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BANEKING I N CANADA.

———v—

Tt would surprise one to know the exact mumber of Cca-
nadian citizens who understand the usefulness of banks,
the business transacted by them, the place they hold in
our commercial life, and especially the 1aw§ that govern
banking in Oanada and to which all banks to:exist rmst obey.
The number of such knowing men would surprise for its emnall-
ness. It 48 a facet that people in general do not know or
undergtand the firast thing about banks. And what I say of
Canada in this respect can Se said with the same truth or
any other country. Even amongst shareholders of joint—
stock.banks, the majority are found 4o be absolutely_igno-
:ant of the firet principles of banking, and soican not be
aexpected to do yuch hut to give proxies at meetings. The o
general public should be better instructed as to what re-
gards an institution m»laying such an irportant part in all
business transactions of the day, and on tpe socundnesg of
ﬁhich depends the safaty of a part of nearly every man's -
péésessibna, be it in deposits, in bank shares, in bank
notes, or something else. '

Banks are generally considered to be corpanies esta-—
ﬁlished 10 deal in noney. It ia tme bthat they deal in no-
ney, dbut the term is too general. For exanple, a capita—
1ist and a money—lender deal in noney, and they are not
bankers hor banks for that. The Object of banks is to ga—
ther in all the savings of.people who have not any present
use for them, and to let Gther people have that noney who
need it for entervrisea of different Kinds, and who will
make it profit. The bank however must always be ready to
'give‘baok the money at its proprietor's demand, and to do
that 1t can not make loans for any long period af time.

Xt 18 a bankexr's business that he shall be in a position
at all tines to pay money on demand tb those who shall -

have a right to demand it.
' The big difference between a bank and a capitalist re-
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resides in the nature of the loans that are made and the
lengh aof tine for which such loans are made in each casé.
A éapitalist has some money of his own which he wants to
Place to the best advantage regarding the revenue it will
bring. To.do this, he places hiis money on properties, on
nortgages, in industries, where it is destined .to gstay for
a time. The bank, on the contrary, furnishes money to the
merchants in all branches of industry t0 enable thgp to
‘carry on their transactions which reguire nmore moﬁey thaﬂ
they have. The money {thus furnished is not the hank's,. but
that of somebody else who can call at any moment to ask
for it. That is the reason why the banks can not make the
gsame kind of investments as capitalists, and paariy all
-their loans are payable on demand. The law points .out the
different waye a bank can place its money, 30 as t0 be al-—
ways ready to nmeet demands and avoid difficulties with the
Public which can provoke financial troubles and even a cri-—
ais.

We find ourselves in Canada to—-day with a Banking Sys—
tern which can be compared with advantage t0 any other in .
the world. But one rmust not think that it was always that
way. No, before becoming what it is, it had to pass through
all the »hases of infancy and youth, and it is only by
neeting with accidents and days Of trouble that the defects
of our banks were found and seen and could be rernedied; and
ag a result we have the present structure. Of éourse it is
not mserfaect yet, but it can be safely said.to be on the
way to merfection. '

‘Now let us see the marceéh which banking has followed

in the country, and the evolutions and transformations of

which it was made the subject.

HI STORY OF BANKING IN CANADA.

French Rule.

In the first days of the colony, bvarter was the only ‘
meahs of exchange, and although it remained that way for -
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for a long period, tine came when the need was felt .for a
medium of exchange. -

. During those years, very liitle money came to Canada,
and what came returned at once to France because the coun- -
try nseded much more from the outside than it could pro—
duce and export itself. So, there was then no object of a
set value through which exchanges could be made, and bar-
~ ter kept on being practiced until the people had to.estaé

‘blish a standard of their own or suffer great difficulties.

The first Canadian money was introduced by the "French

West Indies Company® around 1870. It consisted of silver
and copper coins. '

In 1679, for three months, owing to stra;ned'ﬁonetary
circunstances, wheat was considered as a legal tender. In
1like manner, about 1684, roose skins were a legal tender.

From 1685 to 1718, owing to gifficult financial cir—
cumstances in France and therefore in the "Nouvelle-France"”,
" a certain card money was introduced which in reality con—
sisted of promissory notes redeemable by the Treasury.

~From 1719 to 1728, French coined money waa azain put
in circulation hére and served as the medium of exchange,
but it was not destined to remain long, and owing to fts
disapvearance, we again see card money put in circulation
from 17290 to 1749 and made redeemable by drafts on the .
French Treasury. ' '

From 1750 to the capitulation in 1760, we moreover
have outside of the card money, certain "ogdonnances" ema—
nating from the Intendant Bigot. This card money and the
"ordonnances" were in 176€ redeemed by France at a very
low discount and in French public securities which, a few
Years later, lost nearly all their own value.

English Rule. _ '

With the English rule, Mexican and different European
coing are seen 40 entexr the country. These in the course .
of tine were given 1ega1 tender, and this state of things
existed until the decimal syétem of dollars.and. cents ap—
Peared. _ ’ , . : A1l ‘
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A1l of these different kinds of money, the often chan—
ge of lsgal tender and other usages were a hindrance to
conimerce, and the need began to be felt for a currency of
our own and some kind of a banking system.

In 2792, fo;lowing the example given to us by the Uni-
ted—states, where chartered banks had been existing since
1781, the *0anada Banking Company" was established in lMon—
treal to carry on the usual business of banks. But itz great
defect was that it lacked the power to issue notés-, and
it could not be very useful. as it did not add to the cir-
culation.

In 1812, money was reguired to face the exigencies
of the war with the United-Statea. A uniform currénoy also
became then urgent to stimulate commerce wméh was strug—
gling with its many different kinds of money. To face these
two propoaitions, the parliarient of Lower Canada in its
seasions of 1812, 1812 and 1814, authorized the iesue of
Army Bills which were Government notes of different deno—
mingtiona, the higher ones bearing interest, and which were
redeemable by the Province who pledge its revenues to gua—
rantee them. These issuss were made legal tender, and being
a success, accomplished the object for which they were in-—
tended.

