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Author’s Note

Somebody once said works of art are never finished, just
relinquished to the world. This research is a work in progress, begun
when I was a Jaw student in the 1970s but was limited to the material
available in the library and in journals. With the explosion of
information in the Internet Age, the missing pieces have fallen into
place; but while [ have been five years assembling them, I still find
errors, quotes that turn out to be apocryphal, and things needing to
be updated. 1 have heavily footnoted my sources and quoted
extensively, in hopes of aiding the next generation of researchers who
might be inspired to carry on the pursuit.

Ellen Brown, July 2007



FOREWORD

by
REED SIMPSON, M.Sc,,
Banker and Developer

I have been a banker for most of my career, and I can report that
even most bankers are not aware of what goes on behind closed doors
at the top of their field. Bankers tend to their own corner of the bank-
ing business, without seeing the big picture or the ramifications of the
whole system they are helping to perpetuate. I am more familiar than
most with the issues raised in Ellen Brown’s book Web of Debt, and [
still found it to be an eye-opener, a remarkable window into what is
really going on.

The process by which money comes into existence is thoroughly
misunderstood, and for good reason: it has been the focus of a highly
sophisticated and long-term disinformation campaign that permeates
academia, media, and publishing. The complexity of the subject has
been intentionally exploited to keep its mysteries hidden. Henry Ford
said it best: "Il 1s well that the people of the nation do not understand our
banking and monetary system, for if they did, I believe there would be a
revolution before tomorrow morning.”

In banking schools and universities, [ was drilled in the technology
of money and banking, clearing houses, the Federal Reserve System,
money creation through the multiplier effect, and the peculiar role of
the commercial banker as the guardian of the public treasure. This
idealized vision contrasted sharply with what I saw as [ worked in
the U.S. banking sector. Although there are many financially sound
banks that follow the highest ethical standards, corruption is also
rampant that flies in the face of the stated ethical objectives of the
American Bankers Association and the guidelines of the FDIC, the
Comptroller of the Currency, and other regulators. This tendency is
particular]ly evident in the large money center banks, in one of which
[ worked.




In my experience, in fact, the chief source of bank robbery is not
masked men looting tellers’ cash tills but the blatant abuse of the
extension of credit by white collar criminals. A common practice is
for loan officers to ignore the long-term risk of loans and approve
those loan transactions with the highest tees and interest paid
immediately - income which can be distributed to the principal
executives of the bank. Such distribution is buried within the bank’s
owner/manager compensation and is distributed to the principal
owners as dividends and stock options. That helps explain why, in
my home state of Kansas, a major bank in Topeka was run into
bankruptcy after its chairman entered into a development and
construction loan involving a mortgaged 5,000 acre residential
development tract in the “exurbs” far outside of Houston, Texas. The
development included curbs, gutters, pavement, street lighting, water,
sewer, electricity - everything but homes and families! If the loan had
been metered out in small phases to match market absorption, the
chairman of that once-fine institution would not have been able to
disburse to himself and his friends the enormous up-front loan fees
and interest owing to that specific transaction, or to the many loans
he made just like it. During the 1980s, developers from across the
country beat a path to sleepy Topeka and other areas sporting similar
financial institutions, just to have a chance to dance with these corrupt
lenders. The managers and developers got rich, leaving the banks’
shareholders and the taxpayers to pay the bill.

These are just individual instances of corruption, but they indicate
a mind-set to exploit and a system that can be exploited. Ellen Brown'’s
book focuses on a more fundamental fraud in the banking system -
the creation and control of money itself by private bankers, in a debt-
money system that returns a steady profit in the form of interest to the
debt-money producers, saddling the nation with a growing mountain
of unnecessary and impossible-to-repay debt. The fact that money
creation is nearly everywhere a private affair is largely unknown today,
but the issue is not new. The control of the money system by private
interests was known to many of our earlier Jeaders, as shown in a
number of quotes reprinted in this book, including these:

The real truth of the matter is, as you and I know, that a financial
element in the large centers has owned the Government ever since the
days of Andrew Jackson.

-- President Franklin Delano Roosevelt, November 23, 1933,
n a letter to Colonel Edward Mandell House




Some people think the Federal Reserve Banks are U.S. government
institutions. They are not . . . they are private credil monopolies
which prey upon the people of the U.S. for the benefit of themselves
and their foreign and domestic swindlers, and rich and predatory
money lenders. The sack of the United States by the Fed is the greatest
crime in history. Every effort has been made by the Fed to conceal its
powers, but the truth is the Fed has usurped the government. It
controls everything here and it controls all our foreign relations. It
makes and breaks governments at will.

-- Congressman Charles McFadden, Chairman, House
Banking and Currency Committee, June 10, 1932

Web of Debt gives a blow by blow account of how a network of
private bankers has taken over the creation and control of the
international money system and what they are doing with that control.
Credible evidence is presented of a world power elite intent on gaining
absolute control over the planet and its natural resources, including
its subservient “human resources” or “human capital.” The lifeblood
of this power elite is money, and its weapon is fear. The whole of
civilization and all of its systems hang on this fulcrum of the money
power. In private hands, where it is now, it can be used to enslave
nations and ensure perpetual wars and bondage. Internationally, the
banksters and their governmental partners use these fraudulent
economic tools to weaken or defeat opponents without a shot being
fired. Witness the recent East Asian financial crisis of 1997 and the
Russian ruble collapse of 1998. Economic means have long been used
to spark wars, as a pretext and prelude for the money power to stock
and restock the armaments and infrastructure of both sides.

Brown’s book is thus about more than just monetary theory and
reform. By exposing the present unsustainable situation, it is a first
step toward loosening the malign grip on the world held by a very
small but powerful financial faction. The book can serve to spark an
open dialogue concerning the most important topic of our monetary
system, one that is practically off limits today in conventional economic
circles due to intimidation and fear of the consequences an honest
discourse might bring. Brown is not afraid of stepping on the black
patent leather wingtips of the money power and their academic
economist servants. Her book is a raised clenched fist of defiance and
truth smashing through their finely spun web of disinformation,
distortion, deceit, and boldfaced lies concerning money, banking, and
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economics. [t exposes the covert financial enemy that has gotten inside
the gates of our Troy, making it our first line of defense against the
unrestricted asymmetrical warfare which is presently directed against
the people of America and the world.

This book not only exposes the problem but outlines a sound solution
for the ever-increasing debt and other monetary woes of the nation
and the world. It shows that ending the debt-money fractional reserve
banking system and returning to an honest debt-free monetary system
could provide Americans with a future that is prosperous beyond our
imagining. An editorial directed against Lincoln’s debt-free
Greenbacks, ascribed to The London Times, said it all:

If that mischievous financial policy which had its origin in the North
American Republic during the late war in that country, should become
indurated down to a fixture, then that Government will furnish its
own money without cost. 1t will pay off its debts and be without debt.
It will become prosperous beyond precedent in the history of the
civilized governments of the world. The brains and wealth of all
countries will go to North America. That government must be
destroyed or it will destroy every monarchy on the globe.

-- REED SIMPSON, M.5¢., Overland Park, Kansas

American Bankers Association Graduate School of Banking
London School of Economics, Graduate School of Economics
University of Kansas Graduate School of Architecture

-- November 2006
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Introduction
CAPTURED BY THE DEBT SPIDER

Through a network of anonymous financial spider webbing only a
handful of global King Bankers own and control it all. . . . Everybody,
people, enterprise, State and foreign countries, all have become slaves
chained to the Banker’s credit ropes.

-- Hans Schicht, “The Death of Banking” (February 2005)’

President Andrew Jackson called the banking cartel “a hydra-
headed monster eating the flesh of the common man.” New
York Mayor John Hylan, writing in the 1920s, called it a “giant octopus”
that “seizes in its long and powerful tentacles our executive officers,
our legislative bodies, our schools, our courts, our newspapers, and
every agency created for the public protection.” The debt spider has
devoured farms, homes and whole countries that have become trapped
in its web.

In “The Death of Banking,” financial commentator Hans Schicht
states that he had an opportunity in his career to observe the wizards
of finance as an insider at close range. Their game, he says, has gotten
so centralized and concentrated that the greater part of U.S. banking
and enterprise is now under the control of a small inner circle of men.
He calls the game “spider webbing.” Its rules include:

* Making any concentration of wealth invisible.

® Exercising control through “leverage” - mergers, takeovers, chain
share holdings where one company holds shares of other
companies, conditions annexed to loans, and so forth.

® Exercising tight personal management and control, with a
minimum of insiders and front-men who themselves have only
partial knowledge of the game.

Dr. Carroll Quigley was a writer and professor of history at
Georgetown University, where he was President Bill Clinton’s mentor.
Professor Quigley wrote from personal knowledge of an elite clique of
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global financiers bent on controlling the world. Their aim, he said,
was “nothing less than to create a world system of financial control
in private hands able to dominate the political system of each country
and the economy of the world as a whole.” This system was “to be
controlled in a feudalist fashion by the central banks of the world
acting in concert, by secret agreements.”> He called this clique simply
the “international bankers.” Their essence was not race, religion or
nationality but was just a passion for control over other humans. The
key to their success was that they would control and manipulate the money
system of a nation while letting it appear to be controlled by the government.
The international bankers have succeeded in doing more than just
controlling the money supply. Today they actually create the money
supply, while making it appear to be created by the government. This
devious scheme was revealed by Sir josiah Stamp, director of the Bank
of England and the second richest man in Britain in the 1920s. Speak-
ing at the University of Texas in 1927, he dropped this bombshell:

The modern banking system manufactures money oul of nothing.
The process is perhaps the most astounding piece of sleight of
hand that was ever invented. Banking was conceived in inequity
and born in sin . . . . 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. . . . Take this great power away from them and all great
fortunes like mine will disappear, for then this would be a better
and happier world to live in. . .. But, if you want to continue to be
the slaves of bankers and pay the cost of your own slavery, then let
bankers continue to create money and control credit?

Professor Henry C. K. Liu is an economist who graduated from
Harvard and chaired a graduate department at UCLA before becom-
ing an investment adviser for developing countries. He calls the cur-
rent monetary scheme a “cruel hoax.” When we wake up to that fact,
he says, our entire economic world view will need to be reordered,
“just as physics was subject to reordering when man’s world view
changed with the realization that the earth is not stationary nor is it
the center of the universe.”* The hoax is that there is virtually no
“real” money in the system, only debts. Except for coins, which are
issued by the government and make up only about one one-thousandth
of the money supply, the entire U.S. money supply now consists of debt to
private banks, for money they created with accounting entries on their books.
It is all done by sleight of hand; and like a magician’s trick, we have to
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Web of Debt

see it many times before we realize what is going on. But when we
do, it changes everything. All of history has to be rewritten.

The following chapters track the web of deceit that has engulfed
us in debt, and present a simple solution that could make the country
solvent once again. It is not a new solution but dates back to the
Constitution: the power to create money needs to be returned to the
government and the people it represents. The federal debt could be
paid, income taxes could be eliminated, and social programs could be
expanded; and this could all be done without imposing austerity
measures on the people or sparking runaway inflation. Utopian as
that may sound, it represents the thinking of some of America’s brightest
and best, historical and contemporary, including Abraham Lincoln,
Thomas Jefferson and Benjamin Franklin. Among other arresting facts
explored in this book are that:

¢ The “Federal” Reserve is not actually federal. It is a private
corporation owned by a consortium of very large multinational
banks. (Chapter 13.)

& Except for coins, the government does not create money. Dollar
bills (Federal Reserve Notes) are created by the private Federal
Reserve, which lends them to the government. (Chapter 2.)

¢ Tangible currency (coins and dollar bills) together make up less
than 3 percent of the U.S. money supply. The other 97 percent
exists only as data entries on computer screens, and all of this money
was created by banks in the form of loans. (Chapters 2 and 17.)

¢ The money that banks lend is not recycled from pre-existing
deposits. It is new money, which did not exist until it was lent.
(Chapters 17 and 18))

e Thirty percent of the money created by banks with accounting
entries is invested for their own accounts. (Chapter 18.)

® The American banking system, which at one time extended
productive loans to agriculture and industry, has today become a
giant betting machine. An estimated $370 trillion are now riding
on complex high-risk bets known as derivatives — 28 times the
$13 trillion annual output of the entire U.S. economy. These bets
are funded by big U.S. banks and are made largely with borrowed
money created on a computer screen. Derivatives can be and have
been used to manipulate markets, loot businesses, and destroy
competitor economies. (Chapters 20 and 32.)

® TheU.S. federal debt has not been paid off since the days of Andrew
Jackson. Only the interest gets paid, while the principal portion
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continues to grow. (Chapter 2.)

®* The federal income tax was instituted specifically to coerce
taxpayers to pay the interest due to the banks on the federal debt.
If the money supply had been created by the government rather
than borrowed from banks that created it, the income tax would
have been unnecessary. (Chapters 13 and 43.)

¢ The interest alone on the federal debt will soon be more than the
taxpayers can afford to pay. When we can’t pay, the Federal
Reserve’s debt-based dollar system must collapse. (Chapter 29.)

® Contrary to popular belief, creeping inflation is not caused by the
government irresponsibly printing dollars. It is caused by banks
expanding the money supply with loans. (Chapter 10.)

¢ Most of the runaway inflation seen in “banana republics” has been
caused, not by national governments over-printing money, but by
global institutional speculators attacking local currencies and
devaluing them on international markets. (Chapter 25.)

¢ The same sort of speculative devaluation could happen to the US.
dollar if international investors were to abandon it as a global
“reserve” currency, something they are now threatening to do in
retaliation for what they perceive to be American economic
imperialism. (Chapters 29 and 37.)

® There is a way out of this morass. The early American colonists
found it, and so did Abraham Lincoln and some other national
leaders: the government can take back the money-issuing power
from the banks. (Chapters 8 and 24.)

The bankers” Federal Reserve Notes and the government’s coins
represent two separate money systems that have been competing for
dominance throughout recorded history. At one time, the right to
i1ssue money was the sovereign right of the king; but that right got
usurped by private moneylenders. Today the sovereigns are the people,
and the coins that make up less than one one-thousandth of the money
supply are all that are left of our sovereign money. Many nations
have successfully issued their own money, at least for a time; but the
bankers’ debt-money has generally infiltrated the system and taken
over in the end. These concepts are so foreign to what we have been
taught that it can be hard to wrap our minds around them, but the

facts have been substantiated by many reliable authorities. To cite a
few -
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Robert H. Hemphill, Credit Manager of the Federal Reserve Bank
of Atlanta, wrote in 1934:

We are completely dependent on the commercial Banks. Someone
has to borrow every dollar we have in circulation, cash or credit. 1f
the Banks create ample synthetic money we are prosperous; if
not, we starve. We are absolutely without a permanent money
system. When one gets a complete grasp of the picture, the tragic
absurdity of our hopeless position is almost incredible, but there
it is. It is the most important subject intelligent persons can
investigate and reflect upon.

Graham Towers, Governor of the Bank of Canada from 1935 to
1955, acknowledged:

Banks create money. That is what they are for. . . . The
manufacturing process to make money consists of making an
entry in a book. That is all. . . . Each and every time a Bank makes
a loan . . . new Bank credit is created -- brand new money.®

Robert B. Anderson, Secretary of the Treasury under Eisenhower,
said in an interview reported in the August 31, 1959 issue of U.S.
News and World Report:

[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.

Michel Chossudovsky, Professor of Economics at the University of
Ottawa, wrote during the Asian currency crisis of 1998:

[Plrivately held money reserves in the hands of “institutional
speculators” far exceed the limited capabilities of the World’s
central banks. The latter acting individually or collectively are
no longer able to fight the tide of speculative activity. Monetary
policy is in the hands of private creditors who have the ability to
freeze State budgets, paralyse the payments process, thwari the reqular
disbursement of wages to millions of workers (as in the former Soviet
Union) and precipitate the collapse of production and social
programmes.’

Today, Federal Reserve Notes and U.S. dollar loans dominate the
economy of the world; but this international currency is not money
issued by the American people or their government. Itis money created
and lent by a private cartel of international bankers, and this cartel
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has the United States itself hopelessly entangled in a web of debt. By
2006, combined personal, corporate and federal debt in the United
States had reached a staggering 44 trillion dollars - four times the
collective national income, or $147,312 for every man, woman and
child in the country.® The United States is legally bankrupt, defined in
the dictionary as being unable to pay one’s debts, being insolvent, or
having liabilities in excess of a reasonable market value of assets held.
By October 2006, the debt of the U.S. government had hit a breath-
taking $8.5 trillion. Local, state and national governments are all so
heavily in debt that they have been forced to sell off public assets to
satisfy creditors. Crowded schools, crowded roads, and cutbacks in
public transportation are eroding the quality of American life. A 2005
report by the American Society of Civil Engineers gave the nation’s
infrastructure an overall grade of D, including its roads, bridges,
drinking water systems and other public works. “Americans are
spending more time stuck in traffic and less time at home with their
families,” said the group’s president. “We need to establish a
comprehensive, long-term infrastructure plan.”® We need to but we
can’t, because government at every level is broke.

If governments everywhere are in debt, who are they in debt to?
The answer is that they are in debt to private banks. The “cruel hoax”
is that governments are in debt for money created on a computer
screen, money they could have created themselves.

Money in the Land of Oz

The vast power acquired through this sleight of hand by a small
clique of men pulling the strings of government behind the scenes evokes
images from The Wizard of Oz, a classic American fairytale that has
become a rich source of imagery for financial commentators. In a
2002 article titled “Who Controls the Federal Reserve System?”, Victor
Thorn wrote:

In essence, money has become nothing more than illusion -- an
electronic figure or amount on a computer screen. . . . As time
goes on, we have an increasing tendency toward being sucked
into this Wizard of Oz vortex of unreality [by] magician-priests
that use the illusion of money as their control device.!?

Christopher Mark wrote in a series called “The Grand Deception”:

Welcome to the world of the International Banker, who like the
famous film, The Wizard of Oz, stands behind the curtain of
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orchestrated national and international policymakers and so-
called elected leaders.®

The late Murray Rothbard, an economist of the classical Austrian
School, wrote:
Money and banking have been made to appear as mysterious
and arcane processes that must be guided and operated by a
technocratic elite. They are nothing of the sort. In money, even
more than the rest of our affairs, we have been tricked by a
malignant Wizard of Oz."

James Galbraith wrote in The New American Prospect:
We are left . . . with the thought that the Federal Reserve Board
does not know what it is doing. This is the “Wizard of Oz”
theory, in which we pull away the curtains only to find an old
man with a wrinkled face, playing with lights and loudspeakers.™

The analogies to The Wizard of Oz work for a reason. According
to later commentators, the tale was actually written as a monetary
allegory, at a time when the “money question” was a key issue in
American politics. In the 1890s, politicians were still hotly debating
who should create the nation’s money and what it should consist of.
Should it be created by the government, with full accountability to the
people? Or should it be created by private banks behind closed doors,
for the banks” own private ends?

William Jennings Bryan, the Populist candidate for President in
1896 and again in 1900, mounted the last serious challenge to the
right of private bankers to create the national money supply. According
to the commentators, Bryan was represented in Frank Baum’s 1900
book The Wonderful Wizard of Oz by the Cowardly Lion. The Lion
finally proved he was the King of Beasts by decapitating a giant spider
that was terrorizing everyone in the forest. The giant spider Bryan
challenged at the turn of the twentieth century was the Morgan/
Rockefeller banking cartel, which was bent on usurping the power to
create the nation’s money from the people and their representative
government.

Before World War 1, two opposing systems of political economy
competed for dominance in the United States. One operated out of
Wall Street, the New York financial district that came to be the symbol
of American finance. [ts most important address was 23 Wall Street,
known as the “House of Morgan.” ]. P. Morgan was an agent of
powerful British banking interests. The Wizards of Wall Sireet and
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the Old World bankers pulling their strings sought to establish a national
currency that was based on the “gold standard,” one created privately
by the financial elite who controlled the gold. The other system dated
back to Benjamin Franklin and operated out of Philadelphia, the
country’s first capital, where the Constitutional Convention was held
and Franklin’s “Society for Political Inquiries” planned the
industrialization and public works that would free the new republic
from economic slavery to England." The Philadelphia faction favored
a bank on the model established in provincial Pennsylvania, where a
state loan office issued and lent money, collected the interest, and
returned it to the provincial government fo be used in place of taxes.
President Abraham Lincoln returned to the colonial system of
government-issued money during the Civil War; but he was
assassinated, and the bankers reclaimed control of the money machine.
The silent coup of the Wall Street faction culminated with the passage
of the Federal Reserve Act in 1913, something they achieved by
misleading Bryan and other wary Congressmen into thinking the
Federal Reserve was actually federal.

Today the debate over who should create the national money
supply is rarely heard, mainly because few people even realize it is an
issue. Politicians and economists, along with everybody else, simply
assume that money is created by the government, and that the
“inflation” everybody complains about is caused by an out-of-control
government running the dollar printing presses. The puppeteers
working the money machine were more visible in the 1890s than they
are today, largely because they had not yet succeeded in buying up
the media and cornering public opinion.

Economics is a dry and forbidding subject that has been made
intentionally complex by banking interests intent on concealing what
1s really going on. It is a subject that sorely needs lightening up, with
imagery, metaphors, characters and a plot; so before we get into the
ponderous details of the modern system of money-based-on-debt, we’ll
take an excursion back to a simpler time, when the money issues were
more obvious and were still a burning topic of discussion. The plot
line for The Wizard of Oz has been traced to the first-ever march on
Washington, led by an obscure Ohio businessman who sought to
persuade Congress to return to Lincoln’s system of government-issued
money in 1894. Besides sparking a century of protest marches and
the country’s most famous fairytale, this little-known visionary and
the band of unemployed men he led may actually have had the solution
to the whole money problem, then and now . . ..
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THE YELLOW BRICK ROAD:
FROM GOLD TO
FEDERAL RESERVE NOTES

“Did you bring your broomstick?”

“No, I'm afraid | didn’t.”

“Then you’'ll have 1o walk. . . . It’s always best to start at
the beginning . . . all you do is follow the Yellow Brick
Road.”

-- The Wizard of Oz (1939 film)




Chapter 1
LESSONS FROM
THE WIZARD OF OZ

“The great Oz has spoken! Pay no attention to that man
behind the curtain! 1 am the great and powerful Wizard of Oz!”

E refreshing contrast to the impenetrable writings of econo-
ists, the classic fairytale The Wizard of Oz has delighted young
and old for over a century. It was first published by L. Frank Baum as
The Wonderful Wizard of Oz in 1900. In 1939, it was made into a hit
Hollywood movie starring Judy Garland, and later it was made into
the popular stage play The Wiz. Few of the millions who have en-
joyed this charming tale have suspected that its imagery was drawn
from that most obscure and tedious of subjects, banking and finance.
Fewer still have suspected that the real-life folk heroes who inspired
its plot may have had the answer to the financial crisis facing the
country today!

The economic allusions in Baum’s tale were first observed in 1964
by a schoolteacher named Henry Littlefield, who called the story “a
parable on Populism,” referring to the People’s Party movement chal-
lenging the banking monopoly in the late nineteenth century.! Other
analysts later picked up the theme. Economist Hugh Rockoff, writing
in the Journal of Political Economy in 1990, called the story a “mon-
etary allegory.”? Professor Tim Ziaukas, writing in 1998, stated:

“The Wizard of Oz” . . . was written at a time when American
society was consumed by the debate over the “financial
question,” that is, the creation and circulation of money. ... The
characters of “The Wizard of Oz” represented those deeply
involved in the debate: the Scarecrow as the farmers, the Tin
Woodman as the industrial workers, the Lion as silver advocate
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William Jennings Bryan and Dorothy as the archetypal American
girl.?

