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Funding Public Health Care with a Publicly Owned

Bank: How Canada Did It
By Ellen Hodgson Brown, J.D.

The story goes that Churchill offered a woman 5
million pounds to sleep with him. She hedged and said
they would have to discuss terms. Then he offered her 5
pounds. “Sir!” she said. “What sort of woman do you
think 1 am?” “Madam,” he replied, “we've already
established that. Now we're just haggling over the price.”

The same might be said of President Obama’s health
care bill, which was sold out to
corporate interests early on. The
insurance lobby had its way with
the bill; after that they were just
haggling over the price. The “public
option” was so watered down in
Congressional deal-making that it
finally disappeared altogether.

However, the bill passed both
Houses by razor-thin margins. That
still leaves the question of price, but
all industrialized countries except
the United States have managed to
foot the bill for universal health
care. How is it that they can afford
it when we [the US] can’t? Do they
have some secret funding source
that we don't have?

In the case of our nearest
neighbour, Canada, the answer is
actually that they do. At least, they
did for the first two decades of their
national  health  service—long
enough to get it up and running.
Now the Canadian government,
too, is struggling with a mounting
debt to private banks at compound
interest and its national health service, Health Canada,
is suffering along with other public programs. But when
Canada first launched its national health service, the
funding came from money created by its own central
bank. Canada’s innovative funding model is one that
could still be followed by a president committed to
delivering on his promises.

Ellen Hodgson Brown, J.D.

The Canadian National Health Service Today

Despite what you may have read in the corporate-
controlled press, studies show that Canadians are
generally happy with the care they receive; and they
live an average of 2.5 years longer than Americans.
They receive free health service for all diagnostic
procedures, hospital and home care deemed medically
necessary. People can choose the general practitioners

= they want; there are no deductibles
on basic care; and co-pays are low or
zero. Care continues despite
changing jobs, and no one is
excluded for having a pre-existing
condition. ~ Drug  prices are
negotiated by the government and
are paid with public money for the
elderly and homeless. For the rest of
the population, cost-sharing schemes
are arranged between private
insurers and provincial govern-
ments, with most provinces
requiring families to pay small
monthly ~ premiums  (generally
around $100 for a family of four).

According to a 2007 study, the
government pays for more than two-
thirds of all Canadian health care
costs. The US government, by
contrast, pays for less than half of
these costs. In 2007, the US spent a
staggering 16 percent of GDP on
health care compared to 10 percent
in Canada. Health costs paid for out-
of-pocket by Canadians amount to
less than $300 per capita annually.

But while that arrangement may look good to
people in the US, it is only a shadow of Canada's former
system. Between 1990 and 2007, the portion of health
care costs covered by the Canadian government fell a
dramatic 74.5 percent, chiefly due to a change in how
the program was financed. In its early years, Canada's
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public health system was funded under a provision of
the Bank of Canada Act allowing the Bank to create
the money to finance federal, provincial and municipal
projects on a nearly interest-free basis.

Money Created the Old-Fashioned Way—by the
Government, Rather Than the Banks

What was extraordinary about the Bank of
Canada, however, was not so much that it created
money on its books as that it managed to wrest that
power away from the private banking monopoly. All
banks actually create the money they lend simply with
accounting entries. This fact was
confirmed by Graham Towers, the first
governor of the Bank of Canada, in
hearings in 1935. Asked whether banks
create “the medium of exchange,” he
replied:

That is right. That is what they

are there for... That is the

banking business, just in the

way that a steel plant makes

steel. The  manufacturing

process consists of making a

pen-and-ink or typewriter entry

on a card in a book. That is all.

The decision to fund government |
programs through a publicly owned
central bank was driven by a crisis much like that in
the US today. The country was in the throes of the
Great Depression, and the money supply had radically
contracted, causing businesses to close and
unemployment to soar. Many Canadians blamed the
private banks for making conditions worse by failing
to extend loans.

Prior to the 1935 Bank of Canada Act, private
banks in Canada issued their own banknotes, which
were regulated less by the government than by the
Canadian Bankers Association. The country's largest
private bank, the Bank of Montreal, served as the
government's de facto banker. By the eve of the Great
Depression, interest on Canada's public debt had
reached one-third of government expenditures, and
many officials believed that
the government needed a
central bank to come up with
the money to pay its foreign
debts. A Royal Commission
was put together in 1933
which supported creating a
bank. A major debate then
ensued over whether the
central bank should be
public or private.