In 1812, we also ses the Government of Nova Scotia
iasuing notes on the province,; and it continued to do so‘
for years afterwards. The object of this issue however,
wag not, as in the case of Lower Canada, to face a demand
or need, but was =imply a way of bor.i:ow:iné money from the
People. In 1887, at the Confederation, Nova Scotia had a
debt or £7605,85¢ which the Canadian Government assumed.

The system tried in Lower Canada had proved a success,
but as all the notes were being redeemed from '1815 to 1820,
the need for a uniform currency was agéin Lfolt by commerce,
and more than bvefore, owing to the latter's expansion. And
here is the time when.People_began to establish banks for
"good. . .‘

Ir 1817, the Bank of Montreal was founded as a private

i
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ﬁrivate gociety. In the following ﬁear, 1818, we notice
the establishment in Montreal of the Bank of Canada whiéh
had.a very short existence, and in Quebec of the Bank of
Quebec, where it still has its head office. The three of
these banks could not get charters before 1822.

In Usper Canada, the same needs were felt as in the
Lower Prevince, and as a congsequence, we notice the same

crop of banks.
In 1817, there was a charter asked for the incorpora

tion of the Bank of Upper Canada, which was granted only
in 1821. In the meantime, the promoters had been doing go-
me private banking business under the bank's name, but the
chartered bank in 1821 Qid not take over that business and
the private bank went out of existence. This bank railed
in 1868, and its failure caused a most. serious set back

to the development of Banking in Canada.

In New—-Brunswick, we see the Bank of New-Brunswick
'éhartered in 1820, with a capital or £ 50,000, and its head
off;ce in st. John, N.B..

-In Nova Seotia, the first chartered public bank to
appear is the Bank of Nova Scotia iIn 1822. This was the
firat bank of the country in whose charter was included
the principle of the double 1liability of shareholders. The
Halifax Banking Company which had been doing private busi-—
ness since 1825, was algao chartered in 1872. ’ |

At the time of Confederation in 1867, there were four
chartered banks and five charters £or new banks in New—
Brunawick, and five chartered banks and one charter for a
new bank in Nova Scotia.

The bodies previously nentioned were those which fiikat
introduced banking in Canada and initiated the people to
its working and its advantages. '

Now that banks had been established for a feﬁ years,
and that the people had had a chance to notice the advan—
tages which the systen.carried with itselr, banks cou1d~bé

looked to prosper and the establishment of new ones was ex—

pocted; and so it happeneq, specially Iin the provinces of
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-of Lower and Upper Canada, where the majority of the poPu—
lation resided and where the greatest part of the eommerce
of the country was carried on.

Let us now see the march followed around and from that
time to the Union of 1841 by banking in those two larger
Provinces.

Lowey Canada.

To add to the number of banks which alreadyvegisted
'in Lower Canada, the City Bank was chartered in 1833 with
head offices in Montreal. Moreover, the chartera of .the
banks already existing, were renewed from tine to time as
they expired. The tendency then firet appeared to give
uniform charters to all banka and to have al; sueﬁ charters
.expire on the same day.

In 1835, was established a private bank which was
unigue in the form of fits congtitution. It bore the name
of "Viger, DeWitt & Cie.", and afterwards became "La Bangue
du Peuple”. It was an ordinary rartnership consisting of
twelve men who controled the majority of shares of the
company and who were vermanent airectors, being at the same
time responsible and liable f£or all the business of the .
bank. Outside of these, there were other amaller partners
who did not have nor could have anything to do with the
direction of the bank, and who were liable only for the
amount invested by each one of them. This bank has gone
cout of existence a few years ago.

In 13826, a bank called the Bank of British North Ame-—
rica, was formed in England, t0 do business in North Anme—
rica. It had a royal charter, and afterwards the necessary
legislation regarding its powers was ragsed in the provin-
ces where it was required.

The private bankers who, as a rule, were not permitted t0
1ssue notes,were however allowed to do so for a time’ 4fter the
rebellion of 1837, owing to the disorganized condition of
trade énd finances. -

Uppexr Canada.

Wo notice in Upper Canada the great expansion which
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.ﬁhieh'the banking system was taking. N

In 1881-1832, a chariter was granted tao the commetcial
Bank of the iidland District with head office at Kingston.
We also notice in 1835, the iﬁcorporation of the Gore Bank-
with head office in Hamtiton.

The government at that time did not seem to be favorabile
to the granting of any new charteras, and ‘as great wants
were falt by the commerce and the country in genergl, nany

"Private banks were established and they issued notes. '

In 18237, there was a law passed pronibiting all banks
in the future to iasue notes without that wower being first
granted to them by the legislature, the banks however al-
Teady enjoying that privilege being allowed @9 caﬁtinue.

The people were enterﬁrising and many modifications
were suggested affecting the banking laws then in force.
Many legislations on banks, banking and note issues were
Proposed at the time, hut they sither did not rass the

' Provincial Assembly or were refused the royal assent. And
it was rightly done =o, bescause some of those- changes would
hava- caused more trouble than anything else. It is true .
there were many unsound »ractices, but the banke still re—
sisted and there were no failures registered.

It was hetwsen 1830 and 1840 that branches first be—
gan to be established.. ' 4

In 1838, in order to be able to do husiness in Upper
Canada, the Bank of Montreal which ewven then was getting
t0 be the moat powerful body of ita sort;'purchased the
Bank of the Peuple. .

Panic of 1837.

There is a period in our copmercial history which is
known as the panic of 1837 and a word should be said of it.

In that Year, the United-—States euffered from finan—
cial troubles which could not do otherwise but have their
effect on our own institutions. In the neighvouring Repu—~
blie, the crisis was so sharp that banks had to stop all |
Paynents in specie. '

To add to this uneasiness, came the rebellion of 1837;..
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1837-1838, in Lower and Upper Canada, which caused the pay—-
ment in specie to be stopped by the banks In these pro—

vinces.
Union of Lower and Upper Canada.

