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AR - .
w0 SOME ECONOMIC FEATURES . OF. CANADA IN RELATION
R oo TO THE FINANCIAL SYSTEM = ’
. 7'163, We proposn in this chiffter to draw attention to certain ‘salient fentures
! of the cronomic gituntion in Canadn possessing 'a special significance 'from .
“.0 the Mitancial point.of .view, and to indicate somo of the problems to which .
. they give rise; in order that we may judge how far these problems: can be
adequately dealt with by the existing finuncial institutions of Canada as we
have deserihed them, S : ) . !
. 164, Canada’ présents a.number of prominent-cconomie characteristies which
. defermine the special nature of her financial problems, These character- -
, isties are mainly:— e . T
1. Excess production inirelation"to population; - (R
2, Dependence on international trade; S -
3. Speeinlized production and loeal diversity; - '
4 Heavy cost of development;: - v - C
“5. The burden of debt,internal and external; Do
-6. Relative cconomic instability. - .. : o .

165, Tt is imylmrtnnt to” have,regard to the q(mntitaiivc a3 well ag to the

© qualitative aspectsrof these features of the ‘Canadian, cconomy. For it is

_in part thcir magitide, that ocensions the difficulties to which they give rise. .
We accordingly procetd to give rome dwseriptive and  statistieal” details .
regarding them. . Canada is a country’ with an. area’ of 3,690,043 square’ miles
inhabited: by a population of 10,376,786, or 3 persons per square mile, according to -
1 nsus of 1931. ! Coe - B s

. - . * . . i -
o KO . Tanim 15 . .
POPULATION OF CANADA BY PROVINCES, 10311
‘ \
_Provineo Population ]‘:";";:?':"" “Denaity?
© " Drince Edwani lalant -85 40-31
+ Nova Searfy., 404 247
New Reunaw el = 304 1473
Quebeo,,. 27:70 5.49 7
Ontaro., - 3w 0-45
Manitohn 075 " 319
Saskatehe H-R§ 3.87
Alberta. ., 705 204
British Colum ~0:.60 1-08
. Other territories 0-13 0-01
: Total... BT Toerererneniison, 10,376,750 100-00 3-00¢

, . VTaken fem the Canada Year Book 1083, p. 102 und p. 104, ° .
. ?‘The density of papulation in 1031 (that is, the number of persong per square mile of land arca) is of*
course affecter] greatly by the Inme northern nreas included in most provinces, - oo

The figure for all Canadn, when the Lerritorics are excluded, rincs to 5-20,

V‘al, . ..

N AR e B e

- ... DBANKING AND CURRENCY . - . e

i

4

168, Within, her borders are immense and vatied natural resources. The
exploitation of these resources by an active and enterprising people has led to. .
an output of commodities of many k.indn-g-reab&y in excess of the comsuming -
‘power of the existing population, - - e
.167, In order to dispose of this eurplus, Canada has necessarily to.find
“markets abroad for a considerable proportion of her roduction. This is'a feature
.which is common.tb all countries in process of development.. Peoples engaged in
- the exploitation of natural riches must inevitably concentrate on the production -
“.and the éarly stages of manufacture of foodstuffs and raw materials,” whilst
the production ‘of highly manufactured commodities -is-postponed. The latter .
must be imported and their cost as well as the interest-and dividend charges on
foreign borrowings must be provided largely by an export trade which must there-
fore be on'a commensurate scale. . . .
Table 16'shows the extent of the

4

.external trade of Canada;

’

. _ TABLE16 -
EXTERNAL TRADE OF CANADAt - .

{In millions of dollars). -«

Ll

.

Total trade
per capitat

7 P

/ " Year ended March 3l
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‘Taken'from the Canada Year R@k 1033, p. 517, . v . -
*This column is (p dollars per head of population. - ie

. 168. Canada is not only a country of immense area but also of great diversity
of natural features.. The variety-of her natural resources and -conditions is
reflected in a corresponding varioty- in density of population, .in racial ‘com-
- position’ and in the occupations of the pcople. The population by provinces
and ita density has been shown in Table 15. = B
" 169. The Maritime Provinces, because of their‘situation and: physical char-
acteristics, have been settled by people of British and French stock who find their
-livelihood in fishing, lumbering and mixed farming. The St Lawrence Valley
became the heart of -French Canada and permitted the reproduction there of
" the rural life of Normandy. Later the rioch resources of mine and forest and
" the rapidly growing population attracted espital and promoted development.
. Upper Canada received some of the United Empire Loyalists and numerous immi-
3 . grants from the British Isles and the Unifed States.. -This region of the Great

SN SEEPNIRTE
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" farming population which provided a domestic market for a growing industrial
life.. Thus central Canada has acquired to some degree the atsbility .of
. cconomio life which arises from diversification of pursuits.” Between ‘this ares .
-and the Prairie Provinces there intervenes a barren tract of 800 miles which
temporarily arrested the westerly movement of population. The offer of home-
steads and the development of railways fostered the settling of these provinces:
- Tiet— ‘ . : - B :

* Lakes, by its rich soil and temperate climate, encouraged the settlement of a large*
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 whoso, charheteristics;are’ sparschess of populalid, narrowness of occupational N RS EEEE XN S -
rango and varinbility of return.  Moantime, Pritish-Columbia had: attraoted 0 T B AT o .= 3
-+ tho fisherman and: the farmer, the miner and tho lumborman and by its natyral - 5 & 4 .
. wonalth induced the investment of capital.  But the mountains separatod British b DA c .
, Columbia from therest of British North” Americn and thjp burrier was only *, .~ © o o 5 m - 5 5 o = = .
. surmounted nt great cost, .. - . . S e oo . g.is fF e o g v o om 8- 3.
' *°170, In'a country of such varlety 4t is incvitable that somo areas.should he 4 . E ECE Lo . :
“limited in the range of possible. occupations,. Table 17 shows thé- distribution & > ane ' -
. of the important Canadian industries by provincos, The prairies Yave.naturally 1,., @a- P e W s =
; tﬂo_ciulizeqin spring-wheat growing. - Tho value of agricultural products in the. - i -8 | 8. & me S % e 8 f
: ., three Pruirie’ Provinces. ranges from 32:8 to 57+9 per cent of their total pro- 4 - B % = :
i .'duction, - In Ontario- and in Quebeo’ manufactured. products rank highest with - 2] B. E :
.+ 62-8 and 635 per cent of the total production. In New Brunswick: agrioulture 4 .
“.'and forestry account for 57-7-per cent of the total, : . : m— ; | @99 @ow 0w | o >
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n area and so diversified in character has neceasarily been heavy, The dispersion
of population "and the specialization of the several areas have imposed on the
. Canadian pecoplo a-scrious burden in providing for the requirements of govern-
*“'ment, transpo rtation and industry.  Both physical and technical faétors have
 made it imperative_that the coconomic framework should be of @ size which, in

natural to a new and growing society; encouraged by phases of abounding pros-
perity, has also led to the Vrovlsion of public utilitics.on a scale which has in
" some respects anticipated the needs of a much larger community., The recent”
Report of the Royal Commiseion. on Railways and Transportation in Canada
“has shoin' the' unfortunate extent to which, i the rnruculnr domnin of railway
“transportation ; this proccas ling been carried.  In the following table the public
~debt burden of. Canada is set out. U ‘o : :

e Tane 18

e

1 : e
ELECTED YEARR, 1014-1033!

o (in thousands of dollars) .
. (inthe "

‘L -I'_ALleSV AND CORPORATIONS, BY*

SR
R T

LoDy e s e e | o | e
‘) AR . I I DI | 8 P8
TRV ¢ . B . PR * . . A
Net debt of thg Dominfon Government, March 31, 336,000+ 1,874,531 | 2,225,505 2,376,846
Bonds d by the Doguinion G g it
" to principal . and intorest, and interest only, - . B B
G(«M.Jnh A A ST Seesiees 110, 000 110,000 714,208 | 1,000,822~ -
: frect ! .
o I.(!Ar"¢ 334,472 |+ 1,031,710 | 1,383,382?-
Indirect liahilitiea of provinces. 100, 000 % 118,768 | . 224,470 215,977
+ - “Total liahilities of municipalitio 376,850 493,275 | 1,332,510 | 1,600,000?
i, Corparations.c.veseveriuesnetse 1,110,000 | 1,118,000 | 1,016,796 | ,2,007,000
: ' RATE 2,202,855 | 3,740,040 | 7,448,208 | 8,852,721 . .
! piled by Dominion Bureau of Statistios.” t . L 4
= SEstimated. Kubjeot to revision, - . Lo

e AR ) ' - - L
é"” 172.-Between 1900 and 1913 the total indebtedness of the public bodies and
" .corporations of Canada rosc to over two billions of dollars. It is not sufficiently
“ realized that it has grown by over 300 per cent since 1914,  Nor is it true that
the war was largely responsible for'this. By 1919 the total had risen from 2 to
3.7 billions only. ‘Moreover, the actual increase in the burden of debt since 1029
is much greater because of the fall in prices than an expansion from 7.4 to 8.8

billions of dollars would indicate. o :
. 73.‘Were this debt held wholly in Canada it would still bear heavily enough
-“on the producer but-tii¢ fact that mucli of the money. came from abroad has

"involved the country.in an external debt problem of great magnitude as well.

In Table 19 we give the cstimated total investment of ‘capital in Canada by "* 3

citizens of other countries for each of the ycars 1914, 1919, 1929 and-1931. It

is clear that. all the elements of the Canadian economy must, therefore, e

highly ecfficient and } : g

. *". borne and the popultion is to continue to enjoy the high standard.of living
:--. characteristic of North America. [ ) ) s e

171'.: The “éont of co-ordinating into_an ecodomic unit n count #0 immense .

othercountries, would have served a much larger population, - The optilism 3

'DENT OF THE DOMINION GOVERNMENT. PROVINCIAL GOVERNMENTS, MUNICL- -

natural wealth -be abundant if such a’burden is to be

RETRN & . “a : v o B .
: " BANKING aND cUfRENCY , / o
AR . Tae 197 . o .

. THTIMATED BRITISH AND FOREIGN INVESTMENTS IN CANADAS -
: : - (In thousands of dollars)’ ’

;i
B ‘ — 1w w19 1029 1031
: - /
2,711,841 | 2,000,808 n.lQi.uzo 2,204,838
] 'ooadss | 1io0iizs | 36081521 [ 4i107.808
** Other Countrios A7 v | sy | es,eow 165,217,
“Total........ e wrervrrerirerens e R X

. . .. R . I NN
' IThe estimates for 1014 and 1910 have been specially computed; all figures for;1920 and 1931 bave beea
taken from compytations by the Dominion Bureau of Btat MR / . .
h . 4 . .

. 174. A country whose economic life' is dominated by such factors as have
been -described is bound to be ‘subject to a considerable/ degree of- economic
instability. Weather conditions produce great variations' in the yield of the
farmer’s crops. This is especially significant where he is dependent on one main - .
crop of so wariable a yield as wheat.  (See column-I-of T4ble 20 below). Column -
II of Table 20 indicates's high degree of variability even over the whole range pf_

~'industrial production. Not only is the range of fluctiation from year to_year

considerable, but instability is accentuated by the highly seasonal ¢character of
productive activity inevitable in & country situated in’a notthern latitude. and.