Credit for the Canadian
public banking model goes
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largely to a Canadian mayor named Gerald Gratton
McGeer. He has largely been lost to history, and his
book, "The Conquest of Poverty," has been long out
of print; but according to local historian Will Abrams,
it was McGeer's lengthy presentations to the Ottawa
Common Banking Committee that clarified for
bankers, economists and legislators how well a
publicly owned bank could work. McGeer’s model
was based on the public banking .
system of Guernsey, an island jy
state between Britain and France. :
The Guernsey government began |
issuing currency to
pay for public works
as far back as 1816.
To this day, its sys-
tem of publicly issued money has
allowed its inhabitants to maintain full
employment and enjoy quality infra-
structure, while paying modest taxes and
without suffering from price inflation.
The Bank of Canada became
publicly owned in 1938 under Prime
Minister William Lyon Mackenzie
King, a staunch supporter of McGeer’s
vision for a public central bank. King
maintained:
Until the control of the issue of
currency and credit is
restored to government |
and recognized as its most
conspicuous and sacred
responsibility, all talk of
the sovereignty of Parlia-
ment and of democracy is
idle and futile. Once a
nation parts with the
control of its currency and
credit, it matters not who
makes that nation’s laws. prime Minister William
Usury, once in control, Lyon Mackenzie King
will wreck any nation.

n,c.lll-l-l:m.' K,

What Can Be Done by a Government Issuing
Its Own Currency

Along with New Zealand, Australia and other
progressive countries, Canada proceeded to fund
infrastructure and social programs using national
credit issued by its own central bank. The potential of
this new credit tool for the Canadian economy was
first demonstrated in World War Il, in which Canada
ranked fourth among the Allies for production of war
goods. Under the Returning Veterans Rehabilitation
Act of 1945, some 54,000 returning vets were given
financial aid to attend university. The Department of
Veterans Affairs provided another 80,000 vets with
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vocational training, and the Veterans’ Land Act
helped 33,000 vets buy farmland.

After the war, the Industrial Development Bank,
a subsidiary of the Bank of Canada, was formed to
boost Canadian businesses by offering loans at low
interest rates. The Bank of Canada also funded many
infrastructure projects and social programs directly.
Under the 1950 Trans Canada Highway Act, Canada

Business Development Bank of Canada building in
Toronto. It started as the Industrial Development Bank

built the world’s longest road and the world’s longest
inland waterway (a joint venture with the United
States), as well as the 28-mile Welland Canal. People
over 70, regardless of income or assets, received $40
a month from the government under the Old Age
Security Act; and children under 15 got a tax-free
allowance of $5-$8 a month.

Canadians first began talking about a
government-run health system during the Great
Depression, but at that time the government felt it
could not afford the service. Various provincial
programs were launched in the 1940s, often to care
for returning veterans. But it was not until 1957 that
the Canadian federal health care system was actually
initiated, with funding from the Bank of Canada. A
Hospital Act was passed under which the federal
government agreed to pay half of the bills of its
citizens at most hospitals; a Diagnostic Services Act
gave all Canadians free acute hospital care, as well as
lab and radiology work. In 1966, the Hospital Act
was expanded to cover physician services. In 1984,
the Canada Health Act ensured that no medically
necessary care would include private fees or a charge
to citizens.

A Misguided Economic Policy Kills the Golden
Goose

For three decades, Canada paid for these projects
through its own government-owned central bank,
without sparking price inflation. Then in the late
1960s, a period of “stagflation” set in—rising prices

accompanied by high unemployment. According to
former Canadian Defence Minister Paul Hellyer,
these elevated prices were the result of “cost-push”
inflation, which could be traced to a combination of
causes. Big labor unions, big government and big
corporations all negotiated top dollar for their
contracts. In 1971, President Richard Nixon took the
US dollar off the gold standard, putting a strain on
currencies in international markets. In 1974, the price
of oil quadrupled, following a secret deal between
Henry Kissinger and the OPEC countries in which
the latter agreed to sell their oil only in US dollars
and to deposit the dollars in US banks. Countries
without sufficient dollar reserves had to borrow from
these banks to buy the oil they needed, setting a debt
trap that sprang shut when US Federal Reserve
Chairman Paul Volcker raised interest rates to 20
percent in 1980.

These increased costs drove up prices worldwide;
but in Canada, price inflation was blamed on the
government drawing money from its own central
bank. Under the sway of classical monetarist theory
as promoted by US economist Milton Friedman, the
Canadian government abandoned its successful
experiment in self-funding and began borrowing
from private international lenders. These private
banks created “credit”
on their books just as
the Bank of Canada
had done; but they lent
it to the government at
compound interest,
creating a soaring
national debt. Today,
interest on the debt is
the Canadian govern-
ment's single largest
budget expenditure -

" d - ed larger than health
Milton Friedman’s mis-guided .00 senjor entitle-
policies Killed...

ments or national
defence.