The Germans established the national fairytale tradition with
Grimm’s Fairy Tales, a collection of popular folklore gathered by the
Brothers Grimm specifically to reflect German populist traditions and
national values® Baum’s tale did the same thing for the American
populist (or people’s) tradition. The Wizard of Oz has been called
“the first truly American fairytale.”®> It was all about people power,
manifesting your dreams, finding what you wanted in your own
backyard. According to Littlefield, the march of Dorothy and her
friends to the Emerald City to petition the Wizard of Oz for help was
patterned after the 1894 march from Ohio to Washington of an
“Industrial Army” led by Jacob Coxey, urging Congress to return to
the system of debt-free government-issued Grenbacks initiated by
Abraham Lincoln. The march of Coxey’s Army on Washington began
a long tradition of people taking to the streets in peaceful protest when
there seemed no other way to voice their appeals. As Lawrence
Goodwin, author of The Populist Moment, described the nineteenth
century movement to change the money system:

[T]here was once a time in history when people acted. . . .
[Flarmers were trapped in debt. They were the most oppressed
of Americans, they experimented with cooperative purchasing
and marketing, they tried to find their own way out of the strangle
hold of debt to merchants, but none of this could work if they
couldn’t get capital. So they had to turn to politics, and they
had to organize themselves into a party. ... [T]he populists didn’t
just organize a political party, they made a movement. They
had picnics and parties and newsletters and classes and courses,
and they taught themselves, and they taught each other, and
they became a group of people with a sense of purpose, a group
of people with courage, a group of people with dignity.®
Like the Populists, Dorothy and her troop discovered that they
had the power to solve their own problems and achieve their own
dreams. The Scarecrow in search of a brain, the Tin Man in search of
a heart, the Lion in search of courage actually had what they wanted
allalong. When the Wizard’s false magic proved powerless, the Wicked
Witch was vanquished by a defenseless young girl and her little dog.
When the Wizard disappeared in his hot air balloon, the unlettered
Scarecrow took over as leader of Oz.
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The Wizard of Oz came to embody the American dream and the
American national spirit. In the United States, the land of abundance,
all you had to do was to realize your potential and manifest it. That
was one of the tale’s morals, but it also contained a darker one, a
message for which its imagery has become a familiar metaphor: that
there are invisible puppeteers pulling the strings of the puppets we see
on the stage, in a show that is largely illusion.

The March on Washington
That Inspired the March on Oz

The 1890s were plagued by an economic depression that was nearly
as severe as the Great Depression of the 1930s. The farmers lived like
serfs to the bankers, having mortgaged their farms, their equipment,
and sometimes even the seeds they needed for planting. They were
charged so much by a railroad cartel for shipping their products to
market that they could have more costs and debts than profits. The
farmers were as ignorant as the Scarecrow of banking policies; while
in the cities, unemployed factory workers were as frozen as the Tin
Woodman from the lack of a free-flowing supply of money to “oil”
the wheels of industry. In the early 1890s, unemployment had reached
20 percent. The crime rate soared, families were torn apart, racial
tensions boiled. The nation was in chaos. Radical party politics thrived.

In every presidential election between 1872 and 1896, there was a
third national party running on a platform of financial reform. Typi-
cally organized under the auspices of labor or farmer organizations,
these were parties of the people rather than the banks. They included
the Populist Party, the Greenback and Greenback Labor Parties, the
Labor Reform Party, the Antimonopolist Party, and the Union Labor
Party. They advocated expanding the national currency to meet the
needs of trade, reform of the banking system, and democratic control
of the financial system.”

Money reform advocates today tend to argue that the solution to
the country’s financial woes is to return to the “gold standard,” which
required that paper money be backed by a certain weight of gold bul-
lion. But to the farmers and laborers who were suffering under its
yoke in the 1890s, the gold standard was the problem. They had been
there and done it and knew it didn’t work. William Jennings Bryan
called the bankers’ private gold-based money a “cross of gold.” There
was simply not enough gold available to finance the needs of an ex-
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panding economy. The bankers made Joans in notes backed by gold
and required repayment in notes backed by gold; but the bankers con-
trolled the gold, and its price was subject to manipulation by specula-
tors. Gold’s price had increased over the course of the century, while
the prices laborers got for their wares had dropped. People short of
gold had to borrow from the bankers, who periodically contracted the
money supply by calling in loans and raising interest rates. The result
was “tight” money - insufficient money to go around. Like in a game
of musical chairs, the people who came up short wound up losing
their homes to the banks.

The solution of Jacob Coxey and his Industrial Army of destitute
unemployed men was to augment the money supply with government-
issued United States Notes. Popularly called “Greenbacks,” these
federal dollars were first issued by President Lincoln when he was
faced with usurious interest rates in the 1860s. Lincoln had foiled the
bankers by funding the government with U.S. Notes that did not accrue
interest and did not have to be paid back to the banks. The same sort
of debt-free paper money had financed a long period of colonial
abundance in the eighteenth century, until King George forbade the
colonies from issuing their own currency. The money supply had
then shrunk, precipitating a depression that led to the American
Revolution.

To remedy the tight-money problem that resulted when the
Greenbacks were halted after Lincoln’s assassination, Coxey proposed
that Congress should increase the money supply with a further $500
million in Greenbacks. This new money would be used to redeem the
federal debt and to stimulate the economy by putting the unemployed
to work on public projects® The bankers countered that allowing the
government to issue money would be dangerously inflationary. What
they failed to reveal was that their own paper banknotes were
themselves highly inflationary, since the same gold was “lent” many
times over, effectively counterfeiting it; and when the bankers lent
their paper money to the government, the government wound up
heavily in debt for something it could have created itself. But those
facts were buried in confusing rhetoric, and the bankers’ “gold
standard” won the day.
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The Silver Slippers: The Populist Solution
to the Money Question

The Greenback Party was later absorbed into the Populist Party,
which took up the cause against tight money in the 1890s. Like the
Greenbackers, the Populists argued that money should be issued by
the government rather than by private banks. William Jennings Bryan,
the Populists” loquacious leader, gave such a stirring speech at the
Democratic convention that he won the Democratic nomination for
President in 1896. Outgoing President Grover Cleveland was also a
Democrat, but he was an agent of J. P. Morgan and the Wall Street
banking interests. Cleveland favored money that was issued by the
banks, and he backed the bankers’ gold standard. Bryan was op-
posed to both. He argued in his winning nomination speech:

We say in our platform that we believe that the right to coin
money and issue money is a function of government. . . . Those who
are opposed to this proposition tell us that the issue of paper
money is a function of the bank and that the government ought
to go out of the banking business. I stand with Jefferson . .. and
tell them, as he did, that the issue of money s a function of the
government and that the banks should go out of the governing business.

.. [W]hen we have restored the money of the Constitution, all
other necessary reforms will be possible, and . . . until that is
done there is no reform that can be accomplished.

He concluded with these famous lines:

You shall not press down upon the brow of labor this crown of
thorns, you shall not crucify mankind upon a cross of gold.’

Since the Greenbackers’ push for government-issued paper money
had failed, Bryan and the “Silverites” proposed solving the liquidity
problem in another way. The money supply could be supplemented
with coins made of silver, a precious metal that was cheaper and more
readily available than gold. Silver was considered to be “the money of
the Constitution.” The Constitution only referred to the “dollar,” but
the dollar was understood to be a reference to the Spanish milled silver
dollar coin then in common use. The slogan of the Silverites was “16
to 1”: 16 ounces of silver would be the monetary equivalent of 1 ounce
of gold. Ounces is abbreviated oz, hence “Oz.” The Wizard of the
Gold Ounce (Oz) in Washington was identified by later commentators
as Marcus Hanna, the power behind the Republican Party, who
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controlled the mechanisms of finance in the administration of President
William McKinley . (Karl Rove, political adviser to President George
Bush Jr., reportedly took Hanna for a role model.")

Frank Baum, the journalist who turned the politics of his day into
The Wonderful Wizard of Oz, marched with the Populist Party in
support of Bryan in 1896. He is said to have had a deep distrust of
big-city financiers. But when his dry goods business failed, he bought
a Republican newspaper, which had to have a Republican message to
retain its readership.”?> That may have been why the Populist message
was so deeply buried in symbolism in his famous fairytale. Like Lewis
Carroll, who began his career writing uninspiring tracts about
mathematics and politics and wound up satirizing Victorian society
in Alice’s Adventures in Wonderland, Baum was able to suggest in a
children’s story what he could not say in his editorials. His book
contained many subtle allusions to the political and financial issues of
the day. The story’s inspirational message was a product of the times
as well. Commentators trace it to the theosophical movement, of which
Baum was an active member.® Newly-imported from India, it held
that reality is a construct of the mind. What you want is already
yours; you need only to believe it, to “realize” it or “make it real.”

Looking at the plot of this familiar fairytale, then, through the lens
of the contemporary movements that inspired it . . ..

An Allegory of Money, Politics
and Believing in Yourself

The story begins on a barren Kansas farm, where Dorothy lives
with a very sober aunt and uncle who “never laughed” (the 1890s
depression that hit the farmers particularly hard). A cyclone comes
up, carrying Dorothy and the house into the magical world of Oz (the
Amerjcan dream that might have been). The house lands on the
Wicked Witch of the East (the Wall Street bankers and their man Grover
Cleveland), who has kept the Munchkins (the farmers and factory
workers) in bondage for many years.

For killing the Wicked Witch, Dorothy is awarded magic silver
slippers (the Populist silver solution to the money crisis) by the Good
Witch of the North (the North was then a Populist stronghold). In the
1939 film, the silver slippers would be transformed into ruby slippers
to show off the cinema’s new technicolor abilities; but the monetary
imagery Baum suggested was lost. The silver shoes had the magic
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power to solve Dorothy’s dilemma, just as the Silverites thought that
expanding the money supply with silver coins would solve the problems
facing the farmers.

Dorothy wanted to get back to Kansas but was unaware of the
power of the slippers on her feet, 5o she set out to the Emerald City to
seek help from the Wizard of Oz (the apparently all-powerful President,
whose strings were actually pulled by financiers concealed behind a
curtain).

“The road to the City of Emeralds is paved with yellow brick,” she
was told, “so you cannot miss it.” Baum’s contemporary audience,
wrote Professor Ziaukas, could not miss it either, as an allusion to the
gold standard that was then a hot topic of debate.* Like the Emerald
City and the Great and Powerful Oz himself, the yellow brick road
would turn out to be an illusion. In the end, what would carry Dorothy
home were silver slippers.

On her journey down the yellow brick road, Dorothy was first
joined by the Scarecrow in search of a brain (the naive but intelligent
farmer kept in the dark about the government’s financial policies),
and then by the Tin Woodman in search of a heart (the factory worker
frozen by unemployment and dehumanized by mechanization).
Littlefield commented:

The Tin Woodman . . . had been put under a spell by the Witch
of the East. Once an independent and hard working human
being, the Woodman found that each time he swung his axe it
chopped off a different part of his body. Knowing no other
trade he “worked harder than ever,” for Juckily in Oz tinsmiths
can repair such things. Soon the Woodman was all tin. In this
way Eastern witchcraft dehumanized a simple laborer so that
the faster and better he worked the more quickly he became a
kind of machine. Here is a Populist view of evil Eastern
influences on honest labor which could hardly be more pointed.

The Eastern witcheraft that had caused the Woodman to chop off
parts of his own body reflected the dark magic of the Wall Street bank-
ers, whose “gold standard” allowed less money into the system than
was collectively owed to the banks, causing the assets of the laboring
classes to be systematically devoured by debt.

The fourth petitioner to join the march on Oz was the Lion in
search of courage. According to Littlefield, he represented the orator
Bryan himself, whose roar was mighty like the king of the forest but
who lacked political power. Bryan was branded a coward by his
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opponents because he was a pacifist and anti-imperialist at a time of
American expansion in Asia. The Lion became entranced and fell
asleep in the Witch’s poppy field, suggesting Bryan’s tendency to get
side-tracked with issues of American imperialism stemming from the
Opium Wars. Since Bryan led the “Populist” or “People’s” Party, the
Lion also represented the people, collectively powerful but entranced
and unaware of their strength.

In the Emerald City, the people were required to wear green-colored
glasses attached by a gold buckle, suggesting green paper money
shackled to the gold standard. To get to her room in the Emerald
Palace, Dorothy had to go through 7 passages and up 3 flights of
stairs, an allusion to the “Crime of '73,” the congressional Act that
changed the money system from bimetallism (paper notes backed by
both gold and silver) to an exclusive gold standard. The Crime of ‘73
proved to all Populists that Congress and the bankers were in
collusion.’®

Dorothy and her troop presented their requests to the Wizard,
who demanded that they first vanquish the Wicked Witch of the West,
representing the McKinley/Rockefeller faction in Ohio (then consid-
ered a Western state). The financial powers of the day were the Mor-
gan/Wall Street/Cleveland faction in the East (the Wicked Witch of
the East) and this Rockefeller-backed contingent from Ohio, the state
of McKinley, Hanna, and Rockefeller’s Standard Oil cartel. Hanna
was an industrialist who was a high school friend of John D. Rockefeller
and had the financial backing of the oil giant.'®

Dorothy and her friends learned that the Witch of the West had
enslaved the Yellow Winkies and the Winged Monkeys (an allusion to
the Chinese immigrants working on the Union-Pacific railroad, the
native Americans banished from the northern woods, and the Filipinos
denied independence by McKinley). Dorothy destroyed the Witch by
melting her with a bucket of water, suggesting the rain that would
reverse the drought, and the financial liquidity that the Populist solution
would bring to the land. As one nineteenth century commentator put
it, “Money and debt are as opposite in nature as fire and water; money
extinguishes debt as water extinguishes fire.”"

When Dorothy and her troop got lost in the forest, she was told to
call the Winged Monkeys by using a Golden Cap she had found in the
Witch’s cupboard. When the Winged Monkeys came, their leader
explained that they were once a free and happy people; but they were
now “three times the slaves of the owner of the Golden Cap, whosoever
he may be” (the bankers and their gold standard). When the Golden
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Cap fell into the hands of the Wicked Witch of the West, the Witch
had made them enslave the Winkies and drive Oz himself from the
Land of the West.

Dorothy used the power of the Cap to have her band of pilgrims
flown to the Emerald City, where they discovered that the “Wizard”
was only a smoke and mirrors illusion operated by a little man behind
a curtain. A dispossessed Nebraska man himself, he admitted to be-
ing a "humbug” without real power. “One of my greatest fears was
the Witches,” he said, “for while | had no magical powers at all I soon
found out that the Witches were really able to do wonderful things.”

If the Wizard and his puppet were Marcus Hanna and William
McKinley, who were the Witches they feared? Behind the Wall Street
bankers were powerful British financiers, who funded the Confeder-
ates in the Civil War and had been trying to divide and conquer
America economically for over a century. Patriotic Americans had
regarded the British as the enemy ever since the American Revolu-
tion. McKinley was a protectionist who favored high tariffs to keep
these marauding British free-traders out. When he was assassinated
in 1901, no conspiracy was proved; but some suspicious commenta-
tors saw the invisible hand of British high finance at work.’®

The Wizard lacked magical powers but was a very good
psychologist, who showed the petifioners that they had the power to
solve their own problems and manifest their own dreams. The
Scarecrow just needed a paper diploma to realize he had a brain. For
the Tin Woodman, it was a silk heart; for the Lion, an elixir for courage.
The Wizard offered to take Dorothy back to Kansas in his hot air
balloon, but the balloon took off before she could get on board. Dorothy
and her friends then set out to find Glinda the Good Witch of the
South, who they were told could help Dorothy find her way home.

On the way they faced various challenges, including a great spider
that ate everything in its path and kept everyone unsafe as long as it
was alive. The Lion (the Populist leader Bryan) welcomed this chance
to test his new-found courage and prove he was indeed the King of
Beasts. He decapitated the mighty spider with his paw, just as Bryan
would have toppled the banking cartel if he had won the Presidency.

The group finally reached Glinda, who revealed that Dorothy too
had the magic tokens she needed all along: the Silver Shoes on her feet
would take her home. But first, said Glinda, Dorothy must give up
the Golden Cap (the bankers’ restrictive gold standard that had
enslaved the people).

19




Chapter 1 - Lessons from the Wizard of Oz

The moral also worked for the nation itself. The economy was
deep in depression, but the country’s farmlands were still fertile and
its factories were ready to roll. Its entranced people merely lacked the
paper tokens called “money” that would facilitate production and
trade. The people had been deluded into a belief in scarcity by defining
their wealth in terms of a scarce commodity, gold. The country’s true
wealth consisted of its goods and services, its resources and the
creativity of its people. Like the Tin Woodman in need of oil, all it
needed was a monetary medium that would allow this wealth to flow
freely, circulating from the government to the people and back again,
without being perpetually drained into the private coffers of the
bankers.

Sequel to Oz

The Populists did not achieve their goals, but they did prove thata
third party could influence national politics and generate legislation.
Although Bryan the Lion failed to stop the bankers, Dorothy’s proto-
type Jacob Coxey was still on the march. In a plot twist that would be
considered contrived if it were fiction, he reappeared on the scene in
the 1930s to run against Franklin D. Roosevelt for President, at a time
when the “money question” had again become a burning issue. In
one five-year period, over 2,000 schemes for monetary reform were
advanced. Needless to say, Coxey lost the election; but he claimed
that his Greenback proposal was the model for the “New Deal,”
Roosevelt’s plan for putting the unemployed to work on government
projects to pull the country out of the Depression. The difference was
that Coxey’s plan would have been funded with debt-free currency
issued by the government, on Lincoln’s Greenback model. Roosevelt
funded the New Deal with borrowed money, indebting the country
to a banking cartel that was surreptitiously creating the money out of
thin air, just as the government itself would have been doing under
Coxey’s plan without accruing a crippling debt to the banks.

After World War I, the money question faded into obscurity.
Today, writes British economist Michael Rowbotham, “The surest way
to ruin a promising career in economics, whether professional or
academic, is to venture into the ‘cranks and crackpots” world of
suggestions for reform of the financial system.”" Yet the claims of
these cranks and crackpots have consistently proven to be correct.
The U.S. debt burden has mushroomed out of control, until just the
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interest on the federal debt now threatens to be a greater tax burden
than the taxpayers can afford. The gold standard precipitated the
problem, but unbuckling the dollar from gold did not solve it. Rather,
it caused worse financial ills. Expanding the money supply with
increasing amounts of “easy” bank credit just put increasing amounts
of money in the bankers” pockets, while consumers sank further into
debt. The problem proved to be something more fundamental: it was
in who extended the nation’s credit. As long as the money supply was
created as a debt owed back to private banks with interest, the nation’s
wealth would continue to be drained off into private vaults, leaving
scarcity in its wake.

Today’s monetary allegory goes something like this: the dollar is a
national resource that belongs to the people. [t was an original inven-
tion of the early American colonists, a new form of paper currency
backed by the “full faith and credit” of the people. But a private bank-
ing cartel has taken over its issuance, turning debt into money and
demanding that it be paid back with interest. Taxes and a crushing
federal debt have been imposed by a financial ruling class that keeps
the people entranced and enslaved. In the happy storybook ending to
the tale, the power to create money is returned to the people, and
abundance returns to the land. But before we get there, the Yellow
Brick Road takes us through the twists and turns of history and the

writings and insights of a wealth of key players. We're off to see the
Wizard . . ..
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Chapter 2
BEHIND THE CURTAIN:
THE FEDERAL RESERVE

AND THE FEDERAL DEBT

“Orders are — nobody can see the Great Oz! Not nobody — not
nohow! . . . He's in conference with himself on account of this trouble
with the Witch. And even if he wasn't you wouldn’t have been able
to see him anyway on account of nobody has - not even us in the
Palace!”

- The Wizard of Oz,
“The Guardian of the Gates”

he Federal Reserve did not yet exist when Frank Baum

wrote The Wonderful Wizard of Oz, but the book’s image of
an all-too-human wizard acting behind a curtain of secrecy has been
a favorite metaphor for the Fed’s illustrious Chairman, who has been
called the world’s most powerful banker. Unlike the U.S. President,
who must worry about re-election every four years and can serve only
two terms, the head of the Fed can be reappointed indefinitely and
answers to no one. Alan Greenspan served for more than eighteen
years under four Presidents before he retired. In a 2001 article titled
“Greenspan: Financial Wizard of Oz,” journalist Paul Sperry wrote of
that long-standing Chairman:

You may think that congress - and therefore the people - can
control him. But all lawmakers can do is call him to testify
periodically . . . . The hearings are an exercise in futility, not
accountability, because Greenspan just obfuscates till everyone
is bored silly. You may think that the press can pin him down.
In fact, we have no access to him. No press conferences or
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interviews are allowed. The high priest is untouchable in his
marble temple here on Constitution Avenue.’

Sperry quoted another Fed-watcher, who remarked:

Here’s this guy, projecting this huge brain, and everyone’s in
awe of him. But pull back the curtain and there’s just this little
man frantically pulling at levers to maintain the image of an
intellectual giant.?

Why must the Federal Reserve act behind a curtain of secrecy,
independent of congressional oversight and control? Supposedly this
is necessary so that it can take actions that are in the best interests of
the economy although they might be unpopular with voters. But as
Wright Patman, Chairman of the House Banking and Currency Com-
mittee, pointed out in the 1960s, Congress makes decisions every day
that are unpopular, including raising taxes, cutting programs, and
increasing expenditures; yet it does so after open debate, in the demo-
cratic way. Why can’t the Fed’s Chairman, who doesn’t even have to
worry about re-election, lay his cards on the table in the same way?

The Wizard of Oz could no doubt have answered that question:
the whole money game is sleight of hand, and it depends on deception
to work.

A Game of Smoke and Mirrors

[llusion surrounding the Federal Reserve begins with its name. The
Federal Reserve is not actually federal, and it keeps no reserves — at
least, not in the sense most people think. No gold or silver backs its
Federal Reserve notes (our dollar bills). A booklet published by the
Federal Reserve Bank of New York states:

Currency cannot be redeemed, or exchanged, for Treasury gold
or any other asset used as backing. The question of just what
assets “back” Federal Reserve notes has little but bookkeeping
significance.

Although the Federal Reserve is commonly called the “Fed,” con-
fusing it with the U.S. government, it is actually a private corpora-
tion.* It is so private that its stock is not even traded on the stock
exchange. The government doesn’t own it. You and I can’t own it. It
is owned by a consortium of private banks, the biggest of which are
Citibank and J. . Morgan Chase Company. These two mega-banks
are the financial cornerstones of the empires built by J. P. Morgan and
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John D. Rockefeller, the “Robber Barons” who orchestrated the Fed-
eral Reserve Act in 1913. (More on this in Chapter 13.)

