Ventura County Supporters

Excuse me, Arnold…Here is another idea! Ready?

"HOW CALIFORNIA CAN CREATE
ITS OWN CREDIT:
OWN A BANK!"
Presenter: Attorney Ellen Brown

Wednesday, August 14, 2010 1:00 PM- 4:00 PM
Grant Brimhall Thousand Oaks Library
1401 E. Janss Road, Thousand Oaks, CA

I. THE GLOBAL FINANCIAL
WALL STREET VS. MAIN STREET
CRISIS
• Wall Street is flourishing,
but the real economy is
floundering.
• Local businesses, local
banks, and state and
local governments are all
trapped in debt due to a
credit crisis that began on
Wall Street.

The government‟s solution has been to bail out banks
considered “too big to fail.” But instead of using this cheap
money to get credit flowing again, the too-big-to-fail banks
are using it to speculate, buy up smaller banks, generate
fees, and pay themselves huge bonuses.

Meanwhile, bank bailouts are out of control – from $800
billion approved by Congress in October 2008, to $4.6
trillion in March 2010. The potential liability is $24 trillion.
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Where will the money come from, when Congress
approved only $800 billion?

Congress, too, wants to know . . .
"Many of us were, shall we say, if not
surprised, taken aback when the Fed
had $80 billion to invest -- to put into
AIG just out of the blue. All of a
sudden we wake up one morning and
AIG has received $80 billion from the
Fed. So of course we're saying,
Where's this money come from?
'Oh, we have it. And not only that, we
have more.„”
-- House Speaker Nancy Pelosi,
June 2009

When a lawsuit was brought to find out, the Federal Reserve
refused to answer. It claimed that –
(a) the documents were held by the NY Federal Reserve,
which was not federal but was owned by a consortium of
banks; and (b) the suit involved “protected trade secrets.”
Whose trade secrets, and what secrets?
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The banks‟ biggest trade
secret was revealed by
Sir Josiah Stamp,
governor of the Bank of
England, in 1927:

“The modern banking system
manufactures money out of
nothing. The process is
perhaps the most astounding
piece of sleight of hand that
was ever invented. . . . Bankers
own the earth. Take it away
from them but leave them the
power to create money, and,
with a flick of a pen, they will
create enough money to buy it
back again.”

Not just the Federal Reserve
but ALL banks create money
with the flick of a pen (or a
mouse). In the 1960s, Wright
Patman, House Banking
Committee Chairman, wrote:
“When the Federal Reserve
writes a check for a
government bond it does
exactly what any bank does,
it creates money, it created
money purely and simply by
writing a check.”

How banks create money was revealed by U.S. Treasury
Secretary Robert B. Anderson in 1959:
• “[W]hen a bank makes a
loan, it simply adds to the
borrower‟s deposit account in
the bank by the amount of the
loan. The money is not taken
from anyone else’s deposit; it
was not previously paid in to
the bank by anyone. It’s new
money, created by the bank
for the use of the borrower.”

From “Modern Money Mechanics” (Chicago Federal
Reserve) – showing how $10,000 in deposits becomes
$100,000 in loans
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The loan money is created by double-entry bookkeeping.
The loan is entered as a “liability” of the bank on one side
of the ledger (because it owes the borrower that money). It
is entered as an “asset” of the bank on the other side
(because the borrower will pay that amount over time).

$500,000 Home Loan

Liabilities
Customer Account

$500,000

Assets
Customer‟s Home
Mortgage –
$500,000

Net result: 0.

• The loan becomes a deposit in the
account of the borrower. Banks can
create all of these deposits that they can
A creates
$1000
get creditworthy borrowers for, but they
need incoming deposits to clear the
outgoing checks. If they don‟t have the
deposits, however, they can borrow
them. In effect, they borrow back the B creates
C creates
$1000
$1000
money they just created.
• The federal funds rate is now .2%.
That means banks borrow at .2%, while
states are borrowing at 4% and the rest
of us are borrowing at higher rates than
that.
• Result: a hefty profit for the banks, on
money created with accounting entries.

Today, all of our money except coins originates in this way
as a debt to private banks. Private debts zero out when
repaid, but the federal debt is never paid off. That means
the federal debt basically IS our money supply.

The federal government is allowed to roll over its
debt indefinitely.
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Because banks are not lending, credit is tight. As a result,
most states today face major budget shortfalls.

