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CHAPTER 1
INTRODUCTION

Writing of banking in his inimitable style,
the late Stephen Leacock once declared ironically, "What
a serious trade it has becomel™ He then went on to draw
a picture of life in his home town of "Mariposa® in which
the local banker never worked very hard and yet business
came his way and "the world went very well then", Benking,
however, is a major commerical undertaking in Canada today
and with the complex problems introduced by the war has
become a very serious trade. Moreover, it i1s one in which
the keenest competition exists, despite the claime of

eritics that there is in Canada a "financial monopoly®.

Broadly, banking 1s usually meant to refer to
the operations of the ten commercial banks which are
chartered under The Bank Act. There are, however, a number
of savings banks, credit unions, trust, loan and mortgage
companies, etc., some of whose activities are in certain
respects similar to those of the chartered banks. Reference
will be wmade to most of them but in the main this discussion
of banking in wartime must necessarily be confined largely
to the operations of the chartered banks. The effects of

five and a half years of war on their liabilitles and assets and
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thedr ability to earn profits and pay dividends will

be considered ,as well as tho extent of tleir co=operation
with the Pedarel Government in the adainistration of
foreign emchange control and ration coupon banic aecounts
and in the sale of Vistory Loen bomds and Far lSevings
Certificates. An assesgment will then bo made of their
eontribution to the national war effort. Finally, recent
legislation affecting banking will be discussed as well as
the outlook for the post war years. Central banking, &
highly specialiszed field of banking, will only be referred
to incidentally.

First, it is necessary to exauine briefly the
eoononic background of Canada before outlining tiie part
played by the chartered banks and ot!cr commercial ine
stitutions. Early in the war years it bocame apparent that
Canada was to maie 8 major contribution in the form of
agricultural and industrial nro-uction. Food, rav materiala,
finished _oods and all tle equipment and -wraphernalin of
podern warfare eould, in time, be :r-duced in larye quanti‘.ies
thousands of miles avay from the t areat of enemy bombers.

Even tho ships in which the output of Canacian farms, nines
and factories was to0 be transported to the thoatres ~f corir -,
could be construsted in the Dominion as well as the escort
vessels and patrol shdpo neocessary for the prutection



e

of the merchant fleets. Put such a vast program of
agricultural and industrial effort would require not oanly
vast quantities of capital, labour and materialsz but alseo

& smoothly running efficisat banking system to {inance the
varicus stagss of production anxi the transoortstion of
finished products to their destination, Cenadz was fortwwmte
in having just such a system at the outbreak of hostilities.

All commersial banking is carried on Ly the ten
chartered banks which, in Septexier, 1439 wers operating over
3,300 brenches throughout the Dominion. In other words, for
every 3,500 persons there was an office provided with all
normal banking facilities. The comparable figure ior the
United States was one banking office for every 7,100 persons.
Treined personnel aggregating approximately 20,150 were roady
to meet all demands. ‘

On August 31, 1939 the assets of the chwrtered banks
totalled $3,548 million and deposits in Canade #2,56° million.
The ratio of current loans to totel deposits was only 40.0Y%
indiceting the ability of the banks to make substantial additional
loans at the existing level of deposits. As loans offer a higher
return than first grade seourities all banks prefer to exploit
this outlet as an alternative to adding to their investisnt
portfolics. In 1939 Dominion of Ca ada bLonds ylelded on the
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average between 1.54% and 3,28% interest. Under the terms

of The Bank Ast, however, a rate of 4in‘rrost on loans as hi;h

as 7% oould be stipulated for by the banks, In practice, they
osell some of their security holiings when there nre nrosnects

of expanding their loaning husiness.

Of thse volume of deposit liasbilities ocutstanding
in August, 1939, vis., $2,565 million, &bout two=thirds re-
presented time deposits. This figure was a rccord at that time
and oompared with $2,17 million in 1929, the previous high,
Branehes of the chartered tanks tap all the real and potentinl
sources of deposits throughout Canada an? thus provide the
oountry with an unrivalled system for mobilizing its cash
resocurces and distributing threm where they ere most required,

Agriculture, industry and comnerce were not the
only potential beneficiaries of Canada's well organized banking
system under wartime conditionc. The Federal Government was
faced with the prospect of having to railse vast cuus of woney
to finance warfare on e scale not oreviously thought possible.
The chartered banks offered a reedy-mnde network of branches
which would provide suitabtle machinery for the sale of war
loan bonds and war savings certificates in addition to providing
the Government with direcct accommodation by way of advances,
as and when required. Such an organization would also make
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pessible the immediate introduction of foreign exchan;e con=
trol measures, handled by bank personnel already trained in
foreign exchange dealings, a&s well aa any apccial scheuves
designed to restriet the sals or distribution of cormodities
in short supply.

The impact of war, then, found the banks well
prepared to meet all emergencies., Keasured by the surplus of
deposits over loans and the charucter of acsets tleir position
was strong and liquid. HReserves against publlic liabilities,
notes outstanding and deposits in Canada consisted chilefly
of Dominion Government securities; over 10%f of all depcsite
in Canada, however, were held in cash, i.e., Bank of Ceanada
notes or deposits with the Bank of Canada. The liquid position
of the banks was due to a large extent to the earsy noneoy policy
pursued by the Bank of Canada zince 1ts incertion in 1935. By
enlarzing the cash reserves of the clartered banks, the Bank of
Cansda made it possible for them to expand their asscts and
deposits at a time when Cenadian agriculture and industry were
bezinnin, to revive after the Great Derression of the carly and
middle 'thirties. When he appeared before Lhe louse of Commons
Standing Committee on Bankin, and Commerce in 1944, Mr. G. F.
Towers, Governor of the Bank of Canade, referring to economic
conditions in 1929, said, *The volume of Cenndinn money hus
beon expanded substantially above the 1926«1929 level and ihe
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comueraial banks kept in & liquid cash resorve position so
that they were well situated to meot deomcivis fram the nublic

for loans or to purchase government socurities.®

The active control of monetary policy =nd the
influence exsrted on the clartered bankas by the Bank of Canaede
have provided the finansial system with & flexibility and
strength which were absent during the war of 1914=1918, While
the Finence Act of 191, d1d eet up certain central benking
facilities which became a permanent feature of tho Canadian
bankin; system in 1923, there was no broad concention of the
economic effocte of monetary expension. The rart of the Bank
of Canada in controlling credit during the war, while not
forming part of this disoussion, cannot be overlooked entirely
because of its tremendous influence on the financisl or.anization
of Canada and! in particular, on the operztions of the chartered
btanks,

A study of the banking pioture in 1939 an? the
developments which have taken place dwring the war must be
viewed in the light of Caneda'’s economic position zs e whole.
The Doainion entered the war with one of the bxst allerownd
cropé in the country's history. In particular, the wheat
harvest was umusually large and of a good quulity. Cach ine
cone from the sale of farm products wos the highest since 1928,
The tread of business, which had suffered & teuporary osete
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back in 1938, had resumed its upward course oven lefore the
preossure of var crders began to be felt. The canacity of
manufacturing plantas was at least 10V greccer Lian in 1929
and half as large a,ain as in 1918 when Canadats intustrial
effort in the first Great “ar rvached its poak. Importa-t
also was ithe fact thut there was no repetition of the finmncinl
orisis of 1914 following the declarstion of :ar. In 1939, there
was no rirect government control over the production or dise
tribution »f joods or services. labour was free to seek employ=
ment wherever it could and prices of commodities were sct by the
free play of the forces of supply and demand. Control end strict
rationing of f reign exchange had been thought of only Ly the
experts of the Bank of Cunads who rrepared a set of regulations,

motis in advence of the outbreak of hwostillities.

Five and a 'wlf years of =ar ave witne:ssed troe
peidous chenges in the <hole economy of Cancda. Tre Dominion
has now t.come Lhe third tradin, nstion of e world, largely
ez a result of the :normous expansion in the output of wer
industries. Durin; thiaz period egricultural nroduction has
{ncreasssd to the cxtent of 50% despite a decline of 23% in mmn=-
power bocauce of enlisrtuents In the rumed forees and the ine
svitable drift to industrisl areas. Emnploywent ;onerally hwms
resched record figures. The national income i3 more then
deuble 1ts rre-war total having risen from $4.5 billion to
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an estimated §9 billfon in 1944. And Carada has trained,
.;M and placed in the 1ins of battle mors than 750,000
soldiers, sallors and airmen.

This great expansion in Canade's ecouosy has been
facilitated Yty

(1) a controlled, non=inflationary degree
of oredit expansion;

(2) heavy taxation which har enabled the
Government to finance apyroximately 50%
of all expenditures from current revenues

(3) borrowing from the puLlic on a large scale;

(4) temparary borrosing from the chartervd banksg

(5) restricting inflation through the institution
of & series of price, wvage and e¢conomic cone
trols and rationing.

Speaking of the part of the chartered tanks in the
war affort, Mr. S. G. Dobaon, General lianager of the | oyal Dank
of Canada and former president of the Canadinn Bankers' Associm=
tien, tol! the wartime conforence of the American Baniers!
Association in September, 1943, that "the banks! role in thise
wartime oconomy 1s to serve the public, to surve Lthe Governe
mont by helping in svery phase of wartime finance, to ald in
defwating inflation, to facilitete the ordinary requirements
of busines: , to stand ready at all times to mect any dewands
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of depositors and tlus to contribute our utmost to sustaining
the high confidence, the morals and the courage of the
Canadian peorle.® In the following chapters the influence
of the war on the banking aystem will be examined ~nd an
appraisal made of the extent to which it las contributed to
the auocesz of the Dominion's war effort.



The influcnce of the war on the operrntions of
the chartered banks is best trased by an examination of the
ooasolideted balance sheets and accompanying statements for
the period 19%9«1944. As might be expected, many changes in
bank figures have been brougit about by the increased tempo
of industry and commerce and by the monetary policy of the
Government aoting through the Bank of Canada. Definite
trends have also mede their appearance. Host important of
the changes is the unparalleled expansion of liebilities and
assets which has taken place resulting in the first billion
and & half dollar benk in Caneda's history =-=- The Royal Bank
of Canada === jin addition to two ot .crs over the billion
dollar zaxrk e=- the Bank of lontreal and The Cam«'1:n Bank

of Commerce.

Liabilities of the banks are divided into two
categoriess 1liabilities to the public, including deposite
and chartered benk notes outstanding, and liabilities to
shareholders, inoluding paid up capital, reserve fund and
undivided profits. Deposits are classified as demond and
notice depoaits, more familiarly known as current account
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deposits and savin,s account deposiis respectively. For
statistionl reasons the figures quoted below are yearly
averages caloulated from the monthly returns sutmitted by
the banks to the Kinister of Finance. The most important
podnt to note in the growth of public liabilities is the
expansion of deposits visea-vis notes, the explanation of
which i3 given below,

LIABILITIKS OF TH.. CUARTLED FANKS

To the Publiec To the Shareholders
Notes in Total
Cirocu~ Publio
Year lation Deposits Iliabili- Capital and Feserve Mund
Lies
(millions of dollars)
1939 9% 3,061 3,298 279,250
1940 91 3,180 3,411 279,250
1941 a2 2p4h5 3,712 279,417
1942 72 3,83, 49102 280,583
1943 50 4592 49849 282,250
194/, (not available)

m the pariod under roview, 19391943, liabili-
ties to the /% by 47% while 1liabilities to ahareholders
grev by a modest .001%. In other words, despite the vast
axpansion in deposits which enabled the banks to lend or invest
on & much larger scale than before the war, little wes added to
roserve funde during the first four _ears. It is usually the
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case in a large business uwder efficient management that an
inorease in the capital employed will result in a lower
cost per unit of the commodity produced and & corresponde
ingly greater net retwrn, However, higher operating costs
bdrought on by wartime conditions, together with the taxation
demands of the Government on & scale quite unprecedonted in
wm history, have reversed this general rule in the
case of the chartered banks. They have been unsble to pay
large dividends and accumulate huge reserves as is explainod
in Chapter VIII which doals with bank profite.

A study of bank liabilities as a whole 1is not
very enlightening and it ias, therefore, necessary to go into
more detail by emmining the two main categories. Deposit
and note lisbilities will te considered semarately and then
liabilities to shareholders.

As__Deopooits

Deposit liabilities of the chartored banks are
olassified as demand and notice deposits, In order to show
the effect of government finanoing, however, deposits of
the Dominion and provincisl governmente have been segregnted
from those of the public in the following table. The figures,
besed on Bank of Canada Statistical Swmaries, recapitulate
the trend during the war years;-
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Deposits of the Chartered Banks

Total Total
As at Demand Notioce Govern=- Deposits Deposite
Ostober 31 Deposits Deposits ment in (inoluding
Deposits Canada foreign
(=i1l4ens of dollars)
1939 82 1,709 306 2,850 3,402
1940 9%l 1,599 237 2, T, 3,252
1941 1,13 1,592 285 3,002 3,535
1942 1,609 1,709 286 3,59 44209
1943 1,827 1,961 39 4y0E9 4,805
1944 2,144 24,489 23 49933 54795

On first glance, the most impressive feature of
the above figures is the phenomensl growth in total deposits
botween 1939 and 1944, especially deposits in Cenada. The
rate of expansion appears to have increased as thw wer progressed
and the financial mquiremsnts of ihe Govornment continued to
make larger inroads on the national income. The relationship
between Government fimanging and the expansion of benk deposiis
is an intirmte one. The figures given below which ere suprlied
by the Bank of Canada should, therofore, be examined bcfore s
furtber explanation of the changes in bank deposits is atiemnted,
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Dosrinion Gowernment loan Flot.tlions

e z -

Not New lesues of

Ret licw Issues Treasury Bills, le-
Yoar of Direct and posit Certificutes T JAL
Guaranteed Ob- and Special Shorte
ligations. Ternm Issucs
(Seld to the Fublic) (Sold to Banks)
(millions of dollars)
1939 22.3 200.0 177.7
1940 289.5 325.0 6LlL.5
1942 536.9 290, v 826.9
1942 1,537.5 632.8 2,170.3
19‘3 2.‘5"06 53500 2.992-V
1944 2,635.4 R48.2 Ryt 348

In the case of ev.ry loan sold to the ~ublic vie
impodisate result was an increase in the deposits of thw
Governnent. held by the chartered banks accowpznied by a
decline in demand and notice deposits. The exolanation ia
a simple ane. As depositors purchmse Tar snd Victory Loan
Bonds thelir savings are reduced insofar sas their subscriptions
are for cash anxl the proceeds of the creques tiey drew are
credited to the 'ominion Government. On the oiher nand, when
the Gow rnment sells its obligations Lo the ohartered baaks or
to the Bank of Canade there is no nubtraction from the accounts
of depositors but the Government's account and spending power
are increased to the extent of the obli, ations sold. Financing
of this type 18 inflaticoary in character and for this resson
s been restricted to uhat are considered reasonsble swounis
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Maving regard te the sxigensies of the war.

Yollowing every Viotory Loan drive, dewnnd amd
notios depoaits, after an initisl drop, have resumed their
upward course as the Government has paid out the nroceeds in
moeting commitments for the prosecution of the war. De.and
depositas 'ave r<covered first, then notice deposits. During
the last two or three years, recovery has been noticeebly
rapid and a fresh peak hes been resched before each new loan
has been announced., The trend has been definitely upward
but most marked in the ease of demand deposits, indicating
the liquid position in which industry and commerce find them-

selves.

There are several reasons for this essy fine-
aneial condition, First, many firms have concentrated their
resources oo filling Government war contracts on which 8 poie
est but assured profit has been mede., In wartime, Government
financial machinery operates more speedily than in peacetinme and
the risk of zoods being refused or oconsidered unsuitable is veye
ligible., Punds for work completed and deliveries made have,

therefors, leen fortheoming more promptly than would normslly
be the case. Second, in October, 1941 the ‘artime "rices

and Trade Board instituted a serles of restrictions Jesigned
to curtail demend for the diminishing supply of consumer yoo’s,
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Mintsm deown payments andd maxisam time limits were prescribed
for almost all commodities purchesed on an instalment basis.
Personal loans made by the anks for this purpose were
sixdlarly regulated. All charge accounts had to be paid

proaptly.

The result of these measures was & shift from
credit to cash transactions with a consequent decline im tho
accounts receivabls held by retail merchants, This trend,
eowpled with the ever inoreasing difficulty of replacing
inventoriss, resulted in a westly improved cash position,
Distributers, in turn, were able to meet their cosmitments
to mmufacturers much more promptly then was formerly the
cass. Third, the higher level of economic activity and the
more intensive cmployment of plant and equipment have ene
abled both industry and commerce to earn substantial nrofita,
_despite t e depressing influence of the Excess Profits Tax
and the burden of taxes generally on corporatien incomes,
Ascordin: to a study of the Bank of Canada covering 665
companies, net profits after deducting depreciation, bond
interest and income and excese profits ta:es rose from $242
million in 1938 to 3313 million in 1942 and were 3292 million
in 1943, The oash position of these cornoretions has
responded accordingly. PFinelly, many firms have been unetle
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t0 mke sxpenditures on maintenarce and renlecerent of
plant and equipment which they would normally wviertake.
When this factor is considered along with lower i_mm.nt.ories
and receivables, it is evident that businoss has “: nfed to
aoccumulate cms': during the war years, a movenent whrich is

clearly shown in the table of deposits epnearing rnbove.

Durin; the period uniler review, notice depceits
remained at about the rreewar level until 1943 when an une
ward trend becams apparent. In tho fir:t fow ycars oi' the
war accumulsated savings were invested in war loan Londs
while new fourd prosperity encouraged many waJeeearners and
farmers to maks purchases postponed since the Aays of the
Great Depression. The threst of a sh~rtage of suprlies
stimlated this movement until the Qovernmert introduced
rationing of essentisl commodities in 1942, By 1943,
spending had increased mors thean 60% since the becinnin, of
the war. MNeanwhile, Canada had virtuelly reachod a stote
of full employment of material and labour resourcos. Iiigh
rates of pay ans a record cash return from the sale of
fara nroduets brought the incomes of both wa_reearnres and
farpers to new high lewels, Much of the unsment surplus
has found its way inte savinge accounts in the c'arterod
banks, resulting in the moderate expansion of notice
deposite evident in the table under discuesion,
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Government deposits, on the other hand, have
fluctuated widely during the war yeers. Although replenished
from time to time from the prooeeds of tax receipts, bond
flotations and vrivate sales of short=term securities to
the banks, they have been drawn Jown rapidly as tho rcguiree
ments of war financing have been met. lieverticless, a stealy
but unimportant increasse is indicated in the {1, ures given
above. It must not be forgotten that the Bank of Canada is
the principal banker of the Dominion Government.

The chartered banks, of course, are not the sole
repository of the savinge of the publie, The great bulk of
them, however, are accumulated in cuwrrent and savings accounis
sines the chartered benks enter into the agricultural, ine
dustrisl and commercial life of the country in such a large
way. Several other tyres of institutions slso compete for Lhe
savings of the publie. Among these are the savin;s hanks which
may be divided into thxee types. The first of these is the
Post Office Sevings Bank operating through a mumter of nost
offices throughout Canada, Total deposits are not impressive
but, 4n common with those of other t;pes of savings bania, the
trend has some sli ht significance. dNext in this group come
the provincial banking institu.ions of Ontarieo and Alterta
concerning which annusl statistics are not readily available.
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The Prevince of Ontario maintains 22 savings offices throughe
out the province whils in Alberte the provinciul jovernment
acoepts deposits through a number -f treasury branches. The
aggregate of the latter are relatively unimportant as will be
sesn in the table appearing below,

Finmally, there are in the Province of (uebee two
large savings banks which operate under the Quebec Savings
Bank Act, the Hontreal City and District Savings Bank and
the Calsee d'Econonie de Notre Dame de Quebec., Trust and
loan companies and the co=operative credit unions also solicit
savings which might otherwise find their way to the chartered
banks. In the case of the credit unions, however, their
appeal is t0 the amall depositor who finds that 25 cents per
woek, or some other amall suk, is all thet he can put away for
& rainy day. There are over 1,400 credit unions in Cuxnada with
total assots in excess of $44 million. Jife insurance ;ompanica
also atirect & large amount of savings. In 1943 votal premiurs
paid aggregated :229 million. The following table recapite

ulates the course of savings other then th.se absorbed by the
ehartered banks,
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Deposits in Institutions othor than Chartered Banks

p——

1939 1940 1941 1942 1943 1944
(millions of doliars)

Post Office Savings Bank 23.0 23.1 22.2 1.7 2hedy
Province of Ontario

Savings Offioces .8 3.4 384
Province of Alberta Treasury

Branc! 5.6 be5 3.6
lontreal City and Distriet)

Savings Bank ) 81.6 79.9 6.4, /A 84.0 103.3
Caisse d'Economie )
Credit Unions 227 33.6
Trust Coupanies 3.0 3545 38.6 37.9
loan Companies 29.1 28,3 28.6 28.0

(Canada Year Book)

It will be noted that, in comsion with notice derosi.s
of the chartered banks, depoaits of the savings banks showed a
decline in the early years of the wur., OSome recovery wee made
in 1943 but the greatest expansion took place in 19.4. Deposits
of the trust and loan companies, on the other hand, have ree
mained virtually unchanged. A possible explanation of this
contrast Jies in the fact that the latter institutions do not
encourage deposite of a transient nature but prefer those wvhich
will remsin undisturbed. As & result, they are not in as close
contact with the swiftly moving cwrrent of industrial and couoe
percial activity stimulated by the war as are ithe clurtered sowd
savings banks.
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The significant podnt 4n the above atudy of .he
trend of deposits is tho great inorease which hee talen place
in desard deposits of the chartered banks,reflecting the
activity and nmonetary polisy of the war years., Thie develop-
ment has been reralleled to & limited eoxtent by the ,rowth in
notice deposits of both the chartered and the savings benka,
but has not been at the expense of deposits of the trust and
loan compenies.