, g0 largely.dependent on’ agriculture. The summer box'frist. visitor has, of late,

tended to: introduce another seasonal factor. .. !
. t 'i ', . .7 . n . " * ‘
i - . .- TABLE 20

3 >
." S8OME VARIABLE FACTORS IN'T'HE CANADIAN ECONOMY . ot
. : T n 7o
- 4 Averags 1 Index ¢ | Esternal
L Year wheat « ol : |borrowinge
feld in. | industrial - (in
. ushels roduction | thousands
per acre'. | (1026=100)* of dollara)*
10-0 65-5 82,640
45 699 207,493
13-0 60-4 180,207
17-8 76-9 304922 -
210 838" 196,726
e | B24 224,680°
19:0 .80-7 00,500
178 100-0 187,453
21-4 105-6 266, 804
i~ 238 17-8 133,718
12-1 1274 £33, 580
16-9 108-0 351,882
12:3 90-4 .
- / 15-8 74-0 ¢

- VTaken from the Canada Year Book, 1933, p. 241; é - coe .
%, -, 'An indox computed bK the Dominion Bureau of Statistics. ! ‘g
%:'3From 1026 to date the estimates by the Dominion Bureau of Statistics have been used; for the
earlier period :reciul computations have been mada. | ’ .
‘Data for these years not yet.available. /
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175. Variability in the physieal volume of agricullural produclion may be. ;i . . oy s Y
ifset to some extent if the alterntions of supply have their expected effects on S, : '
prices.  But Canada must sell a very largeipart of her products in the world . P
market and her exports form only o part of the world supply. It may happen b . ’ ) )
therefore that world pride changes may accontunte the uncertaintios of return ’ -
arising from the ‘vagaries of the weather,  When they do so, the industries : - A
dependent on .the farmers’ purchasing power nre also affeeted. Al business thus o $ A
hecomes more speculntive through the enormous importance to the Canadian™* P ™ R
cconomy of the prices of o few export commodities. ) ' I : L R
170, 14 in n diveet consequenco of sudh w situation that the prowpeets of profiv . - o ki
“from the investment of forcign eapital in Canada vary greatly from time to (21 o R
¢ time. 1t s niugh oasier to el Canadinn securities abroad in some yenrs thap “ﬁ ‘o
' In others, 1 part this reflectd the alternations of prosperith and depression ‘ {' z - o~
which Canada shares with all countries but te a great extent it is due to the a 1.8
determining influence’ of the’ volume and, prices of ‘exports. The matuditics of E X
s +honds may well’ coincide with“n time when prospeets of irefunding are slight. - m - 1'n
.. As u_conscquence, the actunl- surplus available after maturitics. and interest. ; w 8 . ‘N
obligations are met'is highly varinble.. Column IIT of Table 20 gives estimates - % -
* of the net.amounts sinee 1919, There thus arise, oceasionally, situations of” == K
speculiar difficulty. "On the one hand individuals, corporations -and govern- :(’ R
. 'ments must rais¢ {he necded revenue in Canada, apd on' the other hand the z I {e
" banking system is called upon to provide the amounts of foreign exchange o * - 9 |
¢ demanded in the face’of lessened returns from the export'trade. . . B _<_/ .
1770 The net effect of all these factors js to produce a highly variable. § T '
\lance of trade. In times of heavy capital inflow more goods are bought in R - .
.her countrics than are sold there. "When capital imports shrink, an excess of . ‘Wi X ; 2.
exports must be attained if debt charges are to be met.  The actun! variations [y o 2
“which hdve been experienced in Cannda sinee 1900 are shown in Table 21 and . z t 2
in the agcompanying Chart. . . T8 ot qoy
: . : ‘ [¢] \35 A7 - -
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. .. -~ Column I represcnts the net excoss of imports or exports through- the trade

_'in commoditics and gold ‘and the freight charges involved. Column 11 represents -

", the amount available to or owed by Canadn a8 the nct result of the movement of
cz_n‘pitnl_in._and out of the country, of the interest charges and reccipts-and of the -
minor items in Canadian -international accounts. - The ‘amounts of these two more of the provinces and among the provinces themselves. We do not con-
groupe of items would balance were the information. complete: The.fact that . - ceive. it to be appFopriate for-us to enter upon any detailed discussion of the

" only rough estimates are available docs not however make them misleading as ..~ constitutional questions thus arising. e : :
representations of the variations which ¢conomic instability has in fact imposed” .+ J: 179. The features which, be

.~BANKING AND CURRENCY. : 877

- commerce to-ti¢ Dominion Parliament and at the same time confers on'the ,
provincial legislatures full legislative powers with reference to property and
civil'rights and direct taxation within their borders. There is thus always the -

.~ poasibility of-divérgence in finkncial policy between the Dominion and one or

cause of their imy;or(.anc.c, we have selected for

upon the economy Of;Cﬂ"“dﬂA.Nnce 1900. ) mention a8 characteristic of the economic life of Canada necessarily give rise to a
L " ’ o 4 number of financial problems: It is desirable that the financial system of u |
‘ o : - TanLe 21 . A o . 3 country so circumstanced should— e : R
CANADA'S NET BALANCE OF INTERNATIONAL INDEBTEDNESS, 100010321 * : .ncss';(l) be nccon,]mdnwd to H.‘e grc;ﬂt scf\somﬂ veriation in V°’“’?‘c of busi:
: - (in milliona of dollars) -* : ) . DI (2) possess sufficient strength to withstand the vicissitudes of the highly
— — S e " i specialized regions of the country; . . : : ’
. ) . : o n y - . (3) provide for the.financing of external trade; e
Y ) - . R «+Not balance : (4) assist in providing the mechanism requisite for borrowing at home and
. . ) Not balanoe from the - D abroad? . . R . -
. N . . . .{from the trade import and ‘R g . " o, . . .
. Year } in l::ﬁuh;mliu "'m?".“lﬁ.ﬂflf" i (5) possess mstrqmcntuhtxcsjcr the exercise .o( a measure of cogtrol over
o . ‘ r» . . o oiun noll‘bnl-npe Phomanterent k o (a) domcsh_c spC(.ulx)t}vc tenden(:xqs und. (b) foreug.n exchange rates; e
) -, . - onlreiglt - | receipts and A (6) be in a ‘position to participate in international co-gperation regarding
' Rooount it from :! financinl policies which may affcet the world prices of Canadn’s exports; and
’ L - ho reraining A
invisible items P - other matters. ) L . .
% . ; : ’ :
-u . 8 ;: . 180. Certain of these requirements have_been met by the high degree of
10 -20 ‘I development in Canada of the ordinary functions of banking. To this we have
gty 1 P already referred in some detail. In their more general aspects, the demands of the
_ T A national economy were met up to 1914 without the provision of any co-ordinating
= 3’;; o ) * machinery by the operation of the gold standard. It is pertinent to.our inquiry -
e 6 ’ 3 - to examine’ briefly the manner in which that system operated, in order that we
=00 voso A may be in a position to assess at their true value subsequent al!crntions in the
Z.‘~,’§ . ;‘-,31 S y -financial system in their relation to the new’ needs that have arisen. . .
Tho i b 181. The gold standard was adopted by the United Provinces of Canada
o 254 . ‘ (now Ontario and Quebec) in 1853, and was continued as the standard by the . -
- N 152 E: Dominion of Canada at its formation in 1867. Thus, the gold standard had in"
Coop -105 * # . ¢ 1814; been in continuous operation for sixty years. Under this standard, obligae ..
R Y —f-;fg ? _ tions payable in gold were redcemed in gold and there was an unhampered export .
S aow a5 47" and import of the metal. In terms of United-States currency the gold points.
=0 09" 5 were somewhat-less than 3/32 of 1 per cent from the parity of exchange. )
“ 7 T S 182. The monetary- structure as it existed in 1914 consisted of (i) the free
1:11: - }' 4 " stotk of gold, (ii) the government note issue and (iii) t.hc_ banking system—that is.
205 © Zogs - & the dggregate of the jndividual banks. From the previous recital of the struc-.
205 R = ture of the Dominion note issue, it is clear that it functioned in an automatic
m :‘}3 way. The Department of Finance exchanged Dominion notes for gold, and gold
~ 05 222 4 for notks. The growth of the Dominion note issue was dependent on the acqui-
-~ s sition. of additional gold stocks.  ° o
126 -7 183. As there were then no rediscounting facilities or anything of a similar

‘character ‘within Canada, there was no way by which the banking system could,
within Canuda, quickly increase its cash reserves. It was thus forced to rely -
upon its assets quickly realizable outside Canada. - S
. 184, Each hiMegxtended or limited credit in_the light of its position in terms -
of cash witliin the country amN_claims on cash without. The fundamental conz ~
sideration of a bank was alway\dg kegp its position sufficiently liquid. to meet

# - all the cash demands made -upon-it.” On the Canadian banking structure as a

t A debit balance Is indicated by a minus sign. From 1000 to-1013 this table is computed
from information contained in (‘anada’s Balance o‘ International Indebledness 1900-1913, by
J. Viner, (Cambridge: Iarvard University Preas, 1024), The estimates for the period 1014.28
bave been specially com uted, while those for the years 1027;1032 are compiled from publica. -
tone of the Dominion Bureau of Btatistics oot - .

) 178, A ',com{:licntion of nnoﬂﬁf charncter is created by-the constitution of.
Canada under the British North America Act of 1867 which entrusts exclusive
legislative powers with r_cﬂcr_cncc to banking ‘and currency, and trade and .

'
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whole the main demnnds for ‘eash, apart from domestic seasonnl uvc:l.#, were for
meeting extgrnal. requirements,  ‘I'he ability to meet this: demand inplied the
ability to maintain the gold standard.

185. The functioning of the gold standard meant, that an efMlux of gold would

result’in credit-being rostricted with all the cconomic stresses which such a policy

involves, " An.influx of gold brought about the opposite result. . "The func-
tioning of the gold standard meant the mairitenance of stable foreign exchanges
and 8o kept the moverhents of the domestic and world-price structures in har-
mony, . o -
186. In the yents Trom 1900 (of 1013 the-great expansion in Canada was
financed by a heavy importation of eapital. The usial ceonomic-streddes and
;lruins involved in” an adherence to the gold standard were therefore ceasily -

worne, ' .

187. Wlhen Canadn'sold securitics in-London, the proceeds of the Joan were
usually deposited in a branch of a ‘Ciinadian bank, Some of the proceeds of the
loan were used to buy.goods which weresent to Canada but o large part of the
pracceds was wanted for expendilure in Canada. Accordingly, the borrewer
#old hig London balunce to the hank-for a depggit in Canadn; the bank increased
its assets abrond and-its deposit liabilities #’Canadn. 1In this way, the Cann-
dian banks, in return for deposits in Canadn, were constantly coming into pos-
sesgion of forcign balances. As. {he domestie deposit did not need a reserve
equal to the whole forcign balance, the bank was in a position to use the excess
of the foreign balance as it desired. It could be lent or invested'in London or in
New York or taken {0 Canada in the form of gold.  In cither case, the hank had
an additional reserve asset which permitted the further extension of credit if it

This procedure permitted a continuous expansion of credit to £o on
in Cu. 4.2 Balances obtained through a sudden increase in the returns from
the export trade, cither through added volume or an advance in prices, might
also result in ‘the expansion of ‘credit. The. great importance to the Canadian
bnnk.ing gvstem of balances obthined in these ways is thus clear,

. 188. The outbrenk of war in 1914 caused a diminution. of the capital flow to
Canada which contributed to the trisis, Thus Canada was left with a heavy
burden of fixed .charges and smnller eapital imports.. The adjustment of jts
forcign exchanges beeame more diflicult and -economit stress became apparent
in net exports of gold. Ilowever, the great demand for raw materinls which
arose out of the war needs ‘provided n means of paying external charges and
fillecd inthe gnp left in the balance of .payments by the diminution of capital
imports. . N .

189. The prosccution of a war places immense financial burdens on the gov-
‘rnments involved. The prohlem fating the Canadian Government, nt the out-
renk of war was that'of directing part of the productive capacities of the country
o the supply and manufacture of materinls necessary for the prosecution of the
var. -If this was to be done'it wns neeessary that the comnunity's consumption
f goods be reduced in order that other goods destined for military purposes
night he produced. Credit inflation was one method.open to the Government to
livert to ita own purposes n larger proportion of the total production,

100. The Canadinn Government did nof attempt to use-the Dominion note
asue to any extent as ‘an agengy of inflation, The Government borrowed from the
mnks, through the eale of treasury bills,"and then repaid the banks from the
roreeds of honde =old to the publie.  Under (he provisions of the Finance Aet
he banks svere able to horrow Dominion moles —eash reserves—which provided
» base on whieh to support the added credit made neeessary by the finnneial
perations of the Government.” “In this wAy the Finnnce Act may be said to
ave been- the eflicient ageney which made éffective the poliey of inflition which
‘anada, in common with all helligerent countries, followed, .