Canada’s health care
system is now suffering along &
with the rest of the economy,
necessitating the cutbacks and
long waits for elective |
procedures  described by
critics. But the achievements
of an earlier debt-free era
attest to the sustainability of a |
system of public health care
funded with money issued
through the government's own
central bank.

...the goose that laid
the golden eggs.
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Goosing the Economy Again

The Bank of Canada was created to end the
hardships of the Depression and give the
government full responsibility for the health of the
economy. As it turned out, the Bank also funded the
health of the Canadian people.

The US government could fund universal health
coverage in the same way. Ideally, it would
nationalize the Federal Reserve or set up its own
government-owned bank; but the same result could
be achieved simply by borrowing from the existing
Federal Reserve. The Fed always rebates the interest
to the government after deducting its costs, and the
federal debt is never paid off but is just rolled over
from year to year. Interest-free loans rolled over
from year to year are the equivalent of debt-free
government-issued money.

Contrary to popular belief, adding to the money
supply in this way would not be inflationary.
Inflation results when “demand” (money) exceeds
“supply” (goods and services). In this case, the new
money would be used to create new goods and
services, keeping supply in balance with demand.
That the result would not be inflationary is
particularly true today, when we are suffering from
a deflationary crisis. As in the Great Depression,
money is not available to buy products and fund
programs because the money supply itself has
collapsed. The solution is not to slash programs, but
to put more money into the economy, and that can
be done by authorizing the government to create the
money it needs for infrastructure and social services
through its own bank.

Ellen Hodgson Brown J.D. (Doctor of Juris-
prudence) developed her research skills as an
attorney practicing civil litigation in Los Angeles. In
Web of Debt, her latest book, she turns those skills
to an analysis of the Federal Reserve and “the
money trust.”” She shows how this private cartel has
usurped the power to create money from the people
themselves, and how we the people can get it back.
Her earlier books focused on the pharmaceutical
cartel that gets its power from *“‘the money trust.”
Her eleven books include Forbidden Medicine,
Nature's Pharmacy (co-authored with Dr. Lynne
Walker) and The Key to Ultimate Health (co-
authored with Dr. Richard Hansen). Her web sites
are www.webofdebt.com, www.ellenbrown.com,
and www.public-banking.com.  Saturday 23
January 2010. http://www.truthout.org/funding-
public-health-care-with-a-publicly-owned-bank-
how-canada-did-it56313

Money and the
Economic Crisis—a
Short Tutorial

By Charles Eisenstein
Summarized by Caspar Davis

T he creation of fantasy money

Suppose you give me a million dollars with the
instructions, “Invest this profitably, and I’ll pay you
well.” I’m a sharp dresser—why not?

So | go out onto the street and hand out stacks of
bills to random passers-by. Ten thousand dollars
each. In return, each scribbles out an IOU for
$20,000, payable in five years. | come back to you
and say, “Look at these 10Us! | have generated a
20% annual return on your investment.” You are
very pleased, and pay me an enormous commission.

Now I’ve got a big stack of IOUs, so | use these
“assets” as collateral to borrow even more money
[“derivative money”], which I lend out to even more
people, or sell them to others like myself who do the
same. | also buy insurance to cover me in case the
borrowers default—and | pay for it with those self-
same 10Us!

Round and round it goes, each new loan
becoming somebody’s asset on which to borrow yet
more money. We all rake in huge commissions and
bonuses, as the total face value of all the assets
we’ve created from that initial million dollars is now
fifty times that.

CIAHLER.
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The bankrupt bankers.
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Pay-back time

Then one day, the first batch of IOUs comes due.

But guess what? The person who scribbled his
name on the 10U can’t pay me back right now. In
fact, lots of the borrowers can’t. | try to hush this
embarrassing fact up as long as possible, but pretty
soon you get suspicious. You want your million
dollars back—in cash. I try to sell the 10Us and
their derivatives that | hold, but everyone else is
suspicious too, and no one buys them. The
insurance company tries to cover my losses, but it
can only do so by selling the I0Us | gave it!

So finally, the government steps in and buys the
I0Us, bails out the insurance company and
everyone else holding the 10Us and the derivatives
stacked on them. Their total value is way more than
a million dollars now.

I and my fellow entrepreneurs retire with our
lucre. Everyone else pays for it.

Success—the rich have become richer!