During the recenversion period after the war, ine
dustry will have heavy sxpenditures to m=ke in order to adapi
plant and equipment to peaceiime uses. llepair and wainienance
work, postponed during the war because of labour and uaterial
shortages, will also ave to be done, A rush to accumilate
whatever ravw materisls sre awaillable for processing will cre:te
a further druin on the liquid resources of industry. A sube
stantial decline in demand deposits cen, thercfore, _e expected
in the post war years. 7This wlll be offsot to a cortain extent
by the faot that money spent in the ordinary course of businese
will be transmitted to other commercial and industricl or,an-
isations. However, much of it will likely find ito way to
savings accounts as labour reaps the benefit of the post war
boom,
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Political expediency and the desirc 4o encourype
privete entervrive to employ as much labowr as possille will
influence the Governwment Lo reduce taxotion with t'e direct
and indirect benefit golny principally to wage-earners. The
latter will be able to save more than dwrin, the wur eriod,
even though an mocumulntion of unsatisfied .ants mey remain as
a legaqy of tLhe var. It will be imposaible Lo catiufy all of
these in the first two or tiwee ruvars and .ence it 15 sug c.oted
that dexand deposits will show a deoline widle notice deno.ite will
tend to inecrease. Mo contraction in ihe lending nower of tLhe
chartered bunks is, therefors, anticipated. This forecast is
based on the assumption thet the Bank of Cieomda will continue
the easy money policy alrcady in effect. Such 1s zlready Lhe
Government 's announoed policy.

Since 1934 the chartered ban = ngve been submitting
to the linister of Finance an annunl relurn which incluie:,
among other items, a classification of demand and notice depo. itz,
The figures for tLhe war years are inter—stin; for several reuasons,
Pirst, they reveal that the numler of demaxi deposi. sccounts
incressed by only 11% during the periol under review while the
nunber of notice deposit accounts incrensed by 22%. In view
of the vest expension of business end the entry of many new=
comers into Lhe manufacturing field it might ‘ave been thou ht
that the number of demand deposit accounts woul? hsve inere:sed
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st a higher rate., However, the assumption must be mede that
most firms which solicited wer orders alreedy hed a banking
connection and operated a current or demand deposit account.

The greatest increase in the number of accounts,
it will be noted, took place in the $1000 = $5000 category.
This might well indica‘e that small companies were ascumulating
funds as the result of larger profits and lower inventories
and receivables, and not that many iew accounts were belng
opened, The fect that the numbor of deposit accounts in the
category of $1000 or less astually declined from €14,000 in
1939 to 602,100 in 1944 would sesm to support this statement
for it is in this categery that most new curreant sccounts
are generally ovened,

The growth in the number of notice deposit accounts,
particulerly in the oategory of $1000 or less, can Le explained
ty the unprecedented increase in the mumber of persons emloyed
in war industry, meny of whom never had a bank socount before.
Personnel of the armexdt forces have alsc bsen responsible for
this development. As soldiers, sailors and airmen are moved
about Camada, or are ssnt to distent battlefislds, they require
& bank account in which to deposit surplus funds and on which
they may drew cheques in settlereat of their various commitments.



Nany maintain several accounts at different points for reasons
of convenisnce. The wives of service personnsl who are away
from home frequently have to attend to the financial affaire
of the family themsulves and a number of them undoubtedly 4id
not eperate independent bank accounts when thsir husbands were
at home. The following table, published by the Bank of Canada,
sumsarises the expansion which has taken place in the number

of demand and deposit accounts since 1939.

Aa st Uctodber 31 1939 1940 1941 1942 1943 1944
(thousands of acoounts)
DERAND D7E . S8ITSs
$1,000 or less 614.0 616.7 618.7 616.5 611.9 602.1
to $5,000 53.1 57.8 64.7 T7e2 943 120.1
$5,000 1o $25,000 13.0 1ed 15.2 0.0 25.0 29.4
$25,000 to $106,000 3.0 3.2 3.8 4e5 5.1 5.8
Over $100,000 «9 1.1 1.3 1.7 2.0 2,2
Mjwtmnt 1tens - - - - - -
TOTAL I7UAND DEPCSITE  684.1 693.2 704.8 719.8 738.3 7595
¥OTICE DEPUSIIS :
u,OOO or leoss 3,&303 3’%-1 3.9’1.6 4'05500 &.28004 "588.0
$1,000 to $5,000 290,2 268.8 264,..6 280.6 342.8 45443
”'m to 325,000 4040 34.7 1.3 3.2 5.8 L7.4
$25,000 to $100,0.0 2.8 2.4, 2.3 2,2 2.4 2.8
0'!!' ,m.m 06 06 -6 07 -7 7
Adjustment Itens - - - - - -
POriL BUTICE DEPSe  4161.9  4,152,6  4y250.4  4,369.7 4,662.1 5,093.2

IS
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The sharp increase in the voluuws of demand depoaits
during the 1939«1944 period was sproad fairly evenly over all
ocategories of deposits as may Le scen in tie teble appearing
below. Those ower $100,000, howsver, showed the must spece
tagular rise, indicating clearly the sccumilation of funvls by
large ocrporetions. Some of this acoumulation was undoubtedly
trensferred to savings acoounts in order that it might earn
t of 1% intercst which is the rate the chortered Lenis pey oa
notice deposits, (Interest 1s not allowed on cwrront accounts.)
This fact is eviderit from the expansion in notice depecsits over
$100,000, Aside from this trend, the greetest incre«se in notice
deporits is noted in accounts of 25000 or less which comprise
more than 98% of all notice deposit accounts. 1In other words,
the smll zan, the average depositor, was recspousible for a very
large shure of tie expansion in notice deposits. It is not
surprising, therefore, that the Government tekes such a leen

interest in soliciting Victory Loan and 'ar favings Ceriificate

subscriptions from wage=carncra.
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Clasaification of Demand and Hotloe Deposits
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As at October 31 1939 1940 194 1942 1943 1944

(millions of dollars)
DEXAKD DEPOSITS:

$1,000 or less 89.0  96.5 105.2 1185 1327 1421
$1,000 to $5,000 109.2 120.5 136.3 163.5 202,0 259.0
$25,00 to $100,000 142.0 152.4 178.0 213.6 2403 268,1
Over $100,000 341.2 427.6 550.2 895.6 3.0 1,145.4
Mjmtmtv Itens 7-8 1.6 1.5 16;2 1.6.0 34.0

TOZI\L D}‘.u-\léP DLPCXTITS 821.7 9‘103 1,135.5 1’60901 1,32608 2’1“-5

HOTICY D. PUSITS:

$1,000 to $5,000 538.2  537.3  522.3  548.8  071.1  880.2
$5,000 to $25,000 348.9  299.1 272.5 27.4  308.9  405.1
425,000 to £100,000 123.3 105.7 Pel 92.9 105.4 - 122.0
Over m.m 100.1 190,7 195.0 247.8 25008 ¢ 322.7
Mjustoent Items 3.7 5.4, 5.4 7.2 7.7 6.0

TOTAL $XCICE 178 " ITS 1570002 1559945 1,500.7 1,708.7 1,961.2 2,486.9

The present rate of intereat peid on notice denosits,
other than those of corporstions, 1:%, cannot be said to have
had eny large rart in attrecting the savings of t»e nublic.
Prior to 1933 and throughout the first Great ¥ar the razte was
3f. Eut early in the devression years the Governmcnt adopted
an easy money policy which was earried om by the Bank of Canuda
after its inception in 1935. Its purpore in pescetinre wus to

stimmlste business reeoveryj when war broke out it was continued
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in order to keep the carrying eclarges on Governmont borrows
ings to the lowest possible figure. One of the results of
this policy was the action taken by the chartered banks which
depend on the return on their holdings of Covernment bonds for
a large rercentage of their income. They were forced to cut
the rate of interest which thsy raid on notice denosits. This
was done by concerted action in several instalments.

It must bLe pointed out thet while the current
rate is 1§%, corporations and other treding establishments are
not permitted to deposit funds in savings accounts for the
purpose of earning this rate of interest. A rate of only z of
1% is paid on such deposits. There is, therefore, litile in=
duceaent to industrial and commerciel firme to lsave funde on
deposit. That they have had to do 80 in the absence of suitable
alternative cutlets is evident from the increase in notice and
decand deposits az explained above. As a matter of inforuation,
the chartered banks pay out approximately 722 million annually
in interest earnsd on notice deposits,

Indicative of the expansion in economic activity
during the war yeara iz the merked increase in the numler of
credit and debit entries which are rassed tirough the 53
million deposit aecounts oporated by the customers cf the
chartered banks, In modern industrirl countries cash transe
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actions are customary only when small amounts are involved.
In the case of North America it has been estimnted that
approximately 6% of all business dealings are settled in
cash whils the remaining 94% are settled by means of cheques
drawn against bank accounts.

The economis activity of Canada can be measured
with some degree ~f accuracy, therefore, if the ag:-regate
amount of the cheques paid by the banks and chsrged to the
accounts of their customere is known. Only the figures for
clearing house centrea are available but tiese represent about
85% of all debits made to bank accounts. The aggregate of all
cheques cashed in 1943, approximately $54 billion, showed a
continuance of the upward trend in evidence during the war
years and represents an increzse of about 70% over the
comparable figure for 1939. The ~ise in bank debits exceeds
that shown by other barometers of business activity during

the same period.

The employment by the Government of many thoucands
of additional people for wartime work, the entry into the armed
forces of thousands of others and the payment of allovances to
dependents of soldiers, sailors and sirmen have contributed

substantially to the number of cheque transsctions which have
swollen the volume of bank debits,
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Ba lote lssue

Until 1938 bank notes in the hands of the public
wore chiefly thoce issued Ly the chartered banks in accord-
ance with the rrovisions of the Bank Act. The setting up of
the Bank of Camada in 1935 introduced & new policy designed
t0 replace ciartered bank znd Nominion of Cannda notes with
Bank of Canada bank notes. The Dominion issue was replaced
as rapidly as it could be witidrawn ‘rom circulstion.
Chartered bank notes were to be retired graduslly over the
ensuing fifteen years and the note issue privilege left
exclusively in the hands of the Bank of Caneda. The follow=
ing table, based on Bank of Canada figures, 1llustrates this
development, Particular impartance is attechod 1o the
figures coverin; the war period.

Hote Circulation in the Hands of the Tublic

As at Ociober 31 Chartered Benk Dank of Canida Totel
Notes Rotes
Yeor
(millions of dollsrs)

1937 112 111 223
1938 101 121 222
1939 95 159 254,
1940 R 250 3.2
1941 a2 32 bbd,
1942 ” 856 626
1943 . &b 7R3 %9
1944 3 879 9
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Beocause of le;islative requirements,the steady
decline in chartered bank notes ocutstanding cannot be related
in any way to the vast increase in the demand for curreney
induoced by the wartime rise in economic activit:. No notes
have been issued since January lst, 1945 an! those already
in the hands of the public will be retired as thoy are pre-
sented for payment., (See Chapter X, 1944 Revision of The
Bank Ast.)

Bank of Canuda notes, on the other hand, have
shown a great expansion in keeping with the demand for more
and more currency. FPoth issues togelher revesl en increase
in the total note circulation outs.-nding of over 3008 cince
1938, Despite this sharp rise, the volume of currency in
oirculation is still a smll pert of tle total money supply
available for use, viz., about 15%. The total money supply,
mde up of currency and depocits in tho charterod benks, hes
expanded only about 100% during the war years, a iriiute to
the careful monetary pelicy pursusd by the Bank of Cunade.

£ Shareholders’ Fuity

Linbilities to shareholders, which are cumiarized
in the teble at the beylnning of this Chanter, are made up of

what 1s celled the shareholders! equity or investment. It 18
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somprised of the paid up capital of ench benk togoller with
the rest or reserve fund, The latter represents an sccumu-
lation of undistributed earnings and premiums received on
the sale of bank stock over and above ite jpar value., In
reality, therefore, the reserve fund is & debt owed bty e:.ch
bank to its shareholders but one which is left unraid in
opder that the depositors an?® noteholders may have the
benefit of the additionsl protection which it affords.

It has been the mractioce of most Canadi-n hanks
to bulld up their reserve funds in times of rrosperity in
order to anticipate unavoide le losses for vhich adequate
provision cannot always be made in times of depression. 7The
figures appearing in the table below, yearly asvers;es exe
tracted from the Canuda iear Book, reveal this trend. However,
owing to the practice of setiing aside further sums for unfore-
seen cantingencies ==~ inner reserves --- which are not shown
in the published balunce sheets, it is not possibls to obtain
a elear picture of the true shareholders' equity &t any jgiven

noment.



* 34 -

Capital and Reserve Fumds of the Chartered Danks

-y - o i s ettt T e < - oA i . At 71 1 L0840 A A el = % g - S

Year Capital Reserve Fund Totel Linbilitive
t0 "harelolders

(millions of dollars)

1938 145 134 27
1939 U5 134 279
1940 145 134 279
1941 145 134 279
1942 U5 135 260
1543 145 137 282
1944 145 40 285

Litile or no change has becn made in the capital
structure of the chartered banks in recent years, The last
increass was in 1935, Reserve funds, which reached a weak of
$162 ailidon 4n 1931, were subjest o substantial reductions
dwring the leen years of the 'thirtiea aa the banks tronafere
red funds to meet unforessen contingencies and t.o.mixmam
their dividend rates at fairly high levels. The latter were
cut several times after 1930 but even in 1933 the average
annual rate was just over 9%, excluding Barclay's Benk
(Canada) whose dividend distribution is not mede known to
the publie.

After declining to $132 million in 1934, reserve
funds were built up gradually during the period of recovery
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until at the ocutbreak of war they aggregsted $134 million,
8ince 1939 there have been some further additions and by

1944 reserve funds totalled approximately $140 million. The
small gains made during the war years is accounted for largely
by the heavy taxation demands of the Government. Dividend
rates have actually been cut since 1939 when they averaged
Just under 9%. The factors influencing the dividend policy
of the benks sre elaborated in Chapter VIII which deels with
Bank Profits.

It ie sufficient to note at this point thet deapite
the bu:iness boom ocreated by the war the stake of bank share=
holders, which in normsal times would be increased under similar
conditions, has actuzlly been augmented to & limited extent
only. 7This might lead to the conclusion that the banks will
have insufficient reserveas to provide for contingencies which
night arise in a post war business depressiom. From the
evidence produced before the House of Commons Stending Committee
on Banking and Commerce in 1944 it is clear, however, that
substsntial sums have been transferred to inner reserves with
the dual purpose of repiacing withdrawale made in the 'thirties
and accumulating resources to take care of future emergencies.
Ro estimate of tlese amounts is possible as this informmtion
is not made available to the publio.
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Considerable discussion was arcused in the .iouse
of Commons Comuittee when this point was rauised by two of
the membors. It was ergued that a true picture of the
financial position of an individual bank could not be given
to the public unless the ag. regate of the inner reserves were
made known. The banks have meny reasons for not wishing to
publish this information as is expleined in Chapter VIII on
Bank Profits.

It must be pointed ocut that while the liabilities
of the chartered banks to the publiec are technically neyable
on dexand, payment of those to shareholders is in faot defere
red indefinitely. Capitel iz, of cocurse, not repaysble unleas
a bank is liquidated, and then only if all obligntions to
noteholders, depositoras and other creditors have been met in
full, The ressrve fund can then be distributed but only with
the approval of the board of directors. In point of femot,
however, it becomes part of the capital of the bunk unless
required to meet contingencies as described above. Flustua=
tions in liabilities to shareholders heve, therefore, little
significance compared with fluctuations in lisbilities to the

public.

The Dominicn Bureeu of Statisties has pudblished
an interesting ehart which 42 reproduced in part below. It
1llustrates the gradusl but significent change which has
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taken place in ths relative impeartance of liatilities to
the pudblic an? 1iubilities to shareholders since Cone
federation. The trend lms continued throughout the current

war period,
lg Public's Money in Relation to To 21 acsets of the I'rnls
To n1 Liekil-
Shrrehblders! !joney ities to the
/—///"‘\._ —t—1 Public to
Total Assets
’ ///-p—
3
Publlic 's ilongy
yAS)
20
Note Circula
R tion to Tota
N‘/- e e AS‘QtS
lote ILsue (inc&uﬂed in Fublic's Joney) ~— ~
0
1820 1590 1900 1910 1920 1930 1340 43

The above chart has also a eccianl sigmificance
which mist not be overlooked., It indicates clearly a chan e
in the ownership of bank asssts which began soon after 1880
and was continued with little or no interrurtion until the
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end of the first Great War. The relatiwe proportions

of the shareholders! money and ths public's money re-
mained virtually the ssme tiorou hout the 'twenties and
"thirties. Prom 1938 on, the tendency of the shmreholders!
invesiment to bcecome less and less important was resumed,

and there 13 no reason to suppose thet this moverent will
be reversed in the nsar future.

The concluaion is evident. The chartered benks
have become giant publie utilities in which the share-
holders! capiial forms but a frrction of the total aveile
able resources. Over 90% of the earning power of the banks
arises from funds deposited by the public. The banks are in
theary as well as in faot trustees of these funl's and are ex-
pected to account to the public as well as to their shareholders

for the use to which they have been put,



Parallslling the great expansion in liabllitles,
assets of the chartored banks have also grown %o unjrecedented
figures during the wa: yoars, In the following teble, the three
main categories are recapitulated for the eriod 1938 = 1943 in
order that a comparison of the trends mey be made, The figures
are yeerly averages based on the wonthly returns .ade by the
banks to the Minister of Finance.

., Assets of theo Chartered Banks

Year Loans Securities Cast? Totul”

(millions of dollars)

1932 1,201 1,440 262 3,349
1939 14244 1,540 27 3,592
1940 1,32, 1,579 297 3,707
1941 1,403 1,727 18 4,008
1942 1,370 2,073 350 4400
1943 1,334 2,7 423 59148
1944 (not available)

x Includes specie and Dominion «r Bzank of Canade notes.
% Includes other assets.

Apart from the rapid expansion, the oculsianding
development of the war yoars hac been the chenge in t'w character
of benk assets, a move snt which Legan in the early 'thirties,
Until 1936 the most important item wams that of loansj since then
sscurities have formed tho bulk of assets, The relative Rroporiions
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of the two have changed even more noticeably during the last
three years as the following table roveals. lere they are
expressed as a percentage of note and deposit liabilities for the

same period as well as for certain representetive pre-mar years.

Ratio of loans and Securities to
Note and Deposit Liabilities

Year Loans to Hotes Securities to Notes
and DNeposits and Neposits
1930 74.6 17.1
1936 40.9 47.7
1938 40.1 48.1
1939 38.4 47.5
1941 38.9 47.8
1942 3445 52.1
1943 28,2 57.4

The explanation of the steady decline in the relative
importance of loens end the concurrent ineresse in the importance
of securities lies in the fact that since 1930 there rave not been
the same opportunities for loanin; funds as in previous years. At
the heizht of the 1929 boom the chartered banks had $2,280 miilion
out in loans and held less than 3500 million in investment securities.
The demand for funds was great awl the return more attractive than
that on high grade bonds.

By 1936 loans had dropped to 31,141 million while
security holdings bad expanded to $1,331 million. The Banik of
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Canada's easy money policy had been inauguratcd in the

preceding ,ear and, in the abwense of good lonns, the bonks

were forced to purchese more ond more sicurities in order to

find employrent for surplus deposits, This moverwnt was

greatly aocelorated by the Goverament's program of war finance.
By 1943 security investments were actually double the amnount of
loans and the mzovement shows no sign of changin; its course,.