As for keeping “reserves,” Wright Patman decided to see for him-
self. Having heard that Federal Reserve Banks hold large amounts of
cash, he visited two regional Federal Reserve banks, where he was led
into vaults and shown great piles of government securities (1.O.U.s
representing debt).! When he asked to see their cash, the bank offi-
cials seemed confused. He repeated the request, only to be shown
some ledgers and bank checks. Patman wrote:

The cash, in truth, does not exist and never has existed. What
we call “cash reserves” are simply bookkeeping credits entered
upon the ledgers of the Federal Reserve Banks. These credits are
created by the Federal Reserve Banks and then passed along
through the banking system.’

Where did the Federal Reserve get the money to acquire all the
government bonds in its vaults? Patman answered his own rhetorical
question:

It doesn’t get money, it creates it. 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. [When] the recipient of the check wants cash, then the
Federal Reserve can oblige him by printing the cash — Federal
Reserve notes — which the check receiver’s commercial bank
can hand over to him. The Federal Reserve, in short, is a tolal
money-making machine.®

Turning Debt Into Money

Although the Federal Reserve is indispensable to the bankers’
money-making machine, the dollar bills it creates represent only a very
small portion of the money supply. Most money today is created neither
by the government nor by the Federal Reserve but by private commercial
banks. The “money supply” is defined as the entire quantity of bills,
coins, loans, credit, and other liquid instruments in a country’s economy.

" A ”security” is a type of transferable interest representing financial value.
The securities composing the federal debt consist of U.5. Treasury bills (or T-
bills -- securities which mature in a year or less), Treasury notes (which mature
in two to ten years), and Treasury bonds (which mature in ten years or longer).
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“Liquid” instrurments are those that are easily convertible into cash.
The American money supply is officially divided into M1, M2, and
M3. Only M1 is what we usually think of as money - coins, dollar
bills, and the money in our checking accounts. M2 is M1 plus savings
accounts, money market funds, and other individual or “small” time
deposits. (The “money market” is the trade in short-term, low-risk
securities, such as certificates of deposit and U.S. Treasury notes.) M3
is M1 and M2 plus institutional and other larger time deposits
(including institutional money market funds) and eurodollars
(American dollars circulating abroad).

In 2005, M1 (coins, dollar bills and checking account deposits)
tallied in at $1.4 trillion. Federal Reserve Notes in circulation came to
$758 billion, but about 70 percent of those circulated overseas, bringing
the figure down to $227.5 billion in use in the United States.” The U.S.
Mint reported that in September 2004, circulating collections of coins
came to only $993 million, or just under $1 billion.8 M3 (the largest
measure of the money supply) was $9.7 trillion in 2005.° Thus coins
made up only about one one-thousandth of the total money supply
(M3), and tangible currency in the form of coins and Federal Reserves
Notes (dollar bills) together made up only about 2.4 percent of it. The
other 97.6 percent magically appeared from somewhere else. This was the
money Wright Patman said was created by banks when they make
loans.

The mechanics of money creation were explained in a revealing
booklet published by the Chicago Federal Reserve in the 1960s, called
“Modern Money Mechanics: A Workbook on Bank Reserves and
Deposit Expansion.”" The booklet is a gold mine of insider information
and will be explored at length later, but here are some highlights. It
begins, “The purpose of this booklet is to describe the basic process of
money creation in a ‘tractional reserve’ banking system. . . . The actual
process of money creation takes place primanily in banks.” The Chicago
Fed states:

[Banks] do not really pay out loans from the money they recerve as
deposits. If they did this, no additional money would be crealed.
What they do when they make loans is to accept promissory
notes in exchange for credits to the borrowers’ transaction
accounts.
The booklet explains that money creation is done by “building
up” deposits, and that this is done by making loans. Contrary to
popular belief, then, loans becorne deposits rather than the reverse.
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The Chicago Fed stated:

[B]anks can build up deposits by increasing loans and
investments so long as they keep enough currency on hand to
redeem whatever amounts the holders of deposits want to
convert into currency. This unique attribute of the banking
business was discovered many centuries ago. It started with
goldsmiths . . ..

The “unique attribute” the goldsmiths discovered was that they
could issue and lend paper receipts for the same gold many times
over, so long as they kept enough gold in “reserve” for any depositors
who might come for their money. This sleight of hand was what
came to be known as “fractional reserve” banking.

The Shell Game of the Goldsmiths Becomes
“Fractional Reserve” Banking

In seventeenth century Europe, trade was conducted primarily in
gold and silver coins. Coins were durable and had value in them-
selves, but they were hard to transport in bulk and could be stolen if
not kept under lock and key. Many people therefore deposited their
coins with the goldsmiths, who had the strongest safes in town. The
goldsmiths issued convenient paper receipts that could be traded in
place of the bulkier coins they represented. These receipts were also
used when people who needed coins came to the goldsmiths for loans.

The mischief began when the goldsmiths noticed that only about
10 to 20 percent of their receipts came back to be redeemed in gold at
any one time. They could safely “lend” the gold in their strongboxes
at interest several times over, as long as they kept 10 to 20 percent of
the value of their outstanding loans in gold to meet the demand. They
thus created “paper money” (receipts for loans of gold) worth several
times the gold they actually held. They typically issued notes and
made loans in amounts that were four to five times their actual supply
of gold. At an interest rate of 20 percent, the same gold lent five times
over produced a 100 percent return every year - on gold the gold-
smiths did not actually own and could not legally lend at all! If they
were careful not to overextend this “credit,” the goldsmiths could thus
become quite wealthy without producing anything of value themselves.
Since more money was owed back than the townspeople as a whole
possessed, the wealth of the town and eventually of the country was
siphoned into the vaults of these goldsmiths-turned-bankers, while
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the people fell progressively into their debt."

If a landlord had rented the same house to five people at one time
and pocketed the money, he would quickly have been jailed for fraud.
But the goldsmiths had devised a system in which they traded, not
things of value, but paper receipts for them. The system was called
“fractional reserve” banking because the gold held in reserve was a
mere fraction of the banknotes it supported. In 1934, Elgin Groseclose,
Director of the Institute for International Monetary Research, would
wryly observe:

A warehouseman, taking goods deposited with him and devoting
them to his own profit, either by use or by loan to another, is
guilty of a tort, a conversion of goods for which he is liable in
civil, it not in criminal, law. By a casuistry which is now elevated
into an economic principle, but which has no defenders outside
the realm of banking, a warehouseman who deals in money is
subject to a diviner law: the banker is free to use for his private
interest and profit the money left in trust. . . . He may even go
turther. He may create fictitious deposits on his books, which shall
rank equally and ratably with actual deposits in any division of assels
in case of liquidation.’?

A tort is a wrongdoing for which a civil action may be brought for
damages. Conversion is treating someone else’s property as one’s own.
Another tort that has been applied to this sleight of hand is fraud,
defined in Black’s Law Dictionary as “a false representation of a mat-
ter of fact, whether by words or by conduct, by false or misleading
allegations, or by concealment of that which should have been dis-
closed, which deceives and is intended to deceive another so that he
shall act upon it to his legal injury.” That was the term used by the
court in a landmark Minpesota lawsuit in 1969 . . . .

Taking It to Court

First National Bank of Montgomery vs. Daly was a courtroom
drama worthy of a movie script. Defendant Jerome Daly opposed the
bank’s foreclosure on his $14,000 home mortgage loan on the ground
that there was no consideration for the Joan. “Consideration” (“the
thing exchanged”) is an essential element of a contract. Daly, an at-
torney representing himself, argued that the bank had put up no real
money for his loan.
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The courtroom proceedings were recorded by Associate Justice Bill
Drexler, whose chief role, he said, was to keep order in a highly charged
courtroom where the attorneys were threatening a fist fight. Drexler
hadn’t given much credence to the theory of the defense, until Mr.
Morgan, the bank’s president, took the stand. To everyone’s surprise,
Morgan admitted that the bank routinely created money “out of thin
air” for its Joans, and that this was standard banking practice.

“It sounds like fraud to me,” intoned Presiding Justice Martin
Mahoney amid nods from the jurors. In his court memorandum, Jus-
tice Mahoney stated:

Plaintiff admitted that it, in combination with the Federal Reserve
Bank of Minneapolis, . . . did creale the entire $14,000.00 in money
and credit upon its own books by bookkeeping entry. That this was
the consideration used to support the Note dated May 8, 1964
and the Mortgage of the same date. The money and credit first
came into existence when they created it. Myr. Morgan admitted
that no United States Law or Statute existed which gave him the
right to do this. A lawful consideration must exist and be tendered o
support the Note.

The court rejected the bank’s claim for foreclosure, and the defen-
dant kept his house. To Daly, the implications were enormous. If
bankers were indeed extending credit without consideration - without
backing their loans with money they actually had in their vaults and
were entitled to lend - a decision declaring their Joans void could topple
the power base of the world. He wrote in a local news article:

This decision, which is legally sound, has the effect of declaring
all private mortgages on real and personal property, and all U.S.
and State bonds held by the Federal Reserve, National and State
banks to be null and void. This amounts to an emancipation of
this Nation from personal, national and state debt purportedly
owed to this banking system. Every American owes it to himself
... to study this decision very carefully . . . for upon it hangs the
question of freedom or slavery.™

Needless to say, the decision failed to change prevailing practice,
although it was never overruled. As for Justice Mahoney, he took the
rash step of threatening to prosecute and expose the bank. He died
less than six months after the Daly trial, in a mysterious accident that
appeared to involve poisoning.' Since that time, a number of defen-
dants have attempted to avoid loan defaults using the defense Daly
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raised; but they have met with only limited success. As one judge said
off the record, using a familiar Wizard of Oz metaphor:

If I let you do that - you and everyone else - it would bring the
whole system down. . .. [ cannot let you go behind the bar of the
bank. . . . We are not going behind that curtain!®

In an informative website called Money: What It Is, How It Works,
William Hummel writes that banks today account for only about 20
percent of total credit market debt. The rest is advanced by non-bank
financial institutions, including finance companies, pension funds,
mutual funds, insurance companies, and securities dealers. These in-
stitutions merely recycle pre-existing funds, either by borrowing at a
Jow interest rate and lending at a higher rate or by pooling the money
of investors and lending it to borrowers. In other words, they do what
most people think banks do: they borrow low and lend high, pocket-
ing the “spread” as their profit. Hummel explains that what banks
do is something quite different:

Banks are not ordinary intermediaries. Like non-banks, they
also borrow, but they do not lend the deposits they acquire. They
lend by crediting the borrower’s account with a new deposit . . .. The
accounts of other depositors remain intact and their deposits
fully available for withdrawal. Thus a bank loan increases the
total of bank deposits, which means an increase in the money supply.1®

[f the money supply is being increased, money is being created by
sleight of hand. What Elgin Groseclose called the “diviner law” of the
bankers allows them to magically pull money out of an empty hat.

The “Impossible Contract”

Failure of consideration and fraud are not the only possible grounds
on which the bankers’ fractional reserve loans might be challenged in
court. In theory, at least, they could also be challenged because they
are collectively impossible to perform. Under state civil codes, a con-
tract that is impossible to perform is void."” The impossibility in this
case arises because the banks create the principal but not the interest
needed to pay back their loans. The debtors scramble to find the inter-
est somewhere else, but there is never enough money to go around.
Like in a grand game of musical chairs, when the music stops some-
body has to default. In an 1850 treatise called The Importance of
Usury Laws, a writer named John Whipple did the math. He wrote:
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If 5 English pennies . . . had been [lent] at 5 per cent compound
interest from the beginning of the Christian era until the present
time (say 1850), it would amount in gold of standard fineness to
32,366,648,157 spheres of gold each eight thousand miles in
diameter, or as large as the earth.’®

Thirty-two billion earth-sized spheres! Such is the nature of
compound interest. It “compounds” in a parabolic curve that is
virtually flat at first but goes nearly vertical after 100 years. Debts
don’t usually grow to these extremes because most loans are for 30
years or less, when the curve remains relatively flat. But the premise
still applies: in a system in which money comes into existence only by
borrowing at interest, the system as a whole is always short of funds,
and somebody has to default.

Bernard Lietaer helped design the single currency system (the Euro)
as a European central banker and has authored several books on
monetary reform. He explains the interest problem like this:

When a bank provides you with a $100,000 mortgage, it creates
only the principal, which you spend and which then circulates
in the economy. The bank expects you to pay back $200,000
over the next 20 years, but it doesn’t create the second $100,000
— the interest. Instead, the bank sends you out into the tough
world to battle against everybody else to bring back the second
$100,000.

He concludes:

[G]reed and competition are not a result of immutable human
temperament . . . . [G]reed and fear of scarcity are in fact being
continuously created and amplified as a direct result of the kind of
money we are using. . . . [W]e can produce more than enough
food to feed everybody, and there is definitely enough work for
everybody in the world, but there is clearly not enough money
to pay for it all. The scarcity is in our national currencies. In facl,
the job of central banks is to create and maintain that currency scarcity.
The direct consequence is that we have to fight with each other in
order to survive.’
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The Money Supply and the Federal Debt

In hearings before the House Committee on Banking and Currency
in 1941, Wright Patman asked Marriner Eccles, then Governor of the
Federal Reserve Board, how the Federal Reserve got the money to buy
government bonds.

“We created it,” Eccles replied.

“Out of what?”

“Out of the right to issue credit money.”

“And there is nothing behind it, is there, except our government’s
credit?”

“That is what our money system is,” Eccles replied. “If there were
no debts in our money system, there wouldn’t be any money.”*

That explains why the federal debt never gets paid off. It hasn’t
been paid off since the presidency of Andrew Jackson nearly two
centuries ago. In all but five ftiscal years since 1961 (1969 and 1998
through 2001), in fact, the government has exceeded its projected
budget, adding to the national debt.* Economist John Kenneth
Galbraith wrote in 1975:

In numerous years following the [civil] war, the Federa)
Government ran a heavy surplus. [But] it could not pay off its
debt, retire its securities, because to do so meant there would be
no bonds to back the national bank notes. To pay off the debt was
to destroy the money supply.?

The federal debt has been the basis of the U.S. money supply ever
since the Civil War, when the National Banking Act authorized private
banks to issue their own banknotes backed by government bonds
deposited with the U.S. Treasury. (This complicated bit of chicanery
is explored in Chapter 9.)

When President Clinton announced “the largest budget surplus in
history” in 2000, and President Bush predicted a $5.6 trillion surplus
by the end of the decade, many people got the impression that the
federal debt had been paid off; but this was another illusion. Not only
did the $5.6 trillion budget “surplus” never materialize (it was just an
optimistic estimate projected over a ten-year period based on an
anticipated surplus for the year 2001 that never materialized), but it
entively ignored the principal owing on the federal debt. Like the deluded
consumer who makes the minimum monthly interest payment on his
credit card bill and calls his credit limit “cash on hand,” politicians
who speak of “balancing the budget” include in their calculations only
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the interest on the national debt. By 2000, when President Clinton
announced the largest-ever budget surplus, the federal debt had
actually topped $5 trillion; and by October 2005, when the largest-
ever projected surplus had turned into the largest-ever budget deficit,
the federal debt had mushroomed to $8 trillion. M3 was $9.7 trillion
the same year, not much more. It is hardly an exaggeration to say
that the money supply is the federal debl and cannot exist without it.
Commercial loans alone cannot sustain the money supply because
they zero out when they get paid back. In order to keep money in the
system, some major player has to incur substantial debt that never gets
paid back; and this role is played by the federal government.

That is one reason the federal debt can’t be paid off, but today
there is an even more compelling reason: the debt has simply grown
too large. To get some sense of the magnitude of an 8-plus triilion
dollar debt, if you took 7 trillion steps you could walk to the planet
Pluto, which is a mere 4 billion miles away.”? If the government were
to pay $100 every second, in 317 years it would have paid off only one
trillion dollars of debt. And that’s just for the principal. If interest
were added at the rate of only 1 percent compounded annually, the
debt could never be paid off in this way, because the debt would grow
faster than it was being repaid.* Paying an $8 trillion debt off in a
lump sum through taxation, on the other hand, would require in-
creasing the tax bill by more than $100,000 for every family of four, a
non-starter for most families.”

[n the 1980s, policymakers openly declared that "deficits don’t
matter.” The government could engage in “deficit spending” and
simply allow the debt to grow. This policy continues to be cited with
approval by policymakers today.”® The truth is that nobody even expects
the debt to be paid off, because it can’t be paid off - at least, it can’t while
money is created as a debt to private banks. The government doesn’t
have to pay the principal so long as it keeps “servicing” the debt by
paying the interest. But according to David M. Walker, Director of
the U.S. General Accounting Office and Comptroller General of the
United States, just the interest tab will soon be more than the taxpayers
can afford to pay. When the government can’t pay the interest, it will
have to renege on the debt, and the economy will collapse.”

How did we get into this boiling cauldron, and how can we get
out of it? The utopian vision of the early American colonists involved
a money system that was quite different from what we have today.
To understand what we lost and how we lost it, we’ll need to journey
back down the Yellow Brick Road to eighteenth century America . . .
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Chapter 3
EXPERIMENTS IN UTOPIA:
COLONIAL PAPER MONEY

AS LEGAL TENDER

Dorothy and her friends were at first dazzled by the brilliancy of
the wonderful City. The streets were lined with beautiful houses all
built of green marble and studded everywhere with sparkling emeralds.
They walked over a pavement of the same green marble, and where
the blocks were joined together were rows of emeralds, set closely,
and glittering in the brightness of the sun. . . . Everyone seemed
happy and contented and prosperous.

— The Wonderful Wizard of Oz,
“The Emerald City of Oz”

Frank Baum’s vision of a magical city shimmering in the sun
captured the utopian American dream. Walt Disney would
later pick up the vision with his castles in the clouds, the happily-
ever-after endings to romantic Hollywood fairytales. Baum, who was
Irish, may have been thinking of the Emerald Isle, the sacred land of
Ireland. The Emerald City also suggested the millennial visions of the
Biblical New Jerusalem and the “New Atlantis,” the name Sir Francis
Bacon gave to the New World.

The American colonies were an experiment in utopia. In an
uncharted territory, you could design new systems and make new
rules. Paper money was already in use in England, but it had fallen
into the hands of private bankers who were using it for private profit
at the expense of the people. In the American version of this new
medium of exchange, paper money was issued and lent by provincial
governments, and the proceeds were used for the benefit of the people.
The colonists’ new paper money financed a period of prosperity that
was considered remarkable for isolated colonies lacking their own
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silver and gold. By 1750, Benjamin Franklin was able to write of New
England:

There was abundance in the Colonies, and peace was reigning
on every border. It was diftficult, and even impossible, to find a
happier and more prosperous nation on all the surface of the
globe. Comfort was prevailing in every home. The people, in
general, kept the highest moral standards, and education was
widely spread.

Money as Credit

The distinction of being the first local government to issue its own
paper money went to the province of Massachusetts. The year was
1691, three years before the charter of the Bank of England. Jason
Goodwin, who tells the story in his 2003 book Greenback, writes that
Massachusetts’ buccaneer governor had led a daring assault on Quebec
in an attempt to drive the French out of Canada; but the assault had
failed. Militiamen and widows needed to be paid. The local merchants
were approached but had declined, saying they had other demands
on their money.

The idea of a paper currency had been suggested in 1650, in an
anonymous British pamphlet titled “The Key to Wealth, or, a New
Way for Improving of Trade: Lawfull, Easie, Safe and Effectual.” The
paper currency proposed by the pamphleteer, however, was modeled
on the receipts issued by London goldsmiths and silversmiths for the
precious metals left in their vaults for safekeeping. The problem for
the colonies was that they were short of silver and gold. They had to
use foreign coins to conduct trade; and since they imported more than
they exported, the coins were continually being drained off to England
and other countries, leaving the colonists without enough money for
their own internal needs. The Massachusetts Assembly therefore
proposed a new kind of paper money, a “bill of credit” representing
the government’s “bond” or I.O.U. - its promise to pay tomorrow on
a debt incurred today. The paper money of Massachusetts was backed
only by the “full faith and credit” of the government.!

Other colonies then followed suit with their own issues of paper
money. Some were considered government 1.O.U.s, redeemable later
in “hard” currency (silver or gold). Other issues were “legal tender”
in themselves. Legal tender is money that must legally be accepted in
the payment of debts. It is “as good as gold” in trade, without bearing

36




Web of Debt

debt or an obligation to redeem the notes in some other form of money
later.?

When confidence in the new paper money waned, Cotton Mather,
who was then the most famous minister in New England, came to its
defense. He argued:

Is a Bond or Bill-of-Exchange for £1000, other than paper? And
yet is it not as valuable as so much Silver or Gold, supposing the
security of Payment is sufficient? Now what is the security of
your Paper-money Jess than the Credit of the whole Country?*

Mather had redefined money. What it represented was not a sum
of gold or silver. It was credit: “the credit of the whole country.”

The Father of Paper Money

Benjamin Franklin was such an enthusiast for the new medium of
exchange that he has been called " the father of paper money.” Unlike
Cotton Mather, who went to Harvard at the age of 12, Franklin was
self-taught. He learned his trade on the job, and his trade happened
to be printing. In 1729, he wrote and printed a pamphlet called ”A
Modest Enquiry into the Nature and Necessity of a Paper-Currency,”
which was circulated throughout the colonies. It became very popular,
earning him contracts to print paper money for New Jersey,
Pennsylvania, and Delaware.*

Franklin wrote his pamphlet after observing the remarkable effects
that paper currency had had in stimulating the economy in his home
province of Pennsylvania. He said, “Experience, more prevalent than
all the togic in the World, has fully convinced usall, that [paper money]
has been, and is now of the greatest advantages to the country.” Paper
currency secured against future tax revenues, he said, turned
prosperity tomorrow into ready money today. The government did
not need gold to issue this currency, and it did not need to go into
debt to the banks. In America, the land of opportunity, this ready
money would allow even the poor to get ahead. Franklin wrote,
“Many that understand . . . Business very well, but have not a Stock
sufficient of their own, will be encouraged to borrow Money; to trade
with, when they have it at a moderate interest.” He also said, “The
riches of a country are to be valued by the quantity of labor its
inhabitants are able to purchase and not by the quantity of gold and
silver they possess.”
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When gold was the medium of exchange, money determined
production rather than production determining the money supply.
When gold was plentiful, things got produced. When it was scarce,
men were out of work and people knew want. The virtue of
government-issued paper scrip was that it could grow along with
productivity, allowing potential wealth to become real wealth. The
government could pay for services with paper receipts that were
basically community credits. In this way, the community actually created
supply and demand at the same time. The farmer would not farm, the
teacher would not teach, the miner would not mine, unless the funds
were available to compensate them for their labors. Paper “scrip”
underwrote the production of goods and services that would not
otherwise have been on the market. Anything for which there was a
buyer and a producer could be produced and traded. If A had what
B wanted, B had what C wanted, and C had what A wanted, they
could all get together and trade. They did not need the moneylenders’
gold, which could be hoarded, manipulated, or lent only at usurious
interest rates.

Representation Without Taxation

The new paper money did more than make the colonies
independent of the British bankers and their gold. [t actually allowed
the colonists to finance their local governments without taxing the people.
This development is traced in a 2002 article called “Representation
Without Taxation” by Alvin Rabushka, a senior fellow at the Hoover
Institution at Stanford University. He writes that there were two
main ways the colonies issued paper money. Most colonies used both,
in varying proportions. One was a direct issue of notes, usually called
“bills of credit” or “treasury notes.” These were [.O.U.s of the
government backed by specific future taxes. However, the payback
was deferred well into the future, and sometimes the funds never got
returned to the treasury at all. Like in a bathtub without a drain, the
money supply kept increasing without a means of recycling it back to
its source; but at least the funds were not owed back to private foreign
lenders, and no interest was due on them. They were just credits
issued and spent into the economy on goods and services.