-
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191, As the suspension of .the gold standardoccurred immediately at the
outhreak. of the war, the, whole war period wns one of ,ingonvertible paper—a

necessary condition for inflation. The subsequent depreciation, in the Canadian

dollur reflected the wide swings in the balance of payments, )

-~ 192. The significant diﬂ'ércnqe between the pre-war and post-war financial
striicture was the addition. of thé Finance Act which was made permanent 13
1923, The fact that this Act was made permanent several years after the end.
ol the war ‘was in itself noteworthy. Indecd, both in quality and in quantity
the economic problems of Canada,; as we have already scen, had taken on a new

gravity. Not only were there the after effects of war inflation to be met, but a .

general expansion in production, in the volume of trade, and in the amount of

internal and external barrowings, coupled with instability in the forcign exchanges, -

i 5 y lications. Morcover
magnified the problems of the past and created fresh comp .
Lhebworld of post-war-finance Was no longer steadicd -by the worl'nng of 1?3
automatic gold standard. Indeed, the fold s(aml"nrd was restored in & world-
which called for continuous direction and co-operation on thc‘pnrt of the various

14

193. When in 1926 Canada returnéd to the gold standard—still faced in no.

" diminishing degree by these problems—the only additional financial mechanism

i thic was equipped, as compared with pre-war days, wns.t_hac of
:I::I‘Fi‘:llrlllr:(l'lc ij{l:t '{Vc I'm\}cl nY;cndy described in Chapter III the pro;nsnlon; of
the Act, and the extent of the use ‘that was made of them. We s |an gw:
occasion to .refer to the Act later in another connecfion from the point (13 }ne__
of its defects.: It is sufficient for thq present purpose to outline the Tl:; signi
ficance of the powers and responsibilities which this Act entrusted to the Treasury
Board. . . . L L
' g Cssentially the Act provided an instrument for mcrcnsmg.thc credit
lmscli?'(:.{:nf:lr:\t, I:h:}\'t’ is to say‘?thc cash reserves of the bnnks.. Thc m:atrum_‘c:tt
was'the power of the Treasury Board to make advances of Dominion no c\fc:;llblé
of gash—to the banks against nppm\'cd eccur.m(‘s. Under an nrhcom e
paper standard gome such mechanism -was obviously ncccs.snr_v.d wnluin o
the restored gold standard the special post-war problems of Elq?.n n,l crgroz’?n: of
which, indeed, were nlso world. probloms, called for some additional reans of
inﬂucr'minn the eredit base. The ohhgn(.wn ‘assumed in.'1926 (tj,o main n the
convertibility of the Canadian dollar into gold, presupposed, n'r:or:(gmﬁon
things, means of regulating ”.lt‘.(‘l‘('dl.( bn-;e s0 as not only to permit exp n
but also to operate in & rcstnchv]c -dxrecftmn.t . ]:('om of the rate
5 ination in the light of. contemporary conditions

clmr;l:gtll). f:f\nr:nc?i,::::ml’(\)tﬁrnc on Fin:ﬁncc f\ct, ml\'npccs sugrgests tlx:}t ’thlc)sct rr.xte:
were not used as an instrument of credit expansion and contrml(ur)n. u “'I‘cl:c‘
mainly varied to meet the exigencies of the Dominion Government’s finanees.

volumesof advances wae not subject to the restriction of a gold reserve. The .

i ibility of cnsuring that the uses

y rd did not assume the responsibility of e v
z:\%\:‘r‘)?ﬂgolginnnrn Act were consistent with (h(]: rcqn]n;cr:\ti:ﬁed\f a c’?'mt("mb(ly?

chi ake the initiative

v, Tho banks, on the other hand, which cou d t;

s‘\}rrfnr:lci)rmn the ‘credit. base through advances (_\f ;l?n'xm_mon' notes npdpr the
l';i:lxlncc Act, were under no obligation to usc this initiative in maintaining the
wold standard. Thus the Finance Act did not provide Canada with the nrgané
“ization needed to undertake the tasks which the maintenance of the restore

old standard implied. L A - .
F 196. We have thought it desirable in this portion’of our Report to give some

space to the consideration of certain aspects of the \[if“ncﬁnl oiﬂno;_mccl;l(()tfmz;‘(:‘r;
of Canuda in their relation o our v_nmm-thmnc‘ ]n:- w{ ¢ ";\. s of that
situation ns we sce”them call for other measures than !.\osc c‘:\ nc?"‘iom wre
competent to recommend 38:not for us to say. In fnmnr?;, our conclusions
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ave: concentrated on the question mbother in the ‘existing monetary and
nancial system of Canada the amendment of any of its features -or the

'general economio, life of the nation,

; they relate.in his personal addendum to our report,

rovision ‘of machinery not now in existénoe could have a favourable effect on

.\SlAr",'l'homn's'va!}o dissents from many of the statements and’ conclusions
»¢ ‘contained in this' chapter and expresses his views regarding the topics to which , ,

. of these two classes of institu

" CHAPTER V = . .. '

' ' THE EXISTING CANADIAN FINANCIAL SYSTEM.AND THE

ESTABLISHMENT OF A CENTRAL BANK

197. In the preceding chapters we have described the existing financial insti-
tutions of Canada and their methods of working; we have also delineated the out-
standing features of the economic situation of Canada and indicated the nature
of the financial.problems to which those features give rise. It now remains to
consider (1) how far the financial system df Canada, consisting of the institu-
tions wé have described, is adequately equipped to play an effective part in
dealing with these problems and (2) how far the.methods and actual practice

of these institutions, within their existing constitution, are satisfactorily meet- .

.ing the demands made. upon them. These two questions arc of quite Histinct

orders of magnitude. - It is one thing to examine the adequacy of the.equip-
ment of a system; it is another thing to examine how the systom with its exist-

ing equipment is working. At the same time, the efficiency of the working is

necessarily related to the adequacy of the equipment.

‘198.' It regard is had to the nature of the financial and economic problems
confronting Canada, as we have briefly presented them, it is manifest that th
concern the banks in a pre-eminent degree among the institutions enumerated.

To a less extent, they also concern the organizations for the provision of rural -

credit, '

" 199. We may say that it i? only with regard to the constitution and powers

ions that we have had any substantial body of
critical evidence and it may also be said that as regards the administration of
Canada’s financial institutions, as distinct from their constitution, criticism
has been concerned almost exclusively with the banks, and this was no doubt

. natural in View of the nature of our inquiry. .

N

-200. ' We propose therefore in the first place in this ‘chapter, to consider the

“adequacy of the existing cquipment of the banking ‘system of Canada in view

of the part which a modern banking system-is called upon to play in the

‘national economy and also in view particularly of Canada's own problems, In

a succeeding chapter we shall also, though more briefly, discuss the question of
the organization of rural credit. In arother chapter we shall deal with the
matters which have been brought to our attention affecting not the structure
but the ordinary working -of the banking system. S

201. It has been manifest; from what we have 'previollsly- written, and

indeed from much of the information afforded us’in the course of our hearings;
that insofar as the ordinﬂy functions of banking are concerned, the Canadian
banks give admirable evidence of security, efficiency and convenience. In a
time of universal economic difficulty, the Canadian banks have stood firm and

have ‘continued to render to the people of the Dominion the same high.quality

and the same wide varicty of scrvices as in the past. R

202. It is nevertheless necessary to ask whether there are ‘any functions
which a'modern banking system may reasonably be expected to perform’which
cither are hot performed or are inadequately performed by the.existing Canadian

-ystem. From this point of view, the observer cannot but be impressed by -

the absence in Canada of any single bdnking authority. which, while linked
by its activities with national finance and commerce, is neverthele§s detached

by its constitution and the temper of its administration from the ordinnry pur--

61 R .
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. sults of commercinl banking. 1 we survey the enrdinal monefary ‘problema
« which face the Canndinn peoplein common with 4l other peoples to-day, we
©are immedintely confronted-with a_multitude of difieult and intricate questions:
. To what extent and through what organizations'should the volume of credit and |
.-of currenty be regulated? On.what body should lie the primary reaponsibility

s

_ for maintaining tho external stnbilil{ of the country's currency? To what
- institution may the Government of the day most suitably. torn for informed
. and_impartial advice .on matters of financial policy? .

2% 208:In the grept, and an inerensing, majority of countries the answer to these
“questions has been found in the cxistence or the crention of 4 central bank, In -~
~ somoe cases, these banks have renched their present positions ‘of national and
“international importance 'by a long process. of growth. In other cases, they'
»have been .created by acte of the. national legislaturcs and endowed from the

. outset with the functions that have gradually nnd'incvitnbly&oncentmtcd in

- the alder institutions.. .- .. . o T

"' 2041t is due to no mere nccident that the existence and the functions of
‘central banks have been the subjéct of much discussion in.recent years and have |

«to-amincronsi influenced the language and technique of modern banking
“:afid finance. New motljods and new terms are, as o result of manifold and prudent
expériment, steadily but effectively gaining acceptance. This. development has
repeatedly found recognition at international conferences- called to consider
.monetary questions since the war. The:International Financial Conference held
at Brufscls in 1920 unanimously recommended that:— : .

Sl e The Conferencé 'is of opinion ‘that in countrics' where there is no

. central bank of issue, one should bt cstablished.f’ : : R

th t‘Agnin, at Genoa ir|'1 1022, the International Economic Conference resolved
abi— o o o o

.. " Banks, and especinlly banks of issue, should be free from political .

~essure, and*should be conducted solely on lines of prudent finance. In

ntries whcrg there is no central bank of issue, onc should be established.”

VoAb the World Mdnetnry'und Economie¢ Conference of 1933, resolutions, to
which Canada was a party, were adopted that:— +* . LT

. “Tho Conference considers it to be cssential in order to provide an -
... international gold standard with the necessary mechanism for satisfactory . -
| ;- working, that independent Central Banks, with the requisite powers and
oL freedom'to carry out an appropriate currency and credit policy, should be -
. created in. such developed countries as have not at present ah adequate
7 - Central Banking institution. : B D
" +"The Conferenco wish jo reaffirm the declarations of. previous con- |
ferences with regard to the great utility of close and continuous co-opera-
tion between Central Banks.” :

Aftet the adjournment of the World Moﬁetary and Econoiic Conference
the Canadjan delegation joined with other' delegations of the British Common- -
wealth of Nations in.stating that they:— : ; :

. " Now reaffirm their view that the ultimate aim of monetary policy -
- ;"hhjauld be the restoration of a sgtisfactory international gold standard,” -
and that . : o

“ effective action in this matter must lq_rgé'ly—dcpcnd on international co-

' operation:” . : :

. 205. These fepe;ated rccommcndntion§ have arisen from a general sense on :
the part of responsible statesmen of the reality and the urgency of the tasks,

.

\
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" “both nationial andl internationial, which Tg)¥to the lot of a central hank. Those

tnsks mny conveniently be summarized’ ere. ’ .

200. In the first place, frorh n national 'point.of view the central bank, within
the limits imposed by law and by its capacities; should’ endeavour to regulate
tredit and currency in the best interests of the cconomic.life of the natign and

" should so far as possible control and defénd. the external value of the national

monetary unit. . Tn the second place, from the international point of view, the
central ‘bank by wise and timely co-operation with similar institutions in-other
countries, ahouﬁi seek, so.far as may lie within the acope of monetary action; fo
mitigate by its influence fluctuations in the general level of economic activity.
"These functions do not, of course, exhaust the tasks of a central bank. ‘Within -

a state the central bank should, in nddition, be'a ready ‘source of skilled and"

* impartial financial advice at the disposal. of the administration of the day. In
.. return for the privileges which- the state confers upon it, the bank should use its

store of-experience in the service of the community without the.desire or the

. need to make profit a primary consideration,

207. It is easily possible to expect either too much or too little of central bank
action. A central bank is at the eame time an instrument and a force. As -
an instrument it is the means by which the state—which must necessarily retain
ultimate sovereignty in matters affecting the currency—can give effect to.the
national policy. As a force the central bank has certain powers in its keeping
which can be used to achieve the ends of nationnl policy. . Clearly these powers
are of differing -eflicacy according to the aim of the policy.-” A central bank

. cannot be expected to influence directly the price- of- a. particular. commodity.
"It is even not desirable that a central bank should be specifically charged with

any responsibility for the general price level of a country. There are many.

.. factors, of varying nature, which combine to influence that leve], and a central
bank, élorking as ‘it docs purely in the monetary sphere, cannot be expected . . -

to have complete control, though it may well have a measure of_influence. If
it attempted to exercise any drastic.control it would have to wield powers far

" beyond those which any body other than the sovereign authority would be

entitled to exercise. It is manifest, however, that the regulation of the volume’

- of-credit is an important factor in influencing the level of cconomic activity

and therefore of prices and this is one of the cardinal tasks of a central bank.

In the absence of a central bank it is a task the fulfilment of which is either .-

left"to chance, or performed: inadequately by other agencies. The regulation
of the quantity of. credit'is effected by the action of the central bank. on the

* reserves of the commercial banks, By increasingor diminishing these reserves,

or-by increpsing the cost of securing them, there is set in motion a process

- of expansiop or contraction through the ordingry channels of banking. A central
- bankjg.tXus not a'competitor with the ‘commercial-banks. Its functions are

regulatory and indirect. . ) . PR

208. In tfie control over the external value of the monetary unit the action of
the central bank is also of major importance. This function, indeed, is a logical
outcome of that of credit regulation. Whatever adghtional influences may affect
theslevel of the -exchanges, such as short term capital ‘movements, external .
borrowings and indcbtedness, and the income from overseas’ investments, the’.