The accumilation of securities during the war end the relative
decline in ths volume and fmportance of loans heve meant more
than just & falling off in the earning power of benk assets,

The banks hawve becn placed in a liquid position quite unparalleled
in their history. Normally, cash, thet is, Bank of Canada noles
and deposite with the Bank of Caneda, formsthe btenks'first line
of reserves to protect depositora. Next cons investuents in
short and mediumeterm securitied, mostly those of the Dominion
Government., Finally, there are, of ccurse, losns to agriculture,
irdustry ani commerce and to individualsz. The {irst two categore
ies of sseets, cnoh and securities, are considered sz liquid
rescrves since he latter are easlly convertiible into c-sh by
selling in the open market or Lo the Bank of Caneda. Loans, an
the other 'and, are usually made for a fixed eriocd of tins e
one, two or three monthe, end often longer. Call lonns s dersud
loans, of coursc, e repayudble on devan®. It is ocustormry for the

banks to keep cash reserves of approximately 10% againci their
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depesit 1iahilitiss and & very much larger percentage in the
forn of high grede sesuritiss. The latter varies in different
oases,

The war has complstely ohanged some of the usual
pructiocss. The sharp ingcrease in the volume of demand deposits
visedeovis notice deposits has made it more impartent than ever
to mintain large liquid reserves. ¥While it has not been found
neoessary to increase the usual cash reserve retio, security
holdings have been carefully selected with the dual object of
assisting Government war financing and bolsterin; licul !l reserves
wvith high grude investments. Were this not true, the banks would
have placed their surplus deposits in securities other than those
of the Government which offer a higher retwrn and almost as much

m.

The marked change in the charaoter of bank assets
dwring the war years, then, has placed the chartored banks in a
more liquid position than over before. To the noteholder and
depositor this can mean cnly one things the chartered bank notes
which he carries in his pocket and the savings which he has left
on deposit are better protested than they tave ever been. Ilie has,
to a greatsr extent than formerly, the resources of the Dominion
of Cansda behind him,
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Thile the finanoial operations of the Government
during the first Great War also produced an expansion in the
seourity holdings of the chartered banks, lonns increased
steadily and were, at times, greater in volume than during the
present war. Loans continued to maic up the bulk of bank aasets,
however, owing to the dependence of private enterprise upon bank
financin: in order to carry on wartime industrial ope ations amd
to the more moderate financial requirements of the Government.
The movenent in this war has been quite different sas is explained
later in this chapter.

As Joans

In this study, only loens current in Cenads will be
considered aince they illustrate .he changing economic conditions
in the Dominion induced by the exigencises of war finance. I
point of fact, loans rade outside Canade form only & small portion
of total edvances. As in ithe case of deposits, the figures appear=
ing in the taile below are extracted from the Statisticul Summnry
of the Bank of Cansda. They ere taken from Lank state onts of
Ootober 31sty on that date comparatively few secial loans to
customers to finsnce purchases of Victory Loan bonds were oute
standing.
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Loans of the Chartered Ranks

Aa at October Call Current Governient Total
- A
Year
(millions of Aollars)
1938 66 848 137 1,051
1939 53 952 131 3,136
1940 41 1,024 113 1,178
1941 " 1,147 86 1,270
1942 25 1,008 G 1,103
1943 38 985 53 1,0%
1944, 5 954 3 15048

Loans have been broken down into three categories;
call loans which zre made chiefly to brokers and investrent
dealers, current loans to the general public, and loanc to
provincisl governments, cities, towns, mmnicipalities and school
districts.

Pirst of all it will be noted that following the
outbreak of war there was a sharp upturn in the aggregnte volume
of loans outstanding which was sustained well an into 1942. This
is not surprising when it 1o realized that thousands of {irus
throughout Canada were endeavouring to adapt their plant and
equipment to the production of war materials. In addition,
inventory had to be accumilated, personnel enyaged and trelned,
and necessary organizational expenses met. Industry naturally
turned to the banks for temporary essistance. Loans, therefore,
reflscted to & limited extent the ¢xpansion which was teking
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plaoe in industry. VWhen compared with Lhe growth in deposite
and the general expansion in economic activity during the {irst
throe years of the war, the increase in bank loens was .ory
noderate.

The peak year was 1941, Late in 19/2 loans began
to dseline despite the faoct that production and employment
figures contimued to mount. Actually Cansda did not reach the
peak of produstion and full employment until early in 1944.
There were several ressons for this reversal in the trend of
borroving. As far as their cash position was concerned businesses
both large and small were in a much more liquid state than in
the early years of the war. Reoeiwvables turned over faster,
Government accounts were peid promptly and inventories were
diffieult to replace. Further, in the initial stages of con=-
version to war production, many plants hed been obliged to lean
on their bankers for {insnecial assistance. later, Government
financing was forthcoming on a much larger scale and bank
borrowings wers, ther: ore, not required toc the same extent.

During the war years, c.ll loans to brokers and
investment dealers declined stealily until 1943 when renewed
interest in the stock market reversed the trend, Loans to
provincial and munieipal governments and school boards have
fallen off substantially since before the war. The decline
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has been conaiste 't and refleots improved revemes, !alanced
budgets and a lessening of local government dependence on bank
borrowings. No exceptica can be taken to this favourable
development in publiec finance. Offsetting thir Adeclire to a
limited extent iz the faot that some undertakingc have necese
sarily been posiponed because of & shorta;e of labour end
raterials, Funds w=ill have to be found for these projects at
a later ate, either by way of texation or by wey of borrowing.

A nunber of other factors also influonced the early
expansion and subsequent contraction in loans durlng the iar -ericd,
At the end of 1939, sdvences toc finanoe the large wheat crop were
unususlly heevy and they remained at high levels durin the
ensuing two jears as the wheat earryover grew in sise., Sare
expansion took place in 1941 when the chartered banks made sube
stantial advances to {inance ths purchase of Vietory Loan DRonds,
The gain was temporary, however, and by early 1942 agire;nte
loans had fa'len to their previoua level.

It might be concluded that the early expansion in
losns was due mostly to the abnormel financing of the wheat
ocarryover aml that the inorease in economic activity generally
had very little effect on ban: loans, Ruch is not thw cace as .he
following breakdown of loans, published by the Bank of Caiada, will
show.
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Qlassifieation of Bank loans in Canada

e e T e S S e S e
As at ggtobor 1938 1939 1940 1941 1942 1943 1944,
(mdllions of dollars)

Agriculture -

Grein Loans €« 2211 236 292 294 246 209

Other Loans 57 57 53 48 Ao 50 58
Forestry ™ 57 46 v e Y>3 43 53
ining 9 6 6 7 g 10 13
Pishing 9 7 7 11 10 g 12
Construction 39 4 52 50 49 &b 39
Generel Nanufacturing 138 136 198 245 21, 259 202
Railways and Publie

Utilities 25 3% 22 20 14 13 6
Merchandising 134 134 139 156 123 100 122
Pinaocial 250 220 207 21 148 167 210
unicipel »od School

Districts 11 112 100 78 66 48 33
Frovinc:al Governments 23 19 15 9 4 5 5
Other Loans 94 102 104 icl 57 an &8

1,059 1,143 1,185 1,275 1,100 1,077 1,080

During the first three yesrs of the wer loans for men-
ufacturing purposes rose substantially vhile sdvenccs for merciands=
1sing and construction incressed moderntely. In the cuse of the
menufacturing industrics, the incresse was stimulnted Yy the need
for converting to mar production and turning out war materiasls as
rapidly as possible. Much financiul assistance was r quired from
the banks before the Covernment orgenized its finencial machinery
well enough to effeot prompt payment of its obligations. The need
was not so great after 19,1 as the figures show and benk lcens
declined accoxdingly.
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Merchandising losns exhibited & similar expension
wntil 1942 when a serious decline set in., There are several
reasons for this sharp reversul in the upward trend which had
been contimous since early in 1939. MNerchants were forced to
curtail aredit granted customers under the terms of the artime
Prices and Trade Board order iasued in October, 1941, and & higher
proportion of cash sales was the astural result. Inventories
declined substantially with heavier buying and the difficulty
in replacing stocks. Bank finaneing, therefore, became un-
nsgessary in many cases owin,: to the liquid vosition of a number
of firmsg in cther cases, requirements were reduced to low pro-
portions.

The construction industries were assisted very
gonerously by the Government and bank advances have thereforse,
fluctuated within e narrow range. loans in 1944 bad declined to
the pre-war level. In the case of agricultural loans, other than
those to finance the wheal c¢rop and earryover, there has been some
liquidation a3 farmers heve improved their financial position.
Cash income from the sale of farm products has more than doubled
since 1939, partly as the result of the Government's subsidy
policy and partly as the result of an inoreased demesnd from
outside Cenada, Forestry loans declined slightly until 1944 amd
advancee to provinoial end local government Liodies have fallen
off for the reasonc given above, Rallways and utility companies
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have had their facilities taxed to capacity by a record
demand for their services. Frofits have expanded accordingly

enabling fixed as well az current obligations to be reduced
muﬂthmo

Financial loans include not only advances to brolera
and investment dealers but also special loans to trust, loan,
mortgage and insurance compunies as well as loans to individunls
azainst aprroved stocks end bonds. Call losns have been cone=
sidered already. Special loans, which aggressted over 358 million
in 1939, rose to $68 million in 1941 but declined rapidly until
in 19544 they amou.ted to only 8 miliion, accounting for
practically all the drop in financial loans. Individusl loans
exhibited some fluctuation in accordance vith the uoverent of the
stock merket., Reaching a low figure of $84 million in 1942, they
clizbed to 3125 million in 1944, reflecting renewed buying by
both investars and speculators,

Certein broad cou: iuzions can be drawn from the trend
of bank loans aince 1938 which have some soclzl significance,
First, farmers, narticulurly those of Western Cannda, ure in a
better financial poeition today than they have leen for a number
of y;lra. dot only 48 their standard of living improved but

the
with/additional cash income of the war years they have been able
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to liquidats mmuch sosummlsted debt. A large part of this wae
owed to the chartered banka; much of it had been considered
uncollectible dbsfore tixc war. The farmwers, then, will enter
the post war period enjoying relative nrosperity for tie first
time in over a decade,

The reduction of private debt has been further
encoureged by the Government's restrietions on instalment buying
and ocredit pureiases, Peopls have booowe acoustomed to peying
cash for meny articles formerly secured on credit, This has had
the dual effect of discoursging purchesee beyowl the muwans of the
average person and encouraging saving for the futura. Saving was
a lost art for a number of people before the war, Today the
oredit standing of many who were formerly considered poor risks
has improved substantially, not always through their own efforts
it 13 true,

The same may ve sald of retaill stores which, in
norral times, would require credit from their bLankers or suppliers.
Government controls Lave raduced the volume of accounts receivable
on their books, placed them in a more ligquid position and made
them less dependent on bank borrowings. Hany firme whioh forzwrly
were obliged to request renewals of maturing obligetions now have
retired or are reiiring their bank loans, The inevitable result
will be the enhancement of their ecredit standing af'ter the war
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when their prospests of securing sccommodation from banks or
suppliors will be oconsiderably bettered, To sum up, retail
business in common with industry, has strengthened its working

capital position greetly during the war.

Another e:Tect of the Government controls referred
to above has been a ourtailment in the activities af companies
finaneing the production of durable goods for civilisan use. A
scarcity of materials and labour has also contributed indirectly
to this movement. Their financial position is also mwch zore
1liquid than before the war.

One notewarthy development in the loaning business
of the chartered banks hes been Lhe extension of accommolation
to many t ousands of new torrowers in order to stimulate purchases
of Victory Loan Bends. About 25% of their customers subscriptions
have been financed in this way. All the banks have offered
specisl rates of interest and easy terms of repayment. The
response has been most gratif ing. Many customers have been
introduced to the loaning department of their banks for the first
time. Further, a large mumber of rorsons who had never had any
direct contact with banks before have opened deposit accounts
following the completion of an instalment purchase of Victory
Loan Bonds., The result should be a wider use after the war of
the personal loan facilities offered by the banks, This i &
lunerative £ield which hes been fully exploited by the small loan
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eompanies sinos the carly *thirtiss. The following table,
eompiled by the Dominion Burean of Statistics, illustrates
the progress made by these compunies during the past few years,

Small loan Companics under Dominion Cherter
T e e

As at December 31 Loens Total Asscts and Limbilities

(mi1idons of dollars)

19” 16 07
1933 1.2 1.5
1935 9 3.1
1938 47 5.2
1939 5.0 Y
1940 642 6.8
1941 Te5 7.9
1942 Bed 9.0

The above fipures of aancis represent the combined
resources of the thres emell loan compenies which carry on buse
inees under charters issued by the Dominion Govern:snt. Their
operations are restricted Ly the Smell Lomrne Act whick was paosed
in 1939 and which came into foroe in the following yesr. Undex
1to terms loans of $500 or lems are limited to a rate of intercst
not exceeding 2% per month on outstanding 'alances which rate
mst be ozlculated to include all service emi other charges,

In addition to the small loan compenics, over sixty
soney-lenders licensed under the Seall Loans Act submit anmsld
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returns to the Dominion Government. Thelr activitios are
substantinlly the same a8 those of the small loan companies
and progress {or the undermentioned years is reported as
followss=

Lioensed mumders under Dominion Crarter

Year Loens Totaul Assots and
Linbilities

(m1lions of dollars)

1940 3.5 10.1
1942 4.6 10.5

Capital for the amctivities of the small loan
companiss and licensed money-lenders is furnished Ly share-
holders, partners or by way of advances from the chartered
banks, In 1942 their combined loens outstanding aggreynted
513 million which figure is small coupared with total loans
of $1,103 million cutstaniing on the books of the chartered
banks in the same year., The ercentage of the lat.t.far figure
making up personal loans is not aveilablej it is certain,
however, that the banks would be interested in ec uiring muoch
of the 313 million smell loan business if they ¢ uld do 80.
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Persensl lsans have been more 1n demand than ever
during the war years. Although many of the chartered bunks h.ve
adopted special methods to atiract this type of tusiness, the
smell loan companies have continued to enjoy widespresd
popularity., Their advertising is ointed an! intensive. Their
oollsotion methods, while more forceful than those used by the
banks, have rroduoed excellent resulis, their lose ratio being
extremsly low. RMuch of the tusiness which they han'le would not
appeal t0 most of the banks but . ere is unioubtedly a fairly
large amount of personal loans which could be diverted to thenm b,

the use of a more vigorous advertising campaign.

The Canadian Bank of Commerce was the first to
pay particular attention to personal loans. A specinl mersonal
loan departnent was set up & fow years ago in all large branches
with very good results. Most of ihe othwr laenks now feature
personal loen: in their advertising .aterinl but none hes ine
stalled the elaborate machinery devised by the Canadian Bank of
Commerce, Before 1939 a fifty dollar loen was not looked on with
mich enthusiasm by the avers, e branch mansger .hile the small
loan companies eagerly sought such business., The war has brought
a change in outlook and loans of this type sre now welcomed by all
banks. As a matter of interest, approximately twoethirds of all
benk loans oututanding today sre for amounts less tisn $50C.
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1% will be te the advantage of both the public and tlw chart:red
banks if every affort is mede in the post war neriod to cultiwnte
and expand this more intimate relsticnship with small borrowers,

Oredit unions lmve been securin; a falrly lerge pre
tion of the smsll loan businsss during recent years. Loans
grented in 1942, tho latest for which fi ures are availabls,
aggregated 311 millien, over half of which were mede in the
Province of Quebec, ¥hile the coeoperative movement has been
growing steadily, it appoala' mostly to the asall farmer,
fisderman, or businessmen who in the ordinary course of eve: tis
would not be eligidle for bunk credit. It cannot be said ilwt
it offers serious compotitioen to tho chartcred banks.

In passing, it will be noted that the trend of
sdvances made by the small loan comp&nies, licensed money=
lenders and the credit unions has been in the opposite direct-
ion to tiat of total benk losns, Their coubined londlng operze=
tieas have continued to expand durin, the war while those of
the chartered banks have declined since 1941. In fairness to
the btanks, however, it must Le pointed out ilmt if personal
loans of the typs mede by the small loun compenies, oredit unions,
etc., were segregated from other bank loans the trend would be
found to be upwerd alse,



- 86 =

Two types of special loans have come into
existence as a result of wartime conditions. In order to
encoura;e landlords and householders to purchese their
winter!s supply of coul dwring the rummcr months end thus
relieve the ressure on the rallsays during the crop=moving
period, the Wertime Prices end Trade Board in 1942 requested
the chartered banks to dissount notes given to dezlers by
purchasers. The Commodity Prices Stabilisation Corporation
Limited, a Government agency, undertook to guaranitee a per-
centage of all notes discounted by the Lanks which were
outstanding on October 15, 1942, the aggregate amount involved
not to exceed §5 million, The plan was not utilized to any
extent by the publie in that year but was continued in 1943,
the maximum amount guaranteed Leing reduced to $0.5 million.
In effect, the arrangement ennbled purchasers to spread their
paywents over eizht or ten months at the usual bank rate of
interest ~=~ terms more liberal than those granted by many
coal companies to their customers,

In the fall of 1942 the chartered banks were asked
to co=-operate with the Coammodity Prices Stubllization Corporae
tion Limited by meking loansz to lumber companies for the purpose
of inereasing the production of lumber snd logs. The guarantee

of the Corporation was ngain provided but was limited by a
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predeterained formula to a percentage of all louns ocutstaniino -,
The plan was retained during the 1943«1944 season with some
modifications to encourege producers to meke greater use of tle
banks' faeilities. .

B _Securiiies

Until 1929 an average of sltout 15% of the derosits
of the chartered banks waes invested in Government and other
firet class securities while tiwe balnnce, except for cash
reserves, was loancd to the benks! customers. Between 1929
and 1932, loens fell off steadily but. purchases of securities
did not wholly take their place. In other wwrda, the decline
was accampenied by a fall in total assets. The cecline in cash
reserves which had also cosmenced in 1929, was halted in 1932
and from then on additionsl smecurities acquired by the banks
more than offeet the falling off in loens. This development
wea contimued until 1936, In the following year when bank
deposits had rassed the 1929 level, tho percentape of devosits
invested in Government securities hed risem to ncarly 50. During
the 1937=1939 recovery in loans, security holiings rem:ined
relatively unchenged,

The wer period hes witnessed an accelerction in the
rate of oxpansion of security holdings., Just tefore the war
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the ratio of acourities to total denosits wes approximetely
58%, but by 1943 this figure had growm .o Gbf. The following
table from the Bank of Canada's Statisticil “unmnry outlines

this development and furnishes e general breakdown of sccurity
holdings.

Securities of the Chartered Banks

4s at Ooto- Reminion and Frovincisl Other Total
ber 31 Under 2 yeers Owor 2 yoars

(millions of dollars)

1938 451 669 289 1,409
1939 617 736 308 1,662
1940 716 567 237 1,520
1941 T4, 683 236 1,043
1942 1,427 670 282 2,375
1943 1,784 781 305 2,570
1944 24020 1,232 370 39622

The enormous eéxpansion in security holdings durling the
war years is attributable ulmoest entirely to Govermment {inaaeisn .
Two major operations must bo referred to first, ~1libou h tvheir
influence on bank assets was not as great sz mijhl 'ave Lo exe
pected. In 1939 and agsin in 1941 the Government sol’t two speciunl
short=tern issucs of securities to the clartered Lank:, the first
in the emount of %200 million and the second in the smount of
2250 milldion. These operations were of nn expansionist natwre
in that they tended to produce en increase in bank esscts and
a corresponding increase in bank deposits. Tor reasons which
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are givea bslow, they did not in fact have much effect,

Normally when Viectory Loan Bonls are sol! to tie
public deposits are druwn down whilr the Governmeat's account
is oredited with the nroceed:. This may result in littie 1if
any change in the banks' position as a whole unless there is
widespread borrowing from the banke to ray for these purchases.
The effect of utilising the savin:s of the public to take up
Government bonds is to wirthdraw a certain smount of ~urchasing

pover from the public and to transfer it to the Government,

Early in the war the lLinlster of Tinaence wwie it
clear that the Government di’ not intend to jorrow ‘lrect from
the banks 40 any great extent. Inflaiion was to be avoided,
but the Hinister went on to say ‘hat a moderate and carcrully
controlled expension of credit wac dezirable in order io
facilitate the neces.:ary increcase in war proluction nn’ employw
vents Taxation and borrosing from the sublic werc to te
exploited fully.