This is the first level of what has happened in the
financial industry over the past decade. It is a huge
transfer of wealth to the financial elite, to be funded
by US taxpayers, foreign corporations and
governments, and ultimately the foreign workers
who subsidize US debt indirectly via the lower
purchasing power of their wages. However, to see
the current crisis as merely the result of a big con is
to miss its true significance.

. PEREGULATING THE
FINAMNCIAL IMDUSTRY. .-

GAVERMMENT SHOAWLDN'T INTERFERE IM THE
MARKETFLACE

por AN LIMIT (SONVERHNMENT
Te ITS PRoPER RoLE:

{©) The Rocky Mountain News. Diat. by NEA, Inc.

But the end is near...

I think we all sense that we are nearing the
end of an era. On the most superficial level, it is the
era of unregulated casino-style financial manip-
ulation that is ending. But the current efforts of the
political elites to fix the crisis at this level will only
reveal its deeper dimensions. In fact, this crisis goes
“all the way to the bottom.” It arises from the very
nature of money and property in the world today,
and it will persist and continue to intensify until
money itself is transformed. A process centuries in
the making is in its final stages of unfolding.

Money as we know it today has crisis and
collapse built into its basic design. That is because
money seeks interest, bears interest, and indeed is
born of interest.

The whole system of interest-bearing money
works fine as long as the volume of goods and
services exchanged for money keeps growing. The
crisis we are seeing today is in part because new
money has been created much faster than goods and
services have, and much faster than has been
historically sustainable.

There are only two ways out of such a situation:
inflation and bankruptcies. Each involves the
destruction of money. The current convulsions of
the financial and political elites basically come
down to a futile attempt to prevent both. Their first
concern is to prevent the evaporation of money

cee WILL ALLoW THE UMFETTERED FREE
MARKET To UMLEASH THE

BoumilLESS CREATWITY
OF AMERICAN BUSIMESS. ..

BAILIMNG oUT
THE FIFANCIAL.
MEUETRY,
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through massive bankruptcies, because it is,
after all, their [fantasy] money.

Economic growth requires “monetization”

Essentially, for the economy to continue
growing and for the (interest-based) money
system to remain viable, more and more of
nature and human relationship must be
monetized. For example, thirty years ago most
meals were prepared at home; today some two-
thirds are prepared outside, in restaurants or
supermarket delis. A once unpaid function,
cooking, has become a “service.” And we are
the richer for it. Right?

Another major engine of economic growth
over the last three decades, child care, has also
made us richer. We are now relieved of the
burden of caring for our own children. We pay
experts instead, who can do it much more
efficiently.

In ancient times entertainment was also a
free, participatory function.

Everyone played an instrument, sang,
participated in drama. Even 75 years ago in
America, every small town had its own
marching band and baseball team. Now we pay
for those services. The economy has grown.
Hooray.

The crisis we are facing today arises from
the fact that there is almost no more social,
cultural, natural, and spiritual capital left to
convert into money. Centuries, millennia of
near-continuous money creation has left us so
destitute that we have nothing left to sell.

Faced with the exhaustion of the non-
monetized commonwealth that it consumes,
financial capital has tried to delay the inevitable
by cannibalizing itself. The dot-com bubble of

the late 1990s showed that the productive
economy could no longer keep up with the
growth of money.

Lots of excess [fantasy] money was
running around frantically, searching for a
place where the promise of deferred goods and
services could be redeemed. So, to postpone
the inevitable crash, the Fed [US Federal
Reserve agency] slashed interest rates and
loosened monetary policy to allow old debts to
be repaid with new debts (rather than real
goods and services). The new financial goods
and services that arose were phoney, artifacts
of deceptive accounting on a vast, systemic
scale...

The lesson: create your own true values

Individually and collectively, anything we
do to resist or postpone the collapse will only
make it worse. So stop resisting the revolution
in human “being-ness.” If you want to survive
the multiple crises unfolding today, do not seek
to survive them. That is the mindset of
separation; that is resistance, a clinging to a
dying past. Instead, allow your perspective to
shift toward reunion, and think in terms of what
you can give. What can you contribute to a
more beautiful world? That is your only
responsibility and your only security. The gifts
you need to survive and enjoy will come to you
easily, because what you do to the world, you
do to yourself.

Charles Eisenstein is a writer, speaker, and the
author of The Ascent of Humanity and other
books. He also maintains a blog at http://
www.ascentofhumanity.blogspot.com

Ottawa, ON K1V 0WS8).

CUSJ needs more members!

Canadian Unitarians for Social Justice (CUSJ) has only 74 paid up members!

There must be many members out there who have not paid their membership for the current
year due April 1st, 2010, or who are potential members who have not actually signed up.