From the Center on Budget and Policy Priorities

California -- the world‟s 8th largest economy – is teetering on
bankruptcy! In July 2010 it began a new fiscal year with a
$19.1 billion deficit. By September it may again be paying its
employees in I.O.U.s.
• Like a third world debtor
country, its choices are:
• Slash services to people
who need it most – children,
the elderly, sick, indigent,
homeless, and unemployed
• Raise taxes
• Sell state assets
None of these choices is
acceptable.

Why are private Wall Street banks too big
too fail, but California isn‟t?
• The banks got $15-25 billion or
more each in TARP money from
taxpayers.
• Yet last year, California could not
get even a guarantee from the
federal government for loans to
cover its $26 billion budget
deficit.
• California asked some of the
same banks that got TARP funds
to honor a maximum of $13
billion in IOUs last year, just till
October. The banks said no.
www.goenglish.com

Leading the Governor to declare --

“I understand that these cuts are very painful and
they affect real lives. This is the harsh reality and
the reality that we face. Sacramento is not
Washington – we cannot print our own money.
We can only spend what we have.”
– Governor Schwarzenegger quoted in Time, May 22, 2009

Maybe, maybe not. States are forbidden by the
Constitution (Art. 1, Sec. 10) to issue “bills of credit” …

CRS Annotated Constitution
Bills of Credit
“Within the sense of the Constitution, bills of credit signify a
paper medium of exchange, intended to circulate between
individuals, and between the Government and individuals, for
the ordinary purposes of society. . . .”

But they are NOT forbidden to own BANKS that
issue credit . . .
• “The States are not forbidden, however, to issue
coupons receivable for taxes, nor to execute instruments
binding themselves to pay money at a future day for
services rendered or money borrowed. Bills issued by
state banks are not bills of credit; it is immaterial that the
State is the sole stockholder of the bank, that the officers
of the bank were elected by the state legislature, or that
the capital of the bank was raised by the sale of state
bonds.”

A state owning its own bank can engage in the magic of
fractional reserve lending. That means it can create money
(or credit) on its books.

The President himself • “[A]lthough there are a lot of
Americans who understandably
says so . . .

think that government money
would be better spent going
directly to families and
businesses instead of banks –
„where‟s our bailout?,‟ they ask –
the truth is that a dollar of capital
in a bank can actually result in
eight or ten dollars of loans to
families and businesses, a
multiplier effect that can
ultimately lead to a faster pace of
economic growth.”

•

Georgetown University, Apr 2009

• A state with its own bank could
leverage its money by a factor of 8
or 10 in the same way.
• Today, only one state actually does
this – North Dakota.
• North Dakota is the only state
boasting a budget SURPLUS. In
fact last year it had its largest
budget surplus ever.
• The Bank of North Dakota (BND)
returns a 26% dividend to the state.
• ND also has the lowest
unemployment rate in the country
and the lowest default rate on
loans.

North Dakota has had its own bank since 1919, when
farmers were losing their farms to the Wall Street bankers.
They got organized, won an election, and passed
legislation for the state to found a bank.

Although North Dakota is the only state with its own bank
today, publicly-owned banks are not a new idea. They go
back to the American colonies.

• Benjamin Franklin‟s
colony of
Pennsylvania thrived
because of its
publicly-owned
bank.

The Pennsylvania system was mathematically
sound.
• During the time that
system was in
place, the colonists
paid no taxes,
prices did not
inflate, and there
was no government
debt!

Government prints $105
Lends $100
@ 5% interest

Spends $5 on
budget, infrastructure

$105 circulates in economy; comes back
to government as principal and interest

Government lends $100
@ 5% interest

Spends $5 on
budget, infrastructure

Franklin and others said the American Revolution was
fought largely to preserve our unique system of publiclyissued money, after King George forbade new issues of
paper scrip. Taxes had to be paid in gold, which meant
borrowing from the British bankers, leading to debt and
economic depression, prompting the Revolution.

The British retaliated by waging war on the Continental,
heavily counterfeiting it and collapsing its value.
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The colonists won the War, but they were so
disillusioned with the Continental after it collapsed that
they left the power to create paper money out of the
Constitution! Private bankers then filled the breach
with their private banknotes.

•
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On the power to create money, the Constitution
says only --

• Article I, Section 8, Clause 5: The Congress
shall have Power...To coin Money, regulate the
Value thereof, and of foreign Coin, and fix the
Standard of Weights and Measures.
• Article I, Section 10, Clause 1: No State
shall...coin Money; emit Bills of Credit; make any
Thing but gold and silver Coin a Tender in
Payment of Debt.