The Goverument has stood by its policy ae the
record showa. Having regard to the enormous financial require=
ments of the var, borrowing from the chartered banks has been on
a relatively small scale. The cxpansion in oredit resuliing from
the two operntions referrod to above was in fact offsct to a
certain extent by a reduction in other benk investrentse. The
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banks were astually net sellers of esecurities at the tine of
their purchase of the two special issues with the result that
the net increass in thelr sescurity holdings wus smzller than
would normally have been the c .se.

In addition to these speclal loans, the Government
has borrowed from the banks repularly, fir:t by wey of tremsury
bills, and latterly by way of deposit certificates. Jince 1935
there has been a good merket in Cuanada {or treuasury bills which
provide the Qovernment with shortetera funds at very low ratcs
of interest. Formerly the banks placed most of their loanatle
short«term funds in New York and London, but with the opening
of the Bank of Canada treding in treasury bills becane a
permanent feature of the Canadian money market. In 1942 the
issue and sale of treasury bills was supplewerted by deposit
certifieates which have since become the meajor instrument of ihe

Governeent for short-term borrowing.

Treasury bllls purchased by the banis are ususlly
for a term of three months and hear an avera e rate of interrst
of less then .5%. Deposit certificates, though negotiable liie
treasury bills, are not intended to be traded in and ere usuaclly
for a term of six monthsg they bear interest at a rate of .75%
per annum. More than $2,380 million tressury bills and deposit
certificates were outstanding at the end of 194, compared with
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$355 milldon ab the end of 1929. Undouitedly these shorte
term obligations of the Government have an inflations:y effct
but increases im the volume outstanding have been ) ept to w:ut
are considered moderate proportions. .mny issues wure nade in
antieipation of tax receipts or the proceeds of Vietory loen
campaigns. Accordingly they are retired or reduced vien
sufficient funds became available,

. Short~termn financinz has a number of at'ractivs
features from the standpoint of the Qovernment. It is a
relatively simple matter to arrange the sale of an issue of
treasury bills or deposit certificates compered with tho
elaborate mechanism required to {'loat a Vietury iloan :ond
issue. The chartersed banks are :lways in the usrket for a
certain amount of shorteterm .aper to make up theoir liquld
reserves. lovernmeat issuce are not only the safest security
but are also the most liquidy this 1s impor..nt i. it should
bocome necessury for the banks to realize on soic of thcir

assets Lo meet an umusual demand for cashe

The retwn on shorteterm paper. as explained above,
is very low. From the point of view of the Governuent this
grovides an inducement %0 utilire this type of finarcin;. The
coat of borrowing to the country is a substantial item in the
national budget. However, despite the magnit: de of Cin=ncisl
operations during the present war, the cost of servicin: the
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accumulated debdt 1is much lower than during tre last war,

In 1914 the aversge rate of interst paid on Governmcnt
borrowin s, including bonds, delentures and tre:sury bills,
was 3.6%5. By 1921, after demobilization had been financed,
the rate had risen to 5.2%. 1In 1939, just before the outbreak
of war, the average ﬁte of interest peid on the Government's
funded debt alone was only 3.5%, and by 1943 this had fullen
to 2.6%.

The easy money policy of the Bank of Canada'ms
made such a development possible while the refunmiing at lower
rates of seversl bond issues which have come due has contributed
substantially to the fall in the everage interest rate. As far
as the chertered banks are concerned, the steady decline has had
a serious effect on bank earnings as is discussed in Chapter VIII.
This b-comes epparent when the changing character of bank asscts
15 also taken into consideration.

It 18 evident, then, that the principal contribution
of the chartered bankes to the war effort has been to asaist
Government finance, first, by direct purcheses of special shorte
tern securities, and second, by investing murplus deposits in
other Govermment securities. While holdings of the banks have
expanded enormously, practieally all of.this increase has been
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in Qevermment securities having a term of less than two years,
inoluding tressury bills and deposit ocertif:cates,

A8 & rule,; the banks do not purohase new insues
of Vioctory loan Bonds, In order to find an outlet for the cver-
increasing volume of deposits, however, they do invest in other
Governnent issues, principally. those which have been current
4in the market for six months or more. In practice, they are
obligated to purelase any Government bonds which thelr customers
are desirous of selling to them. In 1943 sales to the banks were
estimnted to aggregate $334 million while the total for the first
four years of the war was Shought to exceed $600 million. However,
1t mst de pointed out that the banks do not retain all the
securities which they bay from the public., Statistics indicate
that the aggregate of speeisl short-term issues of Government
obligations bought by the chartered Lanks over a p:-riod of tiwe
is not far behind the rise in their holdings of Government securities
of all typeas. This comelusion is reached if due allovance is made
for issues which mature and are redeemsd and for bonds which are
rescld to the Bank of Canada and other Government agoncies,

It follows, therefore, that a large percentage of the
annual increese in the banks' holdings of Government obligstions is
mede up of special short-term issuss, treasury bills and deposit
certificates. As far as purclmses and sales of long-term securities.
are comoerned, the preetical effect of those operations is that
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the banks are, for the most part, acting as intermsdisrics
betwen the Bank of Canadea and the publiec.

Tho chartered banks have thus become holders of
a very large proportion of the national debt of Caimda, It
is estimated that in 1939 this figure amounted to about 35%,
but after four years of war it was well over 40% of the debt
payable in Canadian dollars. Thers are some people who
object to the Dominion Goverument having to pay interest on
such a large scale to one finencial group in the country,
Howewver, Af the banking s,stem is to play its full part in
the war effort it must be prepered to implement the policy laid
down by the central bank., The chartered benks have co=operated
in this respect to the limit of their resources.

- ode

Prior to larch, 1935 the cash reserves of the
chartersd ban:s consisted of notrs iesuad by the Dominion
Government, gold coin and bullion and subsidiary coin. Most
of the coin and bullion was in the physical possession of the
banks themselves, but some was on deposit in the Central Gold
Feserves which were mensged by the Depart.snt of Tinance, Ine
sofar as theee reserves were in gold, or in Dominion notes
backed by gold, they were subject to the expanding or con=
tracting influences of monetary cold imports or exporits
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arising from Canada's balance of internstional payments.
These influsiises made themselves felt as long as Canada
vemained on the international Gold Standard,

After the formmtion of the Bank of Caunda the
chartered banks swrendered their gold rouserves and Dominion
notes t0 the new central bank in exchange for depoeiis with
and notes of the Bank of Canada. Since larch, 1935, the
chartered banks have been legally bound to carry rescrves in
these forms amounting to at least 5% of their deposit liabili-
tiea in Cansda. In precticy, they have continued 4o re.ard
10 a8 the minimm oonsistent with sound banking practice.

The following table, from the Bark of Cannda's Statistical
Swummary, suzmarizes the devllopment brought on by the wer.

Cash Reserves of the Charterod Bsanka

b e e e

As at Ooto- Cash in Total Deposits Percent of
ber 31 Canada in Cansda Cash to

Year T“ennsits in
Canada

(mi114ons of dollars)

1938 286 2,518 1.2
19% 300 2,850 10.5
1940 30 2,774, 10.9
gﬁ z.}g 3,002 10.6

359 11.3
1943 433 24089 11.0
1944 368 4,933 11.9
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During tiis period, cash reserves almost doubled,
most of the expansion having taken place in the lazt three
years. As the sbove figures show, the rate of expansion has
contimued to increase cach year. This development was
stimulated by the wartime policy of the Bank of Canada which
had two objectivess first, to provide the crurtered ban<s with
sufficient reserves to meet all credit requirevents end withe
drawals of cash, and secon', to place them in such a cash
position that they would be able to purchass enough Government
securities to maintain a stable and orderly market.

A central benk normally has several means at its
dispossl to accomplinh this end. Open market operations and
adjustment of the rediscount rate are the two devioces most
commonly employed. By "open market operations® is meant lhe
buying or selling of securities in the open merket by a central
bank to effect an increase or decrease in the volume of cash
in the hands of the public and the commerciasl banks,

The Bank of Crnnada has utilized this method throughe
out the war to effect an expansion in chartered bank reserves,
Ho adjustment in the rediscount rate has Leen made with this
objest in view. In fact the rediscount rate of the Bank of
Canada === t%e rate of interest at which collateral paper masy
be re-discounted with or advences secured from theBank by the
chartered banks «== remained at 2¢% from the inauguration of
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the Bank until Pebruary, 1944 when it was reduced to Li%.
This reducstion was effected meinly for the purpose of
indicating to the public that ike current eaxy money policy
would be continued not only during the remaining months of
the war but also in the post war noriod. No rise in interest
rates generally should, thereforo, be anticipated. There wae
no implication in this action that the chartered banks would
borrow more from the Bank of Canada. As a matter of fuct,
they have been borrowers on infrequent ocecsione and then

only for insignificant amcunte,

The Ban:. of Canada'’s action in expanding chartored
bank reserves has beon influenced at various tines during the
war by seversl fectors. Firsit, in 1939, there was the abe
normally large wheet crop of thut year which required heavier
bank loans than usual to provide Lhe necessary financing.
Second, the immediate financiasl re uirem-nts of the Government
following the outbreak of war made 1t necessary to sell 200
million in short~-term securities to the chartered banks,

The purchase of sccurities by the Bank of Canada in
the cpen merket made it possible for the banko to mect Lhese
derands without sac 4ficing Lheir customary cash roserve ratic.
In 1940, fluctuastions in cash reserves were considerably greater
then in peacetime, chiefly as & result of the operations of the
Poreign Exchange Control Board., When the EBoerd is jurchasing
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foreign exchangs in large quantities, it may sell treamury
bills or other liquid securities in order to obtain sufficient
funds to do so. Usually the Bank of Cenuda, acting as banber
end agent of the Board, buys these securities. Az the Bouxd
disburses the cash acquired in this way, the cash rcserves

of the chartered banks are increased correspondingly. If the
Bank of Canada, in the light of the monmetary policy being follow=
ed at the time, does not intend to permit this inorease it sells
securities in the open market wmtil the cesh base or cash
reserves of the chartered Lanks have been restored to their
former level. The reverse procedure is followed when the Roard
sells foreizn exchange and it is desired to maintein chartered
bank reserves at their existing level, Fluotustions arc in=
evituble during the currency of these operations., The increuse
in 1940 over 1939, 1llustrated in the table, doet not reflect
any great expansion in cash reserves, tut actuslly ‘iuring

the calendar year 1940 the increase was $28.5 million as the
result of Bank of Canrda action,

Cash reserves rose even highar in 194). Toreign
exchange opsrations of the Bank of Canada would have brought
them to higher figures a,ain had 1t not been for compensatory
action, The Bank aold securities in the open market to offuet
purcheses of foreiyn exchange which it had mede, Furtivr, the
Governaent transferred certain large deposits from accounts in
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the ohartered banks to acooun.s in the Bank of Canada.
The reverse aotion was taken when it became necessary to
s6ell foreign exchange in the middle of the year. The
increase in ocash reserves during 1941, then, was due to

operations of the Bank of Canada other than thoze concerne
ing foreign exchange.

The great expansion which took place in 1942
was .closely related to the fiscal requirements of the
Government. War expenditures mounied more rapidly than
receipts from taxation and bond issues sold to the public,
Security holdinge of the chartered banks during this veriod
actually increased more than the volume of money. As
pointed out earlier in this Chapter, most of the increase
eonsisted of deposit certifiocates sold to the banks. By
October, $645 million were outstanding, but $205 million wore
retired in November from the proceeds of the Third Victory Loan.

Again in 1943, the increase in cash reserves was
substantial, The accompenying expansion in security holdin s
was made up chiefly of speelel shorte-term issues, mostly de=-
posit certificates. The outstanding amount of these ocertificates
roce by $275 million during the calendar year. On Septenmber lst
the banks bought $200 million of 13% notes maturin; in 1945. oot
of the inerease in cash reserves was necesssary in order to
maintain the cash ratio position of the chartered banks in
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view of the grest expansion in deposit liabilities which

took place during the year. Some of the increase in reserves,
however, was stimulated by deliberate action of ithe Bank of
Canada. This was explained as being necessary to provide

some lseway in the over-all position of the chartered bani.s;

it was oonsidered desirable to eliminate as far as possikle
large temporary fluctuations in the cash positien of in-
dividual banks, caused by the unprecedentei scale of the
Government's financisl cperations., An even greater expansion
in reserves took place in 1944. It was accompenied by a

sharp rise in security holdings of the chartered banks, only
part of which was made up of short-term paper. Reflecting the
easy cash position of the banks, the cash reserve ratic reached
a record high figure for the war years. In September the :luily
average was 12.6% compared with a dally aversge of 10.4% in
1939.

The House of Commons Standing Committee on Banking
and Commerce, which sat in the spring and summcr months .©
1944, roviewsd at some length the operations of the Dank of
Canada and their effect on the cash reserves of the chertered
banks, Mewbers put forth various proposals, sore of which are
worth noting st this point. Pirst, the perenninl sug:; ction
was mede that greater use should be made of the Bank's power
to expand oredit. The Governor, Mr, G.F. Towers, pointed out
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that between 1938 and 1944 the total amount of money in
Canada, == bank deposits and ewrrency «- had increunved by
90%. However, by the use of controls on spending, high
taxation and successive Victory loan campai ns the inflate
ionary influence had not been substential. The Governor
went on to say that any greuter use of the Bank's power to
expand the country's credit would nave resulted in uncon=-
trollsble inflstion.

Along with this proposal was the sug;cetion that
any secondary expansion could te prevenited by recuiring the
chartered banks to earry cash reserves of 100% instead of
the statutory 5%. The (overnor made it clear thut euch &
policy would result in the substituilon of none=inierest
earning cssh for interestebearing securities and that the
chartered banke could not afford to lose the atiendent re-
vemue. They would have to adju:t interest rates peld on
notice depoeits downward and increase service cher.es to the
publice ™Iho policy followed of issuing Government scourities
to the ban:s o.t;. an average interest rate of about 1% and pay-
ing such interest out of general Government revenues has been
more equitable for the Canadi.n public th'a the alternutive
of forcing adjustments in deposit interest rates, service
sharges or other iiems,"” he said,
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SEAPTER IV

CONIR

Ono of the most important contributions to
the war effort made by the chartered tanks has lLeen the
acministration of the foreign exchange control re_ul:iions
prescribed by the Foreign Exchange Control Boerd. It will be
necessary at this peint to review the background of the Cen-
adian exchange rosition before the war with the obj ct of
ascertaining why it wes neocessary to introduce foreign exchange
gontrol in Cansda and why the co=operation of the chartered
bant 2 was conaidered indispensable to the implementation of

such a policy.

During the first Grest War, it mey be argued,
the elaborate weohani~m of foreign exchange control was not
deened essential, The fects of the situation are these,
however, In 1914 both the Canadian dollar and the pound
sterling were cut loovwe from the Gold Standard and promptly
fall to a discount in torms of the American dollar. In
order to prevent a grc ter disparity, the Canadian-American
dollar rate was negped or steblilized by a series of mcasures
which resulted in a form of foreign exchange control. The
measures adopted were threefold. ﬁ.rat, United Stutes
securities held in Great Britain were z0ld to Auerice:ns to
provide United Btates funds with which to boleter both the
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pound sterling and the Canadian dollar., Cecond, Canada
sesorted to borrowing in the United States for the same
purposs. Fimally, after the United States entered the
war, the exohan e rate was stabilised by speciel errange-
ment with the United States Governuent.

¥hile the measures resorted to suececded in
peventing a substantinl decline in the Canadimn=Anmerlcan
dollar rate, they did not affect te any extent the daily
opsratiens of foreign sxchange treders, imperters or oxe
portere, There were no restrictions on the purchase or
sals of foreign exchange for any purpose whatsoever, Canada
was not then the important world trader which she 4is tocday,
howewver, nor were her relations with the rest of the world
a8 complox as they were in 1939,

As an indication of what might have harpened to
the Canadian dollar during the first Grest Far without Gove
ernnent intervention, it is significant to recall tiwmt t-war's
the end of 1920, when the peg was removed from the Coi.diene
Awmerican dollar rete, the Canadinn dollar fell Lo 82 cents in
New York. During the two sucoeeding years, however, it re-
covered and parity was virtually restored. Canada forzally
returned to the Gold Btandard 4n 1926 which encured = nornel
selationship with other Qold Standard countrios, notably the
United States and Great Britain, for the next fow yuars.
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The eoonomic depression of the 'thirties sct wp
disturbances which shook all currencies which huc roiurned
to gold as well as th-se which had not. The Cansdian dollar,
in sympathy with the pound sterling, declined in New York
folleowing the abandomment of the Gold Standerd by Great Eritsin
in 1933. It fluetuated widely until the American dollar was
divoroed from gold two years later,

During the inter-war period, no formal exchange
control was introduced to narrow the disparity between the
Cansdian dollar on the one hand, and the pound sterling end
the American dollar on the other. W®While the depreointion of
the Canadian dollar brought some temporary advantages to
Canadian exporters, it brought uncertainties which, in the
long run, were not holpful in establishing enduring trading
and investnent relations with Canada's two best customers,
the United “tates and Great Britsin. The exigencies of the
present war mede 1t imperative thas such uncertainties be
removed, at lsast for the duration of hostilities.

Por Canada, foreign exchange control has one
prineipel object, viz., to conserve foreign exchange ussets,
principally American dollars, so that they may be utiliced
for the purchase of essential war equipment and applies end
not be disszipated on noneessentizl meterials or services. To
accomplish this end it is necessary to prohibit the export
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of capital, except in unususl ciroumstances, und to
regulate the flow of exchange purchased for t'e importa-
tion of civilien goods,

In the years prior to 1939, it iz estimeted
that the British Empire as & whole was in all probability
buying more goods and services from the United "itates tiwn
it was selling to them. After the ocutbresk of war Lhe need
for Americen dollars brecwmme even more importent. The “cash
and carry® policy of the United States intensified this
problen by meking it impossible for belligerents to obtain
credit. As s measurc of relief, Great Lritain resorted to
the liquicdetion of United ™..tes ass«¢ts &nd reduced her
holdings from $4,483 million at the end of 1939 to $2,167
million within fifteen months.

Clearly, then, there was an urgent need to cone-
serve American dollar assets in the British Empire es a
whole. The Canadisn position, however, was much more favour=
able when considered by itself. In the years immedistely
preceding the war there uas a surplus of foreign exchanye
from Canasdisn internstional transactions on current account
vhich wap avallable for export as capitel. This averaged
$200 million per year which was uped partly to add to
Canadian holdings of foreign securities but principally to
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reduse Canada's foreign debt. The bulk of the surplus wes
derived from trade with Great Britain and to some ext nt
from trade with countries other than the United Stutes. A
small deficit ususlly resulted from Canadicn=American
trading relations,

The early war years made & drasiic chan ¢ in the
over=all financial picture. The disappearsnce of Furopean
markets in 1940, together with a sharp contraction in exports
to the FPar Eaast, resulted in the disappesrance of the large
export surplus to countries ocutside the British Empire, othcr
than the United States. By the cnd of 1940 it had declined to
$2 million and in the sucoeeding yoar was converted into a
small deficit. This situation by !tself was sorious enocugh.
Added to 1t, however, was the difficulty of convorting the
surplus realized in the sterling area into imcrican dollars,
In the pre-war poriod, this problsm had never arisen. “urvlus
sterling exchange had nlways been readily convertible into any
other currency, As far as Canada was concerned this mcant
that it was utilized to purchase Americen dollars to pay for

swrplus lmports from the United Ctates and Lo retire Auerican-
beld debt,

The introduction of exchange control in Great
Britain following the outbreak of war mado such a. simple bale
ancing of international accounts no longer possiblo. The
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free use of surplus sterling exchange was abolished in

order to conserve British dollar assets an! to rrovide
mch=nseded American dollars for essential war purchases.
This action placed a considerable strain on the ability

of Canada to buy American dollar exchange at a time when

it was noocessary to make .heavy purchases of supplies and
equipient in the United States to carry out her vast wer
industrial progrsm. it wes apparent, therefore, t--~t control
was indispensable in order to ensure that asuch forei n ex
change a3 was available, principally American dellars, would
be utilised for the purchase of ecessentizl war mmterials and
other vital supplies and for the purpose of serviein, Cunsdals
foreign=held deb.. Cansdian holdinge of Americen securities
and other dollar assets were not larye encugh to stand any
severe drain., Hor was it possible for Jansdn, a belligerent
country, to borrow in the Unites States in view of the neu=
trality legislation which had been placed on the stutute books.