"+ long term fattor of decisive importanee js the credit structure of the country, <

and no modern state can afford to dispedse with the most effective oont.ro}l'mg':" "y

instrumenta. . . .. )
.209. The services which & central bank may perform in the international
sphere are even less easily dispensed with in the modern world than thosé which it -
can render within the borders of a state. Whatever changes may-occur in the. .
"volume of international trade and the comparative positions of various coun-
tries, there has never been a time when external financial, inter-relationships

" have assumed more jmportance. than in the last-decade. The need for inter-
. ! : . - . . . .

o - N
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i ‘national monetary co-operation is urgent and constant. It has found expression,
“riot-only ‘in several international ¢ nferences, to some of which reference has
:+been made above, but in a more/bermanent way in the develapment of the
Bank for Internationa! Settlements. This body, essontially a bank for central -
ibanks, is'a tangible testimony tg' the need which has been felt for regular and
- continuous, interchange of views between ‘the rosponsible authoritios of the
" various national central banky/ -' : R -
+1:.1210, The precise degree

.

ot which the Itvel of cconomie activity in the world -
‘a8 a whole may be influenced by concerted international monetary action, may be
'a matter of opinion, but th {u common dircotion in monetary policy may have
;an important influence in Avoiding economic excesses or in stimulating revival
.18 beyond dispute. The c-operation of central banks is beset with many diffi-

-oulties; its effects are limited ‘or distorted b
but if we;wish to continde that mutual interchange of goods and services which
“in the hast:has stimulafed the economic lifo of all parts of the world; we ought’
1o use all possible mesns of bringing order into the realm of international rela- =
tions.:  In the.monet, sphere the germ of such order is to be found in- the

:Inter-relations of cepltral banks working to harmonize national policy with the
needs of ‘the interngtional situation. ' : . -,
ot 211 Within thie narrower, but no less important, sphere of intra-Imperial -
‘co-operation,” we fiote that in the Dominions of South Africa and Australia’'a
central bank has/already become an indispensable element in the financial struc-
ture, and that,in New Zealand and India, bills aro at this moment before the
respective- Le,
the-greater prt of the sclf-poverning portions of the Commonwealth ‘of British
Nations theye are or may shortly be in existence tentral financial institutions
designed not only to perform important services in the national eoonomy, but
also eminently sujted to be the instruments of Imperial monetary co-operation..-
212 /1t miay be of interest to refer here briefly to the history of the South
African Reserve Bank and: the Commonwenlth Bank of Australia which, despite |,
tlatively short time they have been in existence, have already become valued
ions. .- - ' e . . .
\s the result of the Report of a Select Committee of the House of Assem- -
was np&»ointed dn March, 1920, because of the grave cffects of the war
poet-war inflation, South Afrioa was the first Dominion to - cstablish a.
rgserve bank to regulate the-issuc of bank notes and the keeping of reserves with
view to aecurlni greater stability in the monetary system .of whe Union of South
Africa. . The bank w#s enjoined to fix and publish a discount rate, was-given the
role right of note issuc and the custody of a portion of the commercial banks’ cash *
reserves. ' Its powers were so defined as to ensure strength and liquidity and were
later widened somewhat in érder to increase the cffectivercas of its control on the*
volume of credit, - . . : . . . ‘
~©: 214, There is little doubt that the Rescrve Bank was of great use in helping.
the commercial. banks to negotiate the difficult deflation period following the
war. It was also of material uee to the National Bank of South Africa in 1923 :
when that bank suffered a loss of capital and consequent impairment of its
tredit beforo being' absorbed' by Barclays Bank (Dominion, Colonial and Over-
seas). - On the other hand, in. 1929, when the volume. of credit was expanding
rapidly, the Bank exercised a anlutar{ restrictive influence. Tho Bankhas
improved the machinery’ for making the proceeds of exports casily -available:

in the Union. Its discount rate now sets. the standard for the rates maintained = '
by the commercial banks and it has been responsible for a teduction in discopnt .. «
arid exchange rates, i E e
<" 218:. In 1911 the Commonwealth Bank of Australia was foundcd'b)"' the Gov--+

ynment in gower, largely to handle the Commonwealth Government accounts
ind to establ he b

sh a savings bank department. It is now also the banker, for

many non-monetary: influences;. . .

~ “In its hands of the issue and management of the Commopwealth~débt and o
" most of the states’ debt was of material advantage when: the¥massive domestic

latures providing for the creation of a central bank. Thus, over
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soveral of the States. The bank was managed prudently am}"l.)y ite opg:r'nﬁons
on behalf of the Government during and after the war 1t acquired considerable

prestige. Tha note issue was transferred to it in 1920, and in 1924 the Com-', .

a central bank. The savings bank depdrtment later became a separate institu-,
tion. Although the bank still docs some-commercial business its policy is not!

to compete with the trading banks unless reasonable banking facilities. are not .

otherwige forthcoming, e .
216. In the diflicult years from 1029\'6n'\\'nrda, the Commonweslth Rank has

. rendered services of inestimable value. It was instrumental in mobilizing .the

old reserves of the country and thcirﬂ !iciousic’xpploymcnt to tide tbc coun~
It.;ry over a peériod when Australia’s ability to provide and to transfer the ser-

- “vice of her ovérseas debt was-seriously in. question.- It -organized ‘an exchange .

pool to ensure the continued provision of external clyarges; the éﬁi%%(in;ﬁx%r{-

Conversion Loan of 1931, was launched; while in taking ovéz™the:control’ of
the exchange rates since 1931-it has relieved the trading banks of a responsi-
bility they were unwilling to shoulder and has cxercgsed avs’mbxh‘zmg m{iuence
on the national cconomy. As a trusted and impartial adviser to the Federal

Government the Bank has rendered and continues to render service of prime )

importance to Australia. -

- 217. It is porhaps worth observing that in South’ Afx;ign and Australia the
commercial banks viewed the advent of central banking wWith considerable mis-

trust, possibly owing to a failure to apprecinte the part which = .central bank .

. .is, designed to pluy, and to apprehensions’as to the extent of“its disturbance

of the existing banking system. The first ycars of operation were thus ren-
dered more difficult bysthe lack 1o some extent of co-operation on the part of

tion of the advantages of central banking Jeadership and control, and the cen-

b;'ul banks in these two countries have now obtained both the goodwill and

co-operation of the commercial banks. N o .
218. To cnable it to discharge the cssential functions to which we have

referred above, modern expericnce tends to show that certain definite principles |

hould be observed in the constitution of ‘s central bank. Thus, in order that it
;:;ircgulntc credit and currency, it is essential that the cqntral bank shquld hold
a suitable proportion of the cash rescrves of the commercial banks. 1t is essen-
tial for the full and eatisfactory working of a central bank, that it should have

the sole right of issue of legal tender notes; it-is cssentisl that the cen-

tral bank, as the financial adviser of the Government, should in, due course
hold the.various Government acoounts and carry out, on behalf of the Gov-
ernment, all major financial transactions. .

-219. The fupctions discharged by n central bank being of such vital import-

SoNeY ekt y e "

. *ance to the cconomic and financial life of ‘a country, it is p}crhnpe natural to as

' . whether they could not be adequately performed by some dxrcct_ organ of govern-
- ment. It has in practice been found that a central bank can give most effective -

ce to the community if it is free from the fcm: of interference for pollh(_:n
::f\tt.:l‘: in operating thé delicate mechanism of the national monetary and financial

machine. Certain statutory limitations have glmost invariably been adopted. in -

order to. emphasize the natipnal character of the bank. Thus, apart from the

A .. detailed provisions of the legislative act constituting a central bank, we may refer

‘to' the customary provision that the profits-of the note issue should accrue, cither
to.the profits which may be distributed to the shareholders; and lastly, that the

71613 - . .

¢

- directly or indircctly, to the state; that in most modern ihstances.a limit is set”

: ".-"stute should have a final voice in the appointment of the Governor _and Dcput_y- :

N

. monwealth Bank Act was amended in order to allow the bank to function-as!

“'the commercial banks but in Tecent years there has been a-growing apprecia- -
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Governor and sometimes of-certain of {he difSetors, Within this legislative frame-
work it has been found that there are pre-cininent advantages to the state in
entrusting the special and+highly technical functions of a central bank Lo a hody '
5ot pubject; to the wicissitudes of Political life, .

S TIE020, I6 cortainly i‘bxnnrk‘i\'blo’t]mt wherens even tho smallest countrics in

" Furope have Jong had, or havé recently. catnblished, a central bank, there should
- be o correaponding institutior in A country_of tho indisputable financial and
. _economic importance of Canada. It.js true that a large part of Canadian ccons.
' om,o‘acti\"ity is of comparntively recent growth, hut the explpnation of the
* existing jrap in the financial structure is not only, or indeed mainly, to be found
. -in this fact. The éxplanation, wo venlure to,think, is to bo found chiefly in the
* excellence of the comnrercial banking institutions with which Canada is equipped.
. Their serviges, in all that pertains to ordinary banking, have been and remain 6f
‘s quality which has tended -perhaps to conceal the growing -need for. somc
f;‘»furtllzler‘ Instrument to assist in dealing with the financial prablems of the modein |
* world. . 3 R ) IR o . AP
"1 221, However convineed we may be that a properly.copstituted central bank-

.“would be of great service to Canada, it is nevertheless right that before recom- -

* mending its institution we should first ask ourselves whether there aro any other-

. means of achieving the same results with equal cflicacy; whether the Canadian -

~ economy and Canadn'g existing financial structure aro such as to provide the
conditions for thd succoesful operation of n central bank; and, if so, whether the

. time is opportune for the cstablishment of a_central bank, ~ .-

" .- 222, The survey we have already made in Chapters I and III of tl;c Cana-

« dian financinl system as-it exists and operates to-dny has shown the part played :

- in_ the: credit mechanism- by the Financo Act of 1923. That this ‘Act furnishes
* means of increasing tlie credit base is indisputable, but we are of opinion that the
; method which it embodies, regarded as part of the normal financie] machinery of
the country, is unsatisfactory, * At a time when, under the gold standard, a
“deterioration in Canada's balance of payments led to an outflow of gold, it was
possible for -the banks to maintain their“eash reserves by obtaining Dominion
“noter ~der the Finance Act. Thus, the normal consequence of the operation of
the standard—without which, indeed, one of the main virtues of that stan-
‘dara .. absent—was lacking, in that the credit base remained unchanged in
-Canada, and thero was no incentive to take such corrective mensures as financial
E:hcy could supply. - Moreover, the Act does not require that any gold reserve
.-be held by the Department of Finance against the notes issued to the’ banks.
- There is nothing in the Act to indicate that. it was intended to entrust to the
Department any discretiohary control over. the credit base although such a control

is a cardinal feature in modern monetaty téchnique. Finally, wo may note that.