The recycling problem was solved when a second method of issue
was devised. Colonial assemblies discovered that provincial loan offices
could generate a steady stream of revenue in the form of interest by
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taking on the lending functions of banks. A government loan office called
a “land bank” would issue paper money and lend it to residents
(usually farmers) at low rates of interest. The loans were secured by
mortgages on real property, silver plate, and other hard assets.
Franklin wrote, ”Bills issued upon Land are in Effect Coined Land.”
New money issued and lent to borrowers came back to the loan office
on a regular payment schedule, preventing the money supply from
over-inflating and keeping the values of paper loan-office bills stable
in terms of English sterling. The interest paid on the Joans also went
into the public coffers, funding the government. Colonies relying on
this method of issuing paper money thus wound up with more stable
currencies than those relying heavily on new issues of bills of credit.

The most successful loan offices were in the middle colonies -
Pennsylvania, Delaware, New York and New Jersey. The model that
earned the admiration of all was the loan office established in
Pennsylvania in 1723. The Pennsylvania plan showed that it was
quite possible for the government to issue new money in place of taxes
without inflating prices. From 1723 unti] the French and Indian War
in the 1750s, the provincial government collected no taxes at all. The
loan office was the province’s chief source of revenue, supplemented
by import duties on liquor. During this period, Pennsylvania wholesale
prices remained stable. The currency depreciated by 21 percent against
English sterling, but Rabushka shows that this was due to external
trade relations rather than to changes in the quantity of currency in
circulation.®

Before the loan office came to the rescue, Pennsylvania had been
losing both business and residents due to a lack of available currency.
The loan office injected new money into the economy, and it allowed
people who had been forced to borrow from private bankers at 8
percent interest to refinance their debts at the 5 percent rate offered
by the provincial government. Franklin said that this money system
was the reason that Pennsylvania “has so greatly increased in
inhabitants,” having replaced “the inconvenient method of barter”
and given "new life to business [and] promoted greatly the settlement
of new lands (by lending small sums to beginners on easy interest).”
When he was asked by the directors of the Bank of England why the
colonies were 50 prosperous, he replied that they issned paper money
“in proper proportions to the demands of trade and industry.” The
secret was in not issuing too much, and in recycling the money back
to the government in the form of principal and interest on government-
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issued loans.

The paper currencies of the New England colonies - Massachusetts,
Rhode [sland, Connecticut and New Hampshire - were less successful
than those of the middle colonies, mainly because they failed to limit
their issues to these “proper proportions,” or to recycle the money
back to the government. The paper money of the New England
colonies helped to finance development and growth that would not
otherwise have occurred, but the currencies did not maintain their
value, because bills of credit were issued in far greater quantities than
the provincial governments ever hoped to redeem. Because the money
was pumped into the economy without flowing back to the
government, the currency depreciated and price inflation resulted.

King George Steps In

Rapid depreciation of the New England bills eventually threatened
the investments of British merchants and financiers who were doing
business with the colonies, who leaned on Parliament to prohibit the
practice. In 1751, King George Il enacted a ban on the issue of all
new paper money in the New England colonies, forcing the colonists
to borrow instead from the British bankers. This ban was continued
under King George 1II, who succeeded his father in 1752.

In 1764, Franklin went to London to petition Parliament to lift the
ban. When he arrived, he was surprised to find rampant unemploy-
ment and poverty among the British working classes. “The streets
are covered with beggars and tramps,” he observed. When he asked
why, he was told the country had too many workers. The rich were
already overburdened with taxes and could not pay more to relieve
the poverty of the working classes. Franklin was then asked how the
American colonies managed to collect enough money to support their
poor houses. He is quoted as replying:

We have no poor houses in the Colonies; and if we had some,
there would be nobody to put in them, since there is, in the
Colonies, not a single unemployed person, neither beggars nor tramps.®

His English listeners had trouble believing this, since when their
poor houses and jails had become too cluttered, the English had actu-
ally shipped their poor to the Colonies. When the directors of the
Bank of England asked what was responsible for the booming economy
of the young colonies, Franklin reportedly replied:
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That is simple. In the colonies we issue our own money. It is
called Colonial Scrip. We issue it to pay the government’s
approved expenses and charities. We make sure it is issued in
proper proportions to make the goods pass easily from the
producers to the consumers. . . . In this manner, creating for
ourselves our own paper money, we control its purchasing
power, and we have no interest to pay to no one. You see, a
legitimate government can both spend and lend money into
circulation, while banks can only lend significant amounts of
their promissory bank notes, for they can neither give away nor
spend but a tiny fraction of the money the people need. Thus,
when your bankers here in England place money in circulation,
there is always a debt principal to be returned and usury to be
paid. The result is that you have always too little credit in
circulation to give the workers full employment. You do not have
too many workers, you have too little money in circulation, and that
which circulntes, all bears the endless burden of unpayable debt and
usury.”

Banks were limited to lending money into the economy; and since
more money was always owed back in principal and interest (or
“usury”) than was lent in the original loans, there was never enough
money in circulation to pay the interest and still keep workers fully
employed. The government, on the other hand, had fwo ways of getting
money into the economy: it could both lend and spend the money into
circulation. [t could spend enough new money to cover the interest due on
the money it lent, keeping the money supply in “proper proportion”
and preventing the “impossible contract” problem — the problem of
having more money owed back on loans than was created in the loans
themselves.

After extolling the benefits of colonial scrip to the citizens of
Pennsylvania, Franklin reportedly told his listeners, “New York and
New Jersey have also increased greatly during the same period, with
the use of paper money; so that it does not appear to be of the ruinous
nature ascribed to it.” Jason Goodwin observes that it was a tricky
argument to make. The colonists had been stressing to the mother
country how poor they were — so poor, they were forced to print
paper money for lack of precious metals. Franklin’s report
demonstrated to Parliament and the British bankers that the pretext
for allowing paper money had been removed. The point of having
colonies was not, after all, to bolster the colonies” economies. It was
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to provide raw materials at decent rates to the mother country. In
1764, the Bank of England used its influence on Parliament to get a
Currency Act passed that made it illegal for any of the colonies to
print their own money.® The colonists were forced to pay all future
taxes to Britain in silver or gold. Anyone lacking in those precious
metals had to borrow them at interest from the banks.

Only a year later, Franklin said, the streets of the colonies were
filled with unemployed beggars, just as they were in England. The
money supply had suddenly been reduced by half, leaving insufficient
funds to pay for the goods and services these workers could have
provided. He maintained that it was “the poverty caused by the bad
influence of the English bankers on the Parliament which has caused
in the colonies hatred of the English and . . . the Revolutionary War.”
This, he said, was the real reason for the Revolution: “The colonies
would gladly have borne the little tax on tea and other matters had it
not been that England took away from the colonies their money, which
created unemployment and dissatisfaction.” John Twells, an English
historian, confirmed this view of the Revolution, writing:

In a bad hour, the British Parliament took away from America
its representative money, forbade any further issue of bills of
credit, these bills ceasing to be legal tender, and ordered that all
taxes should be paid in coins. Consider now the consequences:
this restriction of the medium of exchange paralyzed all the
industrial energies of the people. Ruin took place in these once
flourishing Colonies; most rigorous distress visited every family
and every business, discontent became desperation, and reached
a point, to use the words of Dr. Johnson, when human nature
rises up and asserts its rights.’

Alexander Hamilton, the nation’s first Treasury Secretary, said
that paper money had composed three-fourths of the total money
supply before the American Revolution. When the colonists could
not issue their own currency, the money supply had suddenly shrunk,
leaving widespread unemployment, hunger and poverty in its wake.
Unlike in the Great Depression of the 1930s, people in the 1770s were
keenly aware of who was responsible for their djstress. One day they
were trading freely with their own paper money. The next day it was
gone, banned by order of a king an ocean away, who demanded
tribute in the coin of the British bankers. The outraged populace
ignored the ban and went back to issuing their own paper money. In
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The Lost Science of Money, Stephen Zarlenga quotes historian
Alexander Del Mar, who wrote in 1895:

[T]he creation and circulation of bills of credit by revolutionary
assembilies . . . coming as they did upon the heels of the strenuous
efforts made by the Crown to suppress paper money in America
[were] acts of defiance so contemptuous and insulting to the
Crown that forgiveness was thereafter impossible . . . [T]here
was but one course for the Crown to pursue and that was to
suppress and punish these acts of rebellion . . . . Thus the Bills of
Credit of this era, which ignorance and prejudice have attempted to
belittle into the mere instruments of a reckless financial policy were
really the standards of the Revolution. They were more than this:
they were the Revolution itself!"

The Cornerstone of the Revolution

Like Massachusetts nearly a century earlier, the colonies suddenly
found themselves at war and without the means to pay for it. The
first act of the new Continental Congress was to issue its own paper
scrip, popularly called the Continental. Most of the Continentals were
issued as 1.O.U.s or debts of the revolutionary government, to be
redeemed in coinage later.! Eventually, 200 million dollars in
Continental scrip were issued. By the end of the war, the scrip had
been devalued so much that it was essentially worthless; but it still
evoked the wonder and admiration of foreign observers, because it
allowed the colonists to do something that had never been done
before. They succeeded in financing a war against a major power,
with virtually no “hard” currency of their own, without taxing the
people. Franklin wrote from England during the war, “the whole is a
mystery even to the politicians, how we could pay with paper that
had no previously fixed fund appropriated specifically to redeem it.
This currency as we manage it is a wonderful machine.” Thomas Paine
called it a “corner stone” of the Revolution:

Every stone in the Bridge, that has carried us over, seems to
have claim upon our esteem. But this was a corner stone, and
its usefulness cannot be forgotten.”

The Continental’s usefulness was forgotten, however, with a little
help from the Motherland . . . .
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Economic Warfare: The Bankers Counterattack

The British engaged in a form of economic warfare that would be
used again by the bankers in the nineteenth century against Lincoln’s
Greenbacks and in the twentieth century against a variety of other
currencies: they attacked their competitor’s currency and drove down
its value. In the 1770s, when paper money was easy to duplicate, its
value could be diluted by physically flooding the market with coun-
terfeit money. In modern times, as we’ll see later, the same effect is
achieved by another form of counterfeiting known as the “short sale.”
During the Revolution, Continentals were shipped in by the boatload
and could be purchased in any amount, essentially for the cost of the
paper on which they were printed. Thomas Jefferson estimated that
counterfeiting added $200 million to the money supply, effectively
doubling it; and later historians thought that this figure was Jow.
Zarlenga quotes nineteenth century historian ]J. W. Schuckers, who
wrote, “The English Government which seems to have a mania for
counterfeiting the paper money of its enemies entered into competi-
tion with private criminals.”

The Continental was battered but remained viable. Schuckers
quoted a confidential letter from an English general to his superiors,
stating that “the experiments suggested by your Lordships have been
tried, no assistance that could be drawn from the power of gold or
the arts of counterfeiting have been left untried; but still the currency .
.. has not failed.”

The beating that did take down the Continental was from
speculators -- mostly northeastern bankers, stockbrokers and
businessmen -- who bought up the revolutionary currency at a fraction
of its value after convincing people it would be worthless after the
war. The Continental had to compete with other currencies, rendering
it vulnerable to speculative attack in the same way that foreign
currencies left to “float” in international markets are today. (More
on this in Chapters 21 and 22.) The Continental had to compete with
the States’ paper notes and the British bankers” gold and silver coins.
Gold and silver were regarded as far more valuable than the paper
promises of a revolutionary government that might not prevail, and
the States” paper notes had the taxation power to back them. The
problem might have been avoided by making the Continental the sole
official currency, but the Continental Congress did not yet have the
power to enforce that sort of order. It had no courts, no police, and
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no authority to collect taxes to redeem the notes or contract the money
supply. The colonies had just rebelled against taxation by the British
and were not ready to commit to that burden from the new Congress.™
Speculators took advantage of these weaknesses by trading
Continentals at a deeper and deeper discount until they became
virtually worthless, giving rise to the expression “not worth a
Continental.”
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HOW THE GOVERNMENT WAS
PERSUADED TO BORROW
ITS OWN MONEY

The Witch happened to look into the child’s eyes and saw how
simple the soul behind them was, and that the little girl did not know
of the wonderful power the Silver Shoes gave her. So the Wicked
Witch laughed to herself, and thought, “1 can still make her my slave,
for she does not know how to use her power.”

~ The Wonderful Wizard of Oz
“The Search for the Wicked Wilch”

her feet, so the new country’s leaders failed to recognize the power

e government-issued paper money Tom Paine had called “a cor-

nerstone of the Revolution.” The economic subservience King George

could not achieve by force was achieved by the British bankers by

stealth, by persuading the American people that they needed the bank-
ers’ paper money instead of their own.

President John Adams is quoted as saying, “There are two ways to
conquer and enslave a nation. One is by the sword. The other is by
debt.” Sheldon Emry, expanding on this concept two centuries later,
observed that conquest by the sword has the disadvantage that the
conquered are likely to rebel. Continual force is required to keep them
at bay. Conquest by debt can occur so silently and insidiously that the
conquered don’t even realize they have new masters. On the surface,
nothing has changed. The country is merely under new management.
“Tribute” is collected in the form of debts and taxes, which the people
believe they are paying for their own good. “Their captors,” wrote
Emry, “become their ‘benefactors” and ‘protectors.’. . . Without realiz-
ing it, they are conquered, and the instruments of their own society

Just as Dorothy did not know the power of the silver shoes on
of t
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are used to transfer their wealth to their captors and make the con-
quest complete.”!

Colonies in the seventeenth and eighteenth centuries all had the
same purpose - to enhance the economy of the mother country. That
was how the mother country saw it, but the American colonists had
long opposed any plan that would systematically drain their money
supply off to England. The British had considered the idea of a land
bank as far back as 1754, as a way to provide a circulating medium of
exchange for the colonies; but the idea was rejected by the colonists
when they learned that the interest the bank generated would be sub-
ject to appropriation by the King.? [t was only after the American
Revolution that British bankers and their Wall Street vassals succeeded
in pulling this feat off by stealth, by acquiring a controlling interest in
the stock of the new United States Bank.

The first step in that silent conquest was to discredit the paper
scrip issued by the revolutionary government and the States. By the
end of the Revolution, that step was achieved. Rampant counterfeit-
ing and speculation had so thoroughly collapsed the value of the Con-
tinental that the new country’s leaders were completely disillusioned
with what they called “unfunded paper.” At the Constitutional Con-
vention, Alexander Hamilton, Washington’s new Secretary of the Trea-
sury, summed up the majority view when he said:

To emit an unfunded paper as the sign of value ought not to
continue a formal part of the Constitution, nor ever hereafter to
be employed; being, in its nature, repugnant with abuses and
liable to be made the engine of imposition and fraud.?

The Founding Fathers were so disillusioned with paper money that
they simply omitted it from the Constitution. Congress was given the
power only to “coin money, regulate the value thereof,” and “to bor-
row money on the credit of the United States . . . .” An enormous
loophole was thus left in the law. Creating and issuing money had
long been considered the prerogative of governments, but the Consti-
tution failed to define exactly what “money” was. Was “to coin money”
an eighteenth-century way of saying “to create money”? Did this
include creating paper money? If not, who did have the power to
create paper money? Congress was authorized to “borrow” money,
but did that include borrowing paper money or just gold? The pre-
sumption was that the paper notes borrowed from the bankers were
“secured” by a sum of silver or gold; but in the illusory world of fi-
nance, then as now, things were not always as they seemed . . . .
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The Bankers’ Paper Money Comes in
Through the Back Door

While the Founding Fathers were pledging their faith in gold and
silver as the only “sound” money, those metals were quickly proving
inadequate to fund the new country’s expanding economy. The na-
tional war debt had reached $42 million, with no silver or gold coins
available to pay it off. The debt might have been avoided if the gov-
ernment had funded the war with Continental scrip that was stamped
“legal tender,” making it “money” in itself; but the revolutionary gov-
ermment and the States had issued a major portion of their paper money
as promissory notes payable after the war. The notes represented
debts, and the debt had now come due. The bearers expected to get
their gold, and the gold was not to be had. There was also an insuffi-
cient supply of money for conducting trade. Tightening the money
supply by limiting it to coins had quickly precipitated another depres-
sion. In 1786, a farmers’ rebellion broke out in Massachusetts, led by
Daniel Shays. Farmers brandishing pitchforks complained of going
heavily into debt when paper money was plentiful. When it was no
longer available and debts had to be repaid in the much scarcer “hard”
coin of the British bankers, some farmers lost their farms. The rebel-
lion was defused, but visions of anarchy solidified the sense of an ur-
gent need for both a strong central government and an expandable
money supply.

The solution of Treasury Secretary Hamilton was to “monetize”
the national debt by turning it into a source of money for the country.’
He proposed that a national bank be authorized to print up banknotes
and swap them for the government’s bonds.> The government would
pay regular interest on the debt, using import duties and money from
the sale of public land. Opponents said that acknowledging the
government’s debt at face value would unfairly reward the specula-
tors who had bought up the country’s 1.O.U.s for a pittance from the
soldiers, farmers and small businessmen who had actually earned
them; but Hamilton argued that the speculators had earned this wind-
fall for their “faith in the country.” He thought the government needed
to enlist the support of the speculators, or they would do to the new
country’s money what they had done to the Continental. Vernon
' To monetize means to convert government debt from securities evid encing

debt (bills, bonds and notes) into currency that can be used to purchase goods
and services.
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Parrington, a historian writing in the 1920s, said:

In developing his policies as Secretary of the Treasury, [Hamilton]
applied his favorite principle, that government and property
must join in a close working alliance. It was notorious that during
the Revolution men of wealth had forced down the continental currency
for speculative purposes; was it not as certain that they would
support an issue in which they were interested? The private
resources of wealthy citizens would thus become an asset of
government, for the bank would link “the interest of the State in
an intimate connection with those of the rich individuals
belonging to it.”¢
Hamilton thought that the way to keep wealthy speculators from
destroying the new national bank was to give them a financial stake
in it. His proposal would do this and dispose of the government’s
crippling debts at the same time, by allowing creditors to trade their
government bonds or 1.O.U.s for stock in the new bank. Jefferson,
Hamilton’s chief political opponent, feared that giving private wealthy
citizens an ownership interest in the bank would link their interests
too closely with it. The government would be turned into an oligarchy,
a government by the rich at war with the working classes. A bank
owned by private stockholders, whose driving motive was profit, would
be less likely to be responsive to the needs of the public than one that
was owned by the public and subject to public oversight. Stockholders
of a private bank would make their financial decisions behind closed
doors, without public knowledge or control. But Hamilton’s plan had
other strategic advantages, and it won the day. Besides neatly disposing
of a crippling federal debt and winning over the “men of wealth,” it
secured the loyalty of the individual States by making their debts, too,
exchangeable for stock in the new Bank. The move was controversial;
but by stabilizing the States’ shaky finances, Hamilton got them on
board, thwarting the plans of the pro-British faction that hoped to
split the States and establish a Northern Confederacy.’”

Promoting the General Welfare:
The American System Versus the British System

Hamilton’s goal was first and foremost a strong federal government.
He was the chief author of The Federalist Papers, which helped to get
the votes necessary to ratify the Constitution and formed the basis for
much of it. The Preamble to the Constitution made promoting the
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general welfare a guiding principle of the new Republic. Hamilton’s
plan for achieving this ideal was to nurture the country’s fledgling
industries with protective measures such as tariffs (taxes ptaced on
imports or exports) and easy credit provided through a national bank.
Production and the money to finance it would all be kept “in house,”
independent of foreign financiers.

Senator Henry Clay later called this the “American system” to
distinguish it from the “British system” of “free trade.”” Clay was a
student of Matthew Carey, a well-known printer and publisher who
had been tutored by Benjamin Franklin. What Clay called the “Brit-
ish system” was rooted in the dog-eat-dog world of Thomas Hobbes,
John Locke and Scottish economist Adam Smith. Smith maintained
in his 1776 book The Wealth of Nations that if every man pursued his
own greed, all would automatically come out right, as if by some “in-
visible hand.” Proponents of the American system rejected this lassez-
faire approach in favor of guiding and protecting the young country
with a system of rules and regulations. They felt that if the economy
were left to the free market, big monopolies would gobble up smal)
entrepreneurs; foreign bankers and industrialists could exploit the
country’s labor and materials; and competition would force prices
down, ensuring subjugation to British imperial interests.

The British model assumed that one man’s gain could occur only
through another’s loss. The goal was to reach the top of the heap by
climbing on competitors and driving them down. In the American
vision of the “Common Wealth,” all men would rise together by
leavening the whole heap at once. A Republic of sovereign States
would work together for their mutual benefit, improving their collective
lot by promoting production, science, industry and trade, raising the
standard of living and the technological practice of all by cooperative
effort® It was an idealistic reflection of the American dream, which
assumed the best in people and in human potential. You did not need
to exploit foreign lands and people in pursuit of “free trade.” Like
Dorothy in The Wizard of Oz, you could find your heart’s desire in
your own backyard. That was the vision, but in the sort of negotiated
compromise that has Jong characterized politics, it got lost somewhere
in the details.

The term “free trade” is used to mean trade between nations unrestricted by
such things as import duties and trade quotas. Critics say that in more devel-
oped nations, it results in jobs being “exported” abroad, while in Jess developed
nations, workers and the environment are exploited by foreign financiers.
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Hamilton Charters a Bank

Hamilton argued that to promote the General Welfare, the coun-
try needed a monetary system that was independent of foreign mas-
ters; and for that, it needed its own federal central bank. The bank
would handle the government’s enormous war debt and create a stan-
dard form of currency. Jefferson remained suspicious of Hamilton
and his schemes, but Jefferson also felt strongly that the new country’s
capital city should be in the South, in his home state of Virginia.
Hamilton (who did not care where the capital was) agreed on the
location of the national capital in exchange for Jefferson’s agreement
on the bank.

When Hamilton called for a tax on whiskey to pay the interest on
the government’s securities, however, he went too far. Jefferson’s sup-
porters were furious. In the type of political compromise still popular
today, President Washington proposed moving the capital even closer
to Mt. Vernon. In 1789, Congress passed Hamilton’s bill; but the Presi-
dent still had to sign it. Washington was concerned about the contin-
ued opposition of Jefferson and the Virginians, who thought the bill
was unconstitutional. The public would have to use the bank, but the
bank would not have to serve the public. Hamilton assured the Presi-
dent that to protect the public, the bank would be required to retain a
percentage of gold in “reserve” so that it could redeem its paper notes
in gold or silver on demand. Hamilton was eloquent; and in 1791,
Washington signed the bill into law.

The new banking scheme was hailed as a brilliant solution to the
nation’s economic straits, one that disposed of an oppressive national
debt, stabilized the economy, funded the government’s budget, and
created confidence in the new paper dollars. If the new Congress had
simply printed its own paper money, speculators would have
challenged the currency’s worth and driven down its value, just as
they had during the Revolution. To maintain public confidence in the
national currency and establish its stability, the new Republic needed
the illusion that its dollars were backed by the bankers’ gold, and
Hamilton’s bank successfully met that challenge. [t got the country
up and running, but it left the bank largely in private hands, where it
could still be manipulated for private greed. Worse, the government
ended up in debt for money it could have generated itself.