Several other factors also made it imperative that
exchange control choul? be introduced in Cansda at the carliest
possible noment, There was the poseibility of & large scale
export of forei,neowned capital, a serious threat to the
stability of the Canadian dollar, Poreign investus.is in
Canada Just before tLhe wur aggregnted approximately 27 billion
of which sbout $4 billion was cwned by reeidents of the United
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States. In addition, Cansdian dollur balunces of none
residents in Canadian banks were substantial. The
possibility of & liquidation of some, at least, f these
investments and an attempt to convert the prooeeds and bank
balances into American dollars was a real one.

Not only would an export of capitel have ine
terfered with the mobilisation of foreizn exchanyge required
for wer purnoses, but it would slsc have hampered the
gigantic task of raising suffiecient funds within Cansda to
finance the commitments undertaken. A flight of ecapital,
bringing with it lack of confidences in the Canadian dollsr,
would undoubtedly havc had a very depressing effect on the
ability of the Government to market war lonn bonds. PFurther,
the employment of domestic funds for the ~urpose ol rurehasing
foreign=held assets in Canada would heve reduced the smount
of cash available w0 tiw Governzent since these funds wou.d,
presumably, have come from sccumalated savings, Finally, any
large scale attempt by non-residents to dispose of treir
holdings in Caneda would have impeired the carital vrlue of
meny sound securities, to the detriment of Csnsdian an' none
renident inwestors alike. Such a reaction might easily tave
wd a permanent effect on foreign investuent in Canadu for ye.rs

10 cone.

For these three ressons == to conscrve Ameriean
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dellar assets for war purehases, to facilitete Canadu's
war finanoing progrem, and to protect the investuents of
non=residents «= foreign exchange control and the imposite
ion of restrictions on the export of capital became a
nsoessary rart of canuin'n wartime sconomic mechinery.

One or two other reasons also made such a #ep
desirable. All belligerent countries introduced forei n ex=
change control. Without it Cenada would have suffered from
the dissdvantage of trying to maintain the stability of the
Canadian dollar without edequate means of doing so. Trade
essential to the prosscution of the war woulr’ have besn
severely handicapped, PFurther, the conservation and proper
disposition of foreign exchenyge would iave been extromely
difficult and Government finance at home uncertain, Fine
ancial arrangements with sther Empire countriea, chiefly
ferelign exchange deslings, would have been unneocessarily
complicaind by the absence of proper centraliszed mac-inery,

Poreign exchang e control in Canuda was established
on Septecber 15, 1939, five daye after the Dominion had de=
clared war on Germany. The order-inecouncil preseribin, the
regulations and setting up the Forei;n Exchange Control Bourd
was passed under the authority of the “ar Measures Act. The
general principles of control laid down were es followss
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Foreign exchange recsived by residents of Canzda from

any source whatsosver must be sold to the Board through
its agents; all imports and exports of goods, merchandise,
ourrenay, securities and other movable property must be
lioensed by the Board or its agents; securitiss may bLe
sold in Canada by or on behalf of noneresidenis only under

permit issued by the Board or its agents,

The transition from an exchange system free from
all regulation to one under rigid exchange control proved mich
simpler than was thought possible. In point of fact, Canade
presents unmusual difficulties. International transactions pluy
such a large part in the economic life of the Dominion that
normally any interference with ths free flow of exchange would
create problems of considerable magnitude. In 1939 Canzde was
the fifth largest trading country in the world and ruceipts
from abroed formed a very substantisl percentage of the
national income. Erchange conirel was bound to affect most
of the populetion in one way or another. It also impin.ed on
the intimmte relations existing between branch plconts or
subsidiary companies and their nparent organizations in the
United States, Funds had always moved both ways across the
border without any restriction whatever, regardlese of whether
or not they represented the shipment of goods or the payuwent of
dividends.
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Yinally, Cansdians had never ylven thought
before to the necessity of restricting their requirenemts
of foreign exchange. They had been used to travellin,; snd
making purchases in the United “vates an! it was o novel
experiencs to find that they could not obtain Americen
dollars as eesily or use Canadian currency as freely us in
the past, It wes necesaary, therefore, to educate then to
& now point of view.

Preparations for the introduction of exchun; ¢
control had been made montha before ihe actual outbresk of wmr.
Porms designed as licences and «rnits and sets of instructe
ious had been printed and were ready for immediate distritutlon.
The early success of the control measures was duc to two factors:
the thorou _hness of these preoparstions en? the active co=-oreration
of the financial institutions which acted as sygents of the
Foreign Exchange Control Board.

The principal agents of the Board are the chart red
banks who act as authorized dealers im buying and sclling fore
eign exchange, issulng export and lmport licences, travel permits,
otc, Settlenent must be mede with the Board et reyuler intervels
and details of «ll transactions reported fully. Transfers of
Canadian dollars from residents Lo non=residents are subject to
close serutiny as woll as all foreign exchange denlings; in
this way the Boerd rotains complete coutrol cover all factors
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influsncing the stability of the Canadian dollar and
appropriate action oan be taken when nscessary to correct
any threatoning situatiomn,

In all trunsactions involving foreign exchange,
a major responsibility falls on ths clmrtered Lanks tixnselves.
As agents of the Poreiyn Excian e Control Boerd thwy are the
interuediaries between the Board an?® the publie. It ir toeir
duty to apply the regulations in such a vay thmt there will
be a minimwm of inconvenisnce to importers and exporters in
the case of legitimate transactions,

But it is equally important that they carry out
the spirit as well as the letter of the law in desling with

their customers. The Bourd has delog:ied to the banks certain
discretionary powers which maie it unnecessary l'or & .em to
refer cases within rrescribed limits., In this way tlhey ade
minister many routine .ntters which woul? be completely beyond
the capacity of the Doard to iandle unless Lranch offices vere
established throughout C-uiiitas Tl coot of setting up such

a system of control offices and providing the necessury nore
sonnsel would have been a burden on the country's finances

not altogeiher in proportion to the benefits to be derived,

The banks with tleir network of branches on?
trained staffs were the logical choice as agonis and ibe iLask
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of exsrcising control on behalf of the Doard, thoi;h
onerous, has been curried ocut in an efficient and nralsee
worthy mennsr. The public have had to be educated to the
use of the forms snd vermiis necessar. {or their recpective
operations. Individual problems have had to Le solved wmith
or without reference to the Bosrd, depending on their nsture

and the amount of currency involved,

Huch of this work brings little or no remuncrae=
tion to the banks, 'hile they sre allowed a rercentsyge of
the amount of exchange bought or sold, in rany instances the
net return is small, This is particularly true in the case of
travel or export permits for numinal amounts of currency.
Forms have to be completed in detail, requiring the tirc of
one or more clerke and possibly a reference to the senior
accountant or the manager for an interpretation of the regu-
lations., Permission frequently has to be obtained from the
Board which necesaitates correspondence and often toclepi.one
calls as well,

¥hile the exchan;e restrictions on travel were
relaxed about the middle of 1944 there was no sudden lessening
of work done by the banks. On ths contrary, many thousande
of persons decided that they wished Lo holl ay in the United
States or visit friends or relatives. All bad to consult
their banksin order to obtain a permit 4o take American or
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Canadian dollars out of Canada,.

It is trus, however, that as tine passed the
public became more familiar with exchanye reatrictions and
with their co=operation the work of the banks bccame lesas

oNerousd.

Foreign exchange is provided by ths Board for all
imports not prohibited by law and for all services rendered
t0 residents by noneresidents of Canada, As examples, exchunge
is made available for the payment of life insurance premiums,
freight, advertieing and othor services. Canadinn debtors
having to service bonds or debentures in American dollars
are permitted to purchase foreign exchan,e as are non=resident
holders of income=bearing seocurities pajyable in Canadinn dollsrs,
Dividends may similarly be remitted in American dollars. Cap=
ital obligations expressed in foreiyn currencies which come ue

may be retired in the currency in which they were contracted.

8ince the inception of foreign exchan;e control the
Board, through its agents, has purchased American dollers at a
premium of 10% and hms sold thum at & premum of 11%. These
official rates did not often represent the true relationship
between the Americen ond the Canadien dollur, verticulaerly in

the early years of the war,
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Amsrican dollar assets of the Board have been
strengthened from time to time by various additional measures,
In April, 1940 the Foreign Exchange Acquisition Order was
passed, ocompelling all residents of Canada to sell to the
Board their holdings of foreiyn exchange in the form of
bank notes, bank deposits, cheques, etc. Canadisn insurance
companics and other commercial crganizations operating oute
side Canads were granted certain exemptions from the order.
In June of Lhe same year a War Exchange Tax wusz imposed on
sll imports originating outside the sterling area with the
objest uf further discouraging imports from the United “tates.
Travel south of the border, except on business or for ressons
of health, was restricted in July, 1940. In December the
¥ar Exchange Cornservation Act was brought into force, prohibiting
a8 long list of goods from countries ocutside the sterling ures,
unless imported under special licence,

Several orders-in~council, issusd under the %ar
Measures Act, supplemented these restrictions by placing controls
on the production of passenger automcbiles and on the installa-
tion of wachinery and equipment for non-war purposes, many psrts
of which had to be imported from the United “iates. hhile
foreign exshange conscrvation wes not the prinecipal object of
these measures, they served to cut down the volume of imparts

for non-essential purposes,



The most important step taken to muke more
American dollars svailable for war purchases was erbodied
in the Hyde Park Declaration of April, 1941 in which Crruda
and the United "tetes agreed to co=ordinate their production
prograas. In effect, this meant that the United States undere
took first, to make substantial additional purchases of
essential raw materials and supplivs produced in Cansda and
second, to ship to Great Britain under lease~Lend such matere
ials and parts es Canada might acquire for inclusion in var
equipsment and supplies produced for Great Britain., 1In the
first part of the program American dollars came to Carncdo in
greater quantities than ever beforvy in the secon”, a very
large saving in American dollars required to {inance imparts
resulted,

The Hyde Park Decleration wae not desirned to
make up the whole of the threatened doficit of American
dollars but during its currency it Aid mke it pozeible for
Canada to bulld up her war industries without resort to
lseso~lend. Canada has naid cash for all imports, whether or
not they vere destined to ‘o used for war purposes. ‘laving
served a useful purpose in en extremely difficult pe.io, 'he
Hyde Park Declaration was allowed to lepse in 1944 folloming
a substential improvement in Canada's holdings of American
dollars. This was mostly due to the wholeehearted lmpleiin=
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tation of the terms of the Declaretion by the United “tates
and partly also to an unprecedented volume of net capital
imports from the United States in 1943. Several reasons

have been advanced for this movenent. Firast, it vas suge
gested thet American operators considered the Cnraciun Cdollar
to bs undervalusd in terms of United States currencys secomnd,
that the higher yleld on Canadian dollar securities was nroviu
to be attractive to American eapitaljy third, that the threat
of inflation in the United States was encouraying a mederaie
flight of capital.

The following .able, publirhed by the Bank of
Cansda, illustrates concisely the improvement which has trken
place in Canada's foreign exchanye position during the war j<rrs,
exclusive of capital movements.

'omlanco of International Payments

(Estimated Net Current Account Balances)

1938 1939 1940 1941 1942 1943
(milliona of dollars)

Great Britain 127 A3 343 734 1,223 1,149
Other Empire

countries &4 » 7% n T 7
Und .od States =149 =116 -292 «318 «180 -3y
Other non-Empire

countries 78 66 2 4 12 9
A1l Countries 0 6 w9 M
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While the improvement on ocwrrent account alone
is enormous, there is little hope that Foreign Exchange
Control will be relaxed in the neur future. On the con-
trary, it is more than likely that it will be retaiced for
several years at least after the war, posaibly in a modified
form only, So many factors eanter into the post war picture
than an aceurate forecast of the probable turn of events is
impossible. The literated countries of Europe will require
substantial help in the fform of food, equipment and supplies
t0 enable them to restare their eoconomic machinery to working
order. Such asaistance may have to be contimued for more than
two or three yoars. It will, of course, have to come from the
United Netlons, chiefly the United “tates and Canada whose
ecanomies will be in the best position to meet ~he immediunte
demands of the post war period, Great DIritain will be fully
occupled for a muzber of years in rebuillirg her owm ine
dustrial febric although she will undoubtedly endeavour to
play a3 large a part as possible in the rehubilitetion of
Europe with the object of reviving the markets which she lost

during the war,

The program of relief and rehabilitation which
the UNRRA organisation las undertaien will itself involve the
transfer of huge quantities of food and supplies. Such movee
nments of goods will virtually amount to free gifts by thme
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countries conssrned since all the United Nations are
called on to make financial contributions to the coamon
cause. Each will expect to have mout, if not all, of its
subscription expended within its own borders, althouyh
this will not always be possible. For most of them, then,
the exparts which go to occupied territories will not bLring
much, if any, foreign exchange into their treasuries. It
will be neeessary for each of the United Hations, with the
poasible exoertion of the United ~tates, to eonvcrve what
exshange it can obtain from the sale of goods in the world
market in order to finance the purchase of cssenticl
matericls and goode which have to be imported.

Canade will undoubtedly be called on to make
large shipmsnts of wheat and livestock products to Europe
as well as ocertain types of manufsctured goodc. Great Iritain
has already completed leng=term contracts with Canade for the
purchase of beef and bacon on & substantial scule until the
end of 1946. It is not yet clear how Canndiun collars will
be found to meet theee commitments unless Britich industry
is able to effect a quick conversion to the protuction of
civilian goods immediately after the war.

Problems such as those outlinod ebove msle it
certain that foreign exchangs sontrol will be contimued for
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sometime after the cesa'tion of hostilities. In this way
only can the abnormel movement of poods be facilitated and

the economies of liberated countries revived.

A further problem lies in the uncertainty of
the post war tariff policies to be followed by the leading
trading nations of the world. Canada is vitally intcrested
in seeing that a solution adequate to her own needs is found.
The Dominion is now the third largest trading nation in the
world instead of the fifth as in preewar days. If her
customers,present and potential, plan to restrict the move-
ment of goods and services by high import duties, quotss, ctec.,
her domestic economy will suffer seriously. It may well be
necessary for Canada to retaln exchange control until 1t is
apparent that she will be sble to export on a scale adequate

to support essential imports.

As the United States is the principal source of
importe into the Dominion the course of American tariff policy
will be watched more closely than ever in the post war years.
There 1s evidence, however, that the present favoursble trading
relations between the two countries may be extended after the
war, poessibly on less adventageous terms, but on a basis more

acceptable then that which existed before 1939,
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One or two other factors, important to Cannda,
enter into the exchange pieture, In preewar days, tourisis
from the United States dbrought into Canada es much as
$149 million per year, if 1937 is taken 8s an exampls. This
figure must be adjusted, however, to allow for the expenditures
of Canadians in the United States which amounted to $65 million
in the same year. Ths net of $84 million i= not an insignie
ficant figure in the balence of international payments,

To what extent an influx of Amorican tourist dollars
can be relied on in the post war period will not be evident
until after the conclusion of hostilities, It scems recason=
able to suppose that Canade will once more become the play=-
ground of thousands of Americen vieitors but hey may be de=
terred from crossing the horder if exchange rates are unfsvour=
abls or are subject to violent fluctuaticn. There 4is no reesson
to presume that such will be the case, however, unless the in-
flationary movement which has already geined much ground in the
United States continues to make headvay. This may well prove
to be a further argument in favour of the retention of exchunge
control in Canada,

Pinally, it must be ssid that much will depend on
the volume of capital imports into Carada. It i more then
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likely that many American companieé owning brench plants
in Canada will wish to expand their Canadiun opersiions
and that additional capital will be required to cnable
them to do so. There will also be many newcomers in the
field, Exchange stability will be a factor in decisions
of this nature for profit margins can soon be wiped out by
unfavourable exchange rates. Profits which are not re=-
invested in Cinads are, as a rule, withdramm. To induce
more American capital to come Lo Cauuda and purticipate in
ths postexar boom it may be necessary to retain a mcasure
of exchange control.

Canacda's chartered banks will be charged with
the responsibility of continuing the operation of exchange
control should it be considered indispensable. They will
also be well prevared to assist in the expansion of Canadisan
overseas trade. Five of the banks operate branches in London
and in the United Statesj four have offices in Newfoundland
whils three are widely represented in South Awerica and the
West Indies. In 1943, 135 branches and agencies werc in

operation outside Canada.
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SHAPTIE. Y
RAZION COUPQHN RANKING

Rarly in the war years it becamo appareat
to the Govermmsnt that the distribution of certain
essential foods and supplics woul! have to be regulated
if stocks were to be divided equitably and oversons dee
liverios effected as promised. A broad policy was formed
Yy the Partime Prices and Trade Boar: in Octover, 1942
which was supplemeonted by various restrictive weaswres
from time to time, Rationing was introduced for comuode
ities in short supply which were esgse:.iial to all or cer=
tain groups of consuwers, or wixn it beczmc nccesasry to

ensure that distribution was made om an evulteble bauis.

Two types of rationin; acheues wore sot up, one
of which was by coupon and tho other by jeroite In the
oase of the former, only articles which were ln general
use and which were purchased at x'eg\;.]ar intervuls in
approxinmately equal quantitles by all consurs«Ts were ine
cluded., Otier commodities, particularly those of a durrble
neture and which were not considered iniispensable to all

consuners, such as eleotric stoves, tires amn’ tubez, ‘urm
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mchinery and typewriters were rationed by permit.

Sugar, tea, coffee, butter, wxai, evaporated
milk, canned fruit, marmslede, jnm, muple syrup and gasoline
have all been rationed byooupon at one time or anotler since
1942. It 18 with these commodities that this discuseion will
be concerned. Sugar was first rationed in Janusry, 1942 by
an "honour"™ system which required consumers to restrict thelr
purchases to 4§ pound pcr week per person, then to ; pound per
week in May, but 1t became necessory to introduce coupon
rationing on July lst of the same ;ear. The rution has been
maintained et ¥ pound per week per p:rson since that date,
except for a slight cut in 1945, with extra allotments for
canning and preserving purposes.

Tea and coffee were also rationed by the "honour®
or voluntary rationing system in 1942 but coupon rationing
followed on August 3rd when a weekly allotment of one ounce
of tea or four ocunces of coffee per person was provided,

This ration was increesed substantially in Sentemier of the
following year ond agein in May, 1944. hationing wes dice
corntinued & few months later with the announcement that the
shipping situstion had improved suffic ently to ensure adoqut.?.e

stocks for all ordinary purnoses,

Butter wus first rationed by coupon on Tece:;ber
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21at, 1942 when a weekly allotment of 3 poun’ per person
was authorized. Fluctuations in butter stocks nade it
necessary to reduos this emount temporerily in 1943 and
1944 and for an indefinite <riod in 1945. loat retion-
ing, which went into effect on May 27th, 1943, vas susrended
indefinitely in FPebruary, 1944 with the ennownceis nt that
large surpluses had been accumleted. During the pest
twelve months there have been several semie-official statee
ments to the effect thot it will not lilely be necessary to
reeintroduce the rationing of mecat.

Marmalade, Jam, maple syrup, cuuned fruits, hone,
and other sweeteners were grouped for rationing purposes on
September 2nd, 1943. OSince that date the value of these
"pro.sem' coupons has been adjusted several times in keeping
with available supplies; each hes an elternative vzlue of
pound of sugar. Evaporated milk hes been raticned by coupen
since October 4th, 1943 in order to ensure that adequute
supplies would be available for children, invalids und otier

essentisl users,

The enormous demand for gasoline created by the
war forced the Government to introduce coupon ratiening on
April 1lst, 1942. All vehicle owners were required to re icter
their cars with the regional offices of the 01l Controller and
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t0 ebtain a gasoline licence and ration book. The

original value of the coupon or unit was five ;;allona

but this was subesquently reduced to ilree gallons. The
mumber of coupons or units allocated to users varies uith
their individual requirements, due congideration being given
to commercial and vocational nseds,

An effective rationing system lnvolves the
control of supplies through the various stages of disiribu-
tion from the manufacturer or producer to the final consumer.
To implswont this control it haz dbeen necessary to rcquire
that retailers and wholesalers produce coupons obtalncd fyop
thelir customers or equivalent documents when replenishing
their stocks of rationed commodities. The actual handling of
coupons on such a large scale originally involved s tremendoun
amount of work, not only by the retailsr in colleciing coupons
from his customers, but also by his suppliers. The procedure
was grestly simplified by the introduction of ration coupon
benking in March, 1943. This was an entirely new development
in Canadian banking practice. Originally, it applied only to
rationed foods, but in April, 1944 1t woas extended to inolude
gensoline rationing as well.