Until them, all the provinces had been separate bo-
dies administering their own affairs independently fronm
one another, and it was to remain go for the greater num—
ber of them until the Confederation of 1887. I% was not

" ‘however t0 be the case for the twe largest provinées, ané
Lower and Upper Canada were united to form only one body,
in the month of February of 1841.

After this Union, there was a tendency to give to
all the banks doing buasineas in the affected‘provinces,
‘uniform charters, and as the different charters expired,
they were renewed in a modified way, so as -to conform with
the general principles. A movement was also on foot to
ameliorate the system, and the effect was to make the lat—
ter approach more in many ways to that which is now in for—
c¢e. One of the new laws was that forcing the double liahi—
1ity- on all banke. The legislation then passed served to
make the foundation of the banking systernt which was defini~
tely established after the Union of all the provinces.

From 1854, we notice a greater commexcial activity,
owing to the treaty of reciprocal trade passed with the
United—States that year. From 1855 to 1388, more than
twenty—rive bank charters wére granted.

In 1866, the bank of Upper Canada tai}ea. It was sup~—
Pogsed to do a prosperous and ‘extensive business, and owing
to the great credit it enjoyed, its failure gave the gra—
vest shock to the public confidence in banks, that we have
ever had. This disaster was due to the bank's backing of
Some very speculative real estate and railway veptures.

During the Union, there were iwo big mistakes made
regarding banking: '

The rirst one was the passing of the "Free Banking
Act of 1850". It was an imitation of the system of small
vrivate banks existing in'the United—States. One of its
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its clauses authorized small private banks to be formed
and to issue notes of small denominations. As could ha?é
been expected, the new system did not produce the benefits
wiideh had been claired for it, and it died of itself a few -
vears later.

The second mistake was the YProvincial Note Act' pas—
sed in 18866. Its object was 1o stop the note issue 0f banks
and replace it by a Government igssue. Certain induegmenta
‘were offered the banks 10 engage them to withdraw ?heir ‘
notes in circulation, but they all refused with the excep—
tion of the Bank of Montreal which was in special favorable
circumstances to do it. The Government notes were made the
legal tender, and the Bank of Montreal became'the égént
of the Government for the issuance of the latter's. notes.
Resulting from all this, a keen rivalry arose between the
Bank of Montreal and the other Banks, with the result <hat
through misunderstanding, a bank of the wegst of the Provin-
' ce which was perfectly solvent, was allowed' to.be put in -
liquidation, owing ¢0 a run made on it when it was engaged
backing the construction of a railway. This was a matter
whizh affected ail bankeg, and no body ﬁas found at the
time to support the one in trouble. The generzl effect was
a run on all banks, a new loss of public confidence in
banks, and the business panic and finahcial disaster of
1887. '

Confederation of 1867.

We now come 10 the time when the principral provinces
of Oanada were united in one big body'with a central govern-—
ment having power on all things of general interesii each
Province however retaining the right to legislate on +things
local. This union was effected by the "British North Ame-
rica Act" of 1867, which also oontained’clauses rpgarding
the admittance of other provinces who would like to Jbin the
Confederation == later on. By this Act, the exelusive Po—
wer of legislating on matters relating to coinage, curren—
¢y and banking was given to.the Federal Government. _

In 1870, an act was passed prohibiting banks fronm 13—._
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issuing notes smalier than $ 5.00, which were to be‘issued
oy tne Government.

The Parliament of 1871 passed a law rroviding that
all provincial banks should comne under the Dominion Act
ag their charters expired, and that all Dominion charters
were to expire in 1881.

Lastly thé "Dominion Bank Act" was passed in 1890
and came into force in 1891. The new act repealed all pro—
vious laws relating to banking in the country, and esta—
blished the system on a sound basis and for all banks. It
is the one most interesting to us as, except for a few mi-
nor changes which have been made to it from time to time
as the needs were felt and.met, it is the law governing
us to-day.

I jmmediately give a general surmary of our ba#king

law as 1t is presently in force.

THE CANADIAN BANKING ACT.

Constitution and Organization of a Bank.

éefore'opening a bank in Oanada, at least five men
must associate and apply for a charter to the Federal Go—
vernment. The charter, if granted, mentions amongst othex
things, the amount of the authorized capital of the new
cofporation, which can not be less than ¢ 500,000.00. As
30on as this is done, the temporary diractors must get suen
capital subseribed === for at least $ 600,000.00, of which-
at least § 260,000.00 rust be paid and deposited with the
Minister of Finances. A meeting is then called of the sha—
reholders of the new body, and directors, of whiceh there
nmust be at least five, are elected to rianage the business
of the bank. To pe elecfed a director and to continue to
act as such, a man rust be the owner of a certain amount
of the bank's shares varying with the whole amount of the
bank's capital. If the capital is $ 1,oo§,ooo.oo or less,
2 director must have shares on which at least § 3,000.00
is paid; 1f the capital is more.than 1,000,000.00 and not™
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nﬁt rore than $ 3,000,000.00, § 4,000.00 rust be paid on

the director's shares; and $ 5,000.00 must be paid on the
shares if £he ?apital is more than $ 3,000,000.00. In all
cases,the majority of the directors must be Britiah sub-

jeets, either by birth orvnaturalization.

After the election »reviously mentioned, if the Trea—
sury Beard is satisfied that all the required conditions
have been fulfilled, it issues a certificate author;zing
‘to start banking and to do all operations going with it.—
That certificate must bg obtained by the bank in the year
following the sanetion of the law constituting it, and
otherwise all rights granted by this law become null and
void. When the certificate is given, the Minigter gives
back t0 the bank the amount deposited with him, less the
sum of § 5,000.00 which is kept ror the Redemption Fund
ror notes. If, for any reason, a certificate is not issueq,
the whole amount deposited with the Minigter of Finances
' 1s given back to the persons who made the depoeit.

