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The main proposition of this lecture is simple: it is to argue that banking should be a public 

service for the people, whether they work for an employer or run a small business.  It should 

not be a system for engaging in risky financial speculations or making commissions from 

selling the financial securities of large multinationals or governments.  The aim of bankers 

should not be to increase the returns on the equity of their shareholders or line their own 

pockets with grotesquely large salaries and bonuses. 

The lecture argues that this aim can only be achieved through nothing less than full public 

ownership of the major banks, which must be democratically accountable and controlled by 

the people and which must act within a national (or even international) plan to meet the social 

needs of the people, not the profit of a few. 

Why should banks be commercial operations?  What is to stop us turning them into a public 

service just like health, education, transport etc?  Nothing is the short answer.  If banks were 

a public service, they could hold the deposits of households and companies and then lend 

them out for investment in industry and services or even to the government.  It would be like 

a national credit club.   

The global banking crash made the worldwide recession worse 

If banks globally had been under public ownership and engaged only in a plan to provide 

funds for industrial investment, government infrastructure development and housing, the 

financial crunch would have been avoided (even if the ensuing global economic slump was 

not). 

In its latest Fiscal Monitor, the IMF calculated that around $1.7trn had been spent directly by 

taxpayers in the advanced economies to ‘bail out’ the banking sector in the financial crisis 

and so far only €914bn has been recovered through the sale of assets and other revenues 

collected from the bailed out banks. So 7% of 2012 global GDP has been used and only 3.7% 

of GDP has been recovered.  Indeed, only in the US is the taxpayer anywhere close to getting 

its money back (at 4.2% of GDP compared to a bailout of 4.8% of GDP spent).  In most other 

economies, the recovery rate is less than 25% after five years. 



 

That the global financial collapse made the ensuing Great Recession much deeper and long 

lasting is suggested by a comparison of the recovery from the Great Recession by the major 

capitalist economies.  In the graph below (produced by the Bank of England), we can see that 

recovery from recessions on average is achieved within four quarters (red line).  If a banking 

crisis is also involved, then it takes up to 12 quarters (green line).  But the Great Recession 

has been much worse, with only the US getting anywhere near an average recovery (purple 

line), while the Eurozone and the UK in particular are still way behind. 

For example, according to Andy Haldane, responsible for financial stability at the Bank of 

England, reckons that when all the extra long-term and indirect costs have been added in, 

Britain may have lost between one and five years’ GDP as a result of the banking crisis.   
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The global financial crash and the ensuing Great Recession that has hit most parts of the 

world demonstrate the need to bring banks under the social control of the people.   

Which would have been best: a bailout or a takeover? 

It’s over five years since Lehman Brothers, one of the big five investment banks in the US, 

went bust and kicked off a financial collapse that nearly pushed the whole capitalist system 

into meltdown.  

Governments insisted that these global banks were ‘bailed out’ with cash, guarantees and 

loans worth well over $3trn
1
.   And households around the world, and now including 

Slovenia, have had to pay with sharp reductions in their living standards, through job losses, 

wage cuts, tax increases, and an increased public sector debt servicing  

Government debt ratios are now at post-war highs.  Andrew Haldane has calculated that the 

major banks have only taken a hit equivalent to 1/20th of low-end estimate of what the banks 

ought to pay for all the damage they did.   

Politicians and bankers colluded to lie about the size of crisis to begin with; then they lied 

about the size of the bailout needed; then they lied about how the bailouts would restore bank 

lending to households and corporations; then they lied about how healthy the banks were; 

then they lied about reducing the top bankers’ bonuses; and then they lied by saying any 

bailout would be temporary. 

Capitalist states committed their electorates to providing a permanent guarantee that banks 

will be bailed out and supported whatever – and the banks remain in private hands.  “All of 

this – the willingness to call dying banks healthy, the sham stress tests, the failure to enforce 

bonus rules, the seeming indifference to public disclosure, not to mention the shocking lack of 

criminal investigations into fraud by bailout recipients before the crash – comprised the 

largest and most valuable bailout of all” (Taibbi). 
2
  

And where are we now?  The banks are still engaged in speculations, are still not regulated 

properly and are still aimed at making profits for shareholders and not providing a public 

service for people. 