Consultations between bank representatives i
the Administrator of Consumer Rationing were begun late in 1942
with a view to enlisting :he services of the chartered bunks.
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A close study of bank facilities followed with a subge o’
request to undertake thie spvcial work, commonelng lareh l:it,
1943,

Much preliminary work had to be Josne before
ration coupon banking could become & reality. The president
of the Canadian Bankers' Association appointed a epecial
committee of benk officers to collaborate wit: the “uriime
Prices and Trade Board representutives in devising routine
and prepering instructions for ell bank branchsa. The pro=
cedure to be followed was baved on the theory that the
greatest economy of tiwe and effort eould be achieved by
arvanging that, as far as nracticable, coupons and other
docunents used by consumers Lo obtzin mationed goods should
be deposited to ration coupon eccounts or exchanged for tenk
tranafer vouchers by the dealers supnrlying the consumers,

Under existing arrsngements ration coupon
accounts operated by the banks are of tro types, dealerst
ascoynts and quote users! sccounts. The following peraons
or firms who decl in retioned commodities are required to
conduot ration counon bank accounts and for this ».rnose
are designzted as "dealers®: jobbers an? brokers, whole~
salers, creameries producing tutter, importers of rabtioned

preserves, namfacturers of evaporsted milk, mrirary nroiucers
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of commodities included in the "preserves" rationing
scheme whose annual production amounts to 2,000 pounds

or more (except producers of rationed maple products and
honey), beekespers whose annual production of honey amounts
to 4,000 pounds or more, retailers whose normal monthly
gross sales in food, exclusive of meals, amount to $2,500

oY moXe,

Separate accounta are kept for each rationed
commodity or group of commodities. Each 1s operated in the
same way as an ordinary bank account except that entries and
balances represent a number of coupons instead of dollars and
cents. A dealer who operates a ration coupon bank account may
replenish his stock of a rationed commoiity by forwarding to
his supplier a chequs drawn on his account for the number of
coupons which his order represents. Ths supplier then deposits
the cheque to the credit of his own ration coupon bank account
for the same commodity. He draws on his own account in a
similar manner when he makes purchases from manufacturers
or producers. The simplicity of the bank account system
eliminates the cumbersome transfer of thousands of coupons and
other documents from retailer to wholesaler and from wholesuler

to supplier, etc.
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Small retailers and others who ere not
required to operate ration coupon aceounits must atill
surrender coupons or documents to their suppliers, In
order to cut down the volume of coupons changing hands and
at the same time to eliminate the necesaity of operating
accounts for such retailers, it has been provided thnt e
bank transfer voucher mey be obtained in exchange for coupons
or ration coupon docunents. The only restristion nlacsed on
this type of transfer is that the voucher must not be issued
for less then 250 coupons, Bank transfer v.uchers mmy also
be used by travelling representatives of dealers who are
required to conduct ration coupon accounts and, under certain
conditions; by branches of dealers required to keep such

accounts,

Retailers attach coupons which are surrendered
by their customers to gummed sheets provided Ly the Ratien
Administration. The sheets are designed to accosmodate the
number of coupons necessery for what is usually a minirmm
wholesale order for each commodity. Only completed sheots may
be deposited in ration coupon bank accounts, %hen a bank
transfer vouch:r is requested, however, a retaller may present
an iscomplete sheet Af the amount of coupons affixed to it
sorresporvis with the amount of an order which he is placing

with his supplier.
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Hotels, restawrants, hospitals and othor
institutions serving meals whieh inelude rationed goods sre
required to conduct quota users' ration coupon accounts.

Each eperates on a quota set periodically by the fation 'd=
ministration. The quota suthorizations indicate in terms

of soupons the quantity of goods to which the guota users

are entitled for a certain period of time., The suthori:zations
issued by the Ration Administration are takon to the Lanks by
the quota users where they are converted to credits in the
various commodity accounts cperated by them. As they rurchase
rationed goods they draw covering ration cheques against thelr
reaspeotive accounts in favour of their suppliers.

Inasmuch az the retion coupon transactions
handled by the banks are of an accounting nature only and do
not affect their assets or liabilities, no seiltlements are
required between branches or banks. then ration ccupon
cheques or bank vouchers drawn on other branches or banks are
deposited thoy are forwarded to the branches or banks cone
cerned slong with other items, Special purchase permits,
quota authorizations or other documents are forwarded to
the Ration Administretion, Coupons received over the counter
are destroyed by the banks after being properly checked and
reod¥ded, The banke are reimbursed by the Governmcnt for
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their work to the extent necessary to cover their expenses
as determined by a cost amalysis. The arrangements are
contained in an ordsyeineoouncil dated August 17th, 1943 as
amanded.

The reseablance of ration coupon banking to
ordinary banking transactions is limited by certain requiree-
ments of the Ration Administration. A bank may not open &
ration coupon account for a dealer required to operate such
an account unless his application to do so has been aprroved
by the district branch of the Administration. The tank mmy
then complete the necessary forualities and supply the
dealer with special retion cheques and deposit slips. Quota
users must also apply for permission to operate retion coupon
accounts,

Authority to sign ration cheques may be delegated
by the persons suthorized 4o sign withdrawals from the individe
wml's or company's ordinary bank accounts. Specimen signatures
are obtained by the banks as in the case of ordinary accounts.
If nooessary, the banks may have 48 hours in which to check
and accept or refuse deposits to ration coupon accounts. De=
finite rules are laid down as to the conditionz under which
coupons may be reoeived. HRation cheques and bank transfer
vouchars must be endorsed in the usual way when deposited, both
bty the transferes and by the negotiating bank,
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Coupons remain valid in the hand of dealers
for an additional two weeks after the expiry date notified
to the publie. During that period they may only be
deposited to the credit of ration coupon accounts or ex-
ochanged for bank transfer vouchers. Retion cheques are
debited to dealsrs! accounts even though an overdraft may
be oreated. The dealer is notified immediately ac well as
the district branch of the Ration Administration. Prompt
cover 1s expected. While there is no provision for the
certification of ration cheques, they are returned to dealers
at regular intervals as in the case of current account vouchers,
Quota users, however, mey not have their ration eheques returned
to thenm,

¥hen & ration cheque 1s lost & dealer may furnish
e stop order form, authoriszing the dank %o refuse Lc honour
the item, Contrary to the practice followed when ordinary
cheques are lost, a bank must honowr an original ration cheque,
even 1f a duplicate has alresdy been presented and debited to
tha dealer's scoount. Both the dealer und the Hation Admine
istration have to be notified of such nction. Bank inspectors
as well as inspectors of the Administration examine coupon
banking records and the prooedure followed An bank branches
from time to time., It is their duty to ensure that the des-
truction of eowpons and coupon: accounting are carried cut in
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accordance with the Ration Administr tionts instructicna,

Reports of the mmber of consumer coupons dencsite
ed to ration coupon accounts or exchanged for bank transfer
vouchers during the period must Le forwarded c¢very month by
all branch banks to their head offices. In addition, a re=~
port contalning the nasmws of deslers and quota uocurs whose
sosounts have been inactive during the rrecedin; six months?
period must be forwarded to the Ration Adminiatration semi-
annually. As is the case in all bank records, information
cocncerning retion coupon accoumts is kepi strictly conflide
ential, only depositors and representatives of the Vartime
Prices and Trude Board being entilled to request particulers.

Since the ineeption o’ rution coupon banking, the
ehartered baenks, as agents of the “artime Pricee aud Trade
Boerd, have opened more than 209,000 accounts and lundled
lndreds of millions of coupons which would otherwise have
required an encrmous additlon to the personnel of the Ration
AMuinistration and its district branches. Fation coupon
banking has become & major wartime service of the banks. By
using their focilitles the Government haz been able to mako
a substuw.tial eaving in both sanpower and money. It 1s estdm=
ated that in 1943 more than 50 million coupons ontered into ciive
culation svery week of the yeur. In 1944 there were more tlan

138,000 rution coupon accownts in operation.
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The saving of many hours of work on the part
of dealers is an accomplished fact. Undoubtedly the
simplified banking routine set up hae resulted in an economy
of time of no little consequence. Instead of making returns
to the Ration Administration, a dealer is able to complete
all his retion transactions when he calls at his local bank
in connection with his ususl financisl operations. Alterna-
tively, he may draw & ration cheque on his ascount when place
ing an order with his supplier, s device far simpler than the
complicated business of transferring to him thousands of con=-
sumer coupons which he has acquitind from his customers, or
submitting them to a district office of the Ration Administra-
tion in order to secure permission to replenish his depleted
stocks of rationed commodities.

It is conceivable that, 4if the exigencies of the
war meke the rationing of more consumers! goods necessery, the
banks will be called on to enlarge this new sphere of operutions.
The experience gained during the past two years has resulted in
& smoothly=~functioning system which hes served the country
efficiently and at a minimum coet to the Governwent. It may
well be continued for a few years in the post war period.



SHAPTEL VI
HAR FINANCE AND THE BAHKS

As agentis of the Bank of Careda, the chartered
banks have performed a valuable eervice to ths Government
in facilitating the sale and distribution of Victory Loan
pondl and Far Savings Certificates, This is quite apart
from the assistanoe rendered by dircct participation in the
financing of the war effort through the purchase of
Government seocurities such as Treasury BEills, Deposit Cer-
tificates, etc. Two War Loan and seven Viectory Loan bond
issuss have been offered to the public eince September, 1939,
The figures of each are worth noting.

Public Bond Issues in Canade Since 19739

Date bjective Subm Subseribers
{excl nd

oonwrsionn)
(millions of dollars)

1st War Loan Jan. 1940 200 320 178,363
2nd War Loan Septe 1940 300 342 150,890
1st Viotory Loan June 1941 600 730 968,259
2nd Victory loen  Peb, - Har. 1942 600 843 1,681,267
3rd Viotory Loan  Oot. = Nov. 1942 750 991 2,032,154
4th Victory lLoan  Apr. = iay 1943 1,100 1,309 2,668,420
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Iten Date Objeotive Subscriptions Subscribers

(exoluding

conversions)

(millions of dollars)

k Victory Loen Oot. = Nov. 1943 1,200 1,375 3,033,051
b Vistory Loen Apr. = May 1944 1,200 1,408 3,077,123
b Yictory Loan Oct. = Nov. 1944 1,300 1,517 3,300,735

It will be observed that, with two exceptions, the

objective of each campaign has besn for a greater amount then

the one which it followed. Despiie the deiermination of the

Government to raise as much revenue as possitle by taxation,

the ever increasing demands of the war have made it necessary.

to borrow vast sums from the accumulated savings and current

income of local government bodies, corporations and individusls

alike, Their response t0o each successive appeal has resulted in

every campalgn being over=gsubscribed by a substantial margin,

Subacribers have increased from over 178,000 in 1940 to more

then 3,300,000 in the drive conducted in the autumn of 1944,

Por thia very favourable development there are

several explanations. First, there is the patriotic motive

which has prompted a number of people to invest whatever they

ocould spare, and sometimes more, in Government war bonds.

BEST AVAILABLE COPY
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Propaganda disseminated by the National Var Finance Committee
through the medium of the nress, radio and moving icture
theatres has roused many persons to think more of the welfare
of their country than they ordinarily would. Second, there is
the profit motive which has induced both corporations ard ine
dividuals to put their accumulated saving s to work earning ine-
terest. Opportunities for the employment of surplus funds heve
become fewer owing to i~
(1) the Government's policy of financing the
construction and cperations of many war
plants)
(2) the shortage of consumer goodsy and
(3) Government restrictions on credit purchases.

Investment in Government securities has, therefare,
b-come more and more attractive, This movement has taken place
despite the fact that the interest rate on all war issues, ex-
cort the First Far Loan, has not exceeded 3%. Lastly, there
is little doubt that the efficient organization developed by
the National War Finance Committee on behalf of the Bank of
Canada has tepped most, if not all, available sources of sub-
soriptions, The Cormittee was forwed in January, 1942 by the
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Minister of Pinance just before the opening of the “econd

Victory Loan Campaign. It succeeded the War favings and

Viotory Iocan Committees which were appointed for earlier

drives, the former in May, 1940 and the latter in June,

1941.

The Minister, in a speech in the ilouse of Commons

in June, 1943, summed up the objectives of the Rational ' ar

Finance Committee as follows: "Future opera’.ions of the ..

esescscrsces Committeso mtemla“"

(a)

(b)

(o)

(a)

& continuous »rogram of putlic education
in the national and personal need for, amd
advantages of, voluntary savings during
the war years,

the continumous sales promotion of War
Savings Certificates and Stamps,

the sales of two Vietory Lomns in each
year, ons in the Spring monthe and
another in the Fall, and

the development of a better public undere
standing of the advantages, both national
and perscnal, to be realized through
retention, at least for the durantion of
the war, of securities purchnsed during

the war years."
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The Comnittes consists of a national ex-
scutive comuittee of representatives of all major in-
dustries, agrioulture, labour, commerce, finance,
women's organisations, etc., and provineial committees
ergmi.nﬂ on a similar basis. In addition, there are
over 450 loeal units. The permanent full=time staff of
the National War Finance Committee is made up of less
than 400 persons; it is supplemented by approximately
125,000 voluntary workers attached to the local units,
There are, in addition, about 17,000 workers engaged on
a temporary basis as well as hunireds of saleamen working
for a commission. About 1,850 investment dealers and
brokers act for the Committee during the various campaigns.

Five divisions execute the Committee's plans.
The first of these, the Special Names Division, convassees
eorperations, financial houses, governmemnt agencies, and
individuals believed to be capables of subscribing $25,000
or more in a single ocampeign. Personnel of thie division
are recruited chiefly from cfficers of inveatment and
brokerage houses. Investors on the Spec al Names lists
have accounted for about 60% of all Viectory Loan subscripe

tions.

The second, the Payroll Savings Division, covers
the members of the armed forces and employees of compunics
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who have a payroll of at least 25 names whose annual
incomes do not exceed §$3,000. Commissions are not paid

on convasses conducted Ly f.he personnsl of these divisions.
In the cane of the third, the General Jales livision, ine
div'idml saleamen are paid at rates varying from 1/8 of

1% to 5/8 of 1%, depending on whether or not the issue

sold is of a medium or long~tcrm type. Dealers and brokers
are remncrated for their efforts according to the service
rendered,

The General Sales Division extends its oporae
tions to all potential investors not covored by the Special
Names and Peyroll Savings Divisions., Two other divisioms
of somewhat lesser importance complete the organization of
the Nationsl ¥ar Savings Committes. The first, the Iublic
Relations Division, handles advertising by means of the radie,
press, public performences, outdoor advertising, eto. The
Muinistrative Division, comprising permanent personnel,
supervises the crganization as a whole an’ tskes care of all
administrative details.

Contrary to popular telief, the cost of marketing
Victory Loan bond issues has been very moderate, With the
exception of the First Viotory Loan, every issue has cost
the Government less than 1%s 4in the case of the Fifth, the
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eost was only .768. The effectiveness of the orpaniga~
tion set up to market Viestory Loan Bonds and the low cost
at which 1t is able to operate owe much to the chartered
bani:s and their network of bre'ches in all communities of
any sise throughout Canada,.

The banks provide the main facilities for dise-
tributing btonds purohased in each caiaign, whether for
cash, on the instalment plen or by the payroll deduction
plan. In the case of cash subscriptions, & purchaser mmy
place his order with any authorized salesman, b-nd dealer or
otrer agent, incluting hie own bank, In the application form
which he siyns he nases a partiocular branch bank or trust
company at which he wishes to toke delivery of his bomris.

If he prefers to make hie ; uwrchase on the instelment plan,
he hes the choice of spreeding the nayments over a six
months? period according to a schedule prescribed in the
application formy, or he mny mnke his own arrangenents with
his branch bank., In any event he must neame a bank or trust

company where he will complote hie nurchose.

If a purclmser 1o empluyed by a large orpeniration,
bhe mey elect to buy his bonds on the peyroll deduction »lan



which most eaployers have adopted in esch campaign, often
with the advice and assistance of their local branch bank
mmnager, Under this arrangement the purchaser contracts to
have his employer make regular deductions from his salary
or wages which deductions are remitted .o the bank to be
credited to the individual purchaser's account. Settlenent
sy be made with the bank by the employer every week, fort-
night or month according to the arrange. ent which best
suits his circumstances,

As a general rule the employer undertakes to
purchase Vic .ory Loasn Bonds on behalf of his employees,
barrowing the necessary funds from the bank. Many compenies
make the initial payment themselves or undertake to ;ay
their employees a bonus for every bond which they buy. Iv
any event, the usual procedure is to have the bank do the
necessary financing of the unpeid instalments in preference
to utilising company funds for this purpose. The employees
are virtuslly borrowing from the bank, but on a collective
basis. In :ome cases where companies are not nrepared to
cbligate themselves for their employees, the banka acquire
the necessary bonds and carry them in their investment ace
counisg the amounts owing thereon are reduced by monthly
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dedustions made from emplayees! pay cheques whioch are
renitted to the banks Ly the companies,

The payroll dedustion plan necessitstes a cone
siderable amount of bookkeeping both on the part of the
banks and their customers. At the height of a campaign,
the extrs work involved forces the banks to divert a
mmber of their staff from other duties end to require them
to vork many hours overtime. However, the time and effort
eonsumed are written off as a further contribution to the
wmr offort.

A unique featwre introduced in the Third Victory
loean campaign was the Agricultural Sales Program undier which
farmers were urged to purchase bonds from the sale of farm
produce. The farmer was required to execute a "Vistory
Ticket®, authorising the buyer of his produce to remit to
the National Rar Finance Committee the proceeds of the nale.
The ohartered banks made special arrungewvents to expedite
delivexriss under this scheme,

To sun up, the part played by the banks in
facilitating the merketing of esch Victory loan issue is
thresfold in natures over~the-gounter sales, the financing
of purchases, and the meking of deliveries to new as well
as old custowers. Por services rendered they receive a
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commission on the volume of deliveries effected. (More than
10,750,000 bonds had been delivered by the end of Uctober,
1944.) The commission amounts to g of 1% on short~tsrm issucs
and ¢ of 1% on long=term issues.

In the case of the earlier loans, the basis of
remunsration was quite different. In the first two ¥ar Loan
drives individusl canvassers wore paid a commission of i of 1%.
The banks as a whole were allotted a fixed proportion of total
commissions payabls which was then allocated to individual
banks ‘'on & pro rata basis, In the Pirst Victory Loan campaign
saleszen were paid ¢ of 1% on short-term issues and ¢ of 1%
on longeterm issues. hen the Second Victory Loan drive was
inaugurated the rates of commission were increaesed z of 1% on
both types of bonis, but no commissions were pald on the pro=
portion of subsoriptions which represented conversions from
maturing issues,

In the case of both the Pirst and Second Victory
Loans, the chartered banks were allotted comuissions of ¢ of
1% on all bonda handled. A% no time, then, has the Government
offered high or unwarranted rates of commisaion to fecllitate
the sale axd delivery of Victory Bonds. Criticism has come
from some directions that the banke have been compensated
more gensrously than was neccesary. The fact of the matter is,

howaver, thet no system of distribution could have been set
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up on as economicel a basis as that rrovided by the bra.oh
banking system. Certainly it would not have been conasidered
exredient to arpanize a Lemporary network of agenciesz for
the sole purpose of msking deliveries of bonis twice a year.
There must also be taksn into consideration the ;yearsround
servios which the banks provide in effecting registrations
end transfers for the investing publie and in maintaining
the costefree service of selling and distributing ¥Wer 3avings
Certificates and stamps.

Staffs of tranch bankas bear a heavy responsibility
in their dealings with the public. Lkany purchasers of bonds
are owners of securities for the first time. ¥hether or not
they will again subscribe to Vistory Loan issues at a later
date frequently depends on the manner in which they are treated
when they enter their looal bank, Many caaseg ere on record
where an overeworked bank clerk has paid scanty attention to
the purebaser of a $50 bond when the next customer in line is
known t0 be & subscriber of substantisl means. There is, of
course, no excuse for dieorimination and it would not be fair
to say that it is prectised at all widely. In any event, it
is important from the nationnl point of view, if from none
other, that every individual subscription to Victory Bonds be
cheerfully accepted. For it is the multitude of small investors
whose savings assure the success of every campaign.
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What has been written above about Viotory
Loan Bonde applies equally in the case of War Savings
Certificates, These sre issued in denominutions of $5,
$10, oto.y and are now sold over the counter in much the
seme way &8 bank drafts or money orders., In the early
years of the war the banks merely acoepted orders ac-
oompanied by cash or war savings stamps, They were then
forwarded to Ottawa where spocizl staffe of the Department
of Pinanoce filled out certif cates and pmailed them to the
pwrchasers or the individuals ..amed in the orders. 7The
amount of work involved in {ollowin; this procedure
resulted in delays of many weeis bLeiween the time that
ocrders were placed and the time that ourtificates were de-
livered.