Oncea hank has started business, it rmust sudtnit itaelf
t0 a-certain number of laws régarding its intemmal manage-
ment, which are édieted by the Banking Act. These laws
concern anongst other things, the shareholders' neetings,
the election of directors, the duties of direétors and
employees, otc.. Different clerks fulfilling important
positions to which much responsdabiIity is attached,; rust
give bail or a guarantee of ‘their honesty. It is a prac—
tice to have the honesty of such clerks ingured by insu-~
rance companies. At the meetings held‘for the election or
directors, each shareholder has a right to as man& voteg
ags he owns shares, and the majority of votes decides.

Capital. ) _

I have mentioned before that the capital of a bank
can not be less than § 500,000.00, of which at least
$ 250,000.00 rust be paid. This capital can never be aug—
mented nor diminiehed without a resolution being passed b&
the shareholders to that effect at a neeting, and without
the approval of the Treasury Board, and also only after "
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after-going through some formalities which are a necessity
required by law. When the capital is incereased, the nef:~
shaies are offered for subscription to sharsholders already
on record, and on their refusal to outsidé pPeople. In the
case of aireduetipn in capital, the responsabvility of the
shareholders on record at the time orf éuch reduction, is
not diminished towards the creditors of the bank at that
tine. '

Shares and their Payment.

Fixed rules govern the subscription and the payment

of shares of a bank. The principal one is that the share—
holders can be called upon at any tine to »pay on what is
due on their shares the amounts thought necessary ﬁy the
directors; and the former are dbliged to answer sueh calls
by paying what is asked of them, under pain of forfreiture
of their shaves.
~ Transfer of Shares. _
Owing 40 the double liability attached to the owner—

ship of bank gshares, much care is taken to know at all) ti-

rnes who are the owners of shaies, and if they are responsi-—

ble peraons. An article prevents the selling short of any
bank stock;'té buy it afterwards. Speculations affecting
the market valus of bank shares are thus prevented, and
only good can result from the stability ensuing. Another |
inportant rule is that bank shares are nct supposed to be
transferred and the vendor of such shares raemaing liahle
until the r»urchaser has accepted them in thg books (regis—
try book ) of the bank, in person or b& attorney. .

Sharez in Trust.

In the case when shares are deposited in trust with

someane, to be administered, the bank is not responsible

for such administration, and the trustee is not personally

liable to the bank. |
Annual Statement and Inspection.

At each general meeting of shareholders, the direc-
tors rust submit a statement showing exactly the finanecial
position of the bank, and also alil other statements which '
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which the shareholders may demand, with the exception of
statements regarding accounts of clients of ‘the bank. .

The directora, and only them, can at ahy time examine
the books of the bank.

Dividends.
Directors ecan declars the dividends which seam advi—

sable and proper . t0 the majority of them. These dividends
" however rmst not be made to draw on the capital, and if
such a thing is done, the directors who did it with know—
ledge, are versonally and as & body responsivie to the
bank for the amount declared over. surplus, just as if it
was an ordinary debt due by them.

Ne dividend of a higher rate than 8-°/o can be decla—
red unless, after it has been paid, there atill ramain;
to the credit of the bank, a Treserve of at least 30 °/o
of the paidtup capital, deduction having been made of the
bad and doubtful debta mayable to the bank. |
' Resexve.

. No reserve is made compulsory by -our Banking Act. .
However, if .there exiats any such reserve in any bank,
at least 40 °/o of it must be composed of Dominior notes.

Note Circulation.

Banks have the privilege of izsuing paper money or

notes. These rust be for at least $ 5.00 and multiples

of it.
As a rile, the total imsue of a bank c¢an not axceed

the anount of the subscribed capital. However, oy canrier— .

cial purposes and to favor the transpdrtation of crops,
from the rfirgt of October to the thirty—rfirst of January
inclusively in each year, banks are allowed <0 issue notes
for an amount egqual to that of the total capital »lus

15 °/o of the sum of the capital and the reserve. Starting
with the first of Pebruary, banks must gradually reduce
their circulation to the normal standard Y keeping the

notes aa they come back.

- Under this heading, theie'is a certain clause regard-—

ing the Bank of British North America, according to which
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whieh the circulation of that body can not exceed 75 .°/o
of ite capital, uniless an equal amount in specie is depo;
sited with the Minister of Finances for the whole amount
of the circulation which is in excess of that 75 °/o.

Banks ean also, under certain conditions, issuse notes
in the British Colonies, but the notes used to that purpose
can nevexy be reissued in Canada.

Redempiion Pund fox Notes.

This e an institution for safeguarding the hbl&er
of bank notes, and of providing good security for such notes.
¥hen a bank closes its doors, all ité assets, corprising B
the double liability and the amount depcsited in the fund
by the bank, firsf go t0 pay the note=s it has in cireula—
tion. If those assets are not sufficient, theﬁ the notes.
are paid by the Minister of Finances out qr the whole Re—
demption Fund. And if it happened that still more funds
wgre required for the purpose, all the banks would be
.called upon to nake good the deficit.

. Once a certificate has been issued allowing a bank
to start business, out of the'amount of capital'originally
deposited with tﬁe Minister of Finances, the sum of
$ 5,000.00 is kept t0 form the contribution of the bank
to the fund, and that amount remains unchanged until the
annual settlerient of the next year. At the end of each
following. year, each bank either deposits a suppleméhtaxy'
sum - or a certain amount is remitted to it, mo as to keep
its share in the fund always equal to & °/c of its mean
circulation during the year. Interest at tﬁe rate of 2 °/o
is paid by the Govermment to the banks on the amounts they
regspectively owvn in said fund. When notes of a bank have
been bought by the Government ahd paid cut or the funa, -
17 the amount of sych notes exceeds that of the share of
the bank in the fund plus the interest accrued,on.that
share, then the amounit of the notes this in excess bears
interest at the rate of 3 °/o until the time they are ..
bought back by the bank. ‘

Whenever a bank suspends its paymerits, 1ts notes bear
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bear interest at the rate of § °/o from the date of suspen—
sion until that fixed for the rpaynent of the notes. -

The Minister of Finances is authirized to »ay ocut of
the Redemption Fund £11 notes which are not paid by the .
bank that issued them.