“we have a banking system that discriminates against community banks, makes ‘too big to 

fail’ banks even to ‘bigger to fail’, increases risk, discourages sound business lending and 

punishes savings by making it even easier and more profitable to chase high-yield 

investments rather than to compete for small depositors.” Taibbi 

It’s a never-ending banking story 

Indeed, the global banking sector remains deep in the sludge of scandal, corruption and 

mismanagement, with a new revelation nearly every week.  And it continues to fail in its 

supposed purpose, namely to provide liquidity and credit to households and to businesses to 

enable them to pay for working capital and investment to grow.   
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Take the UK banks: Barclays has been fined $450m for its part in the so-called Libor scandal, 

where banks’ traders colluded to fix the interest rate for inter-bank lending, which sets the 

floor for most loan costs across the world.  That rigging meant that local authorities, charities 

and businesses ended up paying more than they should for loans.  HSBC was indicted by the 

US Congress for laundering Mexican drug gangs money and breaches of sanctions on Iran (as 

was Standard Chartered).  Lloyds Bank, along with all the other banks, has had to 

compensate customers for misselling them personal injury insurance to the tune of £5.3bn, 

money that could have been better used to fund industry and keep loan terms down. 

And there is RBS.  This British bank was brought to its knees in the financial collapse by a 

management led by (Sir) Fred Goodwin, knighted for his services to the banking industry 

(!).  Goodwin was noted for his bullying and his penchant for risk and huge bonuses.  He left, 

but not without taking a fat pension and handshakes from the RBS board, as have all the 

senior executives of the banks when they have been  asked  to ‘step down’ following a 

scandal.  Nobody has been charged or convicted in a criminal court for any actions by the 

these global banks since the scandals and illegal activities were revealed
3
. 

On the contrary, the banks have shrugged off all these scandals. JP Morgan continued to run a 

risky trading outfit out of London engaged in outsized trades in derivatives, the very 

‘financial weapons of mass destruction’ (to use the world’s greatest investor,Warren Buffet’s 

term) that triggered the 2008 crisis.  The ‘London whale’,  as it was called, eventually lost the 

bank $6bn!   The main trader, Bruno Iksil, told his senior executives that he was worried 

about the “scary” size of the trades he was engaged in.  But they ignored him.  And the US 

supervisors of the bank, the Office of Comptroller of the Currency, supposedly now closely 

monitoring the banks, also did nothing.   

Bob Diamond, the former head of Barclays and eventually sacked over the Libor scandal (but 

only because the then Bank of England governor, Mervyn King insisted), made the statement 

that “For me, the evidence of culture is how people behave when no one is looking”.   

Exactly, and it is clear what the banking culture is, namely to use customers money, 

taxpayers cash and guarantees and shareholders investments to try to make huge profits 

through risky assets and then pay themselves grotesque bonuses.   

And nothing has really changed.  A secret report recently found that Barclays bank was still 

engaged in getting “revenue at all costs” and employed “fear and intimidation” on staff to 

do so.   

 “When plunder becomes a way of life for a group of men living together in society, they 

create for themselves in the course of time a legal system that authorises it and a moral code 

that glorifies it”.  19th century economist Frederic Bastiat 

And yet the banks want to continue just as before.   
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“Banker bashing is a bad thing – if you wake up every morning to be lambasted in the 

headlines, it is less likely that you will want to work in the field and that reaction will hurt the 

economy.   The UK must stop attacking the industry if it wants to remain a good place for 

global finance” Bill Winters, ex-head of JP Morgan investment banking, 6 February 2013, 

City AM 

And that’s still not the end of it.  It has now been revealed that during the financial collapse 

when Barclays was threatened with partial nationalisation, that the Barclays board loaned 

money to Qatar who then invested in the stock of the bank to the tune £12bn.  In this way, the 

bank avoided state control by issuing more loans!  It is still not clear what “commissions” 

were paid to Qatari investors.   

Dexia, the Belgian bank, eventually forced into nationalisation, also tried the same trick in 

2008 and so did the rotten Iceland bank, Kaupthing, which ‘lent’ money to a Qatari royal who 

invested it back into the bank.  The Qataris took ‘commission’ and if the shares were 

worthless, it made no difference to them.  It just added to the losses of the bank and to the 

cost to the taxpayer in any bailout. 