In July, 1943 oversthe=countor sales began
in all chartered benks by special arrangesent with the
Department of Finance, This chanpe in procedu:e veant that
the public could now exchange cash or stamps for certificates
in one operation, Undoubtedly the service which han been
provided since the inauguration of spot sales hao stimulated
the sale of certificates. It s, of cowrss, alded to the
work of the banks. First, thc teller or accountant must
be interviewed and the order placed. Thon tho cash or
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stamps have to be checked, or if a cheque is preeented,

1te worth must be verified or appraised. The application
form must be completed carefully by the purchaser as the
particulars which it contains are transeribed to the cer~
tificate itself., This work is done on a typewriter by one
of the stenographers, as a rule, in order to ensure neatness
and accuracy. A duplicate of the certificate is later for-
warded to Otiawa to complete the records of the Department
of Finanoce.

Tor all this work the banks receive no compensation
whatsoever. It may be true to say that some new business 1is
acquired as a result of contacts made with the public which
did not exist before. But it is questionable whether any great
value can be attached to accounts secured in this way. There is
no doubt, however, that a certain amount of goodwill can be built
up by a branch bank if it offers courteous and prompt attention
to the requirements of purchasers of War Savinges Certificates,
regardless of the size of the transactions involved.

War Savings Stamps are also handled on an over=-
the=counter basis. Sales, however, require considerably

less time than the completion of orders for War Savings Cer-
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tifiocates, All tellers carry stamps in their cash and
sell them as they do excise stamps. Often a customer
can be induced to accept some of his change in the form
of stamps. It is evident,then, that the banks are in an
advantageous position to stimulate the sale of both cer-
tificates and stemps and in this way to contribute mater-
ially to the diversion of savings into the Government

treasury.

There is one noteworthysocial aspect to the
systematic saving program forced on the public by the
National War Finance Committee, acting on behalf of the
Government, and by the chartered banks, acting as propa=
ganda agents for the Committee., By the end of the war,
thousands of individuals who had never saved money before
will have accumulated a substantial reserve in the form of
Vietory Loan Bonds and War Savings Certificates. Whethsr
or not they proceed to realize on these securities and spend
the proceeds 18 not the point under consideration at the
moment. The important thing is that they have become
conditioned to the habit of saving,

Many will soon lose this habit, of course. But
thousands of others will have developed a new standard of

values, the consequences of which may have farereaching
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offects. They will have learned thet in time of prose
perity one should prepare for adversit,. The advantages

of saving have buen stressed meny times through the various
propagenda medis omployed by the Committee, with carefully
dramn conclusions as to the benefits to be derived in the

post war era,

The banks have always recognizod thwi & ¢ saving
habit, once aoquired and cultivated, cun bring‘good to
themselves as well as to the public. Bunk advertising has
tsken up the war saving thome an'! lme emphasised the virtue
of buying Vioctory Loan Bonds and Wer Savings Certificates now
to provide for the future. Holders of bonds will in due
course b-oome holders of cash when their securitice mature
or are sold and they will make good bank customors, Further,
rersons who are accustomed to saving during the war ears and
who continue to save after the war nlso make desirable clients.
They are valuable as depositors because thxy ¥now how to hold
on to money and as borrowers bacause they have a better sense
of the value of money than thoee who do not :nve.

It is not unreasonalle to surpose that if ecnouch
people are influenced Ly the saving habit post war booms and
depressione might be lessened in severity. Many econouists
bave written at great length on the virtues of controlling
the saving and epending of the community to accomplish
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thds end, Voluntary saving, if on e large vnough ascale,
night reduce the volume of spending in time of prosperity
and crects unsatisfied wants sufficient to induce an oute
flow of ascoumulated savings in tiame of depression. The
social consequences of such an aetion, if a concerted cne,
aight well be the mitigation of fluctuations in the volume
of unemployment in the country,

The prinoiple of saving in good times and spende
ing in bad is put int: practioce by the Government of Sweden
in noroel years, an exampls that might well be imitated by
all other countries. Taxation is retained at e reasonably
high level in periocds of proeperity when the proceeds are laid
aside and esrmaried to 0 spent in periods of depression. Vast
public work projeets are them browght into beiny, financed uy
this accumulation. Taxes are not expeoted to yield as mueh
in bad years and are often substantially lower in order to
lighten the buxden of taxpayers,

Such an over-all longerange budpet of saving
and spending might well be the model for individual planning,
If a sufficient number of people were to adopt it, the vole
untary eontrol of spending referred to above might brcome a
reality and a forceful influence in the country.
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CHAPTER VIX

Go SERV.

In addition to the expansion of normal banking
servioces to meet wartime requirements and the erextion of
special facilities to carry out Government business, the
chartered banks have provided several less oconspiocuous
services which pass almost unnoticed in a review of bank
opsrations. HNone of them brings in any revenue commensur-
ate with the responsibilities undertaken or with the faeil-
ities made available to the public and the Government.

The first of thess wartime services is proe
vided for the benefit of the Custodian of Enemy Property.
On September 5th, 1939 === five days before Ceznada declared
war on Germany == the mgv.ﬂatio-na Respecting Trading with
the Enemy® were brought into force by an ordere=ine=council
passed under the War Measures Act. These Regulations were
subsequently amended, being replaced by the "Consolidated
Regulations Respecting Trading with the Enemy (1939)" which
in turn have been altered on two oocasions. In brief, they
prescribe the conditions governing the disposition of enemy
property located in Canada on the outbreak of war and deal
also with related subjects.
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All eneny and enemy-cocupied territory was
brought within the scope of the Hegulations from time to

time. Prineipal offences ares~

(1)

(2)

(3

(4)

troding, attempting to trade, and
proposals or agreements to trade
with the enenmy}

dealing in the property of the enemy
for the purpose of ensbling him to
obtain money or credit thereong
aiding or abetting any persen,
whether resident in Canada or not,
to 80 deal in enemy property;
knowingly discharging any eneny debt,
promissory aote or bill of exchange,
or purchasing enesy currency.

Penalties for comnitting any of these offences are severe.

The Secretary of State is the Custodian of Faemy
Property and his de;artment is responsible for the enforcement
of the ban on trading with ensmy aliens and the necessary
sequestration of enemy property in Canada, Such :ronerty,
regaxrdlsss of whether or not it has been disclosed, is vested
in hin under the Regulations; he acquires all the rights
that the enemy himoelf had in the property, inoluding the
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form of dealing with such property in any manner thet he

sees fit.

Included in cnemy property are such items
as bank accountse, dividends and interest, insurance and
bequests payable to enemy aliens, It will now be apparent
why the close co=operation of the chartered banks was
necessary to ensure that the Regul.tlons were enforced
strictly and thet all available data concerning suspected
accounts were passed to the Custodian for such action as
he considered necessary. Since few financial transactions
take place in Canada without some reference to a chartered
bank at one point or another much valuable information has
been reported by bank clsrks while performing their routine
duties, There are many instances on record vhere it was
known to branch staffa thot certain names on the boocks of
the benk were fictitious and intended to mask questionable
financial operations. Prompt action by the Custodian followe
ing receipt of esuch advice often frustrated attempts to
violate the enemy treding re;ulations. Accounts conducted
by citizens of countries threcatened by Germany were watched
closely and appropriate action taken when the invasion of
these territories became a reality.

Prior to the cutbreak of war, and e¢ven 4n the
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first year of hostilities, many European banks sent
ssourities and cash to Canadian banks for safekeeping.
Sealed instrustions often accompanied such transferss
these were to be acted upon in the event that Germany
invaded the country of origin.

All these operations involved close liaison
with the Custodian of Enemy Property once hostilities had
actually cammenoced. Feports had to be submitted by the
chartered banks and investigations conducteds The thorouh=
ness in which the banks discharged their obligations resulted
in the Government being able to draw a tight net around all
enemy or suspected encmy financisl or trading operations
which might otherwise have hampered Cenada's war effort.

Early in the war years, the chartered banks made
it known that, a2z a contribution to the war effort and to
the welfare of those serving in the armed forces, they would
not collcet the usual exchange charges on funis transferred
from one oity or town to another. The DBank Act provides
that the banks may exact a c'arge of § of 1f, minimum 15
cents, on all cheques or otler items negotiated whioch are
drawn on points where they have branch officesj in the case
of points where they have no direct representation, they mey
exact a charge of 3 of 1%, minimumm 25 cents, To servicemen
who are moved about the country, sometimes at frequent ine
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tervals, this oonocession resulted in a real convenieace

and a substantial saving of money., It meant that they
could leave their principal account at the branch in their
hometown where they had elways done business and transfer
funds from time to time to temporary accounts elsewhere
without charge. This convenience has been utilized quite
extensively. Most servicemen have some financial commit-
ments in their hometown. To be able to draw cheques on a
local account when making various peyments which come due
has facilitated the personal business of thousands of sailors,
soldiers and airmen. Normally, they would have been obliged
to purchase post office money orders or bank drafts to make

such remittances with the added cost of exchange charges.

The banks have gone even further to meke it easy
for servicemen to carry on their personal affairs. All
accounts, whether current or savings, have been operated
without cost to the depositors. Under ordinary circumstances
these accounts would bring in an appreciable amount of revenue
to the banks since most of them are made up of small balancesj
withdrawals are numerous and, to place them on a profitable
basis, the banks would normally collect a monthly service
charges By walving this charge, the banks are saving service-
men many dollars each month. It 1s reasonable to suppose,
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however, that these concessions to the men and women of

the armed forees will, in the long run, pay dividends to
the benks in the form of goodwill and, at a later date,

bring them business of a more profitable nature.

Both servicemsn and their dependents call on
the banks to cash their monthly or semi=monthly pay and
allowance cheques. To the average person this may seem to
be all in the day's work for & branch bank, but it must
not be forgotien that the volume of these cheques has in-
ereased by scores of thousands since the first year of the
war, The banks virtually ast as paymasters for many thous-
ands of service personnel who are not paid in cash, Their‘
deperdents ere paid by cheque only, requiring a viait to
their local branch once & menth. Workers in war factories
who are paid by cheque have alse contributed substantially
to the volume of items handled each month by the banks. As
pointed out in Chapter IX, this additional burden has been
oarried with staffs considerably less experienced than in

peacstine,

Many branch banks ha'o been opened since the
outbreak of war at military camps end eir force establishments
with the sole objeot of providing banking facilities at isge

olated points which would not otherwise exist. Branches
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of this tyre Mave little, if any chance, of ope.ating at
e profit, Examples are The Royal Bank of Canada's branches
at Goose Bay, labrador and Oander, Newfoundland,

Conslderable assistance has been rendered the
Canadian Red Crosa Society, the Canadian Legion ¥ar “ervices,
Incorporated, the Over<Seas league (Canada) Tobacco and
Hamper Fund, the Greek War Relief Campaign end similar wartime
benefit arganisations in colleoting funds and transferring them
to local branches or to regionul offices, togelher with lists
of subsaribers. All branch banks rece ve and transfer sube
sariptions without charge, They have contributed to the suce
cess of these campaigns alio by making substantial donations
fron head office funds and by displaying posters prominently
in dranches in order to stimulate public interest,

In order to encourage the public to k.ep their
Vietory Loan Bonds and War Savings Certificates and not to
convert them into cash tho banks have advertised special low
rates for safekeeping servicoe. For a very nominal amount they
undertake to place in their wvaults all bonds and certificates
deposited with them., Coupons arv olipped from the bonds as
they come due and the proceeds are deposited Lo the customers'
deposit accounts, Safekeeplng service had to be expanded fure
ther when a shortage of individual safety deposit boxes de=
veloped in most cities and towns, Advantage could have been
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teken of the inoreased demand by collecting the full rates
for this service had it not been for the decision which the
banks made t0 co-gperate closely with the Government in all
fields related to the war effort.

The Governnent depends upon the banks for much
of its information concerning personal incomes. ~hen coupons
aggregating §3 or more, clipped from Dominion of Canada bonds,
are cashed at a branch the owner or his agent must sign one
of the Government's income declamtion/f;f rr}wsh:l.cl-x he must dis-
close the true ownership of the bond or bonda. These forms
are collected by the branches and forwarded to the appropriate
Governnment, authorities at regular intervals, In this way a
check 13 made of personal income which might not be rewvcaled
on the annual income tax returns, The importance of this
sowroe of informition has increased greatly since 1939 with
the huge expansion of Government hionde in the hands of the
public, This development has lilewlse given the banks much
additional work, thoussnds of declaration forms being collected

by some branches in an average month.

One of the measures adopted by the Wartime Prices
and Trade Board to keep the cost of living from rising has
been the introduction of subsidies paild to producers of ceritain
essential commodities which enter into the cost of living,
Subsidies have been paild, as a rule, where it no longer appeared
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possible to meet the problem of rising costs by further
economies in the cost of production and distribution.
They have also been used to stimulate production while
preventing an incroase in wholesale and retail prices.
Examples of subsidies of this type are those paid on vare
ious dairy products, notably milk.

Towards the close of 1942 it became spparent
40 the Board that the cost of living was moving upward
again, In order %o prevent a further rise it was decided
to reduce the price of certain widely used foodstuffs by
the paymant of subsidies, vis., milk, oranges, tes and
coffee. In the case of milk a subsiiy of two cents per
quart was authorised. By agreement with the Commodity
Prices Stabilisation Corporation Limited the chartered
banks undertook on Janusry lst, 1943 to make payment of the
subsidy through their branches. This procedure provided
vhe Governmment with a simple and effective mothodl of die-
tributing the subsidy at a very small cost. Vouchers are
issued to milk producers who present them to their local
bank for redemptiocn. The bank in turn is reimbursed by
the Commodity Prices Stabilizetion Corporation Limited.

Pinally, the Lanks have made a major contribution
to the war effort by lending trained perscnnel to the various
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Covernpent wartime agencies such as the Ferei n Rxeluage
Con.rol Poard, the Nartime Prices and Tradc Board, ¢ic.
The asoquizitien of expurienced bank officers lss expadited

nuch of the Governmwnt's wartlue business.
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The profite earncd by the chwrtered buanks
have often been the target of much criticisme Sox Limes
the allegations made have been well foundedj othor tiucs
they have been fantastics most times they hawve been nmde
with an incomplete knowledge of £ll the factese The
criticiom of recent yoars hus been besod, in -art, on the
dividend policies of the banks durin; the late ‘twenties
and early 'thirties and tho fact that no substantisl re=
ductions appeared to bo necessary in the depression years.

It 18 true thet as late &s 1931 the Bank of
Hova Scotia, for excmnle, made a distribution at the
rate of 16% per anmum whilse tvo other banks contined to
pay dividends of 12% plus a bonus of 2%, This citustion
was drawn to the attention of the nembers of the Royal
Commission on Bankin; and Currency in 1933. Figures were
submitted by the Canadien Baunkers' Association vhich sum=
marized the trend of divided and undivided p:.ofite during

the previous ien yuars, as followss~
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Bank Profits and Dividends
1923 = 1932
(aillions of dollars)
Average Paid Up Capital 123.6
Average Reserve Fund 137.4
Aversge Undivided Profits 7.1
Average Shareholders'! Investoent 268.1

e

Average Het Annual Profit Available for Dividends 17.1
Average Net Annual FProfit Distributed as Dividends 15.9

In the first place, it must bo pointed ocut thet
the reserve funds which have been accumlated curing the
years are considered part of the sharehcldera’ investnentsy
they are made up of both surplus profits and o cash received
froa shareholders as premiuns on new issues of capital stock,
In the case of the above fisure , 42% of the accumulation was
derived from premiums while only 34% care from surplus nroflts.
The balance, 24%, was acquired t'rough the purchase of assets
of other banks,

The average net annual profit distri'uted as
dividends in the period under review was only 5.9% por annum
of the average shareholders' investment. To the public, however,

this appeared as 12.8f of the average paid up capital which is
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misleading and confusing to those not in possossion of

tho actual facts, Bank dividends, following the usual
practioce, are declared as a percenta e of the paid up
capital. The Royal Commission did not commit itself as

t0 whetber or not the banks had earned reasonuble profits
during the previous decade but it Aid polint out that at tiat
time shareholders were subject to the double liatility olause
in the Bank Act in the cvent of a fzilure to moet note and
depoeit obligations. Presumably this entitled them to a
higher return on their investrent, but for all practical pure
poses the risk has been mgl_igible since the collapse of

the Home Bank in 1923,

The decline in bdank eernings which featured the
fthirties was attributable to two factors. First of these
was the reduction in loans, art of a general decline in
assets, alroady described in Chapter IIl. Second, and equally
important, was the progressive rcduction in interest rates
stimlated by the Governmentts easy money policy. To
counteract this development as far as posaible the banks cut
their dividend mrates, closed a number of unprofitable branches
and reduced the rate of interest paid on derosits. Pinally,
operating charges on deposit accounts were incressed and a
nunber of services which had previously been performed without
charge were now placed on a regular tariff besis.
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The war years bave brought certain changes
in bank profits as indicated in the following table,
based on figures published in the Canada Year Book.

Bank Profite and Dividends

o~ o — A

Year Net Profits Average
(millions of dollars) Dividend Rate

1938 16.0 8.9%
1939 6.5 8.9%
1940 16.4 8.9%
1941 16.4 8.9%
1942 15.7 8.0%
1943 15.3 7.2%
X estimated

Pirst there is noted the improvement in net
profits in the early years of the war consequent on the
rapid expansion in business activity. Taxes had not then
increased at a rate sufficient to absorb all surplus profits
and operating expenses were only moderately greater. During
this period dividend distributions were maintained at an
average rate of 8.9%. By 1942, however, despite the growth
in total assets, the size of the banks' holdings of Governe
ment securities together with higher taxes resulted in a
reduction of net profits which was accompanied by a cut in
dividend rates. As was illustrated in Chapter III, the war

has brought an increase in the proportion of bank assets on
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which earnings are lowest === Government ecurities --

and a reduction in the proportion on which earnings are
highest === loans., While this serves to improve the liquid
position of the banks it has the effect of reducing their
earning power, despite an over=all increase in the toual of
assets held,

The interest rate on all Government borrowings
averages only 2.6% today compared with 5.1% at the end of
the first Great War. In discussing the low return on the
bank's portfolio, Mr. Ge W. Srinney, president of the Bank
of Montreal, told the 1943 annual meeting of the shareholders
that it yielded only slightly more than 3%, without making
any allowance for operating expenses, taxes, etc. The
reason for this statement is clear when it is realized that
the average yleld of treasury bills in that year was l.5% and
that of deposit certificates only € of 1%. For every dollar
of Dominion and provincial taxes which the Bank of Montreal
paid in 1930, it had to remit $4 in 1943. The same comparison
i3 true in the case of the other chartered banks,

The combined taxes, Dominion and municipal, of
all the banks reached the sum of $15 million in that year,
a substantial contribution to the war chest of the country and

to the welfare of the municipalities served by the banks,
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This large amount was oollected in part as a result of
the sharp inoreass in the Ex.ess Profits Tax which went,
into effect in 1942. Under the terms of the tax as re-
vised many of the banks were compelled to reduce their
dividend ratesj a oeiling was placed on the amount of
profits which could be distributed to shareholders.

With reference to the taxation of banks, the
Canedian Bankers'! Association appeared before the Royal
Commission on Dominicn = Provincial Relations in 1938 with
seversl concrete suggestions which are worthy of pessing
attention. First, the Association arpued, if there is to
be & redistribution of revenue between the Dominion Gov-
ernment and the governments of the provinces, the taxation
of the chartered banks should be centralized in the Dominion
since their operations extend throughout the length and
breadth of the country. Meanwhile, the Asrzociation recom=
mended that there should be e uniform method of imposing
mmicipal taxes. It was pointed out that different mun-
ioipalities in the same province often have different powers
te tax banks. A tax on assessed values was suggosied as the
most desirable basis for mmicipel taxation. Finally, it
was pointed cut that the most logical tax of all on banke
would be one on the volume of business transacted.

Taxes formed only one of the large items making
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up bank expenses in 1943, Payrolls aggreguted $41 million
and interest paid on deposits $22 million. These fijures,
added to tawes of 15 million, meant that 878 million hed

$0 be paid out before any dividends could be distributed to
shareholders. At present rates, these dividends aggregate
sbout $9.6 million per year, an averayge rate of 7.2% on the
par valus of the paid up capital of the banks., However, in
terms of the shareholders! investment === paid up capital
plus reserve funds plus undivided profits == i~ average
yisld of these dividends is only 3.3%. On the bhesis of the
above figures, the shareholders of the banks received only
§1 for every $8.12 wh.ch wmas distributed in salaries, wages,
taxes and interest. There are, of course, other charges
vhich must also be met, These include overhead expenses such
as statiomery, printing, light, heat, water, ful and rents
omtributions to pension funds and to group insurance paliciess
sontributions to unamploymsnt insurssce prexiums, approprias=
tiems for depreciation of property; provision for bad and
dewbtful dedts.