If the fund is at any time reduced below normal by
the payment of the notes of a bankrupt bank, the other
" banks are rexuested to'make it up in their resvective pro—
portions, but gradually at the rate of 1 °/o of thedr )
circulation each year.

If the notes are paid by a .liquidator or other offi—
eial seeing to the liguidation of a bank, the Minister
-pays back to hin at his request the share of tphx‘ﬁahk in- the
Redermption Fund.

Branches. .

All banks have the right to establish branches, and
as many as they judge necessary to their business,_through—
out Canada.

_Banks are aslo obliged to assure the redemption at
par of their notes in the prinéipal centers of Canada, and
that is usually dbne by means of branches.

Signature of Notes.

Notes of a2 bank c¢an be nmade and signed by means of a
machine, provided they bear the signature in handwriting
of an authorized officer of satd bank.

Operations and Powers of Banks.

Banks are allowed certain powsrs and are submitted
- t0 certain restrictions in theixr Operétions; and they must
comply with the law edicting thenm.

Amongst other things, they are entitled to deal in
syecies and bullion, oren branches, receive deppsits, nake
1oans and advances guaranteed by stocks, dbonds, etc....
Banks are not however allowed to trade in merohan&ise;
goods, etc., and especially are they forbidden to trade

in their own shares.
. A bank has a l1ien on.ilie shares ownad by its debtors,

and those can be sold in certain cases. Collateral securi—
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securities can also sonmetimes be disposed of by sale.

A bank can purchase immoveable properties for its owmn
use,.and can sell them and vurchase othergs. OCutside of
what is for its own use, a bDank can noreover acquire ir—
moveables under certain restrictions.

Deposits up to the sum of § 500.00 can be received
by banks rrom persons who otherwise would be legally in—
ecapable of contracting, and such depcsits with the inte—
rest acerued therson can be Paid back to the depositors.

Puwchase of the Assets o0f a Bank.

A bank can be sold to another bank, provided such a
sale is approved by 2/3 of the shareholders of the bank
sold, by the majority of the shareholders of the bank
puying, and by the Governor-General in Councii.

In case the capital of a bank must bg raised in order
to make sueh a purchase, such a raise requires a number
of formalities which are not necessary in the case where
‘an ordinary raise in capitai is regquired.

. In the event of such a sale, the notes of the bank
g0ld are assumed by the Purchasing bank, and the lattex'
receives credit for the share of the formexr in thie Redemp—
tion PFund.

Reports to the Government.

Monthiy and annual reports of the business transacted
by each bank and of dits financial position, rmust be gent |
to the Minister of Finances, every month and year resyeeé
tively. Moreover, all special astatements required at any
time by the Minister yust also be sent to him by the bank.

Liets'of all sums Of money. which have not been claimed
for a given time, rmist be sent at definite periéds to the

Governnent.

Payment tc¢ the Minister in case or~Liquidation.v

In case of the liquidation of a bank, all améunté not
clained inside of a certain time are repitted to the Mi-
nister wihio vave thenm to the proprietors‘wheﬁevar they cali
to claim them. .

Trustees.
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Trugtees. .

If a bank suspends its payments, a trustee can be ap—
poiﬁted to look after its affairs and nothing éan he done
without his approbation. This nomination ié made by the
-Bankers' Association which retzins the power t9 change
such trustee at will.

tatutes passed by the Association of Canadian Bankevrs.

Thia body is a representative one of the banks of
‘Canada and imporitant powers are given to it in order that’
it might see that the business of all banks 1is cunducted
honestly and according to the law. This is done with the
object of protecting the public and the shareholders.

Failure.

In the case of the failure of a bank, thé-fo;lowing
1tems in the order named, are privileged againgt its assets:
lo. Notes in circulation and the intereef on then;
2o.Aanounts due to the Pederal Government;

' 30. Amounts due to the Provincial Governments.

~ If the assets are not sufficient t0 meet all the 2ia-
piitties, the doubls liability clause by which shareholders
are regponsible for an amount equal to that of their shares
outside of that already paid fdr the shares, is put in force.

contraventions and Penalties.

Foxr 211 contraventiona to this Act, fines and other
penaliies are edicted which are more or leas serious with

regard to the importance of-the law broken.

ADVANTAGES AND DI SADVANTAGES OF OUR SY STEM.

After examining our Banking Act of which I have just
given a synopsis, one is struck by the thouroughness with
wﬁich all points are touched and every thing treated. There
are sone few little dgfects as always accompany such ek—
tensive and general laws, and these arfbrd problems for
the experts in the natter to study and find solutions to.

One of the ggeatest cares of the Parliament of Canada

has teen to see that banks that aprliased for charters were.
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were sound business bodies whose object was to do serious
businéss and not oniy profii by the advantages and privi-
leges.whieh go with a charter. Thls is the reason why the
reguired subsciibed and praid up capital of banks is fixed
af a relatively high figure, and also why that paid up
capital has to be deposited with the Minister of Finances
before any charter is granted. Moreover, 10 be sure that
‘banks applying for charters are enterprises with good f£i-
nancial backing and that the capital has really been 5aid
which i3 required, this amount of capital rmst be paid in
monay and it can not be made up 9f notes or etherwise.
These legal tendencies may be seen t0 have taken 100t here
pretty far back, and we notice them with the peginning of
firat serious banking in the country. The cléuée providing
"that the majority on any bcard be British subjects insures
ug against the danger of foreign capitalisfs getting con-—
1170l of cur barks and using them to their own advantage
and to the country's detriment.

The high capitalization which is reaquired, as we have
gsaen, -makes the banke stronger; and puis them in a better
position to do goéd to the country and to aid big enter—
v»rises as well az on a riore solid foundation to resist
attacks when depregsions come. A good number -of our banks
have a capital paid figuring in the miliions, and the Bank.
of Montreal heads the 1ist with one of § 14,000,000.00. '
Instead of § £00,000.00 as required in Canada, a capital
of only ¢ 25,000.00 is required of a bank in the United-
States; and the only effect of such a étate.ot affairs in
the neighvouring Republic must he the pronotion of weak
finanocial bodies. It 42 evident that such small banks would
be stronger if merged into big corporations. The evil of
such a system has been avoided here.