And then there is Monte dei Paschi di Siena.  This venerable old bank from the heart of Italy 

was found to be using two sets of accounts to hide the fact that its uncontrolled derivatives 

division had lost over €700m in trades.  The regulators, this time the Bank of Italy, claim they 

knew nothing about it until the bank pleaded for money from the taxpayer to save it from 

bankruptcy.  The current head of the European Central Bank, Mario Draghi, was head of the 

Bank of Italy at the time. 

At the same time, Dutch bank Rabobank has agreed to pay a $1bn settlement over its role in 

the Libor-rigging. It had rigged Libor and other important benchmark rates for six years.  As 

many as 30 employees of Rabobank, including seven managers, from New York to Utrecht 

and Tokyo made more than 500 improper documented requests to change Libor and 

Euribor.  The bank’s chief executive was forced to resign as he said he did not know what 

was going on but it was his responsibility. 

Similarly, Swiss global bank, UBS said that it had begun an internal investigation of its 

foreign exchange business and had “taken and will take appropriate action with respect to 

certain personnel”.   It has been forced by the Swiss regulator to increase by half the amount 

of capital it holds against the risk of litigation.  And then Deutsche Bank said that it had set 

aside €1.2bn to deal with litigation.  In the UK, part-publicly owned Lloyds Bank revealed 

that it had ‘provisioned’ another £750m for compensation payments for mis-sold payment 

protection insurance in the third quarter.  Its total misconduct bill has now exceeded £8bn, at 

the expense of the tax payer, in effect. 

Nobody has been charged for these immoral and probably illegal activities. Instead, what has 

happened is that rank and file bank workers, most of whom have not been involved these 

scandals and risk taking ventures, but just do work in back offices or at counters, have been 

sacked in their thousands to reduce costs.  And more jobs are going each month. 

Since the banking crash, it is the bank staff in back offices, on the counters and in the call 

centres that have been losing their jobs, not the top executives (apart from a few headline 

names).  The number of City-style jobs in the UK peaked at 354,134 in 2007; they are now 

down to just 249,512, according to the Centre for Economics and Business Research (CEBR), 

http://www.ft.com/cms/s/0/788e7c98-405f-11e3-a39b-00144feabdc0.html?siteedition=uk


and will fall to 237,036 in 2013 and 236,494 in 2014, the lowest since 1993. One out of three 

posts will have been axed since the height of the bubble.  

As Andy Haldane pointed out in a recent speech (to the Occupy group!): “There are 400,000 

people employed in banking in the UK. The vast majority of those, perhaps even 99%, were 

not driven by individual greed and were not professionally negligent. Nor, even in the go-go 

years, were they trousering skyscraper salaries. It is unfair, as well as inaccurate, to heap the 

blame on them. For me, the crisis was instead the story of a system with in-built incentives 

for self-harm: in its structure, its leverage, its governance, the level and form of its 

remuneration, its (lack of) competition. Avoiding those self-destructive tendencies means 

changing the incentives and culture of finance, root and branch. This requires a systematic 

approach, a structural approach, a financial reformation.” 

The extent and nature of these continuing scandals have forced even supporters of ‘free 

markets’ and the City of London, like former finance minister under Thatcher, Nigel Lawson, 

to call for the full nationalisation of RBS!  The bank is already 82% owned by the taxpayer, 

but that means nothing because the taxpayer has no say in how the bank is run, what bonuses 

are paid and what the bank does with deposits, loans and investments.  Lawson now says, that 

far from privatising it, the bank should be fully nationalised and the government should 

intervene in the bank to “turn it into a vehicle for increasing lending to business”.  

What to do: why regulation won’t work 

Global banking regulators have announced what to do.  It’s called Basel-III.   The former 

president of the European Central Bank, Jean-Claude Trichet, acted as the leader for this 

group of national bank regulators.  