52




Web of Debt

How the Government Wound Up
Borrowing Its Own Bonds

The charter for the new bank fixed its total initial capitalization at
ten million dollars. Eight million were to come from private stock-
holders and two million from the government. But the government
did not actually have two million dollars, so the bank (now a char-
tered lending institution) lent the government the money at interest.
The bank, of course, did not have the money either. The whole thing
was sleight of hand.”

The rest of the bank’s shares were so0ld to the public, who bought
some in hard cash and some in government securities (the 1.O.U.s that
had been issued by the revolutionary government and the States). The
government had to pay six percent interest annually on all the securities
now held by the bank - those exchanged for the “loan” of the
government’s own money, plus the bonds accepted by the bank from
the public. The bank’s shareholders were supposed to pay one-fourth
the cost of their shares in gold; but only the first installment was actually
paid in hard money, totaling $675,000. The rest was paid in paper
banknotes. Some came from the Bank of Boston and the Bank of New
York; but most of this paper money was issued by the new U.S. Bank
itself and lent back to its new shareholders, through the magic of
“fractional reserve” lending.

Within five years, the government had borrowed $8.2 million from
the bank. The additional money was obviously created out of thin air,
just as it would have been if the government had printed the money
itself; but the government now owed principal and interest back to
the bank. To reduce its debt to the bank, the government was eventu-
ally forced to sell its shares, largely to British financiers. To his credit,
Hamilton is reported to have opposed these sales.® But the sales went
through, and the first Bank of the United States wound up largely
under foreign ownership and control.

When Political Duels Were Deadly

Hamilton was widely acclaimed as a brilliant writer, orator and
thinker; but to Jefferson he remained a diabolical schemer, a British
stooge pursuing a political agenda for his own ends. The first Bank of
the United States was modeled on the Bank of England, the same
private bank against which the colonists had just rebelled. Years later,
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Jefferson would say that Hamilton had tricked him into approving
the bank’s charter. Jefferson had always suspected Hamilton of mo-
narchical sympathies, and his schemes all seemed tainted with cor-
ruption. Jefferson would go so far as to tell Washington he thought
Hamilton was a dangerous traitor.’® He complained to Madison about
Hamilton’s bookkeeping;:

[ do not at all wonder at the condition in which the finances of
the United States are found. Hamilton’s object from the beginning
was to throw them into forms which should be utterly
indecipherable.

Hamilton, for his part, thought little better of Jefferson. The feud
between the two Founding Fathers resulted in the two-party system.
Hamilton’s party, the Federalists, favored a strong central government
funded by a centralized federal banking system. Jefferson’s party, the
Democratic Republicans or simply Republicans, favored State and in-
dividual rights. Jefferson’s party was responsible for passing the Bill
of Rights.??

Hamilton had worked with Aaron Burr in New York City to es-
tablish the Manhattan Company, which would eventually become
the Chase Manhattan Bank. But Hamilton broke with Burr and the
Boston Federalists when he learned that they were plotting to split the
northern States from the Union. Hamilton’s first loyalty was to the
Republic. Burr and his faction were working closely with British al-
lies, who would later try to break up the Union by backing the Con-
federacy in the Civil War. Hamilton swung his support to Jefferson
against Burr in the presidential election of 1800, and other patriotic
Federalists did the same. The Federalist Party ceased to be a major
national party after the War of 1812, when the Boston Federalists sided
with England, which lost."?

In 1801, Jefterson became President with Hamilton’s support; and
Burr became Vice President. In 1804, when Burr sought the gover-
norship of New York, he was again defeated largely through
Hamilton’s opposition. In the course of the campaign, Hamilton ac-
cused Burr in a newspaper article of being “a dangerous man” who
“ought not to be trusted with the reins of government.” When
Hamilton refused to apologize, Burr challenged him to a duel; and at
the age of 49, Hamilton was dead.

Hamilton remains a controversial figure, but he earned his place
in history. He succeeded in stabilizing the shaky new economy and
getting the country on its feet, and his notions of “monetizing” debt
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and “federalizing” the banking system were major innovations. He
restored the country’s credit, gave it a national currency, made it
economically independent, and incorporated strong federal provisions
into the Constitution that would protect and nurture the young country
according to a uniquely American system founded on “promoting the
General Welfare.”

Those were his positive contributions, but Hamilton also Jeft a
darker legacy. Lurking behind the curtain in his new national bank, a
privileged class of financial middlemen were now legally entitled to
siphon off a perpetual tribute in the form of interest; and because they
controlled the money spigots, they could fund their own affiliated
businesses with easy credit, squeezing out competitors and perpetuating
the same class divisions that the “ American system” was supposed to
have circumvented. The money power had been delivered into private
hands; and they were largely foreign hands, the same interests that
had sought to keep America in a colonial state, subservient to an elite
class of oligarchical financiers.

Who were these foreign financiers, and how had they come to
acquire so much leverage? The Yellow Brick Road takes us much
farther back into history, back to when the concept of “usury” was
first devised . . ..
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FROM MATRIARCHIES OF
ABUNDANCE TO PATRIARCHIES OF
DEBT

“I'm melting! My world! My world! Who would have thought
a little girl like you could destroy my beautiful wickedness!”

- The Wicked Witch of the West to Dorothy

hen Frank Baum made his witch-vanquishing hero a

defenseless young girl, he probably wasn’t thinking about
the gender ramifications of economic systems; but Bernard Lietaer has
given the subject serious thought. In The Mystery of Money, he traces
the development of two competing monetary schemes, one based on
shared abundance, the other based on scarcity, greed and debt. The
former characterized the matriarchal societies of antiquity. The Jatter
characterized the warlike patriarchal societies that forcibly displaced
them.! The issue wasn’t really one of gender, of course, since every
society is composed half of each. The struggle was between two
archetypal world views. What Lietaer called the matriarchal and
patriarchal systems, Henry Clay called the American and British
systems ~ cooperative abundance versus competitive greed. But that
classification isn’t really accurate either, or fair to the British people,
since their own economic conquerors also came from somewhere else,
and the British succeeded in withstanding the moneylenders’ advances
for hundreds of years. Lietaer traces this archetypal struggle back
much farther, to the cradle of Western civilization in ancient Sumer.
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When Mouney Could Grow

Located where Iraq is today, Sumer was a matriarchal agrarian
economy with a financial system based on abundance and shared
wealth. One of the oldest known bronze coins was the Sumerian
shekel, dating from 3,200 B.C. It was inscribed with the likeness of
the Goddess Inanna-[shtar, who bestowed kingship in Sumer and was
the goddess of fertility, life and death. Inanna wore the horns of a
cow, the sacred animal that personified the Great Mother everywhere
in ancient myth. Hathor, the Egyptian equivalent, had cow ears and
a human face and was the goddess of love, fertility and abundance.
Her horn was the “cornucopeia” from which poured the earth’s plenty.
Isis, an even more powerfu! Egyptian mother figure, was portrayed
wearing the horns of a cow with the sun disc between them. In India,
the cow goddess was Kali, for whom cows are sacred to this day.
Cows were also associated with money, since they were an early me-
dium of exchange. The Sumerian word for “interest” was the same as
the word for “calf.” It was natural to repay advances of cattle with
an extra calf, because the unit of exchange itself multiplied over the
loan period. This was also true for grain, for which the temples served
as storehouses. Grain advanced over the growing period was repaid
with extra grain after the harvest, in gratitude to God for multiplying
the community’s abundance.

The temples were public institutions that also served welfare
functions, including the support of widows, orphans, the elderly and
infirm. Temples were endowed with land to provide food for their
dependent labor, and resources such as herds of sheep to provide woo
for their workshops. They operated autonomously, supporting
themselves not through taxation but by renting lands and workshops
and charging interest on loans. Goods were advanced to traders, who
returned the value of the goods plus interest. The temples also acted
as central banks. Sacrificial coins inscribed “debt to the Gods” were
paid to farmers in acknowledgment that wheat taxes had been
contributed to the temple. These coins were also lent to borrowers.
When interest was paid on the loans, it went back to the temple to
fund the community’s economic and social programs and to cover
losses from bad loans.?

[t was only after the Indo-European invasions of the second mil-
Jennium B.C. that moneylending became the private enterprise of the
infamous moneychangers. The Goddess Inanna was superseded as
the source of supreme kingship by the male god Enlil of Nippur, and
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the matriarchal system of shared communal abundance was forcibly
displaced by a militant patriarchal system. The cornucopia of the
Horned Goddess became the bull horns of the Thunder God, repre-
senting masculine power, virility and force?

In the temple system, the community extended credit and received
the money back with interest. In the system that displaced it, interest
on debts went into private vaults to build the private fortunes of the
moneychangers. Interest was thus transformed from a source of income
for the community into a tool for impoverishing and enslaving people
and nations. Unlike corn and cows, the gold the moneylenders lent
was inorganic. It did not “grow,” so there was never enough to cover
the additional interest charges added to loans. When there was
insufficient money in circulation to cover operating expenses, farmers
had to borrow until harvest time; and the odd man out in the musical
chairs of finding eleven coins to repay ten wound up in debtor’s prison.
Historically, most slavery originated from debt.*

The Proscription Against Usury

“Usury” is now defined as charging “excess” interest, but origi-
nally it meant merely charging a fee or interest for the use of money.
Usury was forbidden in the Christian Bible, and anti-usury laws were
strictly enforced by the Catholic Church until the end of the Middle
Ages. But in Jewish scriptures, which were later joined to the Chris-
tian books as the “Old Testament,” usury was forbidden only between
“brothers.” Charging interest to foreigners was allowed and even
encouraged.” The “moneychangers” thus came to be associated with
the Jews, but they were not actually the Jewish people. In fact the
Jewish people may have suffered more than any other people from
the moneychangers’ schemes, which were responsible for much anti-
semitism.’

In the informative documentary video The Money Masters, Bill
Still and Patrick Carmack point out that when Jesus threw the
moneychangers out of the temple, it was actuaily to protect the Jew-
ish people. Half-shekels, the only pure silver coins of assured weight

' See Deuteronomy (New World Translation) -- 15:6 [Y]ou will certainly lend
onpledge to many nations, whereas you yourself will not borrow; and you must
dominate over many nations, whereas over you they will not dominate. 23:19
You must not make your brother pay interest . . . . 23:20 You may make a

foreigner pay interest, but your brother you must not make pay interest.
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without the image of a pagan Emperor on them, were the only coing
considered acceptable for paying the Temple tax, a tribute to God.
But half-shekels were scarce, and the moneychangers had cornered
the market for them. Like the modern banking cartel, they had mo-
nopolized the medium of exchange and were exacting a charge for its
use.®

Despite the injunctions in the New Testament, there were times
when the king needed money. In the Middle Ages, England was short
of gold, which had left during the Crusades. In 1087, when King
William (Rufus) needed gold to do business with the French, he
therefore admitted the moneylenders on condition that the interest be
demanded in gold and that half be paid to the king. But the
moneylenders eventually became so wealthy al the expense of the
people that the Church, with promptings from the Pope, prohibited
them from taking interest; and in 1290, when they had lost their
usefulness to the king, most Jews were again expelled from the country.
This pattern, in which Jews as a people have been persecuted for the
profiteering of a few and have been used as scapegoats to divert
attention from the activities of the rulers, has been repeated over the
centuries.

Money as a Simple Tally of Accounts

Meanwhile, England faced the problem of what to use for money
in a country short of gold. The coinage system was commodity-based.
It assumed that “money” was something having value in itself (gold
or silver), which was bartered or traded for goods or services of equal
value. But Aristotle had a different view of money. He maintained:

Money exists not by nature but by law. [It acts] as a measure [that]
makes goods commensurate and equates them. . . . There must
then be a unit, and that fixed by agreement.’

Money was a mere fiat of the law. Fiat means “let it be done” in
Latin. “Fiat money” is money that is legal tender by government decree.
It is simply a “tally,” something representing units of value that can
be traded in the marketplace, a receipt for goods or services that can
legally be tendered for other goods or services. In Mandarin China,
where paper money was invented in the ninth century, this sort of fint
currency funded a long and prosperous empire. Fiat money was also
used successfully in medieval England, but in England it was made of
wood.
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The English tally system originated with King Henry I, son of
William the Conqueror, who took the throne in 1100 A.D. The printing
press had not yet been invented, and taxes were paid directly with
goods produced by the land. Under King Henry’s innovative system,
payment was recorded with a piece of wood that had been notched
and split in half. One half was kept by the government and the other
by the recipient. To confirm payment, the two halves were matched
to make sure they “tallied.” Since no stick splits in an even manner,
and since the notches tallying the sums were cut right through both
pieces of wood, the method was virtually foolproof against forgery.
The tally system has been called the earliest form of bookkeeping.
According to historian M. T. Clanchy in From Memory to Written
Record, England 1066-1307:

Tallies were . . . a sophisticated and practical record of numbers.
They were more convenient to keep and store than parchments,
less complex to make, and no easier to forge.®

Clanchy notes that only a few hundred tallies survive, but millions
were made. Tallies were used by the government not only as receipts
for the payment of taxes but to pay soldiers for their service, farmers
for their wheat, and laborers for their labor. At tax time, the treasurer
accepted the tallies in payment of taxes. By the thirteenth century,
the financial market for tallies was sufficiently sophisticated that they
could be bought, sold, or discounted. Tallies were used by individuals
and institutions to register debts, record fines, collect rents, and enter
payments for services rendered. In the 1500s, King Henry VIII gave
them the force of a national currency when he ordered that tallies
must be used to evidence the payment of taxes.” That meant everyone
had to have them. In War Cycles, Peace Cycles, Richard Hoskins
writes that by the end of the seventeenth century, about 14 million
pounds’ worth of tally-money was in circulation.’® Stephen Zarlenga
cites a historian named Sputford, who said that English coinage had
never exceeded half a miltion pounds up to that time."" The tally system
was thus not a minor monetary experiment, as some commentators
have suggested. Indeed, during most of the Middle Ages, tallies may
have made up the bulk of the English money supply. The tally system
was in use for more than five centuries before the usury bankers’ gold-
based paper money scheme took root, helping to fund a long era of
leisure and abundance that flowered into the Renaissance.
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A Revisionist View of the Middle Ages

Modern schoolbooks generally portray the Middle Ages as a time
of poverty, backwardness, and economic slavery, from which the
people were freed only by the Indusirial Revolution; but reliable early
historians painted a quite different picture. Thorold Rogers, a nine-
teenth century Oxford historian, wrote that in the Middle Ages, “a
labourer could provide all the necessities for his family for a year by work-
ing 14 weeks.” Fourteen weeks is only a quarter of a year! The rest of
the time, some men worked for themselves; some studied; some fished.
Some helped to build the cathedrals that appeared all over Germany,
France and England during the period, massive works of art that were
built mainly with volunteer Jabor. Some used their leisure to visit these
shrines. One hundred thousand pilgrims had the wealth and leisure
to visit Canterbury and other shrines yearly. William Cobbett, author
of the definitive History of the Reformation, wrote that Winchester
Cathedral “was made when there were no poor rates; when every
labouring man in England was clothed in good woollen cloth; and
when all had plenty of meat and bread .. ..” Money was available for
inventions and art, supporting the Michelangelos, Rembrandts,
Shakespeares, and Newtons of the period.”

The Renaissance is usually thought of as the flowering of the age;
but the university system, representative government in a Parliament,
the English common Jaw system, and the foundations of a great liter-
ary and spiritual movement were all in place by the thirteenth cen-
tury, and education was advanced and widespread. As one scholar
of the era observes:

We are very prone to consider that it is only in our time that
anything like popular education has come into existence. As a
matter of fact, however, the education afforded to the people in
the little towns of the Middle Ages, represents an ideal of
educational uplift for the masses such as has never been even
distantly approached in succeeding centuries. The Thirteenth
Century developed the greatest set of technical schools that the
world has ever known. . .. These medieval towns, ... during the
course of the building of their cathedrals, of their public buildings
and various magniticent edifices of royalty and for the nobility,
succeeded in accomplishing such artistic results that the world
has ever since held them in admiration.”
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The common people had leisure, education, art, and economic
security. According to The Catholic Encyclopedia:

Economic historians like Rogers and Gibbins declare that during
the best period of the Middle Ages - say, from the thirteenth to
the fifteenth century, inclusive - there was no such grinding
and hopeless poverty, no such chronic semi-starvation in any
class, as exists to-day among large classes in the great cities . . . .
Inthe Middle Ages there was no class resembling our proletariat,
which has no security, no definite place, no certain claim upon
any organization or institution in the socio-economic organism."

Richard Hoskins attributes this Jong period of prosperity to the
absence of usurious lending practices.” Rather than having to borrow
the moneylenders’ gold, the people relied Jargely on interest-free tallies.
Unlike gold, wooden tallies could not become scarce; and unlike paper
money, they could not be counterfeited or multiplied by sleight of hand.
They were simply a unit of measure, a tally of goods and services
exchanged. The tally system avoided both the depressions resulting
from a scarcity of gold and the inflations resulting from printing paper
money out of all proportion to the goods and services available for
sale. Since they came into existence along with goods and services,
supply and demand increased together, and prices remained stable.
The tally system provided an organic form of money that expanded
naturally as trade expanded and contracted naturally as taxes were
paid. Bankers did not have to meet behind closed doors to set interest
rates and manipulate markets to keep the money supply in balance. It
balanced the way a checkbook balances, as a matter of simple math.
The system of government-issued tallies kept the British economy stable
and thriving unti] the mid-seventeenth century, when Oliver Cromwell,
the “Pretender,” needed money to fund a revolt against the Tudor
monarchy . . ..
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Chapter 6
PULLING THE STRINGS
OF THE KING:

THE MONEYLENDERS
TAKE ENGLAND

“Oz 15 a Great Wizard, and can take any form he wishes. . . . Bul
who the real Oz 1s, when he is in his own form, no living person can
tell.”

- The Wonderful Wizard of Oz,
“The Guardian of the Gates”

he image of puppet and puppeteer has long been a popular

metaphor for describing the Money Power pulling the strings
of government. Benjamin Disraeli, British Prime Minister from 1868
to 1880, said, “The world is governed by very different personages
from what is imagined by those who are not behind the scenes.”
Nathan Rothschild, who controlled the Bank of England after 1820,
notoriously declared:

I care not what puppet is placed upon the throne of England to
rule the Empire on which the sun never sets. The man who controls
Britain’s money supply controls the British Empire, and I control the
British money supply.

In the documentary The Money Masters, narrator Bill Still uses the
puppet metaphor to describe the transfer of power from the royal line
of English Stuarts to the German royal House of Hanover in the eigh-
teenth century:

England was to trade masters: an unpopular King James II for a
hidden cabal of Money Changers pulling the strings of their
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usurper, King William II1, from behind the scenes. This symbiotic
relationship between the Money Changers and the higher British
aristocracy continues to this day. The monarch has no real power
but serves as a useful shield for the Money Changers who rule
the City . . .. Inits 20 June 1934 issue, New Britain magazine of
London cited a devastating assertion by former British Prime
Minister David Lloyd George, that “Britain is the slave of an
international financial bloc.”

Where did these international financiers come from, and how did
they achieve their enormous power? The moneylenders had been
evicted not only from England but from other European countries.
They had regrouped in Holland, where they plotted their return; but
the English kings and queens staunchly resisted their advances. The
king did not need to borrow money when he had the sovereign right
to issue it himself. For a brief period in the 1500s, King Henry VIII
relaxed the laws concerning usury when he broke away from the
Catholic Church; but when Queen Mary took the throne, she tight-
ened the laws again. The result was to seriously contract the money
supply, but Queen Elizabeth I (Mary’s half-sister) was determined to
avoid the usury trap. She solved the problem by supplementing the
money supply with metal coins issued by the public treasury.?

The coins were made of metal, but their value came from the stamp
of the sovereign on them. This was established as a matter of legal
precedent in 1600, when Queen Elizabeth issued relatively worthless
base metal coins as legal tender in Ireland. All other coins were
annulled and had to be returned to the mints. When the action was
challenged in the highest court of the land, the court ruled that it was
the sovereign’s sole prerogative to create the money of the realm. What
she declared to be money was money, and it was treason for anyone else
to create it. Stephen Zarlenga writes that this decision was so detested
by the merchant classes, the goldsmiths, and later the British East India
Company that they worked incessantly to destroy it. He quotes
Alexander Del Mar, who wrote in 1895:

This was done by undermining the Crown and then passing the
free coinage act of 1666, opening the way for the foreign element
to establish a new Monarch, and to reconstitute the money
prerogative in the hands of a specific group of financiers - not
elected, not representing society, and in large part not even
English.?
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Britain thrived with government-issued currency (tallies and coins)
until the king’s sovereign authority was eroded by Cromwell’s
“Glorious Revolution” in the mid-seventeenth century. The middle
classes (the traders, manufacturers and small farmers) sided with
Parliament under Cromwell, who was a Puritan Protestant. The
nobles and gentry sided with the King -- Charles I, son of James I, who
followed the Church of England, the English Catholic Church. The
Protestants were more lenient than the Catholics toward usury and
toward the Dutch moneylenders who practiced it. The moneylenders
agreed to provide the funds to back Parliament, on condition that
they be allowed back into England and that the loans be guaranteed.
That meant the permanent removal of King Charles, who would have
repudiated the loans had he gotten back into power. Charles’
recapture, trial, and execution were duly arranged and carried out to
secure the Joans.*

After Cromwell’s death, Charles” son Charles II was invited to
return; but Parliament had no intention of granting him the sovereign
power over the money supply enjoyed by his predecessors. When the
king needed a standing army, Parliament refused to vote the funds,
forcing him to borrow instead from the English goldsmiths at usurious
interest rates. The final blow to the royal prerogative was the Free
Coinage Act of 1666, which allowed anyone to bring gold or silver to
the mint to have it stamped into coins. The power to issue money,
which had for centuries been the sole right of the king, had been
transferred into private hands. Bankers now had the power to cause
inflations and depressions at will by issuing or withholding their gold
coins.®

None of the earlier English kings or queens would have agreed to
charter a private central bank that had the power to create money
and lend it to the government, since they could issue money them-
selves and had no need for loans. But King William III, who followed
Charles II, was a Dutchman and a tool of the powerful Wisselbank of
Amsterdam . . . . '
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A Dutch-bred King Charters the Bank of England
on Behalf of Foreign Moneylenders

The man who would become King William IlI began his career as
a Dutch aristocrat. He was elevated to Captain General of the Dutch
Forces and then to Prince William of Orange with the backing of Dutch
moneylenders. His marriage was arranged to Princess Mary of York,
eldest daughter of the English Duke of York; and they were married
in 1677. When the Duke, who was next in line to be King of England,
died in 1689, William and Mary became King and Queen of England.

William was soon at war with Louis XIV of France. To finance his
war, he borrowed 1.2 million pounds in gold from a group of money-
lenders, whose names were to be kept secret. The money was raised
by a novel device that is still used by governments today: the lenders
would issue a permanent loan on which interest would be paid but the prin-
cipal portion of the loan would not be repaid® The loan also came with
other strings attached. They included:

(1) The lenders were to be granted a charter to establish a Bank of
England, which would be given a monopoly to issue banknotes that
would circulate as the national paper currency.