The other clause relating to capitai which reduiros
the consent of gshareholders and of the Treasury Board be—
fore any increase or reduction is made im it, and the going
through certain rformalities, insure that such a change

rst bs done honsaily. ' : A
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A law prohibiting the selling of shares that do not

exigt, to buy them later on on the narket at a lower pride,
9y in other words the playing short, can not have any but
a very gocd effect which consists in pFeventing undue spe—

culation on bank shares.

A point whieh has led 40 rueh discussion is that re-

garding the inspection of our banks. As it is, each bank
‘does its own inspecticon and can refuse the permission to
any outsider to see its books, even to representatives of ’
the Bankeré' Association and of the Government. A ran is
approinted to nake the internal inspedtion'of a bank by

its own board of directors and he reporis directb#o then,
and the latter can act according to what they ?hink-proper.
It igs true that revorts abosut its standing and business
"have to be submitted for each bank %0 the shareholders

at their general meetings, and to the Government at cer—
tain rixed periods, but this is no sure guarantee. These
reports can always be fixed up 20 as 10 make them loo¥
very attraetive, when the bank can otherwise be in very
bad siraits financially. And numerous are the cases which
can be shown in which false reports were handed out +to
heth the Government and the shareholders for years and
Years in succession, only to have the fraud known when 4t
was t00 late, when the bank was a corplete failure, and
when nothing could he done to spare the reople from enor-
mous losses which were due only to the bad managemsent and
to the dishonesty of directors. This is the story of nearly
every bank failure we have had to cope.with since our .
Banking Act fa in force.

The Government to—day iz not allowed the slightest
supervision of the banks. It requires certain reports, but
ag it has no power to gee for itself irf they are true,
this does not.amount to ruch. The only restraint, if it
can be so called, which is to prevent banks from getting-
inte frenzied speculationg, is the Bankers! Association.

This hody, which, as I said béfora, is the representative

one of Canacdian banks, can boyecdt a bank if 1t“ie«seen:dginé
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doing or suspected to do any risky or illegal.busineqs.
By boycot is meant that all banks of the Association will
be oidered to stop all relations with the bank in fault.
An action of the sort puts the public on the alert, rost
of the time provokes a run on the bank affected, and this
can only reflect t0 a certain extent on all the banking
coprmunity. As banks fear any run being made on them or
other troubles of the sort, they will restrain as long
as they ecan from in any way provoking any. The other dif—
ficuliy isg for the Bankers! Association ascertaining the
truth of its suspicions when it has no authority to do =so.
As 4t 1s, all the trquble lies in our mode. . of bank
inspection. Some claim that it should be done by the Ban-—
kKers! Association which has the greatest intefest to see.
that all banks keep a high standard of credit. But bhankers
themselQes oppogse it and the reaéon seems to be that all
banks individually do not want their business to be known
'to other banks, and such a Xnowledge would undogbtedly cone
with such a node of inspection. Other peopla'have vropozad
a Government inspection and want to Jntroduce here the .-
syeten in use in the United-States. Statistics of tﬁat
country are given both for and against the vropossition,
and no good comparison can be made wiith our system owing
to our having big banke with branches, and the United—
States having proportionally a larger number of banks,
with smaller capital, and no branches. This mode of Gavern-—
ment inspection is not very paovular, svecially among the
knowing men, and bankers, with few exéeptidns, are alto—
gather oprised to it. Banks must certainly be allowed as
mach liverty, for the good of the country, as prudencer . --
will permit, and the interference of the CGovernmment in
the internal working of banks would .surely have a comple—.
tely contrary result. There would also ﬁe the danéer or
letting businessz secrets leak and become known by people
who should not have that knowledge. The question would
also arise of making such an inspection effective, and to

be that, it would have to be done at all banks and at all
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ail branches on the same date without the banks antigi— -
pating it, for otherwise everyvone would h»e prepared forxr
1t..The difficulty of such a thing is clearly evident on
account of the great rmumber of branches and the secrecy
with which the preparations £or the inspection would have
t0 be conducted. And then, would all the Government offi-—
cials be strong and independent enough in order to avoid v
bribvery and fraud?

As things stand, we rust admit that there is something
to he done in the matter of inavection, but it is hard to
say as yYet what that something shoeuld be. No doubt, a sys—
tem of insvection done by a body altogether independgnt
fron the banks would be immenssly heneficial to the coun—
try, and the problen is to £ind that body.vIn‘the meantine
however, and t0 irprove -things, reporits could be required
from the banks which would be more explicit and would pud
the Govermment and the shareholders in a better pogition

' to judge and to control their actions. This would be ar-—
riqu at by changing the formulas for such reports.

--Now, as to ﬁhat concerns dividends, the clause making

directors responsible for those irpairing the capital is
undoubtedly a good one in {heory,but it is claimed that
it never served to anything in »ractice.

The article reguiring of each bank t0o keep a certain.

rercentage of 143 cash reserve in Dominion notea was'ori-'
ginally caused by the needs ©of the Government. The object
aimed at was to create a ceredit for the country when 14

had a whole lot of works to do and many obiigationa to face
therefrom; and when capital for such enterprises was needed.
But now that the Government!s credit is so well estadblished,
the clause should be done away with, because it is a hin-—
drance 1¢ banks and with no good at all to he derived from
it.

Our system of note circulation is one of the best

that could be found and it fs not open to much improvemenf.
It 38 true that the circulation allowed is a large one,

but as only chartered banke, which are sound business hou-

S,
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houses financially, can thus issue notes for circulation,
and that special care is taken t0 protect the redempiion
of suéh notes, only good can e derived from an issuwe of
‘the kind. It creates a fiat money in an amount sufficient
t% neet with the requirements of commerce and industry,

and with enough secuﬁity behind it to insure its par value
throughcut the:country. The special clause rermitting of

- a ciryeculation larger than the nornal during the months of
autumn, is of an irmense service for the moving of the ’
crops during that season. The wesk point 3is that the Go-
vernment has nothing but the reports handed by the banks

to judge of their circulstion, and s0 the door is jerft

open to frauds. This point could be made rore secure only
with a rnode of ascertaining the veracity orf the'repopts,
and that could happen only with a better system of inspec-—
tion. Some people have advocated that the Govermnment should
guarantee the redemption of the bhank notes put in ci;cur
lation, but that seems secure enough with our redemption -
fund and the other safeguards we have.