What was the solution of these very worthy bankers?  Under previous rules, banks needed to 

keep only cash and stock worth just 2% of all the risky assets they had on their books.  That 

was clearly not enough in the financial crisis of 2008-9.  Now banks were going to have to 

keep at least 4.5% in cash and equity with another buffer of up to 2.5% for safety’s 

sake.  And when things were going well and they started to make good profits, they were 

going to have to keep another 2.5% of assets in reserve for a rainy day. 

Now this all sounds sensible and you may say not a moment too soon.  However, it won’t be 

soon.  So upset were the bankers on being told by the regulators that they must have more 

cash and shareholder capital in their banks to do business that they have been lobbying all 

and sundry to try and water down these new regulations.  And they have succeeded.  The new 

ratios for capital do not have to be met until 2015 at the earliest and in the case of some ratios 

not until 2018 or even 2023!  And in the meantime, they can keep all the public money that 

have received from the government and for guarantees on their own borrowing to tide them 

over. 



 

As one banking analyst put it:  “This is quite a lot more favourable to the industry than I and 

the market were expecting. The changes to the asset definitions and the outflow calculations 

in particular look like a fairly massive softening of approach.”    

The conditions have been watered down so much that most international banks meet the LCR 

and capital ratio targets already.  The Basel Committee has merely endorsed where the banks 

are now.  But it has given those banks that do not meet the targets yet another seven years to 

do so.   

Meanwhile the recommendations of various national banking regulation reports have been 

watered down or downright rejected.  The Vickers Report on the UK banking sector 
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proposed to increase the amount of capital funds that banks must hold relative to the loans 

they make and financial assets they purchase.   It also wanted to reduce the holdings of 

‘risky’ assets that banks can hold.  And it wanted to propose (through ‘firewalls’) separating 

the activity of banks between their ‘traditional’ role of lending to business and households 

and their ‘investment’ role of gambling in bond and stock markets. 

But what makes Vickers or Volcker think that a banking crisis can only happen in the 

‘speculative’ part of banking?  In Britain, the banking crisis first erupted in the ‘ordinary’ 

banks like Bradford & Bingley, Northern Rock and HBoS.  Only later did the ‘universal’ 

banks that speculated in US mortgage-backed assets and credit derivatives like RBS get into 

trouble when the whole banking world began to implode.   

Slovenia’s banking mess was not caused by its banks’ involvement in exotic financial 

instruments but in engaging in excessive uncontrolled lending to real estate developers and 

construction companies, while financing this by loans from foreign banks.   

As the IMF put it: Slovenian corporates are among the most highly leveraged in the euro 

area, mainly because of a lack of equity: the corporate debt to GDP ratio is about the euro 

area average. This is a legacy of the boom years, when bank financing was plentiful, 

enabling companies to expand beyond their core areas, engage in acquisitions, and invest 

heavily in risky projects without putting up their own money. The sudden stop in capital flows 
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and the ensuing recession stopped credit availability, weakened cash flows, and exposed 

significant weaknesses in corporate management and governance.
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Breaking up the banks won’t work 

Then there is the  argument is that banks were getting ‘too big to fail’, namely that the likes 

of Citibank, HBoS, Bank America, Goldman Sachs etc were so large that if we let 

governments let them go bust, they would bring down everybody, as Lehmans nearly did.  So 

these banks must be broken up into smaller entities. 

But breaking up the banks would mean less profits and in those countries like Britain or the 

US where financial sector profits are so important, there no enthusiasm for this policy.  After 

all, banks are commercial operations and must provide returns for their shareholders.  The 

size of banks will not avoid new crises.  Bankers will find new ways of losing our money by 

gambling with it to make profits for their capitalist owners.   In the financial crisis of 2008-9, 

it was the purchase of ‘subprime mortgages’ wrapped up into weird financial packages called 

mortgage backed securities and collateralised debt obligations, hidden off the balance sheets 

of the banks, which nobody, including the banks, understood.   Next time it will be something 

else.  In the desperate search for profit and greed, there are no Promethean bounds on 

financial trickery. 