(2) The bank would create banknotes out of nothing, with only a
fraction of them backed by coin.

(3) Banknotes created and lent to the government would be backed
mainly by government 1.O.U.s, which would serve as “reserves” for
creating additional loans to private parties.

(4) The lenders would be allowed to consolidate the national debt
on their loan to the government and to secure its payment by direct
taxation of the people.”

Called “the Mother of Central Banks,” the Bank of England was
chartered in 1694 to William Paterson, a Scotsman who had previ-
ously lived in Amsterdam.? A circular distributed to attract subscrib-
ers to the Bank’s initial stock offering said, “The Bank hath benefil of
interest on all moneys which il, the Bank, creates out of nothing.”® The
negotiation of additional loans caused England’s national debt to go
from 1.2 million pounds in 1694 to 16 million pounds in 1698. The
lenders not only reaped huge profits, but the indebtedness gave them
substantial political leverage.

The Bank’s charter gave the force of law to the “fractional reserve”
banking scheme that put control of the country’s money in a privately
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owned company. The central bank had the legal right to create paper
money out of nothing and lend it to the government at interest, some-
thing it did by trading its own paper notes for paper bonds represent-
ing the government’s promise to pay principal and interest back to the
Bank -- the same device used by the U.S. Federal Reserve and other
central banks today.

The Tally System Goes the Way of the Witches

After the Bank of England began issuing paper banknotes in the
1690s, the government followed suit by issuing paper tallies against
future tax revenues. Paper was easily negotiable, making the paper
tallies competitive with private banknote money. For the next cen-
tury, banknotes and tallies circulated interchangeably; but they were
not mutually compatible means of exchange. The bankers” paper
money expanded when credit expanded and contracted when loans
were canceled or “called,” producing cycles of “tight” money and
depression alternating with “easy” money and inflation. Yet these
notes appeared to be more sound than the government’s tallies because
of their gold backing. They appeared to be sound until a bank’s cus-
tomers got suspicious and all demanded their gold at the same time,
when there would be a run on the bank and it would have to close its
doors because it did not have enough gold to go around. Meanwhile,
the government tallies were permanent money that remained stable
and fixed. They made the bankers” paper money look bad, and they
had to go.

The tallies had to go for another reason. King William’s right to
the throne was disputed, and the Dutch moneylenders who backed
him could be evicted if the Catholics got back in and forbade
moneylending again. To make sure that did not happen, the
moneylenders used thejr new influence to discount the tallies as money
and get their own banknotes legalized as the money of the realm. The
tallies were called “unfunded” debt, while the Bank of England’s paper
notes were euphemistically labeled “funded” debt. Modern economic
historians call this shift a “Financial Revolution.” According to a
scholarly article published at Harvard University in 2002, “Tallies and
departmental bills were issued to creditors in anticipation of annual
tax revenues but were not tied to any specific revenue streams; hence
they were ‘'unfunded.”” When debt was “funded,” on the other hand,
“Parliament set aside specific revenues to meet interest payments, a
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feature that further enhanced confidence in lending to the
government.”

What seems to have been overlooked is that until the mid-
seventeenth century, the tallies did not need to be “funded” through
taxes, since they were not debts. They were receipts for goods and
services, which could be used by the bearers in the payment of taxes. It
was because the tallies were accepted and sometimes even required in
the payment of taxes that they retained a stable value as money. Before
Cromwell’s Revolution, the king did not need to borrow because he could
issue metal coins or wooden tallies at will to pay his bills. The Harvard
authors presented a chart showing that in 1693, 100 percent of the
government’s debt was “unfunded” (or paid in government tallies).
“By the 1720s,” they wrote, “over 90 percent of all government
borrowing was long term and funded. This, in a nutshell, was the
Financial Revolution.”' In a nutshell, the “Financial Revolution”
transferred the right to 1ssue money from the government to private bankers.

In the end, the tallies met the same fate as the witches - death by
fire. The medieval “witches” were mainly village healers, whose natu-
ral herbs and potions competed with the male-dominated medical pro-
fession and papal church. According to some modern estimates, nine
million women were executed as witches for practicing natural herbal
medicine and “occult” religion.” The tallies were similarly the money
of the people, which competed with the money of the usury bankers.
In 1834, after the passage of certain monetary reform acts, the tally
sticks went up in flames in a huge bonfire started in a stove in the
House of Lords. In an ironic twist, the fire quickly got out of control,
and wound up burning down both the Palace of Westminster and the
Houses of Parliament. It was symbolic of the end of an equitable era
of trade, with the transfer of power from the government to the Bank.”

John Law Proposes a National Paper Money Supply

Popular acceptance of the bankers’ privately-issued money scheme
is credited to the son of a Scottish goldsmith named John Law, who
has been called “the father of finance.” Law published a series of
pamphlets in 1705 on trade, money and banking, in which he claimed
to have found the true “Philosopher’s Stone,” referring to a mythical
device used by medieval alchemists to turn base material into gold.
Paper could be converted into gold, Law said, through the alchemy of
paper money. He proposed the creation of a national paper money
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supply consisting of banknotes redeemable in “specie” (hard currency
in the form of gold or silver coins), which would be officially recognized
as money. Paper money could be expanded indefinitely and was much
cheaper to make than coins. To get public confidence, he suggested
that a certain fraction of gold should be kept on hand for the few
people who actually wanted to redeem their notes. The goldsmiths
had already established through trial and error that specie could
support about ten times its value in paper notes. Thus a bank holding
$10 in gold could safely print and lend about $100 in paper money.”
This was the ”secret” that the Chicago Federal Reserve said was
discovered by the goldsmiths: a bank could lend about ten times as
much money as it actually had, because a trusting public, assuming
their money was safely in the bank, would not come to collect more
than about 10 percent of it at any one time. (See Chapter 2.)

Law planned to open a National Bank in Scotland on the model of
the Bank of England; but William Paterson, who held the charter for
the Bank of England, had the plan halted in the Scottish Parliament.
Law then emigrated to France. He had another reason for leaving the
country. Notorious for escapades of all sorts, he had gotten into a
duel over a woman, which he had won; but he had wound up with a
murder conviction in England.

In France, he was able to put his banking theories into practice
when the French chose him to head the “Banque Generale” in 1716.
Like the Bank of England, it was a private bank chartered by the gov-
ernment for the purpose of creating money in the form of paper notes.
[t was also in France that Law implemented his most notorious ”Ponzi
scheme.”" The “Mississippi bubble” involved the exchange of a sig-
nificant portion of French government debt for shares in a company
that had a monopoly on trade with French Louisiana. The venture
was called a “bubble” because most of the company’s shares were
bought on credit. In a huge speculative run, the shares went from
about 500 French livres in 1719 to 10,000 livres by February 1720.
They dropped back to 500 livres in September 1721. When the mania

' A Ponzischeme is a form of pyramid scheme in which investors are paid with
the money of later investors. Charles Ponzi was an engaging Boston ex-convict
who defrauded investors out of $6 million in the 1920s, in a scheme in which he
promised them a 400 percent return on redeemed postal reply coupons. For a
while, he paid earlier investors with the money of later investors; but eventually

he just collected without repaying. The scheme earned him ten years in jail.
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ended, the investors were completely broke; and Law was again on
the run.

The Mississippi bubble was short-lived because it was recognized
as a sham as soon as more investors demanded payment than there
were funds to pay them. Law’s more enduring Ponzi scheme was the
one that escaped detection, the “Philosopher’s Stone” by which a
national money supply could be created from government debt that
had been “monetized” or turned into paper money by private bankers.
The reason this sleight of hand never got detected was that the central bank
never demanded the return of its principal. 1f the bankers had demanded
the money back, the government would have had to levy taxes, rousing
the people and revealing what was up the wizard’s sleeve. But the
wily bankers just continued to roll over the debt and collect the interest,
on a very lucrative investment that paid (and continues to pay) like a
slot machine year after year.

This scheme became the basis of the banking system known as
“central banking,” which remains in use today. A private central
bank is chartered as the nation’s primary bank and lends exclusively
to the national government. It lends the central bank’s own notes
(printed paper money), which the government swaps for bonds (its
promises to pay) and circulates as a national currency. The
government’s debt is never paid off but is just rolled over from year to
year, becoming the basis of the national money supply. Until the twen-
tieth century, banks followed the model of the goldsmiths and literally
printed their own supply of notes against their own gold reserves.
These were then multiplied many times over on the “fractional re-
serve” system. The bank’s own name was printed on the notes, which
were lent to the public and the government. Today, federal govern-
ments have taken over the printing; but in most countries the notes
are still drawn on private central banks. In the United States, they are
printed by the U.S. Bureau of Engraving and Printing at the request of
the Federal Reserve, which “buys” them for the cost of printing them
and calls them “Federal Reserve Notes.”™ But today there is no gold
on “reserve” for which the notes can be redeemed. Like the illusory
ghosts in the Haunted House at Disneyland, the dollar is the fractal of
a hologram, the reflection of a debt for something that does not exist.
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The Tallies Leave Their Mark

The tallies were wiped off the books and fell down the memory
hole, but they left their mark on the modern financial system. The
word “stock,” meaning a financial certificate, comes from the Middle
English for the tally stick. Much of the stock in the Bank of England
was originally purchased with tally sticks. The holder of the stock
was said to be the “stockholder,” who owned “bank stock.” One of
the original stockholders purchased his shares with a stick representing
£25,000, an enormous sum at the time. A substantial share of what
would become the world’s richest and most powerful corporation was
thus bought with a stick of wood! According to legend, the location
of Wall Street, the New York financial district, was chosen because of
the presence of a chestnut tree enormous enough to supply tally sticks
for the emerging American stock market.

Stock issuance was developed during the Middle Ages as a way of
financing businesses when usury and interest-bearing loans were
forbidden. In medieval Europe, banks run by municipal or local
governments helped finance ventures by issuing shares of stock in them.
These municipal banks were large, powerful, efficient operations that
fought the moneylenders’ private usury banks tooth and nail. The
usury banks prevailed in Europe only when the revolutionary
government of France was forced to borrow from the international
bankers to finance the French Revolution (1789-1799), putting the
government heavily in their debt.

In the United States, the usury banks fought for control for two
centuries before the Federal Reserve Act established their private
monopoly in 1913. Today, the U.S. banking system is not a topic of
much debate; but in the nineteenth century, the fight for and against
the Bank of the United States defined American politics. And that
brings us back to Jefferson and his suspicions of foreign meddling . ..
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Chapter 7
WHILE CONGRESS DOZES
IN THE POPPY FIELDS:
JEFFERSON AND JACKSON
SOUND THE ALARM

The Scarecrow and the Tin Woodman, not being made of flesh, were
not troubled by the scent of the flowers. “Run fast,” said the Scarecrow
to the Lion. “Get out of this deadly flower bed as soon as you can. We
will bring the little girl with us, but if you should fall asleep you are too
big to be carried.”

- The Wonderful Wizard of Oz,
“The Deadly Poppy Field”

he foreign moneylenders who had conquered Britain set

the same debt traps in America, and they did it by the same
means: they provoked a series of wars. British financiers funded the
opposition to the American War for Independence, the War of 1812,
and both sides of the American Civil War. In each case, war led to
inflation, heavy government debt, and the chartering of a private
“Bank of the United States” to fund the debt, delivering the power to
create money to private interests. In each case, opposition to the bank
was opposed by a few alert leaders. Opposition to the First U.S. Bank
was led by Thomas Jefferson, the country’s second President; while
opposition to the Second U.S. Bank was led by Andrew Jackson, the
country’s seventh President. The two leaders did not have much else
in common -- Jefferson was of the landed gentry, while Jackson was
called the “roughshod President” -- but they shared a deep suspicion
of any private arrangement for issuing the national currency. Both
were particularly concerned that the nation’s banking system had
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fallen into foreign hands. Jefferson is quoted as saying:

If the American people ever allow the banks to control the
issuance of their currency, first by inflation and then by deflation,
the banks and corporations that will grow up around them will
deprive the people of all property, until their children will wake
up homeless on the continent their fathers occupied.

A similar wakeup call is attributed to Jackson, who told Congress
in 1829:

If the American people only understood the rank injustice ot
our money and banking system, there would be a revolution
before morning.

Jefferson was instrumental in Congress’s refusal to renew the
charter of the first U.S. Bank in 1811. When the Bank was liquidated,
Jefferson’s suspicions were confirmed: 18,000 of the Bank’s 25,000
shares were owned by foreigners, mostly English and Dutch. The
foreign domination the Revolution had been fought to eliminate had
crept back in through the country’s private banking system.
Congressman Desha of Kentucky, speaking in the House of
Representatives, declared that “this accumulation of foreign capital
was one of the engines for overturning civil liberty,” and that he had
“no doubt King George IIl was a principal stockholder.””

When Congress later renewed the Bank’s charter, Andrew Jackson
vetoed it. He too expressed concern that a major portion of the Bank’s
shareholders were foreigners. He said in his veto bill:

Is there no danger to our liberty and independence in a bank
that in its nature has so little to bind it to our country? .. . Of the
course which would be pursued by a bank almost wholly owned
by the subjects of a foreign power, . . . there can be no doubt. . .
Controlling our currency, receiving our public monies, and
holding thousands of our citizens in dependence, it would be more
formidable and dangerous than a naval and military power of the
enemy.

Who were these “subjects of a foreign power” who owned the
bank? In The History of the Great American Fortunes, published in
1936, Gustavus Myers pointed to the formidable British banking dy-
nasty the House of Rothschild. Myers wrote:

Under the surface, the Rothschilds Jong had a powerful influence
in dictating American financial laws. The law records show
that they were the power in the old Bank of the United States.?
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Return of the King’'s Bankers

Like the German Hanoverian kings, the Rothschild banking em-
pire was British only in the sense that it had been in England a long
time. Its roots were actually in Germany. The House of Rothschild
was founded in Frankfurt in the mid-eighteenth century, when a
moneylender named Mayer Amschel Bauer changed his name to
Amschel Rothschild and fathered ten children. His five sons were
sent to the major capitals of Europe to open branches of the family
banking business. Nathan, the most astute of these sons, went to Lon-
don, where he opened the family branch called N. M. Rothschild &
Sons. Nathan’s brothers managed N. M. Rothschild’s branches in Paris,
Vienna, Berlin and Naples.

The family fortunes got a major boost in 1815, when Nathan pulled
off the mother of all insider trades. He led British investors to believe
that the Duke of Wellington had lost to Napoleon at the Battle of
Waterloo. In a matter of hours, British government bond prices plum-
meted. Nathan, who had advance information, then swiftly bought
up the entire market in government bonds, acquiring a dominant hold-
ing in England’s debt for pennies on the pound. Over the course of
the nineteenth century, N. M. Rothschild would become the biggest
bank in the world, and the five brothers would come to control most
of the foreign-loan business of Europe. “Let me issue and control a
nation’s money,” Nathan Rothschild boasted in 1838, “and 1 care not
who writes its laws.”*

In 1811, when the U.S. Congress declined to renew the charter of
the first U.S. Bank, Nathan Rothschild already possessed substantial
political cJout in England and was lending money to the U.S.
government and certain States. “Either the application for renewal of
the Charter is granted,” he is reported to have threatened, “or the
United States will find itself in a most disastrous war.”* The charter
was not granted, and the United States did find itself in another war
with England, the War of 1812.

War again led to inflation and heavy government debt. This and
an inability to collect taxes were the reasons given for chartering the
Second Bank of the United States as a private national bank. The
twenty-year charter was signed by President James Madison in 1816.
It authorized the Bank and its branches to issue the nation’s money in
the form of bank notes, again shifting the power to create the national
money supply into private hands.
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Jefferson Realizes Too Late the Need for a
National Paper Currency Issued by the Government

Jefferson was out of town when the Constitution was drafted, serv-
ing as America’s minister to France during the dramatic period lead-
ing up to the French Revolution. But even if he had been there, he
would probably have gone along with the majority and voted to omit
paper money from the Constitution. After watching the national debt
mushroom, he wrote to John Tyler in 1878, I wish it were possible to
obtain a single amendment to our constitution . . . taking from the
federal government the power to borrow money. [ now deny their
power of making paper money or anything else a legal tender.”?

It would be several decades before Jefferson realized that the vil-
lain was not paper money itself. It was private debt masquerading as
paper money, a private debt owed to bankers who were merely “pre-
tending to have money.” Jefferson wrote to Treasury Secretary Gallatin
in 1815:

The treasury, lacking confidence in the country, delivered itself
bound hand and foot to bold and bankrupt adventurers and bankers
pretending to have money, whor it could have crushed at any moment.

Jefferson wrote to John Eppes in 1813, “Although we have so fool-
ishly allowed the field of circulating medium to be filched from us by private
individuals, | think we may recover it . .. . The states should be asked to
transfer the right of issuing paper money to Congress, in perpetuity.” He
told Eppes, “the nation may continue to issue its bills [paper notes] as
far as its needs require and the limits of circulation allow. Those limits
are understood at present to be 200 millions of dollars.”¢

Writing to Gallatin in 1803, Jefferson said of the private national
bank, “This institution is one of the most deadly hostility against the
principles of our Constitution . . .. SJuppose a serjes of emergencies
should occur . . . . [A]n institution like this . . . in a critical moment
might overthrow the government.” He asked, “Could we start toward
independently using our own money to form our own bank?”

The Constitution gave Congress the power only to “coin money,”
but Jefferson argued that Constitutions could be amended. He wrote
to Samuel Kercheval in 1816:

Some men look at constitutions with sanctimonious reverence,
and deem them like the ark of the Covenant, too sacred to be
touched. They ascribe to the men of the preceding age a wisdom
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more than human, and suppose what they did to be beyond
amendment . . . [L]Jaws and institutions must go hand in hand
with the progress of the human mind. . . . [A]s that becomes
more developed, more enlightened, as new discoveries are made,
institutions must advance also, to keep pace with the times. . . .
We might as well require a man to wear still the coat which
fitted him when a boy as civilized society to remain forever under
the regimen of their barbarous ancestors.”

When Congress was deliberating on a Second U.S. Bank, Senator
John Calhoun proposed a plan for a truly “national” bank along the
lines suggested by Jefferson. A wholly government-owned national
bank could issue the nation’s own credit directly, without having to
borrow from a private bank that issued it. This plan was later en-
dorsed by Senator Henry Clay, but it would be several more decades
before the Civil War would provide the pretext for Abraham Lincoln
to authorize Congress to issue its own money. The Second U.S. Bank
chartered in 1816 was 80 percent privately owned ?

Jackson Battles the Hydra-headed Monster

Andrew Jackson was a hero of the War of 1812 and a leader with
enormous popular appeal. He was the first of the “unlettered Scare-
crows” to reach the White House, to be followed by the even mightier
Abraham Lincoln (who actually looked like a Scarecrow). Jackson
received an honorary degree from Harvard College in 1833, but it was
over the objection of Harvard alumnus John Quincy Adams, who called
him “a barbarian who could not write a sentence of grammar and
hardly could spell his own name.” Perhaps, but “Old Hickory” truly
believed in the will of the democratic majority, and he spoke to the
common people in a way they could understand.

After the Federalists ceased to be a major national party, the Demo-
cratic-Republicans dominated the political scene alone for a time. In
1824, four candidates ran for President as Democratic-Republicans
from ditferent States: Andrew Jackson, John Quincy Adams, William
Crawford, and Henry Clay. Jackson easily won the popular vote, but
he did not have enough electoral votes to win the Presidency, so the
matter went to the House of Representatives, where Clay threw his
support to Adams, who won. But popular sentiment remained with
Jackson, who won by a wide margin against Adams in the election of
1828. Jackson believed in a strong Presidency and a strong union. He
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stood up to the bankers on the matter of the bank, which he viewed as
operating mainly for the upper classes at the expense of working people.
He warmned in 1829:

The bold efforts the present bank has made to control the
government are but premonitions of the fate that awaits the
American people should they be deluded into a perpetuation of
this institution or the establishment of another like it.

Whether Congress itself had the right to issue paper money, Jack-
son argued, was not clear; but “If Congress has the right under the
Constitution to issue paper money, it was given them to be used by them-
selves, not to be delegated to individuals or to corporations.” His grim
premonitions about the Bank appeared to be confirmed, when mis-
management under its first president led to financial disaster, depres-
sion, bankruptcies, and unemployment. But the Bank began to flour-
ish under its second president, Nicholas Bidd|le, who petitioned Con-
gress for a renewal of its charter in 1832, Jackson, who was then up
for re-election, expressed his views to this bid in no uncertain terms.
“You are a den of vipers and thieves,” he railed at a delegation of
bankers discussing the Bank Renewal Bill. “I intend to rout you out,
and by the eternal God, 1 will rout you out.” He called the bank “a
hydra-headed monster eating the flesh of the common man.” He
swore to do battle with the monster and to slay it or be slain by it.?

In the 1832 election, Jackson ran on the Democratic Party ticket
against Henry Clay, whose party was now called the Natjonal
Republican Party. Its members considered themselves “nationalists”
because they saw the country as a nation rather than a loose
confederation of States, and because they promoted strong nation-
building measures such as the construction of inter-state roads. Clay
advocated a strongly protectionist platform that kept productivity and
financing within the country, allowing it to grow up “in its own
backyard,” free from economic attack from abroad. It was Clay who
first called this approach the “ American system” to distinguish it from
the “British system” of “free trade.” The British system was supported
by Jackson and opposed by Clay, who thought it would open the
country to exploitation by foreign financiers and industrialists. To
prevent that, Clay advocated a tariff favoring domestic industry,
congressionally-financed national improvements, and a national bank.

More than three million dollars were poured into Clay’s campaign,
then a huge sum; but Jackson again won by a landslide. He had the
vote of the people but not of Congress, which proceeded to pass the

80




Web of Debt

Bank Renewal Bill. Jackson as promptly vetoed it. Showing how
eloquent the self-taught could be, he said in his veto bill:

There are no necessary evils in government. [ts evils exist only
in its abuses. If it would confine itself to equal protection, and,
as Heaven does its rains, shower jts favor alike on the high and
the low, the rich and the poor, it would be an unqualified blessing.
In the act before me there seems to be a wide and unnecessary
departure from these just principles. Many of our rich men have
not been content with equal protection and equal benefits, but
have besought us to make them richer by act of Congress. . .. If
we can not at once, in justice to interests vested under
improvident legislation, make our Government what it ought to
be, we can at least take a stand against all new grants of
monopolies and exclusive privileges, against any prostitution of
our Government to the advancement of the few at the expense
of the many . . ..

Jackson succeeded in vetoing the bill, but he knew that his battle
with the Bank was just beginning. “The hydra of corruption is only
scotched, not dead,” he exclaimed. Boldly taking the hydra by the
horns, he ordered his new Treasury Secretary to start transferring the
government’s deposits from the Second U.S. Bank into state banks.
When the Secretary refused, Jackson fired him and appointed another.
When that Secretary refused, Jackson appointed a third. When the
third Secretary proceeded to do as he was told, Jackson was trium-
phant. “I have it chained,” he said of the banking monster. “I am
ready with screws to draw every tooth and then the stumps.” But
Biddle and his Bank were indeed only scotched, not dead. Biddle
used his influence to get the Senate to reject the new Secretary’s nomi-
nation. Then he threatened to cause a national depression if the Bank
were not rechartered. Biddle openly declared:

Nothing but widespread suffering will produce any effect on Congress.
... Our only safety is in pursuing a steady course of firm
[monetary] restriction - and I have no doubt that such a course
will ultimately lead to restoration of the currency and the re-
charter of the Bank.