Concerning our Redemption Fund, nothing but praise

can be said of it,‘and of all systems, it has proven 1it—
self the best t0o fulfil its object. It forces all banks to
do as much as is in their power to prevent any illegal

and extravagant circulation being done, on account of their
Joint responsability for such circulation. .

We come now to a most interesting point in our Banking

Act, which is that by which banks are authorized to open
branches throughout the country. The bahking.system of
Scotland with its branches was the source from which this
rart of ours was drawn. The princival advantage of the

branch systen is t0 receive in deposits the noney of pec—

rle ithroughout the country who have no use ior 3t, and to tyans-

fer it = 0 places where such need is felt, and so to nake
it produce to.the.benefit of one and all. In this respect,
the branch system might be cormpared to a ‘large river re—

ceiving jts water from a greaf‘number of l1ittle springs

and streans which at a certain place unite and form one

i

;

[ SRR
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oné big body which has power therefrom and utilizes its
water to gobd advar.tage, by watering the land, permitting'
navigation and otherwise. The branch systen also favors
the villages and small towns, with banks as strong 4o do
businegs with, as are in the big ecities. And that is sonme-
thing migsing in the United-States. A big industyy esta-—
blished in a small Canadian center finds an institution
‘powerful enough to back it; and the hank doing all the
business of such an industry and doing it directly ﬁith
it, can better know the latter!s financial condition. Ca-
nadian banks are always ready to assist country enterpri-
ses which can give a good account of themselves. This is
more difficult in the United-States, with the private banks.
It %fs surprising to note the branch extenéion Qur
‘banks have taken in the last few vears. The following ta—
ble will give a good idea of this:
Year. Number of branches. Increase in year.
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At the beginning of the month~§f.May of this year (1910),
there weie 2326 branches of Canadian Banks, of which all
but .50 were in Canada.

The law prohibiting our banks from making different

kinds of loans, such as those on real esfate and nérehan—
dise, is made to prevent the banks!® noney from being tied
for any long reriod, whieh would put them in bad diffricul-
ties if a run gccurred OF in time of crisis. A similar rule
is in foxce in the Unitea—Stutes, but it is not.so in En—

e e e
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Enéland‘and Scotland where banks are f£ree to make any loansg
they »lease. It has been suggested that a eertain propor—
tion of the assets of banks should be made realizable on
demand, thus forrting a protection against runs.

The Bankers! Association iz one made cut of the re—

Presentatives of Canadian Bankg and its business nostly
congisgts in eontroling in a certain way and to a certain

extent the business of all banks. The authority it has
of appointing trustees to a bank which héé stoppred ifé
vayments, is said to have a bad effect. Often times, it
would be preferable to both the public and the sharehol-—
ders, if the banks were allowed in such caées to settle
their own affairs themséives. But with such a liberty would
also go the danger of 1eaving the field tooFree to frauds.
‘It is part of the business of the Assoeiation to issue,
redeent and destroy the notes of the banks under its gue—
vension. ' '

The part of the law regarding tle fatlure of banks

and the settlement of their affairs, appears.to be defec—
tive in some ways. In the matter of privileges on the as—

sets of a bank, the Federal and Provincial Governments

rank right after the note holders, for the amounts of their -

deposits and the fines incurredmy the bank. It i3 a matter
of esgential necessity that note holders nust come first
aﬁd be perfectly guaranteed for the paper they hold, rfor
wore it otherwise, all our f£iat money would Be perfectly
useless and the advantages which come from it would irme~
Giately disappear. But where is the reason for the Prefe—
rence given to Goverrviient depositors over the common citi-
zen? Those in favor of the present law claim that the ge—
neral interest should rass before the private one, and
that it is better thpt a few individuals should suffer than
all the people through its Goverhment. Tﬁeorically; this
sounds nice, but as a matter or fact, I think with others

that all creditors of a.bank, after the note holders, shouid

be treated on the same standard-and that, were some priyilege

to be granted someone, it should be to the private oredi-
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créditdrz who as a rule has not the means of sustaining

a heavy loss without ruin, and who is not in the position
and‘has not the capaéity and advantages the Govermnment
has to judge wether a bank is sound or not. Moreover, it
is the duty of the Government to see that all things neces—-
sary to the good and advancement of the country are put

at the latter's disposal. Banking is a necessity of that

- kind, but its opesration is left in the hands. of companies
‘ealled banks, and laws are made to iegulate and contiol
those companies. When a man makes a deposit in é'bank,‘

he has a‘right to beleive his Goveyrmrent has taken all
the precauiion necesaarxry ternsure his depogit being se—
cure and safe. And if such is not the case, the Government
is in a way responzible if the deposit is 1oat; The aa—

" vings aceounts might aven be prifileged.right after the
note holdeis in order to encourage savings from the work-
ing classes. : .

Sone people have gone as far as to say that it was
not qust to permit the debtor of a bank that had failled,
to compensate his debt with the deposit he had in the bank.
That is going too far, but a practice that should be stop-
pod, is the bﬁying by suech debtors, and at ridiculous ri-—
gures, of deposits that are not worth anything, and the
compensating of their debts with those deposits. This al—
lows the debtor to pay much less than he really owes, and ‘
to the detriment of all the other creditors of the bank.

