X !) and also it had lent up to 125% of property values, foolishly believing that the market would continue to rise indefinitely. When prices began to fall and the interbank lending rate rose, suddenly Northern Rock couldn’t borrow to bolster its reserves. It had to seek a loan from the bank of England, the so called lender of last resort (see Appendix 3).  

               Another reason why banks don't want to lend is also geared to tiny reserves. A borrower might take some of his loan in cash and that further depletes the reserves, although naturally once new loan money is created some of it does end up with banks as new deposits. All in all the tiny reserves make everything very precarious and the overall debt burden is now so huge that people and businesses cannot take on much more.

 

              So what has happened?  The government bolstered the reserves of the major high street banks by buying £400 million of new shares in the banks to compensate them for having to write off assets made up of worthless debts . It bought up Northern Rock completely. The absurdity of the situation is however that the government borrows money to do it – as Chancellor Alistair Darling said when questioned on the BBC’s Breakfast programme on 8th October 2008 – “from the international money markets” i.e. banks! The national debt goes up accordingly and the tax payer is responsible for repaying it and has to pay the interest on it. Of course the government hopes it'll recoup some of this through dividends on the shares it now has in the banks. As a result the government has raised the national debt to £1000 billion!

  

               It is interesting to note however, that additional bail out monies are being put up by the Bank of England. Being state owned, all profits accrue to the state. This is unprecedented on such a scale. With Bank of England creating this new money which, although no-one admits it, is actually the state creating new money because the Bank of England is state owned. As pointed out in Appendix 3, since it was nationalised in 1946, the Bank of England has become largely regulatory and supervisory, occasionally bailing out an individual bank with a loan, but has ceased to be a major player in international money markets as it used to be when it was privately owned. However in the long term, economic stability can only really come about through the state taking control of the money supply. The Bank of England would be the ideal vehicle through which to achieve this. One wonders could this possibly come about? The answer may be yes, if there is a run on the banks generally and more fail making the amount needed to bolster savings is far more than the government could ever hope to borrow. Public protest is already starting. There was a demonstration in London protesting at the bail out of banks with "public money" (in reality money borrowed which the public is liable to repay and on which it must pay interest, through taxes). If millions are threatened with the loss of savings will there be riots? Or will it all be crushed using the army if necessary, whilst government decides the only way to save the system is to write off the huge sums the banks owe to savers, effectively robbing us of our savings? We live in interesting times. Everyone seems to be saying that somehow the banks must be regulated - in other words we cannot leave lending and money creation entirely to the free market. How big a step is it to say that the state should take over money creation?  We have a precedent emerging with the state creating money through the Bank of England to bail out the banks. If the state can do that then it can also through the Bank of England create money to fund public services. 

THE GOVERNMENT PRINTING MONEY....
             Articles are now appearing in the press deploring the fact that the government might start “printing money”.  This is inevitably portrayed as a horrifying and utterly irresponsible course of action which can only lead to massive inflation and the usual parallels to hyper inflation in Germany in the 1920’s are drawn with illustrations of people with wheelbarrow loads of near worthless banknotes. The term itself is synonymous with financial irresponsibility conjuring up, as it does, images of the printing presses rolling to produce millions of devalued banknotes.  This term should not be used for what is proposed in this article.

            German hyper-inflation under the Weimar Republic is always blamed on the government of the day and what happened is used as the prime example of how governments should not be permitted to create money but rather it should be left to the private banking system. However what is little known is what happened in Germany occurred under the auspices of a privately owned and controlled central bank.

            The Allies' plan for the reconstruction of Germany after World War 1 was known as the Dawes Plan, named after General Charles Gates Dawes, a Chicago banker. As part of the plan, League of Nations appointed foreign experts to guide the economic recovery of Germany. They wanted a more free market orientation for the German central bank. Up until then, the Reichsbank had a form of private ownership, but with substantial public control. The President and Directors were officials of the German government, appointed by the Emperor for life. Revenue of the central bank was shared between the private shareholders and the government, but shareholders had no power to determine policy. In May 1922, a law was passed establishing the independence of the Reichsbank and withdrawing from the Chancellor of the Reich any influence over the conduct of the Bank's business. Private banking interests thus acquired total control over the German currency, and what followed was the worst inflation of modern times.

            Turning to hyper-inflation itself, this occurs when a nation’s foreign debt is extremely high, usually to the IMF, the World Bank or the big international commercial banks. Brazil, Argentina, Uganda and Tanzania and most recently Zimbabwe, have been good examples over the last 30 years or so. In the case of Germany after World War One, that very high level of foreign debt came about because of demands for war reparations - “squeeze Germany till the pips squeak!”   Very high levels of debt mean that the country concerned, in order to pay the interest on its loans, is flooding the international market with large amounts of its own currency - far more than investors or anyone else wants to buy up and far in excess of any debt free money it can earn from its exports. Thus with a growing surplus of that currency, the value of that currency falls, often catastrophically, against other currencies. Imports for that country then become very expensive, fuelling big price rises at home. Exports however, now attract much less foreign income. This means the price of them in local currency must be increased/inflated to attract more foreign income. The result is a high level of inflation.


           The situation can get worse because commercial banks, the World Bank, the IMF etc. continue to insist on debt repayment. This causes yet more of an already devalued currency to flood the international markets. The constant pressure of reduced income from exports also means less money to pay interest. The problem will be exacerbated if the domestic economy is run down and little or nothing is being exported – e.g. the German Weimar Republic of the early 1920’s and Zimbabwe today.

           What is proposed in this article is what could be appropriately described as an investment of debt free money into the domestic economy. It cannot be emphasised too much how this situation is completely different to the situation above where money is created to pay off foreign debt. It will not create inflation if properly regulated and matched to need.

                ____________________________________________________________

Books:  “The Grip of Death” - a study of modern money, debt slavery and destructive economics..  by Michael Rowbotham - 326 pages £15 Jon Carpenter ISBN 1-897766-40-8. Highly recommended for the most detailed examination of the problem and how the current system could be phased out over a period of time.

The Future of Money - creating new wealth, work and a wiser world” by Bernard Lietaer

 ISBN 0 7126 83992  Century 2001.

News sheet:  “Prosperity” - Freedom from Debt Slavery - monthly from 268 Bath Street, Glasgow, G2 4JR.
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www.monetaryevolution.net    www.monetaryreform.org     www.prosperityuk.com    Christian Council for Monetary Justice www.ccmj.org     www.moneyreformparty.org.uk   www.globaljusticemovement.net   www.jamesrobertson.com  www.monies.cc  www.moneyasadebt.net   www.monetary.org   www.honest-money.com   www.themoneymasters.com 
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 1 Huber and Robertson  “Creating New Money” can downloaded free from the New Economics Foundation website at 
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