.the powers of the Finance Act are entrusted to. a Board wltich is in effect a
“committee of the Cabinct and are thus dircctly in political hands. We have
. already réferred to the disadvantages of such an’ arrangement, <’

- 223. It has been represented to us from many quarters in the course of our

inquiry that some further «o-ordinating element is required in the Canadian bank-
ing system, and indeed the representatives of the Canadian Bankers' Association,
to whoee asgistance we are so greatly indebted, themselves-recognized the pro-
priety of introducing some such machinery. After nbvting, in their memgqrandum,
that “there exists o properly constituted body which can admit responsibility for

the general supervision of credit or exchange in Canada ” they go on to discuss °

the alternative courses of action, of which the first would be " to go back to the
pre-1014 situation, by repealing the Finance Act.” The conclusion of the memor-.
andum as regards this course of action, is brief but definite:

reasons why the first of theso alternatives should not be chosen under any cir-
cu cu—bpt these reasons are especially strong at a time when' almost the
coe i v :

" There are obvioys

-

&
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< whole world isoff the gold stnn'dnrd; for under such circumstances our currency
., Bystem would have no elasticity apart from the 15 per cent bank note issue

'

expansion, “baged upon-paid-up capital and reserves possible during the crop-
moving period.”  The choice, in the view of the- Associntion, lies k)fzﬁ“'t;trlx the
creation of a central bank and the setting up of <ome other form of institution.
After considering these nlternatives the Associn.tign ndppts the view that the
need might be met by the creation of an Admmxslrnllye Board; tomposed of
experfs in finance and curreney and broadly representative of the business and
ngricultural ‘interests of Cannda, to which the functions now discharged by the
Treasury Board should be entrusted. ~ - - : o :

224. That such a Board might discharge sonie of the central financial func- "
tions at present cither not performed.or dispersed through other channels, we do
.not doubt. On'the other hand, even if its freedom from political interference could
be adequately safeguarded—in-itself no casy problem—such a Board \\’f\uld 1';nd
it diflicult, if not impossible, to win the prestige, whether internally or externally,
which a cenlral bank might-be expected to acquire. A Board would not find
it possible to establish eatisfnctory relations with' central bnplgs in other coun-
trics, or with the Bank for International Settlements, Its decisions—divereed in

" “some degree ns it must be from the day to day financial life of the community—

would be liable to be marked by hesitation. and’ compromise. For it must be
remembered, even if it be a truism to say =o, that the business of a central
bank is banking, although'of a very speeial kind, which calls’' not only for the

‘highest skill, experience and integrity, but also for closc and continuous contact -

with ‘every important element in the ﬁnn‘nciul structure, ‘
«  -225. Insofar as an Administrative Board uttcmp}cd to overcome these d‘lﬂi-
culties it would be found, we think, that it would require powers :mdv‘xm organiza-.
tion-so0 ‘essentinlly similar to those of a central bank as to make ‘it natural to -

. inquire why a central bank should not from the outset bave been established. |, -

226. We have no hesitation in concluding, therefore, that, as b(:twcen an
Administrative Board and- a central bank, the ~Intt:m' alternatiye is clu:}rly
-preferable. - - L . ) PR

227. We now come to consider, whether conditions exist in Canada for the.
successful functioning of a central bank. Herg we should say at oncé how strongl):
we endorse the remarks made in o memorandum of the Canadian Bankers’
Association, regarding the vital i_mportnnc_c to.such an institution of the quality
of the governors and directorate. Experienge, skill and integrity are required

“ in the highest degree, and that, not only to ensure that the operations of the

nk shall be wisely%onducted, but also that the institution should win and
rznniktain the conﬁdeicc nlike of the government, the people and the cqmwcml .
‘banks. . . : . - . ' o o
-228, We have no reason to suppose from our discussions with leaders in
Canadian finance and industry that these qualities are _lucklpg in Cnuad}a. On @hc
. contrary, we are conwnced that there are resources of intelligence combined with
" .expericnce and public spirit’ fully adequate to ensure the successful manage-
ment of a central bank. It is.true that the éonduct of central banking opera-
5 tions required a technique and an outlook somewhat removed from those of

Leommercial banking; but this fact has had to be faced in every country which

i cent y s established a central bank, and Canada appears to us-not
;2s;cvc&'?:rl’lt)))lftmi>sethtar g ipped than many other countries have been to provide
the necessary administrative talent. ) o )
© 229. If we nssume; ns we believe yve are cnhtlc__d to do, a dircctorate of‘the

"neceseary quality, we see no reasorf*lo regard any ‘of the othéer more technical
objections that have been urged as being of serious 1mportnn~ce. It may mdcec}
be the case that in the absence of a highly developed money ‘market the oontro

L mei-s) S )
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of a central bank in Canada‘over the financial system could not be as sensitive
an that which is exoreised, for instance, by the Bank of England in the United
Kingdom. The fact, however, that a nczv institution in Canada would not be
able to employ all the instruments of cohtrol excreised in an older and finan-
.clally more highly developed country, seems fo us an inadequatoe renson for .
omitting to develop such control as could undoubtedly bo nchieved, The finan-
cial system and teonomic life of Cannda aro already sufliciontly well developed
to make the instruments of the discount rate, the purchase and sale of securilics,
and operations in the foreign exchange market, of suflicient importance in the
hands of n well-managed central bank to give it a decisive influence on the
. credit situation in-Canada. o L e
230. Conadn isgy country with a relatively. Inrge volume of external trade
windchtvdncus and is, therefore; especinlly interested in the
international value of her currenoy. The holding of gold and foreign exchange

by the central bank should and could become a factor of the first importance - ~

in carrying out the national policy in regand to the external value of the
currency. It is no part of the fuhctions of a central bank to monopolize ‘the
exchange markets. Here, ns in the case of credit control, its function is to
impart or counternct® trend as ciret nstances require, and this task, even from
an early date, would beewithin the-eapucity of n Canadian central bank.
231, 'We have finally to cofsider the question of the opportineness of cstab-

-, lighing a central bank in Ciinada finder phosent-day conditions.

. 232.-So far from the time being inopportune we are of. ppinion that there are
cogent reasons for its early estublishinent. The faet, that the Canadian dollar
is, for the time being, an inconvértible currgney may, from one point of view,
_be xegarded rather as an advantage than a”disadvantage for the carly opera-

ng of the bank. Obviously, the bank ‘must work in close accord with the : -

crnment in all.that pertains to*the external value of the country’s cirrrency,
und.if it were carrving out a national policy in this respect the bank muyst
clearly have the support of the government in its foreign exchange operations.
In these circumstances, the hank would be spared at the outset the risks with
which it might be faced if it began its opefntions with a legnl obligation to
. ensure convertibility al a time when graduplly accumulated cconomic forces
might already have weakened the strength of the curreney.

233. Some referenice has heen made ih the evidence tendered to us as to pos-
sible disturbance of the existing banking system’ which might be occasioned by
dhe establishiment of a central bunk. We are pnable to sce in what respeets sych -
an institution could effect any materinl disfurbance. " Onthe contrary, a cen~
tral bank would be expressly designed to strdngthen the existing banking system.
The initinl transferences of nssets which the.establishment of the bank would _
require are in no way of an_order sufficion} to hamper the operations of the

- commercial banks. This is manifestly o aslregards the creation of the initial
_reserve depogite and cven the transfer of the “commercial banks’ note issues, if
spread over a suitable period, need occasion np ecrious disturbance of existing
banking facilitics. R T ’
. 234. One further point qn-which we may i, seimne observations relates to
. the cpst of establishing and operating a central bank. In M that we have written
above we have presupposed an organization adnpted in X(¥ structure and size
to thepresent Canndinn system.. Such an organization®ffeed be neither large
nor cxpensiye; its capital could he of modest dimensions so that. thére would
be no need of lnrge carnings in order to pay the statutory dividend. The
physieal organization of the Bank need beincither claborate nor widespread.
Its main; activities, apart from the function of distribution of currency, in
which it would substitute its services for those now performed by the offices
of the Recciver General. would be concentrated in a single hend office. It is
. \ ) . Al

4

. viously incurred would be those/ 6T the physical cquipment und the

© ' BANKING A.V/ﬁ

“frile thal at the oulset there is a prohlém involved in the trangfer g the cep-

_tral bank of the Dominion note iseyy, but it must be remembered that the
government would be a substantinl [}[}Zticipntor in the ‘profits of the bank ¢nd
in proportion as those profits grew)/so the share of the government wdguld
increase.  As and when the bunt 1o/¢(k over the note issues of the commefcial

binks, there would be n Joss of ineGine to the Inttor, but this can searcely

conceived a8 an expenge to Canadf/ but must rather be regarded ns - tryjnsfer
of income within the existing fiyneinl rystem.  The only expenses no

-~ be regarded as of, major importgnce in a country -like Chnada.

of the etafl of the bank and these; given the scale of operations, can starcely

235, We are now in a posi fn to sum up our general views on the question
of a central banking instiluti(ml'/or Canada.
warning as to the degree to whith such an institution could fulfil all th¢ expécta-
-tions-that the public mind mi 2{!, attach to it. A-central bank could ‘not cure all
the economic ills-of Canada;/it would not be a source of -unlimited credit for all
“borrowers on all occuﬂi_nns;/' ideed its operations might as often be restrictive as

expansive.

236. On the other hand,its positive services would; we believe, be very con-

" siderable; it would substitif{e for the present undeveloped and anomalous system

il

a more rational and unifigd control over the credit structure; it.would provide a
“suitable jnstrument for th -/cxcrtnlinn of a national policy in regard to the external
value of the currency; il,,(yould be increasingly a source of. ekilled financial advice
for the Dominion and possibly for the Provincial Governments; and, finally, it
would provide a ccntrnlﬂmr]y which could maintain relations with similar insti-
tutions in other countries, which find at present no counterpart in Canada with
which to maintnin contget. . ' ' B

237. We, include ini the.appendix a suggested scheme for the constitution of
4 Central Bank for Cannda, o . ’ .

238. Sir Thomas White and Mr. Beaudry Leman dissent from the arguments
and conclusions contained in this chapter as<to the need of the establishment
of a central bank at the present time and under existing conditions and nlso as
ta certain features of the sugpested constitution’of such a bank should it at any
time ‘be established in Canada® They state their views on these questions in

individunl personal memoranda attached to our Report. .
\
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S IR b Sy |y 2450 AL various sitlings of the Commission, evidence was adduced both by
' , \ (’..AJ’ T o _'indivvidun] farmers and by representatives of farm organizations to show that as
‘(J”A‘l TR VI FEENRARTCPRNSE A k. n,result. of this declining revenue the maintenaince and operating costs of - farms

™ ' A

Sl - sannot be met, farm debts-have coniiderably increased, taxes nre unpaid, farm
%o AGRICULTURAL CREDIT . -

‘equipment has seriously deteriofated,” and a large percentage of farmers are
‘unable to obtain new credit to meet thé operating costs incidental to putting in’
and harvesting the crop. This evidence was confirmed by repregentatives of the
"banks, particularly in Regina, whére it was agreed- that & large proportion of
.-farmers could not carry on their operations without some form of credit, that the.
credit could' not be supplied by the banks and that'a scrious problem therefore -
-existed which had to. be met'if apriculture was to be revived. The indebtedness -,
of many farmers appears’to be such that even o substantial rise of agricultural ..
-prices would not be}umcicnt to warrant the extension of new credit through
ordinary commercinlchannels, A memorandun on rural credit submitted to us
-by the Canadian Bankers' Association referredido the matter of intermediate
credit in the folléwing terms:— - S :

. “ Assuming that the nped for credit in this form'is cvlcz\'rly" a matter of
sufficient national importance {6 warrant some action being taken by the

5 2302 Ini an eavlior ehapter, referonce hns ricn made to. thie various facilitics -
. that havé heeis provided in Cannda”to extend shor, intermediate and long-term
“eredit. to thowe: engaged in. agricilture. ., As\the establishment of the Canndian .
2. FarmiLoan Board in 1920 has made rearonhble provision for long termscredit, - E

L now remning to consider the adequacy of the facilitics for short or intcrmcdiut.,c/ i

vedity; B T , Lo ) \
S0 i 12400 -As alrdady indicated, efforts have been rado to provide short”terf
“+ . ckedit mhinly. through the medium of the following provincial organizations¥-in-
‘. Ontario by the. Agricultural Development Board, in Alberta by. the Provineial
.+ Treasurer, and in Manitoba through the- cstablishrent of fural credit socictics. .
In Quebec requirements of this nature are met to some degree by facilities pro-
“vided by the Caisses Populaires. Tho ent prise of the Dominion Agricultural

: Lo i '. A nuthoritics, consideration should be given to the creation of an institution
e (-VYTCd!'n ompany Limited will also be recalltd. oo = T financed on the public credit and to-the placing upon it of the responsibility
<77 241, The history of these efforts is'of valie in a study of the credit/ problems.” - for meeting all legitimate demands.” R e ) :

“-of agficulture in Cannda for two reasons. - In the, first place, the fact that the
. provincial governments decided to engagé in these experiments may well be taken
.. hs indicating-the necessity. of .agricultural credit .a® lower rates of interest than
*prudent bankin rrncticc might scem to warrant, particulatly in certain. areas
" where agricultuta] . production is attended by certain hazhrds or requires loans -
“'of & length:which militatts against the affording of credit by commercial banks.