This study of failures naturally brings about the

question of the double 1iability of shareholders. This
double . liabiiity is one or'thé gtrong points in oﬁr»ﬁank—
1ng‘system. According to it, a shareholder, outside of
the-liab;lity for the payment of the shares registered
in his néme, ias norecver responaible, if the bank gets
into any trouble, for anothey amoﬁntuequﬁl to that.of his
shares. |

The early banks in Canada had no provision to that
effect, and the first charter which contained it was that
of the Bank of Nova Scotia granted in 1832. Longz before
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before Confederation, the princivle of the double liani-
1ity of shareholders was a recognized one, but it had no
practical value, as the shareholders always succeaded in
aveiding the second payment, or transfered their shares
bef'ore such payment was asked, to incapable persons from
whom the money could not be collected or to sersons who
could not pay. Lately, that has not occured and the law now
. makes it impossible. To ensure the payment of this double
liabiiity in case of need, special care is taken to gee
that the shares be owned at all times by persons being
financially capable of making such payment. In this way,
the guarantee given by any Canadian Bank is a first class
one, and this state of things inspires faith and confiden—
ce in those doing business with it. And eommercé and the
‘country in general benefit by such confidence and guaran—

tee.

CONCLUSIONS.

wztn our present system, the charters of all banks
expire every ton yearse, on the first day of July. As it
is, all the mresent charters will have t0 be renewed in
1912. Under tﬁese conditions, the country might be left
completely without chartered banks 1f the renewals were
not granted when the time comes, but this is only a theo—
rical danger, and in practice phé results are good. Banks
.are thus free from troubles oi modifications in their char—
ters or of any other kind for ten years, and -they can set—
tle to do busiress without being bothered for that time.
For th:is reason, bankers think the term is too short and
that it should be made twenty years, now that the princi-
Ples of Canadian Banking are well established. Another
important good result is that when the end of the term
conmes, banks must defend themgelves against the attacks
' that are mmde on them, and when the chart?rs are extended,
the rulea of banking can-be rmodified at the same tine for
all bdnks, t0o the greater benefif and advantage of.evezy
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etéry one concerned and the public in general. Remedies
are suggested to do away with the evils, and evenm by bank—
ers who are in a better position to see the bad poiﬁts and
show the way te redress them. Thus our system grows molre
and more psrfect.

¥e in Canzda, had the advantage of the experience of
all Kinds of banking systems tried in all parts of the
‘world. When time came fOr us to establish banks and to frame
a Banking Aet, all that experience could be put to prorit
and it is how we came t0 have a systen =0 generally well-—
5a1anced.and with s90 few defects. Ourfprincipal sources
were England, Scotland and the United—sStates.

In England, the Bank of England was founded in 1688

to assist the Government in the difficult days of the Re-.
‘volution, and was for a long time the only joint—stock

bank in that country. Its notes were legal tender,-eﬁcept

in Scotland where they were never suech, but‘thé Govgrnment

was not tesponsible for their redemption. As it ﬁas esta— S
blishpd to hely the CGevermment, it was a condition that -
it should loan its money to the latter, and there never

was a time when the whole of the capital failed to be thus
.loaned. The charter of the Bank of England was not rfol—

lowed as an exaﬁplewfor the foundétion of other Jjocint—

stock companies in England. Contrary to what exists in

Canada and in the Unitcd—States, the banks of England are

not governed by a general bank act. Moreover, except for

a few lawe regardind the 1limit or eirculation and a few

' minor details, the hanks are free to cdnduet‘business the

way they see rfit. It is a character of English banking

that all banks keep an account with the Bank of England,

and .on that account, the latter is frequentiy called the
"*Bankers'! Bank". :

In the Uhite&-stategi“an early project to estaglish ;

a bank similar to the Bank of England completely failed.
Later on, numerous charters were granted ‘t© banks by the

different States, with unliriited power to issue notea. The—

se notes were after a tine at a discount and some lost nearli_ a
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thoée gystens, there were necessarily mistakes made with
regard t0 the usefulness, efficacity and advantages of the’
banks established to the future of the country. Those mis—
takes can readily be seen. Our systen, on the contrary,
was born in tine of peace, and the only need that was to
be satisfied was that of the commercial corrunity. So we
to0k what hgd been dproved to he goéd Iin other systems, ana
-did noet toueh what was evidently bad.

To Scotland, we must be grateful for havingmggyén-

us its system of bank branches from which to draw our own.
And 3t is surely one of the greatest advantages procured .
by our Banking Law. ’

Banking in Oanada is absolutely Tree as in the United~

States and in Secotland, and any ohe who cawn . falfril the “preli-

ninary reguirements is completely at 1iberty to open a
bank and enjoy the advantages of suech a businesa. NG bank
monopoly aS‘thé Bank of England in England, exists here.
Conseguently, we do net have the private banks of Enéland,
altogepher devoid of guarvantee, but large and financially
gtrong joint—stock bodies offering all the security that
one could ask for. A pProof of this is the immense business
transacted hy our bahks and the figures 4o which amount
their deposite. On this last iten, they are respectively
stronger than the big IMited—States banka, although. the

neighbouring Republic is a nrnore advanced country than ours,

and with a poprulation many times larger than our own.
Hague says that a bank director should be:

mn of means; ’ .

nan Oof character;

man of 1nf1uénee;

rnan having connections in the leading lines of business;

man whe ecan work in harmony with others;

> o b o> P o

rnan who can give enough time to the afféirs of the bank;
. And a good judge of the capacity of men.

After having studied all the qualities reguired of
our bank directors, and the conditiens tﬁey have to0 ful—
£il, and especially after seeing for a fact whe are the
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the men sitting at the boards of our banks, they can be sa-
fely said to have all %“he requirements abeve emumerated.
And the directérate of any bank is its nost irportant part,
because the bank will be what the directors will make it.
Sur Banking System has nothing to envy of those of

other countries. It can be resurmed in a few words, like °
this: perfect guarantee given 10 wilf:l creditors or de—
rogitors; complete security afforded to unwilling credi-—
tors who are the bill holders; facilities offered to tra—
ders, farmers and manufacturers; reasonable profit insured
{0 shareholders; notes issued accepted at par throughout
Canada; and lastly, a system of cireulation having the
necegsary elasticity of expansion and coentraction requi-
red to cope with the needs of the country. Vith all these
advantages, one doeos not wonder that it commands publie
confidenca.‘ |

Montreal, 1910.