Biddle proceeded to make good on his threat by sharply contract-
ing the money supply. Old loans were called in and new ones were
refused. A financial panic ensued, followed by a deep economic de-
pression. Biddle blamed it all on Jackson, and the newspapers picked
up the charge. Jackson was officially censured by a Senate resolution.
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The tide turned, however, when the Governor of the Pennsylvania
(where the Bank was located) came out in support of the President
and strongly critical of the Bank; and Biddle was caught boasting in
public about the Bank’s plan to crash the economy. In April 1834, the
House of Representatives voted 134 to 82 against re-chartering the
Bank, and a special committee was established to investigate whether
it had caused the crash.®

In Janoary 1835, in what may have been his finest hour, Jackson
paid off the final installment on the national debt. He had succeeded
in doing something that had never been done before and has not been
done since: he reduced the national debt to zero and accumulated a
surplus.’ The following year, the charter for the Second Bank of the
United States expired; and Biddle was later arrested and charged with
fraud. He was tried and acquitted, but he died while tied up in civil
suits.

Jackson had beaten the Bank. His personal secretary, Nicholas
Trist, called 1t “the crowning glory of A.].’s life and the most impor-
tant service he has ever rendered his country.” The Boston Post com-
pared it to Jesus throwing the moneychangers out of the Temple. But
Jackson, like Jesus, found that taking on the moneychangers was risky
business. “The Bank is trying to kill me,” he said, “but 1 will kill it}”
He was the victim of an assassination attempt, but both the assassin’s
shots missed.”

Abraham Lincoln would not be so lucky.

Recall that President Clinton’s balancing of the budget did not include
paying off the national debt, which stood at $5 trillion in 2000.
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Chapter 8
SCARECROW WITH A BRAIN:
LINCOLN FOILS THE BANKERS

“With the thoughts you'd be thinkin’,
“You could be another Lincoln,
“If you only had a brain .. .."

- Dorothy o the Scarecrow (1939 filin)

Like the Scarecrow who wound up ruling Oz, Abraham
Lincoln went from hayseed to the top of his class by sheer
native wit and determination, epitomizing the American dream. Fol-
lowing in the footsteps of Andrew Jackson, he rose from the back-
woods to the Presidency without ever going to college. Lincoln’s
mother could barely read. Like Jackson, Lincoln risked life and limb
battling the Money Power; but the two Presidents had quite different
ideas about how it should be done. Jackson had captured the popular
imagination by playing on the distrust of big banks and foreign bank-
ers; but in throwing out the national bank and its foreign controllers,
he had thrown out Hamilton’s baby with the bath water, leaving the
banks in untegulated chaos. There was now no national currency.
Banks printed their own notes and simply had to be trusted to redeem
them in specie (or gold bullion). When trust faltered, there would be a
run on the bank and the bank would generally wind up closing its
doors. Bank-fed specuation had collapsed much of the factory sys-
tem; and federal support for road, canal and railway construction
was halted, halting the pioneer settlement of the West along with it.

Lincoln was only 24 when he joined the fight as an Illinois state
legis.ator to continue the pioneering internal improvements begun by
Henry Clay and the National Republicans. The National Republicans
were now called “Whigs” after the British Whigs, the party in opposi-
tion to the King. Jackson had taken such unprecedented powers to
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himself that he had come to be called “King Andrew,” making the
American opposition party Whigs by extension. The “Illinois Improve-
ment Program” centered on construction of the lllinois-Michigan ca-
nal and a 3,000-mile railroad system. The result was an unbroken
transportation line from the Hudson River to the Great Lakes and the
Mississippi River. Lincoln also joined the movement to restore the
country’s financial, industrial and political independence by restoring
a national bank and a national currency.'

When the Whig Party disintegrated over the question of slavery,
l.incoln joined the Republican Party, which was created in 1854 to
oppose the expansion of slavery into Kansas. It opposed the politicat
control exerted by southern slave owners over the national government;
maintained that free-market labor was superior to slavery; promised
free homesteads to farmers; and advanced a progressive vision
emphasizing higher education, banking, railroads, industry and cities.?
Lincoln became the first Republican candidate to be elected President.

Both Jackson and Lincoln were targets of assassination attempts,
but for Lincoln they started before he was even inaugurated. He had
to deal with treason, insurrection, and national bankruptcy within
the first days of taking office. Considering the powerful forces arrayed
against him, his achievements in the next four years were nothing
short of phenomenal. His government built and equipped the largest
army in the world, smashed the British-financed insurrection, abolished
slavery, and freed four million slaves. Along the way, the country
managed to become the greatest industrial giant the world had ever
seen. The steel industry was launched, a continental railroad system
was created, the Department of Agriculture was established, a new
eva of farm machinery and cheap tools was promoted, a system of
free higher education was established through the Land Grant College
System, land development was encouraged by passage of a Homestead
Act granting ownership privileges to settlers, major government
support was provided to all branches of science, the Bureau of Mines
was organized, governments in the Western territories were established,
the judicial system was reorganized, labor productivity increased by
50 to 75 percent, and standardization and mass production was
promoted worldwide.

How was all this accomplished, with a Treasury that was
completely broke and a Congress that hadn’t been paid themselves?
As Benjamin Franklin might have said, “That is simple.” Lincoln
tapped into the same cornerstone that had gotten the impoverished
colonists through the American Revolution and a long period of
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internal development before that: the government issued its own paper
fint money. National control was reestablished over banking, and the
economy was jump-started with a 600 percent increase in government
spending and cheap credit directed at production.® A century later,
Franklin Roosevelt would use the same techniques to pull the country
through the Great Depression; but Roosevelt’s New Deal would be
financed with borrowed money. Lincoln’s government used a system
of payment that was closer to the medieval tally. Officially called
United States Notes, these nineteenth century tallies were popularly
called "Greenbacks” because they were printed on the back with green
ink (a feature the dollar retains today). They were basically just receipts
acknowledging work done or goods delivered, which could be traded
in the community for an equivalent value of goods or services. The
Greenbacks represented man-hours rather than borrowed gold.
Lincoln is quoted as saying, “The wages of men should be recognized as
more important than the wages of money.” Over 400 million Greenback
dollars were printed and used to pay soldiers and government
employees, and to buy supplies for the war.

The Greenback system was not actually Lincoln’s idea, but when
pressure grew in Congress for the plan, he was quick to endorse it.
The South had seceded from the Union soon after his election in 1860.
To fund the War between the States, the Eastern banks had offered a
loan package that was little short of extortion - $150 million advanced
at interest rates of 24 to 36 percent. Lincoln knew the Joan would be
impossible to pay off.* He took the revolutionary approach because
he had no other real choice. The government could either print its
own money or succumb to debt slavery to the bankers.

The Wizard Behind Lincoln’s Curtain

Lincoln’s economic advisor was Henry Carey, the son of Matthew
Carey, the printer and publisher mentioned earlier who was tutored
by Benjamin Franklin and had tutored Henry Clay. Clay was the
leader of the Philadelphia-based political faction propounding the
“American system” of economics. In the 1920s, historian Vernon
Parrington called Henry Carey “our first professional economist.”
Thomas DiLorenzo, a modern libertarian writer, calls him “Lincoln’s
(and the Republican Party’s) economic guru.” Carey was known
around the world during the Civil War and its aftermath, and his
writings were translated into many European and Asian languages.
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According to Parrington, Carey began his career as a classical
laissez-faire economist of the British school; but he came to believe that
American industrial development was being held back by a false
financial policy imposed by foreign financiers. To recognize only gold
bullion as money gave the bankers who coutrolled the gold a lock on
the money supply and the economy. The price of gold was established
in a world market, and the flow of bullion was always toward the
great financial centers that were already glutted with it. To throw the
world’s money into a common pool that drained into these financial
capitals was to make poorer countries the servants of these hubs. Since
negative trade balances were settled in gold, gold followed the balance
of trade; and until America could build up an adequate domestic
economy, its gold would continue to drain off, leaving too little money
for its internal needs.

Carey came to consider “free trade” and the “gold standard” to
be twin financial weapons forged by England for its own economic
conquest. His solution to the gold drain was for the government to
create an independent national currency that was non-exportable,
one that would remain at home to do the country’s own work. He
advocated a currency founded on “national credit,” something he
defined as “a national system based entirely on the credit of the gov-
ernment with the people, not liable to interference from abroad.” Like
the wooden tally, this paper money would simply be a unit of account
that tallied work performed and goods delivered. Carey also sup-
ported expanding the monetary base with silver.?

Carey’s theories were an elaboration of the “American system”
propounded by Herry Clay and the National Republican Party. Their
platform was to nurture local growth and development using local
raw materials and local money, freeing the country from dependence
on foreign financing. Where Jackson’s Democratic Party endorsed
“free trade,” the National Republican Party sought another sort of
freedom, the right to be free from exploitation by powerful foreign
financiers and industrialists. Free traders wanted freedom from gov-
ernment. Protectionists looked to the government to keep them free
from foreign marauders. Clay’s protectionist platform included:

* Government regulation of banking and credit to deter speculation
and encourage economic development;
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® Government support for the development of science, public
education, and national infrastructure;’

® Regulation of privately-held infrastructure to ensure it met the
nation’s needs;

¢ A program of government-sponsored railroads, and scientific and
other aid to small farmers;

e Taxation and tariffs to protect and promote productive domestic
activity; and

® Rejection of class wars, exploitation and slavery, physical or eco-
nomic, in favor of a “Harmony of Interests” between capital and
labor.®

Lincoin also endorsed these goals. He eliminated slavery, estab-
lished a national bank, and implemented and funded national educa-
tion, national transportation, and federal development of business and
farming. He also set very high tariffs. He made this common-sense
observation:

[ don’t know much about the tariff, but I know this much: When
we buy manufactured goods abroad we get the goods and the
foreigner gets the money. When we buy the manufactured goods
at home, we get both the goods and the money.

The Legal Tender Acts and the Legal Tender Cases

The Greenback system undergirded Lincoln’s program of domes-
tic development by providing a much-needed national paper money
supply. After Jackson had closed the central bank, the only paper
money in circulation were the banknotes issued privately by individual
state banks; and they were basically just private promises to pay later
in hard currency (gold or silver). The Greenbacks, on the other hand,
were currency. They were “legal tender” in themselves, money that
did not have to be repaid later but was “as good as gold” in trade.
Like metal coins, the Greenbacks were permanent money that could
continue to circulate in their own right. The Legal Tender Acts of
1862 and 1863 made all the “coins and currency” issued by the U.S.
' Infrastructureis defined as “the set of interconnected structural elements that
provide the framework for supporting the entire structure.” In a country, it con-
sists of the basic facilities needed for the country’s functioning, providing a
public framework under which private enterprise can operate safely and effi-
ciently.
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Government “legal tender for all debts, public and private.” Govern-
ment-issued paper notes were made a legal substitute for gold and
silver, even for the payment of pre-existing debts.

In the twentieth century, the Legal Tender Statute (31 U.S.C.
Section 5103) applied this definition of “legal tender” to Federal Reserve
Notes, but it was a distortion of the intent of the original Acts. The
Legal Tender Acts made only currency issued by the United Stales
Government legal tender. Federal Reserve Notes were issued by the
Federal Reserve, a private banking corporation. However, that rather
obvious discrepancy was slipped past the American people with the
smoke-and-mirrors illusion that the Federal Reserve was actually
federal.

Did the Greenbacks Cause Price Inflation?

Lincoln’s Greenback program has been blamed for the price infla-
tion occurring during the Civil War, but according to Irwin Unger in
The Greenback Era (1964): “It is now clear that inflation would have
occurred even without the Greenback issue.”” War is always an infla-
tionary venture. What forced prices up during the Civil War was
actually a severe shortage of goods. Zarlenga quotes historian J. G.
Randall, who observed in 1937:

The threat of inflation was more effectively curbed during the Civil
War than during the First World War. Indeed as John K. Galbraith
has observed, “it is remarkable that without rationing, price
controls, or central banking, [Treasury Secretary] Chase could
have managed the federal economy so well during the Civil
War.”®

If Lincoln had not issued the extra money he needed to fund the
war in the form of Greenbacks, he would have had to issue more bonds.
Either alternative would have inflated the money supply, since the
banks that bought the government’s bonds were also short of gold.
They could only have paid for them with their own newly-issued
banknotes; and the bond option would have plunged the government
further into debt. As Thomas Edison reasonably observed in an inter-
view reported in The New York Times in 1921:

[f the Nation can issue a dollar bond it can tssue a dollar bill.
The element that makes the bond good makes the bill good also.
The difference between the bond and the bill is that the bond
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lets the money broker collect twice the amount of the bond and
an additional 20%. Whereas the currency, the honest sort
provided by the Constitution pays nobody but those who
contribute in some useful way. It is absurd to say our Country
can issue bonds and cannot issue currency. Both are promises to
pay, but one fattens the usurer and the other helps the People.

The Greenbacks did lose value as against gold during the war, but
this was to be expected, since gold was a more established currency
that people naturally preferred. Again the problem for the Greenback
was that it had to compete with other forms of currency. People re-
mained suspicious of paper money, and the Greenback was not ac-
cepted for everything. Particularly, it could not be used for the
government’s interest payments on its outstanding bonds. By Decem-
ber 1865, the Greenback was still worth 68 cents to one gold dollar,
not bad under the circumstances. Meanwhile, the Confederates’ pa-
per notes had become devalued so much that they were worthless.
The Confederacy had made the mistake of issuing fiat money that
was nol legal tender but was only a bond or promise to pay after the
War. As the defeat of the Confederacy became more and more cer-
tain, its currency’s value plummeted.®

In 1972, the United States Treasury Department was asked to
compute the amount of interest that would have been paid if the $400
million in Greenbacks had been borrowed from the banks instead.
According to the Treasury Department’s calculations, in his short ten-
ure Lincoln saved the government a total of $4 billion in interest, just
by avoiding this $400 million Joan.'
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Chapter 9
LINCOLN LOSES THE BATTLE
WITH THE MASTERS
OF EUROPEAN FINANCE

“When she knows you are in the country of the Winkies she will find
you, and make you all her slaves.”

“Perhaps not,” said the Scarecrow, “for we mean to destroy her.”

“Oh, that 1s different,” said the Guardian of the Gates. “No one
has ever destroyed her before, so 1 naturally thought she would make
slaves of you, as she has of the rest. But lake care. She is wicked and
fierce, and may not allow you to destroy her.”

~ The Wonderful Wizard of Oz,
“The Search for the Wicked Witch”

he Confederacy was not the only power that was bent on

destroying Lincoln’s Union government. Lurking behind the
curtain pulling the strings of war were powerful foreign financiers.
Otto von Bismarck, Chancellor of Germany in the second half of the
nineteenth century, called these puppeteers “the masters of European
finance.” He wrote:

I know of absolute certainty, that the division of the United States
into federations of equal force was decided long before the Civil
War by the high financial powers of Europe. These bankers
were afraid that the United States, if they remained in one block
and as one nation, would attain economic and financial
independence, which would upset their financial domination
over Europe and the world. Of course, in the “inner circle” of
Finance, the voice of the Rothschilds prevailed. They saw an
opportunity for prodigious booty if they could substitute two
feeble democracies, burdened with debt to the financiers, . . . in
place of a vigorous Republic sufficient unto herself. Therefore,
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they sent their emissaries into the field to exploit the question of
slavery and to drive a wedge between the two parts of the Union.
... The rupture between the North and the South became meuvitable;
the masters of European finance employed all their forces to bring it
about and to turn it to their advantage

The European bankers wanted a war that would return the United
States to its colonial status, but they were not necessarily interested in
preserving slavery. Slavery just meant that the owners had to feed
and care for their workers. The bankers preferred “the European plan”
- capital could exploit labor by controlling the money supply, while letting
the laborers feed themselves. In July 1862, this ploy was revealed in a
notorious document called the Hazard Circular, which was circulated
by British banking interests among their American banking counter-
parts. Tt said:

Slavery is likely to be abolished by the war power and chattel
slavery destroyed. This, [ and my European friends are glad of,
for slavery is but the owning of labor and carries with it the care of
the laborers, while the European plan, led by England, is that capital
shall control labor by controlling wages. This can be done by
controlling the money. The great debt that capitalists will see to it
is made out of the war, must be used as a means to control the
volume of money. To accomplish this, the bonds must be used ns
a banking basis. . . . It will not do fo allow the greenback, as it is
called, to circulate as money any length of time, as we cannot control
that.?

The system the bankers wanted to preserve was what Henry Clay
and Henry Carey had called the “British system,” with its twin
weapons of “free trade” and the “gold standard” keeping the less
industrialized countries in a colonial state, supplying raw materials
to Britain’s factories. The American South had already been subjugated
in this way. The bankers had now set their sights on the North, to be
reeled in with usurious war Joans; but Lincoln had refused to take the
bait. The threat the new Greenback system posed to the bankers” game
was reflected in an article attvibuted to an unidentified editorialist
writing in The London Times in 1865. It warned:

{J]f that mischievous financial policy, which had its origin in the
North American Republic, should become indurated down to a
fixture, then that Government will furnish its own money without
cost. It will pay off debts and be without a debt. It will have all
the money necessary to carry on its commerce. It will become
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prosperous beyond precedent in the history of the civilized
governments of the world. The brains and the wealth of all
countries will go to North America. That government must be
destroyed, or it will destroy every monarchy on the globe.®

Bismarck wrote in 1876, “The Government and the nation escaped
the plots of the foreign financiers. They understood at once, that the
United States would escape their grip. The death of Lincoln was
resolved upon.” Lincoln was assassinated in 1865.

The Worm in the Apple:
The National Banking Act of 1863-64

The European financiers had failed to trap Lincoln’s government
with usurious war loans, but they achieved their ends by other means.
While one faction in Congress was busy getting the Greenbacks issued
to fund the war, another faction was preparing a National Banking
Act that would deliver a monopoly over the power to create the nation’s
money supply to the Wall Street bankers and their European affiliates.
The National Banking Act was promoted as establishing safeguards
for the new national banking system; but while it was an important
first step toward a truly national bank, it was only a compromise with
the bankers, and buried in the fine print, it gave them exactly what
they wanted. A private communication from a Rothschild investment
house in London to an associate banking firm in New York dated June
25, 1863, confided:

The few who understand the system will either be so interested
in its profits or so dependent upon its favors that there will be
no opposition from that class while, on the other hand, the great
body of people, mentally incapable of comprehending . . . will
bear its burdens without complaint.?

The Act Jooked good on its face. It established a Comptroller of
the Currency, whose authority was required before a National Banking
Association could start business. It laid down regulations covering
minimum capitalization, reserve requirements, bad debts, and
reporting. The Comptroller could at any time appoint investigators
to look into the affairs of any national bank. Every bank director had
to be an American citizen, and three-quarters of the directors of a
bank had to be residents of the State in which the bank did business.
Interest rates were limited by State usury laws; and if no laws were in
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effect, then to 7 percent. Banks could not hold real estate for more
than five years, except for bank buildings. National banks were not
allowed to circulate notes they printed themselves. Instead, they had
to deposit U.S. bonds with the Treasury in a sum equal to at least one-
third of their capital. They got government-printed notes in return.

So what was the problem? Although the new national banknotes
were technically issued by the Comptroller of the Currency, this was
actually just a formality, like the printing of Federal Reserve Notes by
the Bureau of Engraving and Printing today. The currency bore the
name of the bank posting the bonds, and it was issued at the bank’s
request. In effect, the National Banking Act authorized the bankers to
issue and lend their own paper money. The banks “deposited” bonds
with the Treasury, but they still owned the bonds; and they immediately
got their money back in the form of their own banknotes. Topping it
off, the National Banking Act effectively removed the competition to
these banknotes. It imposed a heavy tax on the notes of the state-
chartered banks, essentially abolishing them ® It also curtailed
competition from the Greenbacks, which were limited to specific issues
while the bankers’ notes could be issued at will. Treasury Secretary
Salmon P. Chase and others complained that the bankers were buying
up the Greenbacks with their own banknotes. Zarlenga cites a historian
named Dewey, who wrote in 1903:

The banks were accused of absorbing the government notes as
fast as they were issued and of putting out their own notes in
substitution, and then at their convenience converting the notes
into bonds on which they earned interest [in gold].

The government got what it needed at the time - a loan of
substantial sums for the war effort and a sound circulating currency
for an expanding economy - but the banks were the real winners.
They not only got to collect interest on money of which they still had
the use, but they got powerful leverage over the government as its
creditors. The Act that was supposed to regulate the bankers wound
up chartering not one but a whole series of private banks, which all
had the power to create the currency of the nation.

The National Banking Act was recommended to Congress by Trea-
sury Secretary Chase, ironically the same official who had sponsored
the Greenback program the Act effectively eliminated. In a popular
1887 book called Seven Financial Conspiracies That Have Enslaved
the American People, Sarah Emery wrote that Chase had acquiesced
only after several days of meetings and threats of financial coercion

94




Web of Debt

by bank delegates. He is quoted as saying later:

My agency in procuring the passage of the National Bank Act
was the greatest financial mistake of my life. It has built up a
monopoly that affects every interest in the country. It should be
repealed. But before this can be accomplished, the people will
be arrayed on one side and the banks on the other in a contest
such as we have never seen in this country ®

Although Lincoln was assassinated in 1865, it would be another
fifty years before the promise of his debt-free Greenbacks were erased
from the minds of a people long suspicious of the usury bankers and
their gilded paper money. The “Gilded Age” - the period between the
Civil War and World War I - was a series of battles over who should
issue the country’s currency and what it should consist of.

Skirmishes in the Currency Wars

Chase appeared on the scene again in 1869, this time as Chief
Justice of the Supreme Court. He wrote the opinion in Hepburn v.
Griswold, 75 U.S. 603, holding the Legal Tender Acts to be unconsti-
tutional. Chase considered the Greenbacks to be a temporary war
measure. He wrote that the Constitution prohibits the States from
passing “any . . . law impairing the obligation of contracts,” and that
to compel holders of contracts calling for payment in gold and silver
to accept payment in “mere promises to pay dollars” was “an uncon-
stitutional deprivation of property without due process of law.”

In 1871, however, with two new justices on the bench, the Su-
preme Court reversed and found the Legal Tender Acts constitutional.
In the Legal Tender cases (Knox v. Lee, 79 U.S. 457, 20 L.Ed. 287; and
Juilliard v. Greenman, 110 U.S. 421, 4 S.Ct. 122, 28 L.Ed. 204), the
Court declared that Congress has the power “to coin money and regu-
Jate its value” with the objects of self-preservation and the achieve-
ment of a more perfect union, and that “no obligation of contract can
extend to the defeat of legitimate government authority.”

In 1873, an Act the Populists would call the “Crime of '73” elimi-
nated the free coinage of silver. Like when King George banned the
use of locally-issued paper scrip a century earlier, the result was “tight”
money and hard times. A bank panic followed, which hit the western
debtor farmers particularly hard.