2, 242, Secondly, the experience gained in the successes and failures that have -
" followed the operations of these organizations in the various Provinces will be -

. - 246. Seéveral suggestions have been made s to the most suitable facilitios for
providing this form of credit. The committee representing the Governments of
the Prairic Provinces has suggested the extenslon of the existing Rural Credit
Socicties of Alberta by appropriate legislation of the Dominion Government; the
Canndian Bankers' Associntion has suggested the formation of Domirion Inter-’
mediate Credit Corporation with capital partly subscribed by each province in
which it was asked to operate; whilc n suggestion,' which*has much to commend _

*_of valuable assistance in ahy subsequent attempts that may-be made to meet the f . " ’ct,;tl‘,ﬁ‘je-gcf‘? c’:,?g)ce t,'t";:', ﬁgﬁffiﬂi,‘zf;“;&gﬁ:ﬁ& I;::nn 11(;;:; .I%m"d ']ml,gm bﬁ '
p B e AT ; | Lo S ' N 247. The material placed before us on this subject in the course of our
. 43, Whatever view may be taken of the necessity in more normal times for inquiry is not suflicient to enable us to make a specific recommendation -as to the '
- 'some provision for this tyfa-of credit in addition to such s is provided by the precise fornrwhich such an organization might-take. But we are eatisfied that
*_banks, undoubtedly the very ‘great decline in prices of all agricultural products . ._ 8 - the need is a réal one. We therefore recommend.that the Dominion Govern-
Huring the past three years and the attendant loss of farm income, have made the “~-.__ment, preferably with the co-operation of the Provincial Governments, should
..~ problem of agricultural credit a very acute and difficult 'one. Particularly is this ’ “forthwith institute, a special investigation into the wh{;le problem of the provision
" truo‘of, the Prairic Provinces) Various cstimates have been made of the effect "of short-and intermediate rural credits. with a view to the preparation of ai
., of the shrinkage of purchasing power due to short crops.and falling prices. In a ‘adequate and~comprchensive scheme for subtnission”to’ Parliament, o
L. -'memorandum prepared by o’ committee.representing the Governments of the three * . ) - L ‘- ' -
“..., Provinces, it is estimated that the annual gross revenue from agriculture in-these - f . - . e - -
7 Provinces fell from $843,153,000 in 1928 to $273,738,000, in 1932, representing a - " — o o : S
.:."loss of 67} per cent in farm income. P R i T : : ’
-+ 244, In the memorandum. filed on Lichalf of the United Farmers of Ontario,- . co ) ' - L e
an cstimate made by the Dominion Bureau of .Statistics of the values of field . - o " o0 L
croph in Canadn was given as follows:— o I K " . ‘ 5
1028, Lo e LT 4.-.:81,125,003,000 - ) S,
1082, i el L. 416586000 SR : .
- The following is an extract from the evidence submitfed on behalf of the . oo Kaah
. United: Farmers of Ontario_ as to the problem of short term credit in Ontario— . L . e
~="+ = “Generally ®penking, within the last tw: years the banks have ceased ' '
o~ «to_function in segard to Canadian ngricullt-:rnwriculture is.takén to be. - PR
.-.8n activity, or an industry that is not worthy of cre i, and from the banking -
= point of view I am not blaming them.” . -, - - s ’ . : bt
- Do - . .70 - . . . ., ' s




e " CHAPTER VI :

" MISCELLANEOUS QUESTIONS OF BANKING PRACTICE

u‘ ‘ T L . . N . . M )
. 248, Mnving considered in the preceding chapters how far it is desirable to
mako any additions. to or changes.in the existing financial equipment of Canada,'.
"' We now pass to.the consideration of ' scries of topics raised in the course of our
inquiry with regard to the working of the -chinrtered banks under the present
»»i. system. Thesc topies, which relate to {he ordinary administration of the banks,
;.. are of adifferent order of magnitude from such questions ns that of the institu-
o 1 tion of a central bank, but from the.amount of cevidence' which we heard
_regarding them, it is manifest that some of them ‘at least arc matters of much
concern to considerable numbiers of tlie hanks’ customers,

v

-

Loida) Rate-of Interest on Loans: Bank’ Act Section 91 (1) : - ‘
©i0:240, Subseetion 1-of Section 91 of the_Bank Act provides as follows:— .
- “The bank may stipulate for, take, rescrve or exact any. rate of -

;* interest or discount not ckereding seven per cent per anmum and may

".receivo and take in ndvance iy suchi rate, but no higher rate of intercst

" shall be recoverable,” s .. : S

,.Mu(-_h controversy has centred’ r’ouml‘ this* cnactment both ng’ regards.. its
" precise effeet angd ag regards its expudieney,  The public have read it as a pro-
v hibition against the charging by the banka of interest or discount in excess of
. -8even per cent on loans and this ywould appear to have been the intention .
<, of - Parliament... While seven per-‘cent has since first. May Jast become the
recognized rate for loans to farmers in the- West, it is the cnse that the banks
« have been in the practice of stipulating for eight perscent or a higher rate where
“thev thought that.the risk warranted such charges. They appear to have.
N 't that, they were justified in doing $o by the decision of the Privy Council
i _Hugh vs. Union Bank of Canada [1913] A.C: 209. In that cnse their
.. Lordships 1o deubt refused to alloy past seltled transactions in which eight per
.- cent had been paid to be opened up. "This was beeause of the well-known legal
=+ ‘principle that ‘moncy paid under* error in law is not recoverable, But’.the
s decision gives no countenance to the iden. that a charge of interest or discount
;7. in excess of seven per-cent is ever legitimate under the statute. The opinion of
.. their Lordships ds expressed by Lord Moulton (at p. 316) was “that-the express

_pravisions of the first portian of this elause rendered it nltra vires on tie part
", of the bank to insert in the chattel mortgage of May 28, 1907, the stipulation™’

" that interest should be payable at the rate of-cight per cent and that.therefore
= that stipulation is inoperative.”  An illegitimate charge is not rendered legitimate
.+« by reason of '.he~ fact that if it has nctually been paid it may be irrccoverable,
' 250. The banks appear to have taken the view. that if a client agrecs to a

higher rate than seven per cent and actually pays it, so as to render the payment,

" irrecoverable, the transaction is legitimate and by acting on this view have
"~ laid themsclves open to the allegation that they have been cyading the law.
2. %251, As regards the future we are of opinion that the choice lics between -
either répealing the- subsection altogether or so recnsting it as to put it beyond .
+.- doubt' that it is illegal to stipulate for more than seven ‘per cent .interest or
.. discount.if-the latter. course is adopted a penalty for contravention should be
© -imposed. . ' :

v
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. 252. On the one hand, in support of the retention of the provision, it has .
heen argued that the-purpose whicli Parlinment had in view in originally enacting
the subsection still subsists; that the banks should not make loans involving
7 much risks as.to warrant the charging of more than seven per cent; that higher
/& rates than seven per cent constitute a burden too heavy for agricultural activities
. to bear; that although competition ¢xists in the services extended by the various
¢ banks it is not mnnifest in {he rates of interest demanded from borrowing
customers, particularly from those engaged in agricultural pursuits and that in
conscquence Parliament was justified in enacting a maximum rate of interest. On

{ the-other hand, in support of the repeal of the provision, it has been argued that
there are circumstances. in which, if regard be had to he risk and to the. cost -of
iproviding credit, a charge in excess of seven per cent is warranted; tdint the
Jenforcement of a rigid maximum loan rate of geven per cent would so restrict
i business as; to necessitate the closing of a large number of small branches,
/ espeeinlly in newly-settled districts, and thus deprive many communitics of
{ banking services except at the expense’ and inconvenience of long ‘journeys;
that a charge of, say, one per cont 1 excess of seven per cent is' a emall matter
to the customer, representing only two and a half dollars on.a loan of five
hundred dollars for si* months while to the hanks it may make cumulatively
the difference between being able fo earry on a branch in o particular district or
closing it down; that in 1854 all usury statutes were repealed in Great Britain

and the principle of restrieting. rates of interest abandoned, as being inefective

“and inexpedient i the public interest: that if the banks were unable to lend .
at rafes over geven petr eent where such charges were justifinble in view of the .
-risk, many. borrowers, awing to the baiiks' inability to accommodate them would
be driven to money-lenders not under the same, restriction; that to deprive
borrowers, who arc willing to pay miore than seven per cent wherersuch charges
" are justifinble, of the oppértunity of -obtaining loans from the banks would
- restrict their freedom and - offkn prevent them from 'engaging in profitable
enterprise.” o o - " .
. 253. We have carcfully-weighed. these considerations bl%fortunntcly have
not been able to reach agreement as-to the recommendatin which we should
make. TFour of ws (The Chairman, Sir (\Jhnrlcs Addie, Sir Thomas White and

. Mr. Beaudry Leman) are of opinion that'a statutory maximum rate of interest

\

is nowadnys anomalous and an undesjrable interfergnee with freedom of contract,
and that the provision of the Bank' Act limiting the rate of interest to seven
per cent, whatever j_ustjﬁ('ation it may originally have had, Gught now to be
repealed.  Mr, Brownlec™is of .opinion that the_statutory maximum still serves
-a uscful purpose, that adequate reasons for repealing the scetion have not been

*.>-ndduced and that it ought to be retained. The result is that by a majority, we -

recommend the répeal of the provision in question. -

(b): Discrepancy between Periods of Loans.and Farmers’ Requirements. ) :
254, The discrcbngc}'..bcl\\'ccn the currency of lo:'ms and the pcriod of the
" farming operations which the loans are intended to finance was represented to
us as being a source of inconvenience and’ irritation to the borm)vcrs, qnd
complaint was also made of the practice of compounding interest, thus increasing -
the- interest .charges: It is-acknowlédged that the common practicé. of the -
- Canddian banks has been to take notes maturing in three or four.mo.ntl\!,
although repayment was not expected before six to twelve months. In justifica-
tion of this procedure, the hanks have ,emphasized that -it was necessary - {o
* ascertain from time to time that their position had not been prejudiced by acts
of the borrower, inasmuch as farmers’ notes were almost.invariably “nsecured.
" 255, With regard to the compounding of. intercst, the. banks argued that it
hns been their general practice to discount notes, and thet this custom is world
wide and not peculiar to Canada; that if only 'slmplc‘mlcro% is collected .:\(
: C¢ ; ‘ :

i
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time to time this amounts morely to a reduction in the rate, and a small one at
that;.that actunlly it is more expensive for n horrower to discount a long term
nole than:to discount .ghort terny-notgs and obtain rencwaly ‘thereof, interest
being: compounded, N . - ‘ -7 o

. . R ot - .
250.:1 would séem regadnable to expeet that the banks eatering fér the needs
f'a fnrmim; community whose normal operations require 8ix; nine or twelve
monthia’. eredit, facilitics, should endeavour to accommodate their practice to the
egitimate ‘requirements. of their custombry, , But it must be recognized that, -

ndustries .and different localities, it would be well-nigh impossible to: place a
tatutory obligntion upon the banks to lend upon terms of repayment 4t a date :
ilikely to coincide with the realization of the venture for which the money was
Dorrowed. .. Mattcrs of this kind can better be adjusted through mutual good-
will, with such moral sunsion as may be exerted through some: central authority *
duly qualified to exercise n regulating influence, = We may add that in our view

endenvour to meet their wishes and eonvenience in this matter.

{c} Charges for (i) Operating Accounts; (i) Collecting’ Cheques. - . L

257, (i) Subiscction 4 of Seetion 91 of the Bank Act reads ns follows:—/. " -
.~ “No bank shall directly or ‘indirectly charge or receive any sum what-

‘express agreement. hetween the bank and the customer.”:

presentationss were received to the . effect that charges had been~made
by banks without the express agreement of the customer, One instance only of
irregular -practice was brotight to our notice where the letter intimating. the.
intention to, make n charge did not explain that this could only be done by
agreement..- It is_acknowledged. by the Canadian Bankers’ Association . that if .
wquirements ‘of . the statute arc inadvertently- overlooked by some branch
). .ger, the customer is entitled to obtain a refund of any charge made. - The
wording_of the provision of the Bank Act appears to be clear, and its purpose’
unmistakable: . We were nssufed that the case brought to our notice was entirely -
exceptionnl and that steps would be taken.to sce that there was no recurrence
of- it.. ; reasonableneds of. the: hanks nking by agreement charges ‘for
i in administering active accounts, when the customer offers no .
advantage to the bank, hns been recognized by the
Any other mode_of procedure would result in the
orming certain ‘services from onec class of customers

~

:Act;’dnd nightly so.
hifting of the costs of perf
ranother class, .. - ‘ ; L : T
%258, (ii) Some complaint was made to us regarding charges for collecting
‘¢heques.. A bank “however cannot undertake the encashment or collection, of

heques, whether drawn
i incurring-‘expense’ for postage, stationery, clerical work and the_ maintenance of
. .- clearing houses and messenger services. Moreover, it is the custom in Canadian

v

... .banking.to give credit.in the books of the bank at the date of deposit of all - -

“.i--cheques, whether theso are drawn on the bank’s .own branches or on branches of

". . other banks.. Responsible custorers thus obtain immediatc_use of the funds repre- *

:"sented- by, these ‘cheques although in the ense of those drawn upon’ branches at ™~
distant points several days may clapse hefore the hank itself receives the funds -

which it has put at the disposal of its customers: When charges for the encash- -

.ment of such cheques arc waived it.is tantamount to' making advances to the -

/depositors without any interest charge, - - . TR :

5 [ N N - . ‘v

naturity of n loan represented by n n‘i;fion:or bil‘ls’dincc;untcd and reﬁcwed from_ .

aving regard-to the diversity of the requirements of borrowers in different | -
‘the. banks_would be :wells advised in the case. of satisfactory customers to -

socver. for the. keeping of '&ny account unless such charge is made by }
e RN

upon its own branches or those of other banks, without .