Financial transactions tax 

One alternative or addition to regulation that has been proposed is a financial transactions 

tax.  This was first suggested by the left Keynesian economist James Tobin. He saw it as a 

way of raising funds for reserves in any financial crisis and as a method of dampening down 

‘volatility’ in financial markets, specifically currencies.  Such a tax has been anathema to the 

bankers and supporters of ‘light touch’ regulation.  No surprise there.  More important, it 

would not achieve its objectives.   Unless applied globally, it would only lead to a flight of 

capital to non-tax areas.  And there is now a fair body of evidence from the experience of 

trying to apply it in Sweden in the early 1990s that it did not stop speculation or volatility. 

Clearly, none of the proposed reforms to the banking sectors of the world will avoid another 

banking collapse down the road.   

Do banks add value to society? 

Behind the scandals lie the more significant questions of: what are banks for and are they 

adding any value or service to society?  This issue is hidden in a veil of complexity by bank 

boards.  They try to claim that they are such complex institutions that only extremely highly 

paid and clever people can run them.  Well apparently, that has not worked out so well.   

The accounts of the major banks are, in the words of one of the world’s leading banking 

analysts, Meredith Whitney, “incredibly hard to read”.  And yet as Whitney says, it’s not 

really that difficult; “after all, banks make money by selling products and the margin on 

those products, same as any other business”.   But we also know that these overpaid bank 

executives have no idea of the fire they are playing with when they push the resources of the 

bank into various risky trades and assets.  The financial regulators try to work out how to 
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measure the risk involved in holding various assets like loans, mortgages, bonds and the 

derivatives of these assets.  But a new report by the world’s bank regulators found that there 

was not just not enough information to judge whether a bank has taken on too much ‘risk’ or 

not (bcbs240).  They reckoned that banks’ risk measurements could be off by as much five 

times!  God help us. 

Recently there has been a debate among mainstream economists about whether the finance 

sector adds any value at all to an economy.  In the US, the finance sector ‘contributes’ 8% of 

all income in the economy.  In a new paper, two scholars charted the rise of the finance 

sector, which, surprise, surprise, was not in more lending to industry or households, but in 

creating mortgage backed assets and other exotic financial instruments to sell toxic rubbish to 

each other (Growth_of_Modern_Finance).  What the study shows is that much of banking has 

not been to help industry and households, but to engage in ‘trading’, which basically means, 

in the words of Michael Lewis book, Liar’s Poker, the “ripping off of fools”. 

Financial markets are inefficient in allocating credit and savings 
6
and the finance sector is 

inherently unstable and liable to collapse.  Above all, far from adding ‘value’ to an economy, 

the sector reduces the available resources for productive (in the capitalist sense) investment 

and instead channels surpluses into fictitious capital and much of these capitals are ‘value 

destroying’ activities. 

A new paper by the Bank for International Settlements (https://evbdn.eventbrite.com/s3-

s3/eventlogos/67785745/cecchetti.pdf) that found a “negative relationship between the rate of 

growth of finance and the rate of growth of total factor productivity”.  In other words, the 

faster a financial sector grows in an economy, the worse is the rate of productivity growth for 

the whole economy.  Why?  Because finance disproportionately benefits “high 

collateral/low-productivity projects” i.e. banks invest in safe assets like houses and real 

estate rather than in innovating employment-creating enterprises. 

Loans outstanding to UK residents from banks were £2.4tn (160% of GDP). Of this, 34% 

went to financial institutions, 42.7% went to households, secured on dwellings, and another 

10.1% went to real estate and construction. Manufacturing received just 1.4% of the 

total!  UK banking’s principal activity is just leveraging up existing property assets. The big 

five banks in the UK hold £6trn in assets. This is equivalent to the amount that more than 

60 million British people produce in four years. Yet the banks have earmarked just £200bn of 

this to investment in industry in the UK, a measly 3% of the total. 