95




Chapter 9 - Lincoln Loses the Battle

[n 1874, the politically powerful farmers responded by forming
the Greenback Party. Their proposed solution to the crisis was for the
government to finance the building of roads and public projects with
additional debt-free Greenbacks, augmenting the money supply and
putting the unemployed to work, returning the country to the sort of
full employment and productivity seen in Benjamin Franklin’s time.
The Greenbacks could also be used to redeem the federal debt. Under
the “Ohio Idea,” all government bonds not specifying payment in gold
or silver would be repaid in Greenbacks.” The plan was not adopted,
but the Scarecrow had shown he had a brain. The Timid Lion had
demonstrated the courage and the collective will to organize and make
a ditference.

In 1875, a Resumption Act called for redemption by the Treasury
of all Greenbacks in “specie.” The Greenbacks had to be withdrawn
and replaced with hard currency, producing further contraction of
the money supply and deeper depressjon.

In 1878, the Scarecrow and the Tin Woodman joined forces to
form the Greenback-Labor Party. They polled over one million votes
and elected 14 Representatives to Congress. They failed to get a new
issue of Greenbacks, but they had enough politica) clout to stop fur-
ther withdrawal of existing Greenbacks from circulation. The Green-
backs then outstanding ($346,681,016 worth) were made a perma-
nent part of the nation’s currency.

In 1881, James Garfield became President. He boldly took a stand
against the bankers, charging:

Whosoever controls the volume of money in any country is
absolute master of all industry and commerce . . . And when
you realize that the entire system is very easily controlled, one
way or another, by a few powerful men at the top, you will not
have to be told how periods of inflation and depression originate.

President Garfield was murdered not long after releasing this
staternent, when he was less than four months into his presidency.
Depression deepened, leaving masses of unemploved to face poverty
and starvation at a time when there was no social security or
unemployment insurance to act as a safety net. Produce was left to
rot in the fields, because there was no money to pay workers to harvest
it or to buy it with when it got to market. The country was facing
poverty amidst plenty, because there was insufficient money in
circulation to keep the wheels of trade turning. The country sorely
needed the sort of liquidity urged by Lincoln, Carey and the
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Greenbackers; but the bankers insisted that allowing the government
to print its own money would be dangerously inflationary. That was
their argument, but critics called it “humbuggery” . . . .
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Chapter 10
THE GREAT HUMBUG:
THE GOLD STANDARD AND THE
STRAW MAN OF INFLATION

“Hush, my dear,” he smd. “Don’t speak so loud, or you wnll be
overheard - and 1 should be ruined. I'm supposed to be a Great
Wizard."”

“And aren’t you?” she asked.

“Not a bit of it, my dear; I'm just a common man.”

“You're more than that,” said the Scarecrow, in a grieved tone;
“you're a humbug.”

“Exactly so!” declared the litfle man, rubbing his hands together as
if it pleased him. “I am a humbug.”

~ The Wonderful Wizard of Oz,
“The Magic Artof the Great Humbug”

umbug is a word that isn’t used much today, but in the

Gilded Age it was a popular term for describing frauds, shams
and con artists. Vernon Parrington, a Pulitzer prize-winning historian
writing in the 1920s, used it to describe the arguments of the bankers
to silence the farmers who were trying to reform the banker-controlled
money system in the 1890s. It was the farmers who particularly felt
the pinch of tight money when the bankers withheld their gold.
Parrington wrote that the farmers “pitted their homespun experience
against the authority of the bankers and the teaching of the schools.”
In response to their clear-headed arguments, the bankers defended
with a smokescreen of confusing rhetoric:

Denunciation took the place of exposition, and hysteria of
argument; and in this revel of demagoguery the so-called
educated classes -- lawyers and editors and business men -- were
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perhaps the most shameless purveyors of humbuggery. Stripped
of all hypocrisy the main issue was this: Should the control of
currency issues -- with the delegated power of inflation and deflation
-- lie in the hands of private citizens or with the elected representatives
of the people? . . . [But] throughout the years when the subject
was debated in every newspaper and on every stump the real
issue was rarely presented for consideration. The bankers did
not dare to present it, for too much was at stake and once it was
clearly understood by a suspicious electorate their case was lost.
Hence the sirategy of the money group was to obscure the issue, an
end they achieved by dwelling on the single point of inflation . . .

The Quantity Theory of Money

The gold standard and the inflation argument that was used to
justify it were based on the classical “quantity theory of money.” The
foundation of classical monetary theory, it held that inflation is caused
by “too much money chasing too few goods.” When “demand” (the
money available to buy goods) increases faster than “supply” (goods
and services), prices are forced up. If the government were allowed to
simply issue all the Greenback dollars it needed, the money supply
would increase faster than goods and services, and price inflation
would result. If paper money were tied to gold, a commodity in limited
and fixed supply, the money supply would remain stable and price
inflation would be avoided.

A corollary to that theory was the classical maxim that the gov-
ernment should balance its budget at all costs. If it ran short of money,
it was supposed to borrow from the bankers rather than print the
money it needed, in order to keep from inflating the money supply.
The argument was a “straw man” argument - one easily knocked
down because it contained a logical fallacy - but the fallacy was not
immediately obvious, because the bankers were concealing their hand.
The fallacy lay in the assumption that the money the government bor-
rowed from the banks already existed and was merely being recycled.
If the bankers themselves were creating the money they lent, the argu-
ment collapsed in a heap of straw. The money supply would obvi-
ously increase just as much from bank-created money as from govern-
ment-created money. In either case, it was money pulled out of an
empty hat. Money created by the government had the advantage
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that it would not plunge the taxpayers into debt; and it provided a
permanent money supply, one not dependent on higher and higher
levels of borrowing to stay afloat.

The quantity theory of money contained another logical fallacy,
which was pointed out later by British economist John Maynard
Keynes. Adding money (“demand”) to the economy would drive up
prices only if the “supply” side of the equation remained fixed. If new
Greenbacks were used to create new goods and services, supply would
increase along with demand, and prices would remain stable.? When
a shoe salesman with many unsold shoes on his shelves suddenly got
more customers, he did not raijse his prices. He sold more shoes. If he
ran out of shoes, he ordered more from the factory, which produced
more. If he were to raise his prices, his customers would go to the
shop down the street, where shoes were still being sold at the lower
price. Adding more money to the economy would inflate prices only
when the producers ran out of the labor and materials needed to make
more goods. Before that, supply and demand would increase together,
leaving prices as they were before.

That theoretical revision helps explain such paradoxical data as
the “economic mystery” of China. The Chinese have managed to
keep the prices of their products low for thousands of years, although
their money supply has continually been flooded with the world’s
gold and silver, and now with the world’s dollars, as those currencies
have poured in to pay for China’s cheap products.> The Keynesian
explanation is that prices have remained stable because the money
has gone into producing more goods, increasing supply along with
demand.

While bankers in America were insisting that the government must
borrow rather than print the money it needed, the residents of a small
island state off the coast of England were quietly conducting a 200-
year experiment that would show the bankers” inflation argument to
be a humbug.

The Remarkable Island of Guernsey

The island state of Guernsey is located among the British Channel
Islands, about 75 miles south of Great Britain. In 1994, Dr. Bob Blain,
Professor of Sociology at Southern Iilinois University, wrote of this
remarkable island:
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In 1816 its sea walls were crumbling, its roads were muddy
and only 4 1/2 feet wide. Guernsey’s debt was 19,000 pounds.
The island’s annual income was 3,000 pounds of which 2,400
had to be used to pay interest on its debt. Not surprisingly,
people were leaving Guernsey and there was little employment.

Then the government created and loaned new, interest-free
state notes worth 6,000 pounds. Some 4,000 pounds were used
to start the repairs of the sea walls. In 1820, another 4,500
pounds was issued, again interest-free. In 1821, another 10,000;
1824, 5,000; 1826, 20,000. By 1837, 50,000 pounds had been
issued interest free for the primary use of projects like sea walls,
roads, the marketplace, churches, and colleges. This sum more
than doubled the island’s money supply during this thirteen year
period, but there was no inflation. In the year 1914, as the British
restricted the expansion of their money supply due to World
War [, the people of Guernsey commenced to issue another
142,000 pounds over the next four years and never looked back.
By 1958, over 542,000 pounds had been issued, all without
inflation*

Guernsey has an income tax, but the tax is relatively low (a “flat”
20 percent), and it is simple and loophole-free. It has no inheritance
tax, no capital gains tax, and no federal debt. Commercial banks ser-
vice private lenders, but the government itself never goes into debt.
When it wants to create some public work or service, it just issues the
money it needs to pay for the work. The Guernsey government has
been issuing its own money for nearly two centuries. During that
time, the money supply has mushroomed to about 25 times its original
size; yet the economy has not been troubled by price inflation, and it
has remained prosperous and stable.®

Many other countries have also successfully issued their own
money, but Guernsey is one of the few to have stayed under the radar
ong enough to escape the covert attacks of an international banking
cartel bent on monopolizing the money-making market. As we'll see
later, governments that have dared to create their own money have
generally wound up dealing with a presidential assassination, a coup,
a boycott, a war, or a concerted assault on the national currency by
international speculators. The American colonists operated success-
fully on their own sovereign money until British moneylenders leaned
on Parliament to halt the practice, prompting the American Revolu-
tion. England had a thriving economy that operated on the sovereign
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money of the king until Oliver Cromwell’s “Glorious Revolution,”
which let the moneylenders inside the gates. After 1700, the right to
create money was transferred to the private Bank of England, based
on a fraudulent “gold standard” that allowed it to duplicate the gold
in its vaults many times over in the form of paper banknotes. Today
governments are in the position of the disenfranchised king, having to
borrow money created by the banks rather than issuing it themselves.

The Gold Humbug

In 1863, Eleazar Lord, a New York banker, called the gold standard
a humbug. He wrote:

The so-called specie basis [or gold standard], whenever there is
a foreign demand for coin, proves to be a mere fiction, a practical
humbug; and whenever, by an excess of imports, this pretended
basis is exported to pay foreign debts, the bank-notes are
withdrawn from circulation or become worthless, the currency
for the time is annihilated, prices fall, business is suspended,
debts remain unpaid, panic and distress ensue, men in active
business fail, bankruptcy, ruin, and disgrace reign.¢

The requirement that paper banknotes be backed by a certain
weight of gold bullion, Lord said, was a fiction. Banks did not have
nearly enough gold to “redeem” all the paper money that was sup-
posed to be based on it, and there was no real reason the nation’s
paper money had to be linked to gold at all. The gold standard just
put America at the mercy of the foreign financiers who controlled the
gold. When national imports exceeded exports, gold bullion left the
country to pay the bill; and when gold stores shrank, the supply of
paper money “based” on it shrank as well.

As Vernon Parrington pointed out, the real issue was not what
money consisted of but who created it. Whether the medium of ex-
change was gold or paper or numbers in a Jedger, when 1t was lent
into existence by private lenders and was owed back to them with
interest, more money would always be owed back than was created
in the first place, spiraling the economy into perpetual debt. A dollar
borrowed at 6 percent interest, compounded annually,’ grows in 100
years to be a debt of $13,7817 That is true whether the money takes
the form of gold or paper or accounting entries. As noted earljer, the
banks lend the dollar into existence but not the additional $13,780
needed to pay the loan off, forcing the public to go further and further
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into debt in search of the ephemieral interest due on their money-buijt-
on-debt. Merchants continually have to raise their prices to try to
cover this interest tab, producing perpetual price inflation. Like the
Tin Woodman whose axe was enchanted by the Witch to chop off
parts of his own body, the more people work, the less they seem to
have left for themselves. They cannot keep up because their money
keeps shrinking, as sellers keep raising their prices in a futile attempt
to pay off loans that are collectively impossible to repay.

Challenging Corporate Feudalism

If the Scarecrow in search of a brain represented the unschooled
farmers matching wits with the bankers, the Tin Woodman who had
chopped out his own heart reflected the plight of the working man
exploited by the corporation, which was increasingly replacing the
small family business competing in a “free market.” In 1886,
corporations were given the rights and privileges of “individuals”
although they lacked the morality and the conscience of live human
beings. Their sole motive was profit, the sort of single-minded devotion
to self-interest that in a live human being would be considered
pathological. Corporations are feudalistic organizations designed in
the structure of a pyramid, with an elite group at the top manipulating
masses of workers below. Workers are kept marching in lockstep,
passing received orders down from above, out of fear of losing their
jobs, their homes and their benefits if they get out of line. At the top of
the pyramid is a small group of controllers who alone know what is
really going on. Critics have noted that the pyramid with an overseeing
eye at the top is also the symbol on the Federal Reserve Note, the
privately-issued currency that became the national monetary unit in
1913.

The popular grassroots movements that produced the Greenback
and Populist Parties in the 1890s represented the interests of the
common man over these corporate and financial oppressors. Although
“populism” today tends to be associated with the political left, the
word comes from the Latin word simply for the “people.” [n the
nineteenth century, it stood for the “government of the people, by the
people, for the people” proclaimed by Abraham Lincoln. According

1

Compound interest is interest calculated not only on the initial principal but on
the accumulated interest of prior payment periods.
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to Wikipedia (an online encyclopedia written collaboratively by
volunteers):

Populism. .. on the whole does not have a strong political identity
as either a left-wing or right-wing movement. Populism has
taken left-wing, right-wing, and even centrist forms. In recent
years, conservative United States politicians have begun adopting
populist rhetoric; for example, promising to “get big government
off your backs.”

Although the oppressor today is seen to be big government, what
the nineteenth century Populists were trying to get off their backs was
a darker, more malevolent force. They stil]l believed that the principles
set forth in the Constitution could be achieved through a democratic
government of the people. They saw their antagonist rather as the
private money power and the corporations it had spawned, which
were threatening to take over the government unless the people inter-
vened. Abraham Lincojn is quoted as saying:

[ see in the near future a crisis approaching that unnerves me
and causes me to tremble for the safety of my country.
Corporations have been enthroned, an era of corruption in high
places will follow, and the money power of the country will
endeavor to prolong its reign by working upon the prejudices of
the people until the wealth is aggregated in the hands of a few
and the Republic is destroyed.”

Lincoln may not actually have said this. As with many famous
quotations, its authorship is disputed.’® But whoever said it, the in-
sight was prophetic. In a January 2007 article called “Who Rules
America?”, Professor James Petras wrote, “Today it is said 2% of the
households own 80% of the world’s assets. Within this small elite, a frac-
tion embedded in financial capital owns and controls the bulk of the
world’s assets and organizes and facilitates further concentration of
conglomerates.” Professor Petras observed:

Within the financial ruling class, . . . political leaders come
from the public and private equity banks, namely Wall Street --
especially Goldman Sachs, Blackstone, the Carlyle Group and
others. They organize and fund both major parties and their
electoral campaigns. They pressure, negotiate and draw up the
most comprehensive and favorable legislation on global strategies
(liberalization and deregulation) and sectoral policies . . . . They
pressure the government to “bailout” bankrupt and failed
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speculative firms and to balance the budget by lowering social
expenditures instead of raising taxes on speculative “windfall”
profits.

... [T]hese private equity banks are involved in every sector
of the economy, in every region of the world economy and
increasingly speculate in the conglomerates which are acquired.
Much of the investment funds now in the hands of US investment
banks, hedge funds and other sectors of the financial ruling class
originated in profits extracted from workers in the manufacturing
and service sector.®

It seems the Tin Man has indeed been stripped of his heart and
soul by the Witch of the East, the Wall Street bankers, just as Lincoln,
the Greenbackers and the Populists foresaw . . . .
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THE BANKERS CAPTURE THE
MONEY MACHINE

The Wicked Witch of the East held all the Munchkins in bondage for
many years, making them slave for her night and day.

— The Wonderful Wizard of Oz,
“The Council with the Munchkins”




Chapter 11
NO PLACE LIKE HOME:
FIGHTING FOR THE FAMILY FARM

“No matter how dreary and gray our homes are, we people of flesh
and blood would rather live there than in any other country, be it ever
so beautiful. There is no place like home.”

~ Dorothy to the Scarecrow,
The Wonderful Wizard of Oz

PeOpIe today might wonder why Dorothy, who could have
stayed and played in the technicolor wonderland of Oz, was
so eager to get home to her dreary Kansas farm. But readers could
have related to that sentiment in the 1890s, when keeping the family
homestead was a key political issue. Home foreclosures and evictions
were occurring in record numbers, A document called “The Bankers
Manifesto of 1892” suggested that it was all part of a deliberate plan
by the bankers to disenfranchise the farmers and laborers of their
homes and property. The document’s origins are obscure, but its in-
troduction to Congress 1s attributed to Representative Charles
Lindbergh Sr., the father of the famous aviator, who served in Con-
gress between 1903 and 1913. The Manifesto read in part:

We must proceed with caution and guard every move made,
for the lower order of people are already showing signs of restless
commotion. . . . The Farmers Alliance and Knights of Labor
organizations in the United States should be carefully watched
by our trusted men, and we must take immediate steps to control
these organizations in our interest or disrupt them. . . . Capital
[the bankers and their money] must protect itself in every possible
manner through combination [monopoly] and legislation. The
courts must be called to our aid, debts must be collected, bonds
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and mortgages foreclosed as rapidly as possible. When through
the process of the law, the common people have lost their homes, they
will be more lractable and easily governed through the influence of
the strong arm of the government applied to a central power of
imperial wealth under the control of the leading financiers. People
without homes will not quarrel with their leaders.

The Farmers Alliance and Knights of Labor were the Scarecrow
and Tin Woodman of Baum'’s tale. They were a serious force to be
reckoned with; they were militant, and they were mad. To split these
powerful opponents, the Bankers Manifesto recommended a tactic
that is still used today:

[While] our principal men . . . are engaged in forming an
imperialism of the world . . ., the people must be kept in a state
of political antagonism. . . . By thus dividing volers, we can gel
them to expend their energies in fighting over questions of no
mmportance to us . . . . Thus, by discrete action, we can secure all
that has been so generously planned and successfully
accomplished.

The voters, then as now, would be kept pacified with the right to
vote for one of two or three candidates, all manipulated by the same
puppeteers. As Indian author Arundhati Roy would complain of the
election process a century later:

It’s not a real choice, it's an apparent choice, like choosing a
brand of detergent. Whether you buy lvory Snow or Tide, they’'re
both owned by Proctor and Gamble. . . . Those in positions of
real power, the bankers, the CEOs, are not vulnerable to the
vote, and in any case they fund both sides.?

It was this sort of disillusionment with the political process that
prompted Howard Zinn, Professor Emeritus in Boston University’s
history department, to state in 2001:

For progressive movements, the future does not lie with electoral
politics. It lies in street warfare - protest movements and
demonstrations, civil disobedience, strikes and boycotts - using
all of the power consumers and workers have in direct action
against the government and corporations.?

The tradition of the street protest dates back to 1894, when Coxey’s
Army marched from Ohio to Washington D.C. to petition Congress to
revive the Greenback system.
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Petitions in Boots

In striking contrast to the rag-tag army he led, “General” Jacob S.
Coxey was a wealthy Populist who owned a sand quarry, bred horses,
and wore hand-tailored suits. He was in it for the cause, one to which
he was so committed that he named his son “Legal Tender.” Like
Frank Baum, Coxey was a follower of the new theosophical move-
ment that was all the rage in the 1890s. He said his monetary solution
had come to him fully formed ina dream* He didn’t just dream it but
took it right to the Capitol steps, in the sort of can-do spirit that would
come to characterize the Populist movement. He called his protest
march a “petition in boots.”

When Coxey’s Army, some 500 strong, entered Washington D.C.
and marched down Pennsylvania Avenue, the perceived threat was
so great that 1,500 U.S. soldiers were stationed to resist them.*> Coxey
attempted to deliver his speech on the Capitol steps but was prevented
by the police. He wound up spending 20 days in jail for trespassing
on the grass and for displaying a prohibited “banner” (actually a 3
inch by 2 inch lapel pin).¢ His prepared speech was later entered into
the Congressional record by his supporters. [t was quite eloquent and
moving, revealing the extremity and the despair of a people who had
become progressively poorer as the bankers had become richer. Coxey
said:

Up these steps the lobbyists of trusts and corporations have passed
unchallenged on their way to committee rooms, access to which we,
the representatives of the toiling wealth-producers, have been denied.
We stand here to-day in behalf of millions of toilers whose
petitions have been buried in committee rooms, whose prayers
have been unresponded to, and whose opportunities for honest,
remunerative, productive labor have been taken from them by
unjust legislation, which protects idlers, speculators, and
gamblers: we come to remind the Congress here assembled of
the declaration of a United States Senator, “that for a quarter of
a century the rich have been growing richer, the poor poorer,
and that by the close of the present century the middle class will
have disappeared as the struggle for existence becomes fierce and
relentless.”

... We have come here through toil and weary marches,
through storms and tempests, over mountains, and amid the
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trials of poverty and distress, to lay our grievances at the doors
of our National Legislature . . . .We are here to petition for
legislation which will furnish employment for every man able
and willing to work; for legislation which will bring universal
prosperity and emancipate our beloved country from financial
bondage to the descendants of King George.

... Weare engaged in a bitter and crue] war with the enemies
of all mankind - a war with hunger, wretchedness, and despair,
and we ask Congress to heed our petitions and issue for the
nation’s good a sufficient volume of the same kind of money
which carried the country through one awful war and saved
the life of the nation.

Coxey proposed two bills, one primarily to help farmers, the other
to help urban laborers. Under his “Good Roads Bill,” $500 million
would be issued in legal tender notes or Greenbacks to construct the
roads particularly needed in rural America. For city dwellers, Coxey
proposed a “Noninterest-Bearing Bonds Bill.” It would authorize state
and local governments to issue noninterest-bearing bonds that would
be used to borrow legal tender notes from the federal treasury. The
monies raised by these transactions would be used for public projects
such as building libraries, schools, utility plants, and marketplaces.®

Coxey was thus proposing something quite new and revolution-
ary: the government would determine the projects it wanted to carry
out, then issue the money to pay for them. The country did not need
to be limited by the money it already had, money based on gold the
bankers controlled. “Money” was simply a receipt for labor and ma-
terials, which the government could and should issue itself. [f the
labor and materials were available, and people wanted the work done,
they could all get together and trade, using paper receipts of their
own design. It was a manifestation of the theosophical tenet that you
can achieve your dreams simply by “realizing” them ~ by making them
real. You can realize the abundance you already have, just by bring-
ing its potential into manifestation.

When Coxey’s Army failed to move Congress, other “industrial
armies” were inspired to take up the cause. There were over forty in
all. Some 1,200 protesters managed to overcome the resistance of the
railroad companies, federal marshals, the U.S. Army, and judicial in-
junctions to arrive in Washington in 1894. One group, called “Hogan’s
Army,” began its march in Montana -- too far to walk to the Capitol,
so the protesters commandeered a train. When the U.S. Marshal] and
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his men attempted to stop them, a gun battle resulted in several inju-
ries and one death. The U.S. Army finally seized the train. “Hogan’s
Heroes” were arrested, and Hogan spent six months in jail.”

Over the next century, progressively larger street protests were
built on the precedent Coxey’s Army had established. In1913, woman
suffragists sponsored a national march on Washington that had fed-
eral support. In 1932, approximately 20,000 starving unemployed
World War 1 veterans and their families marched for the “Bonus Bill”
drafted by Congressman Wright Patman. The bill sought to give vet-
erans the present value of their bonuses, which had been issued in
1924 but were not to be paid until 1945, When their demands were
turned down by 