If you are someone who regularly picks up a copy of JUSTnews from among those received
by your church or fellowship, please consider filling in the information on the back page of the
copy in your hand, and sending it to the address indicated (Bob Staveley, P.O. Box 40011,

If you don’t wish to destroy your copy of this Discussion Paper, simply write the requested
information on a sheet of paper, enclose a cheque (anything between $10 and $50 is
appreciated, depending on your pocketbook) and send it in.

CUSJ cannot continue to exist without your membership.
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Bank Reform, Prime Minister
Hacker Style

Reports of corruption and shady deals in the
City, Britain’s financial district, prompted
Prime Minister Hacker to consider appointing
Alexander Jameson as a new “‘get-tough”
Governor of the Bank of England. But Cabinet
Secretary Sir Humphrey Appleby and Sir
Desmond Glazebrook, chairman of Bartlett’s
Bank (which was involved with the investment
scandal of Phillips Berenson), were opposed to
a cleanup of the City’s financial mess. They
wanted the new Governor to let the bankers and
investors carry on as before. The following
excerpts from Hacker’s diary recount the
ensuing debate.

* * *

OCTOBER 7 - The auditor’s report on Phillips
Berenson was deeply shocking. Full of
irregularities and malpractices. What really
surprised me is that a High Street clearing bank
like Bartletts should be so deeply involved.

But it didn’t surprise Dorothy (Dorothy
Wainright was Hacker’s chief political
advisor), with whom I was discussing the report.

“Look at their chairman, Sir Desmond
Glazebrook,” she said. “He’s a bumbling
buffoon, never has any original ideas, and
because he doesn’t understand anything and
always agrees with whomever he’s talking to,
people think he’s sound.”

She’s dead right. But I’ve been invited to
consult him about appointing a new Governor
of the Bank of England. Not that it’s necessary
to consult anyone. | still intend to get Jameson.
He’s the only one who could do the thorough
cleanup of the City that we need.

“Who do you suppose,” | asked, “Desmond
Glazebrook will want me to appoint?”

“Sir Desmond Glazebrook, of course,” said
Dorothy.

“Are you serious?”

She nodded. “After all, who has the most
interest in a cover-up?”

* * *

OCTOBER 19 - | greeted Sir Desmond when
he arrived, accompanied by Sir Humphrey, and
asked for his views on appointing a new Bank
of England Governor.

“l certainly think you should appoint one,”
he said. “Bank needs a Governor, you know.”

Humprey reminded him it was a matter of
who to appoint.

“Well, it needs to be someone the chaps
trust,” said Sir Desmond.

“Yes,” | agreed. “I feel we need someone
really intelligent. Upright. Energetic.”

Desmond looked nervous. “Well, hold on.”

“You don’t agree?” | asked.

He weighed the question with care. “Well, of
course it’s a jolly interesting idea, Prime
Minister. But I’m not sure the chaps would trust
that sort of chap.”

Dorothy intervened. “l think the Prime
Minister is worried about financial scandals. Are
you worried about financial scandals, Sir
Desmond?”

“Yes, of course. We don’t want any of those.
But if you go for the sort of chap the chaps trust,
you can trust him to be the sort of chap to see the
chaps don’t get involved in any scandals.”

I could see that Dorothy had been right.
Obviously Glazebrook did not want me to
appojnt Jameson. So | asked him who he thought
should be the Governor.

“Well, Prime Minister, it’s not easy. Not all
that many chaps the chaps trust. I mean, it’s not
for me to say, but if one were to be asked,
assuming one were thought to be... Of course
one is committed to one’s current job, but if one
were to be pressed, | dare say one could make
oneself available... As a duty one owes to, er, the
nation...”

“l was thinking of Alexander Jameson,” |
told him bluntly.” How could he even think he
could be Governor!

“What are your views on Jameson?” | asked.
“Would you recommend him?”

“No, Prime Minister,” he said, “I couldn’t.
City’s a funny place. You know, if you spill the
beans you open a can of worms. | mean, how can
you let sleeping dogs lie if you let the cat out of
the bag? You bring in a new broom and if you’re
not careful you find you’ve thrown the baby out
with the bathwater. Change horses in midstream,
next thing you know you’re up the creek without
a paddle.”

I got the message. Leave things as they are.
Laissez-faire.

Humphrey was nodding in agreement, with
feigned admiration, as he sat at the feet of this
latter-day Adam Smith.

From Yes Prime Minister, BBC, edited by
Jonathan Lynn and Anthony Jay. Reprinted from
the CCPA Monitor, May 2010, p. 25.
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