Haldane poses the question: “In what sense is increased risk-taking by banks a value-added 

service for the economy at large?”  He answers, “In short, it is not.”  Echoing Marx’s value 

theory, Haldane concludes: “The act of investing capital in a risky asset is a fundamental 

feature of capital markets. For example, a retail investor that purchases bonds issued by a 

company is bearing risk, but not contributing so much as a cent to measured economic 

activity. Similarly, a household that decides to use all of its liquid deposits to purchase a 

house, instead of borrowing some money from the bank and keeping some of its deposits with 

the bank, is bearing liquidity risk. Neither of these acts could be said to boost overall 

economic activity or productivity in the economy. They re-allocate risk in the system but do 

                                                           
6
 (http://www.voxeu.org/article/why-financial-markets-are-inefficient) 

http://thenextrecession.files.wordpress.com/2013/02/bcbs240.pdf
http://thenextrecession.files.wordpress.com/2013/02/growth_of_modern_finance.pdf
https://evbdn.eventbrite.com/s3-s3/eventlogos/67785745/cecchetti.pdf
https://evbdn.eventbrite.com/s3-s3/eventlogos/67785745/cecchetti.pdf
http://www.voxeu.org/article/why-financial-markets-are-inefficient


not fundamentally change its size or shape. For that reason, statisticians do not count these 

activities in capital markets as contributing to activity or welfare. Rightly so.”
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How banks and the credit system contribute under capitalism is by reducing the costs of 

transferring money (taking deposits and making loans) so that businesses can borrow 

efficiently and keep capital circulating at lower cost.  But this contribution to the circulation 

of capital has increasingly taken a back seat to the risk-taking role of investing in fictitious 

capital (bonds and stocks).  Haldane concludes that “A banking system that does not 

accurately assess and price risk could even be thought to subtract value from the economy.. 

and if risk-making were a value-adding activity, Russian roulette players would contribute 

disproportionately to global welfare.”    

Other papers show that the financial sector’s contribution turns insignificant at higher levels 

of economic development and another IMF paper reckons that the relationship even turns 

negative at very high levels of financial development
8
.  The authors conclude that “finance 

starts having a negative effect on output growth when credit to the private sector reaches 

100% of GDP. We show that our results are consistent with the “vanishing effect” of 

financial development and that they are not driven by output volatility, banking crises, low 

institutional quality, or by differences in bank regulation and supervision.“  In other words, it 

is not just that banks trigger financial collapses, the finance sector has a generally negative 

effect on the productive sectors of the capitalist economy over time. 

Another study 
9
rejected the idea that building a financial sector as a ‘national jewel’ for an 

economy was productive. “This view towards the financial sector sees it more or less as an 

export sector, i.e. one that seeks to build an – often – nationally centred financial centre 

stronghold by building on relative comparative advantages, such as skill base, favourable 

regulatory policies, subsidies, etc.  But based on a sample of 77 countries for the period 

1980-2007, a large financial sector stimulates only growth at the cost of higher volatility in 

high-income countries… While these results were obtained for the period before 2007, recent 

experiences – including the 2008 collapse of the Icelandic banking system and the collapse of 

the Cypriot banking system in 2012 – have confirmed the high risk of pursuing national 

financial-centre strategies.”  

A democratically run public banking system 

The response to the failure and corruption of privately-owned banking is to say that publicly 

owned banks are no better.  After all look at the Slovenian banks! 

The three state-owned banks (NLB, NKBM, and Abanka) account for 42 percent of Slovenia’s 

banking system.  But can we say that the Slovenia’s banking crisis was due their public ownership?   

It was not the ownership but the democratic control and purpose of these banks.  Slovenia’s public 

sector bankers acted, as if the banks were their private property. Some of their practices were 

outward criminal. There was no difference between their behaviour and cases like Austrian 

Hypo Alpe Adria (huge scandals, one involving Croatian ex-prime minister). If these banks 

were now privatized and as the current government intends, this would just formalize their 

corrupt methods.  
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There is an alternative: to bring the banking system under proper democratic control.  Let’s 

start with basic principles for people’s banking and why public ownership is essential to that.   

I am reminded of what Lenin said about public ownership of the banks 
10

 

“The banks, as we know, are centres of modern economic life, the principal nerve centres of 

the whole capitalist economic system. To talk about “regulating economic life” and yet evade 

the question of the nationalisation of the banks means either betraying the most profound 

ignorance or deceiving the “common people” by florid words and grandiloquent promises 

with the deliberate intention of not fulfilling these promises. 

It is absurd to control and regulate deliveries of grain, or the production and distribution of 

goods generally, without controlling and regulating bank operations. It is like trying to 

snatch at odd kopeks and closing one’s eyes to millions of rubles. Banks nowadays are so 

closely and intimately bound up with trade (in grain and everything else) and with industry 

that without “laying hands” on the banks nothing of any value, nothing “revolutionary-

democratic”, can be accomplished.   