\

.
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250. Many customers in -Canuda are granted what are known- as “par
privileges,” whereby a bank agrees without charge to accept cheques drawn on'
s branches and'to encash at its variqus branches the cheques jssued: by -a . -
customer. . In such cases the bank at ‘present receives compensation by requiring
the customer to maintain substantisl non-interest-bearing deposits proportionate
to the number of cheques deposited or encashed. . - e P
‘.0 200. The advantages of extending par “privileges to all customers_of . all
banks is widely _recognized in other countries. 1t facilitates trade and, by
encouraging the use of cheques,. cconomizes the use of currency.” It alsq elmin-
inates the trouble and irritation involved in a multitude of minor charges. For
,.these reasons the Canadian_banks might well consider whether it would not be in
" xtheir intcrests and in the interests of the country to extend general par privileges
“and to recoup the conscquent expense by extension of the: tustom of making ’
.charges by agreement, for carrying active accounts and: by restriction of the -use
. 88 clicqueing necounts of savings deposits upon which interest is paid. It should

beunderstood, however, .that .this chrange would involve the postponement of
credit-dating to correspond with the time necessary to encash the cheque, -,

. (d) Rates of Interest on Loan} to Provincial Govemr;wnta, Municipalities and -
. School Boards. = .., P . S T
261. In this conneclion it:has been represented that too great a spreadsexists
between the rates of interest paid by the banks to depositors or to the Govern- -
ment under, the Finance Act and.those asked by the banks on’their loans. The
question of the spread between rates paid and received by banks has been-under -
discussion in a_great many cotntries and for a very long time. A number of
considerations have been submitted tg.us in’ explanation, et
202. The. rates on loans are based,on the intetest.paid ‘on deposits, plus the
cost of- operation, plus the cost of the Fisk involved. All three elements must be
‘taken into account, hence.the difference between one region and another, and
between one customer or class of customers and another.. . T - P
" 263. Thepurpose of the Finance Act is to increase or decrease, as conditions . -
develop, the cash rescrves of the banks or the currency needed to carry on the -
business of- the country. It was not designed as & lending agemey for the benefit
of the banks. = - . ' . A L L
2064. The Dominion notes adyanted to the banks represent a small propor-
tion of the loang:made by them as evidenced by the figures submitted to ys. The

.

- average ratio of advances under. the If‘in’nnce Act to the total loans of the banks
. . v ‘ y, 0 0enTo the total loans ‘ 8

- were:—

In1026.. .............4. .. 0-74 percent - Tl N
CL1027. 0 L 200084 0w o :
‘1928, .. .. ... L, L. 228 J

“CI920.. ... i e L0332 0 ’

“19300. .. 1004

B O S A R 3

“O1032.. ..o g W e _ .-
“I93B.iL LTI 332 Y (up to date)

268. The funds obtained under the Finance Act should not- be segregated
from: tlig banke’ entire volume of loans. If the banks were to lend to ‘Goyern-
ments or.other public bodies at the rale paid on deposits, or at the rate charged

i by the Government for advances under the Finance Act, without the necessary
.additional charge, it ‘wauld be tantathount either to placing upon the banks a -
“- largevshare of the burden of carryingon the public and social functions which the -
various communities decide they are fentitled to, or clse to, shifting this burlen .
" onto other borrowers. If, on the other hand, the Government were to issue.
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Doninlon nole

cipalities and-Sohool Boards, it would cngage in a dangerous policy. 'In this
-respect it should be' noted that, in accordance with the return of the chartered
banks: $0-thd Government for the month of July, the advances of tho Canadian

chirtered banks: to Provineinl and Municipal Governments amounted to $152 -
(e) Tnvestmont Businces and the-Banks, KRS s

Trado have strongly urged upon us that banks should be
j‘rnm dealing in sceuritics, ‘save ng regards purchases and
own portfolios, - It has

. 380 The Investment Bankers and ré])reacntoti'vcs' of s Huﬁnliéx‘- of Bo.nf'délv":of ) :

prohibited by statute

cither .jmliyixh_ml!y or a8 ‘members of syndicates,-and from’ acting ns ‘agzents
In_conheetion “with - jssues made r )

ngents,: through - theit numerous brnnchos’,
receiving a ‘commission for such soryices, or to,theit sharing commissions with
the - band. denlers . whien purchasing orders are-received from clients; provided

n both_eases that_the soiree of supply of“the sccuritics sold to the public be:

the! is:slgi‘ng:bogly or the investment bankers,. . :
- 267 In answer to these representations,

wtablished in 1876; that the revision of the
‘evisions*(including that of 1923, ‘subscetion (1) (c) -of scction 75). authorized
t bank to “denl in, discount and lend money and make advances upon the
eeurity. of, and take as collateral sccurity for any lonn made by it, bills of
xehange; promissory notés and other negotinble sccurities, or the stock, bonds,
lebenttires.and obligations. of municipal and other corporntions, whether secured
¥ mortgage or otherwise, or Dominion, Provincial, Britieh, -foreign and other
mblic: eccuritics,” and under subsection (1) (d) to “engnge in .and: carry on
uch. biwiness' generally. as appertains to- the business of banking.” “Banking’

sales .for tlie ‘banks':

1 portfolios, - 1 been suggested that the banks should be restrained: from: -
selling securities djrectly to the ptiblic and also from tendering for new..issues, s - - .

'

N

.

igines”” *vag. defined in 1918 in Great Britain by -the Board of Trade after

onsul

6.0

with thc:‘Trcnsury as follows:—

. . L . .. R N D L
" “‘Banking busincss’ meang "receiving foficy on- eurrent acéount
.- 6ron depogit; accepting bills of exchange; making,
-~ - selling, collecting or denlirig: in bills of exchange, promissory notes and
drnf.ts‘.whothcr negotiable or not, huymg, selling or. ‘collecting coupons;
- - buying or selling forcign- exchange by -cable transfer or otherwise; issuing
* for-subscription- or purchinse or underwriting the issue of Joans, shares
“or sccurities;........" C .

“

ritics in the

0
to the fact that, when sceurities
ons of dollars, their participation
- their assistance js alwnys valuable

" ensure wide and"prompt distribution of the sccurities. It is manifestly in ~

diseounting, buying, .

ns of 1031 .

i¢' publio-interest that Provincial Governments* and Municipalities and other,

1blic bodies should obtain as high’a price nas-possible for thejr issues and this
in be"better 4ceured by activé competition among bodics financinlly capable
"mnking good their tond_crs. There scems, to us no justifieation for legisintive

» / - 'f v R - )

L e . 1.

"

s

Lés to finance the requirements of Provifcial GoVerhméntu; Muni- = .

y : by . Governments, Municipalitics and other *
nublie bodies.. ‘There. is apparently ‘no-exception taken to the banks acling as v
for the distribution of securities, ! " -

207 ver to it is pointed out by the banks thiat - * .
lvulmg In:gecurities is n recognized normal activity of banks throughout the 7 -

5

: ~‘intelrl'erérice,'\'vith the.

L BANKING AND GURKENCY' . S .,
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i ¢ practice which cnsures keen ‘cornpetition und close tender-
ing, and it follows that if the bunks become, in whole or in part, the pur-

" . chasers of such issues, they ought to bo- allowed .to distribute them through

", their branches.. From the point of view of the: public, it has becn pointed

out_that the banks have hundreds of branches it small and remote communities

,* where, the investment houses-do not have, and cannot maintain, ‘offices,

200, While there'is no doubt of, the banks' right to-deal in securities we could
“not. [nil to be impressed By evidence of abuses.” It may be true that the volume
of industrial or olher sectiritics ‘sponsored and- distributed by the banks may -

"~ have been small in comparison with that bf the' governmental and- municipal

" (f) Section 88 of the Bank Act

* further enlarged.

‘section was among the topies raised before us.

issues sold by them, but we, nevertheless, strongly- urge upon the Canndinan
banks’ the advisability of refraining from dehling in, or distributing for théir
own account, any but the highest class sccurities ‘available-in the country, and

" mare particularly those issned by GO\'crnn\cntb,..mun.icipulitics-und other:public
_or:'semi-publi¢” bodics.* ! RERE . .

b - B » . . y .
" 270. As regards trading in stocks we do not consider that the hanks should
act- otherwise than as agents for their customers to place such orders ns they
may receive through. the regularly constituted, channels - provided by the

brokers and investment bankers,

~

.2 271. The qudstion of the desirubilily of the retention of this much discussed .
n the other hand we were urged
to ‘extend -its provisions {o certain additional items, namely silver foxes, fox
pelts .and fertilizers. “The scction is anomalous.inasmuch s it contravenes the
general principle of law that a borrower cannot pledge articles which he retains .-
in his own possession. This principle nffordsa safeguard to creditors and is of
importance in a trading community. We recognize.that the section was intro-
duced to meet the conditions of a developing cotntry lacking nccumulations of -

.~ working capital and we are not satisfied that-its utility is spent, ajthough the

time may come when the advantage of retaining it may well be qucgtioncd; We
do not advise the repeal of the section but we do not think that it should be

‘.

’ (9) Alleged Subor(lindiio}f of Eaistern and Western Interests l"o those of the

_Central area -~ . . . R . - :
© 272, 1t was alleged that the boards of directors of the Canadian _banks'., who—
decide the general policy of the several banks, included too large a proportion of
members domioiléd-in the Central Provinces and that accordingly the attitude

" - of the banks was more sympathetic to Central than to ‘Eastern and Western

requirements,  Representations were received to the effect that, under such 8’
centralized system, applications for loans from Eastern and Western communities
or businees interests had to be paszed upon by head office officials who were not

* sufficiently conversant with Eastern or Western conditions and who might be .

i

inclined to favour enterprises near at hand.

273. The banks have been most emphatic in dénying these charges, and have

-submitted that their boards were_as far ns possible representative of the entire .-
- .. ‘country, or at least of suchparts of the country as provided a sufficient volume

of business. The banks submit that for administrative purposes the branches are

"-. grouped into districts generally by provinccg,\under the charge of a.supervisor
s gvrithpnuthority to deal with all credits up to, sy, $25,000. At certain points,
" . where banks have committees of directors, the limit is still larger. We received

evidence to the effect that, in the case of one bank having its head office in

- Montreal, out of thousands of loans made-in the. three Prairic Provinces 99-64

‘per cent were granted before reference to head office; whilst another bank reparted



. that 82.32 per cent of its loans in Alberta hadl been dealt witl;,hy the branch

+ of tlie moderate -capital ol $500,000. .

and Saskatchewan, we commend to the attention of
" ; Canadian banks that they

. of -national unity, -

~» eredit poliey of the banks to thé

* propriety of directors not to place themselves in n position where their interests

T2

‘comparatively small credit requirements,
~.in voting a8 members of their boards upon
‘ar

J "
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managers dircetly, that 16-47 per cent had been referred to the Calgary super-
intendent, leaving 120 per eent for approval by the-Assistant Genernl Mannager
Jn Winnipeg, and out of this 1-21 per cent only +605 pek cent had been sube -
mitted to head office, - : ) v )

" 274, The -banks state that they desire to_have on their boards leading busi
ness men from fho distriets whero banking operations aro on a sufliciently lar Z
scalo, but that they must:also tako into account the distribution of their sharg-
holders, 1t must always be borne In mind that it Iy permisgiblo-to establish/a .
‘bank in any province or region of Canada under the Bank Act by the provisjon

275. We do nat see how, this sentiment could he -allnyed by any form of
legislation, but in view .of the faet, which appears from a statement submittied
by the Canadian Bankcrs’ Association, that out of a
all the chartered banks in Canada only two reside in the Provinees of Albertn -
the sharcholders of._the
chould, in their own interest, consider the advisability

of praviding not only. a” fair bt a generous. proportion of directors from tho)

committees for the purpose of allnying /ny regional feeling of diserimination.
Goodwill between the banks
to the proper functioning of