Meanwhile, Treasury Secretary Alexander Hamilton was
faced with huge war debts, so he resorted to the private
“fractional reserve” banking system adopted in England.

It dated back to the 17th century goldsmiths, who
discovered that people would come for their gold only
about 10% of the time. Ten times as many “banknotes”
could therefore be issued as the goldsmiths had gold.

•
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The Bank of England
circa 1740

Hamilton‟s First U.S. Bank was
modeled on the privately-owned
Bank of England, which printed its
own “gold-backed” notes and lent
them to the government at
interest.

•
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The ruse worked to get the new
American economy on its feet, but
the result was the system of
privately-issued money we have
today, in which money comes
from bank loans owed back to
private banks with interest.

Throughout the 19th century, private banks lent their own
banknotes “backed” by gold on the fractional reserve system,
precipitating periodic bank runs and depressions when too
many people came for their gold at once and the banks had
to close their doors.
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Following a major bank panic in 1907, the privately-owned
Federal Reserve was authorized in 1913 to issue its own
Federal Reserve Notes as the national currency. These notes
were then lent to the government and the people, eliminating
the government‟s own power to issue money (except for
coins).

The Reserve Requirement
Because banks during the panic of 1907 did not trust each
other to have the gold to clear each other‟s checks, the Fed
set up a clearing system in which banks had to keep a
percentage of their deposit liabilities on reserve (usually
10%).
During the 1930s, Roosevelt
took the dollar off the gold
standard, but the reserve
requirement remained.

The Capital Requirement
When banks figured out how to avoid the reserve
requirement, the Bank for International Settlements (the
central bankers‟ bank in Switzerland) imposed another limit
on credit expansion -- the capital requirement of the Basel
Accords.
• Basically, banks need $8
of capital for every $100
of loans.

While local banks struggle to meet these requirements, a
state can easily meet them. In North Dakota, by law, ALL of
the state‟s revenues are deposited in the BND. That gives
the bank a huge deposit base, which can be fanned into
many times that sum in loans. The BND also has a huge
capital base, since it is a dba of a state. That means all of the
state‟s assets are the bank‟s assets.

Other advantages of a state-owned bank -• Instead of feeding Wall Street,
state revenues remain in the
state.
• Profits and interest return to the
state government, defraying
taxes.
• No high-paid CEOs; no bonuses,
commissions or fees; no toxic
collateral; no shareholders
demanding short-term profits.
• No late fees or fears of lost
credit ratings.
• Huge savings in interest costs.

How does California stack up?
• Projected revenues of $89 billion.
• Over $18 billion in deposits, mostly in
Wall Street banks.
• Funds stashed in an investment pool
managed by the Treasurer of $71 billion,
earning an average of 2.24% interest as
of Aug 2009.
• If only $8 billion of this pool were invested
in equity for a state bank, the funds could
back a potential loan portfolio of $100
billion. This money would be interest-free
for public projects.

Compare states today:
• States rated AA now pay
an average of 4.45% on
20 year fixed bonds.
• CA and IL are rated A-,
along with Estonia and
Libya, and just above
Greece.
• CA pays 4.7% on its $85
billion debt.
• IL pays 12% on late
payments.

• With their own banks,
states could acquire the
funds to back their loans
for -• As low as 0% on their
own deposits
• .2% on interbank loans at
the fed funds rate
• 1.27% on brokered
6-month CDs

Advantages to local
banks:

Advantages to local
governments:

• In North Dakota, the BND
• Honest lender with a
serves as a “banker‟s
mandate to serve the
bank,” partnering with local
community replaces “city
banks and helping them
slicker” bankers selling
with capital requirements.
derivatives scams to unwary
local politicians
• Risky loans to students and
startup businesses can be
• Low-cost credit line replaces
underwritten by the state.
costly “rainy day” funds
• Infrastructure projects can be
funded interest-free with the
state‟s own credit.

A growing grassroots movement
•

A number of state legislatures have initiated bills for stateowned banks, including WA, IL, MA, HI, MI and VA.
• A number of candidates are also proposing this solution to
the credit crisis, from all across the political spectrum -Democrats, Republicans, Greens, and Independents.

For more information –
www.webofdebt.com