What, then, is the significance of nationalisation of the banks?  It is that no effective control 

of any kind over the individual banks and their operations is possible (even if commercial 

secrecy, etc., were abolished) because it is impossible to keep track of the extremely complex, 

involved and wily tricks that are used in drawing up balance sheets, founding fictitious 

enterprises and subsidiaries, enlisting the services of figureheads, and so on, and so forth. 

Only by nationalising the banks can the state put itself in a position to know where and how, 

whence and when, millions and billions of rubles flow. And only control over the banks, over 

the centre, over the pivot and chief mechanism of capitalist circulation, would make it 

possible to organise real and not fictitious control over all economic life, over the production 

and distribution of staple goods, and organise that “regulation of economic life” which 

otherwise is inevitably doomed to remain a ministerial phrase designed to fool the common 

people. Only control over banking operations, provided they were concentrated in a single 

state bank, would make it possible, if certain other easily-practicable measures were 

adopted, to organise the effective collection of income tax in such a way as to prevent the 

concealment of property and incomes; for at present the income tax is very largely a fiction. 

The advantages accruing to the whole people from nationalisation of the banks would be 

enormous. The availability of credit on easy terms for the small owners, for the peasants, 

would increase immensely. As to the state, it would for the first time be in a position first to 

review all the chief monetary operations, which would be unconcealed, then to control them, 

then to regulate economic life, and finally to obtain millions and billions for major state 

transactions, without paying the capitalist gentlemen sky-high “commissions” for their 

“services”. 

This seems like an excellent summary of the benefits of public ownership of the banks.   

And we do have living examples of the beneficial effect of publicly-owned banking.  In the 

right-wing US state of North Dakota, the main bank is publicly-owned and has been for 

years.  It provides solid and reasonably priced loans to farmers, students and the public; it 
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was not broken by the global banking crisis and continued to provide profits for the North 

Dakota state. 

As the head of the North Dakota state bank explained
11

:  

We’re a fairly conservative lot up here in the upper Midwest and we didn’t do any subprime 

lending and we have the ability to get into the derivatives markets and put on swaps and 

callers and caps and credit default swaps and just chose not to do it, 

Our funding model, our deposit model is really what is unique as the engine that drives that 

bank. And that is we are the depository for all state tax collections and fees. And so we have 

a captive deposit base, we pay a competitive rate to the state treasurer. And I would bet that 

that would be one of the most difficult things to wrestle away from the private sector—those 

opportunities to bid on public funds. But that’s only one portion of it. We take those funds 

and then, really what separates us is that we plough those deposits back into the state of North 

Dakota in the form of loans. We invest back into the state in economic development type of 

activities. We grow our state through that mechanism. 

But we have specifically designed programs to spur certain elements of the economy. 

Whether it’s agriculture or economic development programs that are deemed necessary in the 

state or energy, which now seems to be a huge play in the state. And education—we do a lot 

of student loan financing. So that’s our model. We have a specific mission that was given to 

us when we were created 90 years ago and it guides us throughout our history. 

We have specific loan programs that are designed at very low interest rates to encourage 

activity along certain lines. Here’s another thing: We’re gearing up for a significant flood in 

one of the communities here in North Dakota called Fargo. We’ve experienced one of those 

in another community about 12 years ago which prior to Katrina was the largest single 

evacuation of any community in the United States. And so the Bank of North Dakota, once 

the flood had receded and there were business needs, we developed a disaster loan program to 

assist businesses. So we can move quite quickly to aid with different types of scenarios. 

Whether it’s encouraging different economies to grow or dealing with a disaster. 

“We also provide a dividend back to the state. Probably this year we’ll make somewhere 

north of $60m and we will turn over about half of our profits back to the state general fund. 

And so over the last 10, 12 years, we’ve turned back a third of a billion dollars just to the 

general fund to offset taxes or to aid in funding public sector types of needs. Not bad for a 

state with a population of 600,000. Our capital was in a fine position to go ahead and do that. 