T eastern.and western seetions of the cnuyy and of further extending their loeal

and the pyl

blic in all parts of Canada is essential
the ban

ng system as well. as to the promotion -
(h) Bank Directorates A K : o
. 270. Attention has been dircetgd at several of our hearings
many-bank dircctors are also direetars of other corporations: and .it has been
suggested that in conscquence “syth corporations-are specinlly fayoured in the
detriment of individual customets engaged in
industries generally, as well ns of traders with
It is also urged that such dircetors
credits to companies of which they
's0 directors occupy a ?osil.ion in which their interest would be in conflict
\ heir duty to the shareholders of their banks, ) T
As'to the first of these suggestions it is to be observed that no evidence
has been adduced before us showing that there has been such discrimination in
banking policy and_that as banks arc ‘engaged in nation-wide business they
naturally desire to have upon their boards men engaged in large enterprises, who
are thus in a position to bring to their respective banks profitable business in
the form of deposits, loans and exchange, . : -t
" 278, In- addition to this important consideration boards of directors are

agricultural antl the primary

‘mainly concerned with the policy of their banks rather than with the day to day

routine administration: Morcover as the field of banking is coextensive with the
entire economic activities of the Dominion it i8 necessary that members of Boards -
of Direetors should he¢ men. of affairs, actively engaged in business enterprise or
having at’ lenst wide knowledge of commereial and financial conditions. It
would sceny unwise therelore to restrict membership in bank directorates to those
who are not directors 8f other corporations. It must be left to the sense- of

may conflict with their duty or which may

Jjustifiably- attract -unfavourable
comment,

-, . 279. We agree, however, that directors should not vote or bé present at

‘meetings of théir-bonrds when credits to themselves or any firms or corporations ~
of .which they are partners or directors are- under consideration, and we are
informed that most of. the banks have by-laws to this effect, which in practice
are strictly obeyed. We suggest that-all banks should have.such a by-law.

total of 170 directors |of. -

to the f:;ct that ,

(%

’ e
- o
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(i) Bank Profits S ) . - .
© 280, Some allusion was made at, our hearings to the amount of profits earned
and the dividends paid to shareliolders by the Banks. It does not scom neces-
sary to discuss this uestion in great detail as the figures presented to us giving
the record of carnings and dividends over the Inst. ten years indicate clearly
what/the position is. . e o
) ';81. The average paid-up capital, reserve and undivided profits, constituting

the dhareholders’ investment, was $268,158,153 during the years 1923 to 1032
inelysive, made up as follows:— : C .
Average paid-up capital.......o0..0.....i), $1?3,905,6§.3
. Average reserve fund ...... 1.37,.170,7:}.’;
“Average undivided profits ‘. : 7,181,755
. v 2 $208 108153

282. Tt shouid be noted that the rcscn’lc funds have been constituted, in part,

* from cash reccived from shircholders ag premiums on ‘eapital stock issues. Of the - -

rresan reserve funds, 42 per cent has been derjved in this manner, 34 per cent

* has_been made up, from profits accumulated throughout the respeclive periods y

of the banks' lives and 24
of assets of other banks. o ) .
283. The average rict annun profit availablp for dividends, 1923 to 1932 was
$17,004,957, which is tlic cquivalent of 6-36 perjcent on the average shareholders )
investment, The dividends paid averaged $15,919,384, which is equal to 5-93

per cent was added|in connection with the purchase

- percent of the average sharcholders’ investment. :

284. Since 1930 all bonus dividends have been discontinued by the Cahadian
l‘gl rtered-banks and the regular dividends have been decreased by 4 per cent )
Pef/imnum in the case of four banks, 3 per cent in the case of another, and 2
pef cént in the case of three other banks, . o .

285. In coming to any conclusicn as to whether ‘or not the' returns to Cana-
dinn bank shareholders have been reasonable, having regard t. he earnings which
might be sccured upon capital invested in oLhcg enterprises or in Governmental,
municipal or high grade industrial securities, note must_be taken of the double
linbility which attaches to the shareholder'’s participation and also to the
desirability that there should, from time to time, be a ready flow of money
available for bank capital, - - . .

‘ (j') The Decennial Revision N

'286. On the one hand it has been-suggested that the banks’ charters should be
rendered perpetual and that the banks should not be subjected to the recurrence
every ten years of the disturbing process of_rgvxsxon of the Bank Act. the
other hand it has been suggested that revision should take place at shorter
intervals- No adequate reason has been adduced before us for altering the

existing practice. . ‘ v

.k The Slatutori/ Returns’ ) L o .
0 287. We have reccived: both from Mr. Coats, the Dominion Stnhshc\t'm, and
from a committee under the chairmanship of Professor Jackson, suggestions as
to the improvement of the various statistical ' returns—which the banks are

: required to make. This is 8 matter of detail and largely non-controversial, and

in-0 iew is n i onsi i Finance
in-our view is more appropriate for consideration by the Department of F y
;;:'climinary to the inquiry before the Standing Committee on Banking and

" . Commerce to which the fevision of the Barnk Act will doubtless be Yeferred by

Parliament. R :



(1) Banks and Insurance Busincss
" the banks wera cn vngingllp’nr: inﬂucnpi
»srherc. The Bank Act iy quite explie
t v ‘

Wbi—

2 285.‘ T}ie‘ suggestion made was

indirectly evaded. The Bankers’ Associationassured us that
steps to prevent the infringement of the statute by their agents o
that if any ease of non<observance of the statute weré reported it would be duly

. [ER S . ., T . - o (
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s

288, .We heard some evidence on behnlf of insurance agents to.the'effect that

ng insurance business and so invading their -

it on the subject. Scc,tio/n 75 (3) provides

Vo'~ No agent dr manager of. any hank shall act as a rnt- for-any insur- -
(<" anee company or for any person in the placing of inmurﬁc

¢ <" bank exereide ‘préssure upon any horrower to place finsurance for the
- seeurity of such bank in-any particular insurance agency . . , ) .

nce, nor ghall any

¢ banks took all

that the provisions othSl:c- statute were
r managers and

dealt with, From the publie point of view there s the further protection of the
Provincial Yegislation regarding the licensing of those engaging in sinsurance
bysiness.... We do not think that any additional statutory protection need be
accorded, to the insurance agents other than the Bank Act and the Provincial )

legislation, already afford.

(m) Restriction of Deposits by Married Women

: - ,200, At Montreal a special point affecting the rights of married women in the
Province of Quebee was . bronght to our notice by the Canadign Alliance for
Women’s Votes, . Scction 85 of the Bank Act which-authorizes a bank to receive .
déposits.from, nnd to repay deposits to, persons under legal disability provides

in the third subsection as follows:—

e “the Province where the, deposit

-_and from a bank vyithout this scction, the total amount to

is made, deposit and wi
¢ received .from

e If the person }nnking any ‘such deposit. could nbf, {‘nden tl-|'c ‘law of

’

“sand dollars,’

oy, As.—unde'r the law of the Provi

Fdrnw money ‘in

such . person. on- deposit shall not at any time exceed ' he sum of two
8t ) ! 1 !

'

nee of Quebee, a married woman could not,

apart from.scction 95, deposit or withdraw money without her jusband’s consent,
the effect of the subsection just quoted is that in this Province a married woman
:annot without her husband’s ¢onsent, depnsit more than $2,000 in a bank. Appar-

ntly under-the Dominion Post Office
lisability s regards the amount whiclr

;;;’gislnﬁo'n & married‘woman is under no
" may deposit in the Post Office Savings-

Ocpartment, and may make dcpositsic';ﬁ[f‘ o the limit 0f:$5,000 which applics .
tenerally, . We were -aeked to recomniémd hat in the cnse of married women in

he Province of Quebec.the limitation”

on depiosits In the banks to $2,000 should

se removed,and an unlin¥igéa right of ‘deposit conferred, . withoug the requirement

f the husband’s consent. - We think

that this is a reasonable request ‘and we

ecommend that mtim\‘ia (3} o amended accardingly,

). ’

/

: : e's:'f ’
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CON CLUSION

202. We have now considered all the matters brought to our notice with \;hich
we ean usefully deal within the scope of 'this Report.  As we indieated at the
outset, some of the topics discussed before us are not in our opinion npp‘roprin_tc
for legislative trentment in the revision of the Bank Act, and on sueh topics we
have confined ourselves to comment and advice, confident that what we have said
will receive due consideration. Our operative recommendations are conscquently
few in number. . T

203, By a majority (The C'lmirmnn, Sir Charles Addis and Mr., Brownlee; Sir
Thomas White and Mr. Beaudry Leman disenting) we recommend that a central

" bank for Canada be forthwith establisheds

294, We unanimously recoinmend that an ihquiryibc instituted by the
Dominion Government, preferably with the co-operation of the Provincial Gov-
ernments, 1o investigate the cxisting organizations for the provision of rural
credit with a view to the preparation® of 4 scheme for the consideration of -
Parliament.

295. These are our two recommendations with regard to the improvement of
the anadian financial structure.

i_ﬁ)(i, Our rccommom'!nlions with regard to the existing administratioh and
piftice of the Cunudi:m chartered banks-will be found in Chapter VII under the
appropriate headings. " . y

e

+ 297. On certain tobi('s Mr. Brownlee desires to add some further observations

o .. and these will be found in an Addendum attached to our Report.”

208. In addition {o the tables pri;ﬂcd in preceding chaptérs, we have also
. print“cd in the appendix a number of other tables and statements which scemed
todslikely to be useful to those who are interested in our subject.

209, ‘We cannot conclude our task §\>itl)out'éxhrcssing our indcbtedness to all
those who by their evidence or their Written communications have been at sich
\w\\\\a By Il vn asatatbianen, Aaige ARy seial vant ibations whith we have

. -received we mny e nllowed Lo refer, oh necount of iis representative character, to

the brief submitted by the Canadinn Chambef of Commerce. In renching our con-
clusiong.ye trust that we have given due weight to all the representitions laid’
. before us.} It may rot be out of place. to express here our high appreciation of
the courtdsy with which we were received, indeed welcomed, by the Governments
of the Provinces and of the ready help which they extended to us i". our investi-
gations. . . : .

T B
71181—8 - .
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lv--theh;,ardunus dutica under circitmstances of unusual

=)

Sccrclﬁ/. ,

ST ALFS WL PLeaere,
PRERE Assistant Secretary. - -

B. J. Ronexrs,

S

s On;\\\'/«, 27th Septembir, 1933,
-+ . * Subject to dissent on* certain matlers as' set out
.t aftached, ) C

.

*300. To our ecc.rﬂnrics Mf, Roberts and Mr, Plumptre, who lm\'e‘dischnrgcd '

difliculty and pressure, we
we no ordinary gratitude for their unfailing devotion to dmty and*their resource-

. ful assistance. " s s :
B = . . . e, ! o .
i ) oot MACMILLAN, T
e ol Chairman. T
" C.S.ADDIS. -,

- W WHITE
J. E. BROWNLEE! . - =~
’ BEAUDRY LEMAN# . [

b

in. his memorandinm, ©

.- .and purchases of sceuritics by the banks.

- falling prices.

_holdings considered necesry

“ purchases of sccurities will be

- dollars. - By 1920,

'IIASH\’/\'(? AND (v'('IHH:'.'\'Ce' ' E3
- \ T » . . ‘ _. . . \ f .
Eh L . ’ y -
... ADDENDUM .
© By SIR TIOMAS WHITE b

Panscrarats 141 1o 148, I.\'vi.v;'sn'r:, Cuarren 111 of ThE ForkcorNé Revoyr ~,
. oo : . . . . SNl
BANK DEPOSITS ’

I' regard the treatment of this subjeet in the above-mentioned paragraphs
of the Report as incomplete. by reasou of” omission to-emphasize the funda-
mental economic fuctors aflecling the aggregate of bank deposits from time
to time. K ’ - )

The Awo major cnuses of variation i the volume of deposits are bank Joans
Bank loans come . infb -existence
“throukth. the initiative: of borrowers who believe they ean employ profitably * -
the funds obtained. Bank. loans, therefore, and with- them the aggregate of
bank deposits, increase in_periods of active demand for commoditica and of
rising prices. ~ Conversely, both diminigh in periods of _declining. demand and N

In both cases the volume: of -agricultural production due to good
or bad harvests plays a most important, part.  Another factor js confidenee, |
or lack of confidence, .in the financinl xl:\[}ility of the nation. * Sccur