So in some cases we’ve acted as a rainy day fund.  We in fact are dealing with the largest 
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surplus we’ve ever had. So our concern is how do we spend it wisely and make sure we save 

it for the future.”   
12

 

This seems to me the model for banks acting as a public service.  But we need to ensure that 

state-owned banks are used for the people and not for big business and crony capitalism, as in 

Slovenia. 

The principles of such a banking system are clear: public ownership; democratic control 

through representatives of the finance workers, elected boards, no bonuses; wage dispersion 

limits; and accountability to society at large. 

In this light, the proposals presented by Germany’s Left party also contribute
13

.  Axel Troost, 

member of the German Parliament and Deputy Chairman of the Left Party, and Philipp 

Hersel, research fellow of the left parliamentary group in the German Bundestag, have 

outlined how a democratic banking system could operate.  Their paper argues that:  

The powers of the banks’ own controlling bodies (administrative or supervisory boards) must 

be strengthened, and the composition of these bodies expanded to include representatives of 

civil society organisations, e.g. trade unions, nature conservation and environmental 

associations, consumer associations, social bodies and movements, welfare associations, etc.  

The members of the controlling bodies must be democratically legitimated, e.g. by direct 

election. Further to this, advisory boards will be set up, e.g. on questions of steering loans in 

the overall economy or on the development of individual sectors.  

There will be a “reversal of proof” for financial instruments: permission to use them will 

be made subject to a new approval system for financial instruments. Financial instruments 

can only be marketed following detailed scrutiny, evaluation and approval from a financial 

standards inspection body.  

Corrections must be made to the remuneration systems for and the liability borne by the 

bank managers. Bankers must be subject to salary caps and liable with their private assets. 

Bonuses will be abolished.  

However, a publicly owned, democratically controlled and run banking system that provides 

credit for households and small businesses is, however, not enough to achieve an effective 

banking service.   

Keeping the major banks under public ownership does not preclude the development 

alongside of cooperative banks and credit unions,and the expansion of the state-owned postal 

service and its savings base as part of any banking service.  On the contrary, these grassroots 
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forms of public banking could be expanded, not squeezed as they are now by the big global, 

multi-national investment banks.   

Also new technology in banking: automated systems for clearing and money transfer, online 

and mobile banking controlled by the individual increasingly enable us to reduce the wasteful 

expenditure on grand buildings and unnecessary maintenance and servicing.  Modern banking 

designed to meet our needs would flourish when banking becomes a public service and not a 

money-making activity in itself.  

Public banking and a national plan for growth 

Why was there a crisis in Slovenia’s banking system?  It was not because the banks 

purchased exotic financial instruments or even dabbled in the stock markets.  Here is the 

reason provided by Slovenia’s central bank
14

:  

“the crisis in Slovenia revealed the weaknesses in the business models for the funding of 

banks and corporates, i.e. the banks’ over-dependence on funding on the international 

financial markets and high debt to- equity ratios in the corporate sector. The low level of 

equity means that there is a relatively low threshold for the coverage of realised unexpected 

business risks by corporate owners, and a larger likelihood that these risks will have to be 

assumed by creditors. Because domestic bank loans account for 59% of corporate debt, the 

banks are relatively heavily exposed to credit risk during a lengthy economic recession” 

Again the IMF delegation leader summed Slovenia’s problem as:  

“even though the manifestation of fiscal problems was in the banking system, the deep roots were 

in the corporate sector.”15 

In other words, Slovenia’s banking crisis was caused by the capitalist corporate sector 

sucking debts that following a collapse in production and sales could not be serviced.  And 

also by the fact that Slovenia’s banks relied increasingly on foreign bank loans to fund this 

property and development bubble.    

That’s where a national plan of investment and growth comes into its own. Banking 

operations must be integrated into a wider national (and even Europe-wide) plan for 

investment and growth to meet the needs of the public.  That means banks would be part of 

democratically run public sector that controls the commanding heights of the economy. 

A publicly owned banking system would have elected board of management with 

representatives from the bank workers, the government and the wider community.  Its 

financial targets would be set by the democratic organisations in the country as part of a 

national plan for social needs.  In this way, banking would become a public service, just as 

much as transport, education, health etc should also be. 
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