While taxes bave absorbed much of the anks! ine
orease in gross profits during the war years, operating costs
generally have been higher. Wartime regulations compelled the
benks, in common with other business organizations, to pay
coat of living benuses whieh subsequantly were morged with
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salariss. Many banks have peid allowances to personnel

on active serviee and have iept their pension funi cone
tributions and group insurance premiums up to date for
them, Staff engaged to take their plsces have had to

be paid, often at rates higher than would normally be the
ocass. As pointed out in Chapter IX, the banks have had o0
exploy many hundreds of clerks in excess of their normal
peacetime requirements. Unemployment insuranoce, which came
into foree an July lst, 1941, introduced & new ites of
expenss. For actuarial reasons, a number of the banks lmve
bolstered their pension finds by increasing the annue) ape
propriations. A recent amendment to the Income Tax Act made

this possibls,

It is not improbable that after the war many holders
of Government bonds mmy wish to convert them into cash in
order to meke long-delayed purcheser. If the sale of thees
securities should reach large proportions the chartered benks
might be obliged to join the Bank of Canada in supporting the
mariket by purchasing all bends offered. Such & policy, if
extended over any great period of time, might have the effect
of further increasing the proportion of bank assets invested
in Goveraxent bonds. A decline in the ratio of earnings to
total asscts would inevitably follow.
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If, added to this development, opersting costs
should eontinue %o rise, the banks might be foreced to hLiolzter
their inceme by lowering; the vate of interest peid on tine
deposite, o Wy inoreasing servios charges. The alternative
vould be t0 reduce salaries and dividends, a step which would
be talmn with great reluctance and not without consideratle
oppoaition. Bank perscoamel have, on the whole, bettered
thesselves finansially during the war years, the shortage
of manpower having compslled the chartered banke to offer
nove attrective rates of remumeration, Shereholders are
of vhe opinion that thsy have not benefited in any way from
the growth in earnings brought on by the war, The return on
their inwestment has beon cut several times sinoce 1941 ani
they would undoubtedly resist eny movemcnt to reduce it
further,

The future of bank prefits, then, is not as olearly
defined as would appear on the surfaco. I 18 true, of course,
that with the gredual dissprearence of the chertered bank note
{ssue the dowdle liability of the shareholders bocomss of no
$sportance whatsoever., This might be used as en argwsent in
favour of lowsr dividend rates., However, whon it is realized
that they lmave dropped from a ran.e of 9% « 16% in 1930 to a
rangs of 55 = 108 4n 1944 4t mwt be admitted that bank divide
enls have been sdjusted fairly well to the ohanged conditions
of reeent yeurs.
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I¢ has never been customary for the Minister
of Finance to make pdlic detailed information of the profits
of the chartered banks. FHowever, in responsc to rressure from
msmbors of Parliament in the 1944 session the Minister tabled
for inclusion in Hansayd a summary of the average current op=-
erating earaings and expenses during the fourteen-year neriod
1929=1943 ant also for the year 1943, These fi,ures, which
are reproduced below, are noteworthy in several r«spects,

Statement of Current gmtg Farninzs and Expenses

All Ten Chartered Average of Financial Financial
Banks Years Year
1929 - 1943 1943

(mdllions of dollars)

s

Interest and discount on loans 775 60.6

Interst, dividends and treding
profits on securities 35.0 48.7

Exchange, commissions, servioce
charges, eoteo. 2642 35.2
Total Current Operating Earnings 138.7 b5
. WP xoo 2!605
Remuneration to employees 425 49.7
Provision for taxes 10.5 15.9
Contributions to pension funds 1.5 2.1
Depreciation for bank premises .8 23
Other operating expenses 20.0 20.4

Total Current Omerating Exnenses 12,3 114.9
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The first podnt worthy of .ention is the exitent
to which the chareoter of benk earnin s hes changed during
the last few years, This beocomss evideant if the 1943 fi. uxres
are taken as & sample and are contrasted with Llw avera,e for
1929 « 1943. In tho latter period, carnings from loans :nde
up well over half of aggregete earnings compured with sube
stantially less than half of the totel in 1943. On the
other hand, earnings from securities assumed a much more
important relative position in that year than formerly. This
new relationship reflects clearly the fundamentsal clange which
has taken nlace in the charscter of bank assets. The extent
to which the benks have had to augnent income from asaseis
by various commissions, service charges, etc., 1s clearly
shown in the figures of the table,

Exrenses have likewise undergone a modification
in character. The substantisl decline in interest paid on
deposits reflecte the progressive fzll in rates which commenced
in 1933, Prior to that year, sll the chartered benks allowed
interest at the rate of 3% per annun on time deposits, cale
culated on the minimm monthly balance of the customer, On
Hay 1st, 1933 the rete was cut to 23% and on Hovenber lst,
1934 from 2% to 2%. Following the opening of the Bank of
Canada in Herch, 1935 and the intensification of the Governe
ment's easy money policy, the chertered banks lowered the rate
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of interest paid on coxmercial deposits on June lst of

that year from 2% to 1§ (1% if left with the banks in

the form of deposit receipts for periods exceeding 90 days).
The rate of 2 was maintained in the case of depositas of
individuals and religious and cheritable institutions,

On January 1st, 1936 the rate was roduced to
¢ of 1% in the cass of cormercial deposits wshile the rate
applieables to Individusls end reli:lous and charitable
institutions was cut to 4%, Thers has been no furthsr de=
cline but & slight modification in the method of caloulae
ting interest was made om lMarch ls:, 1939, After that date
the minimm qoarterly balance became the basis instead of
the minimm monthly bala .ce, the effect of which was to
reduce moderutely ths amount of interest neid to depositers.

The Montreal City and District Zavings Pank as
well as the Calsse A'Eoonomie de Notre Name de Quebec follow-
od the same procedure, but the maximm rate which they raid
on deposits di4 not fell below 2%, The Tost Office Savings
Bank took a similar course in handling the interest ;roblem,

Retwrning to the profits of the chartercd banis
it 418 not surprioing to find thmt the 1943 salary bill was
substantially over the 1929-1943 average for reasons dis-
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cussed elsewiere in the Chapter, The expanded ap-
propriation for taxes alao needs no further ocomment.

Soms of the members of the House of Corwmone
Standing Committee on Banking and Cosmerce, in examining
the provisions of the 1944 Bank Act, took exception to
the fact that the chartered banks are able to transfer
substantial amounts of profites to contingency reserves
without disclosing the sums involved. The nractice of
sestting up such reserves is very old; they are intended
to constitute a second line of defence in the event that
the benks are cclled upon to meet unforseen losses of
eonsiderable sise, The first line is, of course, the
oxdinary reserves which are acoumulated out of profits,
the amounts of whigh are revealed in published statements.

The president of the Bank of Montreal, ir. G.
. 8 o summed up the attitude of the chartered banks
on this subject when he spoke to the anmual meeting of
shareholders on December 4th, 1944. "The custom of adding
to thes inner or contingent reserves of a bank during the
yoars when it 1s poseible %0 d0 80 .... 18 one which the
test of experience in all countriss has proven to be the
only safe policy to proteet the interests of depositors ....
o bank can maintain a proper continuity of eervice to the
public without making losses, nor cen & bank be operated
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prudently without reserves to meet such losses .....Reserves
are the principal means by which the banks provide for une
foreseen losses and average their losses over good and bad
yoars. The Bank of Moutreal has followed the practice of
setting up such reserves and it is doubtful if we could have
weathered all the storms of the past 127 pears, and continued
throughout to play our part in serving the community, if the
manegenent in good times had not prudently set aside reusonalle
sums to meet the inevitable changes in businsss conditions and
the effect of such changes upen the velus of the Bank's sasscts.”

The oriticisms of the House of Commons Committee
were in faoct threefold., First, it was claimed that the banks,
being public eorporations, should disclose all profits and
their true financial position in the annual published state-
ments. Jecond, the charge wes made that by transferring sur-
rlus profite to inner or centingent reserves the banka were able
to avoid the peyuwent of income and excess profites taxes on their
total net earnmings., Finally, the opinion was expressed that
t ese surplus profits could be distributed as dividends in
later years when the actunl net earnings of the banks would not
Justify such a distribution,

It 15 a well known and generally aocepted view that
the foundation of the banking system is public confidence. This
confidence, however, can easily be impaired if a sudden contracte
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ion in either the reported net profits or the published
reserve positions of the chartered benk: . should take place.
It 1s, therefore, deemed advisable in the interests of
depositors and shareholders as well as the ,eneral public
not to disclose the amounts transferred to inner reserves or
the actual aggregnte of such reserves. By so dolng, the
banks are free to stabilize their reported net profits and

draw on inner reserves when necessary.

Further, sinoce provision for anticipated losses
must be considered as/’iegitimte expense of carrying on
business, the banks are entitled to deduct such amounts from
their taxable income. The question arises, howecver, as to
what msy be considered reasonable anticipated losses. The
Minister of Finance, discussing the question befare the
House Committee on June 6th, 1944, declered that in hie jud-
gment and the judgment of his advisers, the eppropriations
made tc' the reserves of two, or possibly three banks at the
end of the year 1943 may have represented an undue degree
of conservatism. However, the Minister pointed out that
*our view of what is reasonable is only a matter of judgment
a8 no rule of thumb can Le applied to determine the value of
bank assets which vary greatly in character and Aiversifiostion ..
os® He added that after a further examination to determine
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the exnot amount of the excess in each case he would be
obliged to advise the Minister of National Revenue of
the addition which in his opinion should be rade to the
net income of the banks concernsd for the purpose of
taxation.

While it cannot be denied that inner reserves
do provide a convenient repository for swrplus profits which
might otherwise be subject t.0 incomc and excesz profits
taxss, the fact must be recalled tlwt the chartered banka
went through a difficult period in the early ‘thirties which
was characterised by a sharp curtailment in earnings and by
s growing volume of actual and potential losses in loans.
The severe contraction in production and employment and con=-
sequent decline in corporation and personal incomes had serious
reprecussions on the ability of the public to repay bank ad-
vances, Reserve funds, both published and hidden, were drawn
on heavily in those yeara. Many of the banks are now having
their first oppertunity to replenish thess depleted funds,
Others are anxious to0 make all posaibls provision for any post
war depression in business sctivity which may arise.

In retrespect, it must, be admitted thut the
Canadian banking system has steod .he trials of the interewar
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period without undus strain while south of the intere
national border thousands of banks were forced to close
their doors at the first si;n of panie in the Ore ¢ No-
pression.

Mith the object of presenting detailed informa-
tion to the Minister of Finance so that he may &ssess more
readily the amount of taxable profits of the chartered
banks, Secion 53 of the Bank Act was amended in 1944. It
now provides that all banks must submit a statement to the
Minister each year, giving full particulars of current
opsrating earnings and expenses together with other sup =
lomsntary informetion. This amendrent will undoubtedly
have the effect of makiny the banks morc cautious in es-
timating their probable future losses and in planning
transfers to inner reserves, A swwary of the £i ures
called for iz required to be pullished in the Casmla Gezetie
and to0 be tabled in Parlizament.

As to the future gourse of bank cexrnin;s and net
profits it is reasomable to surmisr that they will reflect the
degres of buvineass aoctivity in the post war years. If the
plans of the Government are susoessful in mainteining a volume
of emplcymesnt adequate to sustain the national income at &
high lsvel the banks will share in thes accompanyin: rrosnerity.
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Barnings will rise as commereial borrowings are stimulated
by the restorstion of pease=time produstion and by the
termination of Governmmwnt finansing of industry, Het profits
of the banks will also be greater with the ligitening of the
tax burden,

Bank s tocks reflect the prospect of an early
improvement in net earnings, Early in 1945, priees had moved
up {rom two to seven points above the lowest figures reached
in 1944. At cwrent dividend rates and market prices, bank
stocks yield between 3.3% and 4.2%,

Bank shareholders nui:er over 51,190 of whom
about two thirds comprise wowen, retired people and executcrs
or trustess of estatea, Practiceally every occupation is re-
presented, about 260 being definitely ascerizined, Contrary
to popular belief, ihe average holding of bank stock is not
large, averaging only 28 shares., Over 70%f of oll shareholders
reside in Canada. With the 2plitting of shares on the basie of
ten far one, introduced in the 1944 revision of the Bank Act,
bank stook will undoubtedly be more widely distributed than
ever befare, Shares will permeate to the lowliest msmber of
the commmity who has saved a few dollars end seeks to inveat
them in a pound dividendepmying stock.

This soclalization of bank stock, a new development,
may have e widespread effect on public opinion if at sone
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future date a socialist government should be olected.
Sufficient opposition mi;ht develop to negative all
attempts to nationmalise the banking system, ane of the
avowed objectives of sccialist parties. The extent to
which this would benefit or hinder Canada's cconomic proe-
gress is considered in Chapter XII.



EBarlier in this book it was pointed out that
at the outbreak of war the chartercd banks were operating
over 3,300 branches in Canada, two-thirds of which were
located in the provinces of Quebss and Ontario. The
following table, extracted from the Canada Year Book,gives
the distribution in 1938 cempered with that in 1943.

Branches of Chartered Banks in Canada

e o v o e e Pty ke e e o e £ 1 Ao Bl AR . el 5 1 el et e e At £ s e

Provineoe 1938 1943
Prince Edward Island 27 23
NHova Scotia 134 126
New Frunswick 98 93
Quebeo 1,078 1,041
Ontarie 1,210 1,092
Manitobe 164 18
Saskatchewan 246 213
Alberts 180 163
Britizh Columbia 190 180
Yukont and N.%.T. 5 5

Total 3,3 3,084

The contraction in the number of branches coumenced
in the early ‘thirties when the general decline in business
activity began to interfere sericusly with the volume of baik

profits, Normally, branches are operated on a self-accounting
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basis. Sems imd always been rum at a loss but had not
been closed in oxder to maintain the goodwill of the
ocommmity or to furnish banking services which would not
otherwise exist, Others shich had formerly reported a
smll annuel profit became unprofitable with ths decline
in agpregate loans and deposits. In 1930 there were

45083 branches in Canada but by 1938 over 700 of these

had bteen closed. This movewent took place at a time when
emplayment opportunities in all fields were limited. 4
job in & chartered benk had become as difficult to obtain
as an appointment on the Board of Directors. However, very
few employees were retired and the losvel of bank employwment
was fairly well stakilizéd.

The olosing of branches during this period was
not earriad out on an arbitrary basis. The nceds of the
comnmitiss affected wore considered and wiwre it was ex-
pedient and possitle to do so two or more banks exchanged
businesses by elosing offices at competitive points. In
this wey many szmall towns which had been served by two or
three branches, nons of which was on & paying brsis, cone
tinued to enjoy full banking facilities provided now by one
or two offices, iunstead of two or three, The conmolidation
of businecses usually resulted in the branches of the banks
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entering such an arrungement being placed on a profiteble
basis instead of both being operated at a loss,.

During the war years the same moveront was
carried on but the motive which insrired it had now chenged,
In the 'thirties it was & question only of dollars and cents
whether or not a branch should remain open. After 1939 the
deciding factor was one of manpower, alﬁhough some offices
were closed because they had becowme unprofiteble as the
regult of war conditions. It was found to le impossible
to find adequate personnel for all branches in the face of
enlistments 4in the armed forces and retirements to war in-
dustries offering greater monetary rewerd, Further, the
Wartime Prices and Trude Board encoursged the consolidation
of branches and Hational Selective Service declined to grant
the chartered banks any priority in secwring staff replace~
ments, In faet, durin; the first four years of the war,
the banks were, as a general ruls, not even grantod any ex-
emptions ar deforments from military service.

By the end of 1944 more than 8,700 bank employees,
inelunding over 500 women, had left to serve in the armed
forees at homs and abroad. To £11l their places reny new
esployess, chiefly of the female sex, hed to be trained at a
time when the volume of day to day transactions had grown to
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umusual proportions. To begin with, the number of chegues
and deposits bandlsd each day hud recched record figures,
Honbars of the armed forows, their dependents, faotory
vorkers and the ;cneral publiec were operating more bank
accounts, cashing more cheques and making more depoaitis
than evor before. The mmber of Governmment che uoz pald
and cleared daily forced many branches to divert a large
oumber of clerks t0 the exclusive task of handling thesze
itens.

As each new Vigtory loan aided to ths pudblic's
heldin s of Government bonis ths volums of coupons pregented
for payment incressed encrmously. (Coupons are peyabie at
ell btranches of (he chartered banks on and after their dus
dates.) Bank tellers had never Luen called or before to
negotiate so many of these items, Each Victory Loan eamp=
aign further inereased the strain, the mle and delivery of
bonds sdding many how's to the day's work.

Most importent of the wartime dutles assigned to
the chartered banks was the administration of the Government's
Poreign Exchange Control Rogulations. Esployeea, both new snd old,
had to learn the wnderlying prineciples of exchange control in order
to be able to explein their operation to the public. The smount
af rautine’involmd in completing forms and making returns
to the Porsign Exchange Control Boerd absorbed many addicionsl
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mn-hours, The introduction of ration ocupon danking in
1943 sccentmated the difficulty of finding adequate persone
nel t0 handle the inoreased volume of work brought on by
wartime conditions.

Not only were senior bank officers fully engaged
in coping with this increese but they were also expected to
take & close interest in supervising the training of all new
clerks., This responsibility was mads more cnerous by a high
rate of turnover ameng recently engaged personnel. To alleviate
the pressure as much as possible, meny bank officers who had
reached the age of reiirement were retained in their posts
and othars who had already retired on peasion were irwvited to
return to the banks for the duration of the war,

The outstanding chenge which has talen place during
the war years in tha perscnnsl situation is the preponderance

of women in positions formerly held Ly men., More than 60% of
the staffs of the banks is now made up of wosmn compared with
less than 22% before the war. Many of them have had to £ill
positicas, after a very trief apprenticeship, which in normal
times would require five or more years of troaining and seniorw
ity. In most cames they have been enganged on a temporary basis
with the understanding that they i<y 1e called on to retire
after the war.
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Many wousn who have displayed umusual wbillty
o initiative will be retained, but the banke lave declared
their intention of offering all emplaoyees who reciurn from
astive service positions similar %o ;r better thun they
£filled at the time of their enlistment. Tie ilmplomentation
of this policy will neceasitate discontimiilng the services
of several thousands of women, & number of shom were married
before the war, Presumably most of the latter will return
t0 the damestic dutisz which they relinquished on entering
the banks as will a number of othors who were married during
the war years.

If the firat Great War set & recedent, it can bte
assumed that & large number of bank employees will not choose
to return to their former jobe., In the present wer, in
particular, many men have been given technical and other traine
ing which will fit them for eaployment in flelds remote from
banking, Others will wish to remain in the permanent armed
foroes of Canada which, according to present Governwent poliocy,
will bs mmintained on a greater scmls than before the war.
Finally, there will be a mumber of young men who will wish to
lameh out on their own initiative, either with or without
edequate financial bmaking.

The Govermuent offers some encouragement 1.0 those
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with these ambitions. In tiw last days of the 1944 session
Parliament passed the War Service Grants Act. This Act,
besides providing a generous retirement gratuity to person~
nel of the armed forces who have served voluntari’y, authore
ises the paywent of a re-establishnent aredit of a similar
w. The latter may be used for e number of purposes,
including working capital for a business or profession, or
for the purchase of tools, instruments or equipment for a
trade, business or profession, Other rehabilitution schemes
of the Government provide for free vocatlonal training or
university education with meint<nance yrants based on the
mmber of dependents of the applicant., These features of
the Government's scheme will undoubtedly induce some young
men who misht otherwise return to the employ of the banks to
g0 into businesa for themselves or to teke advantage of the

Wty to complete their education.

It 18 not easy to forecast the employment aitua~
tion of the benks after the war. One thing is ocertain, howeve:.
Of the 18,700 women who were numbered among the 31,000 bank
employees in 1944 a large percentage will retire voluntarily
or will bs r uested to terminate their employment. The
aggregate mumber of positions available will decline sharply
following the withdrawal of wartime restrictions, such ag
ration coupon banking and forei n exchange control, and with
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ths replacexent of women Ly men. On the other hand, a
post war boom in industry and commerce might offset thie
decline to a certain extent.

The young men who do return to their former
posts will be attracted by the special features which bank
employment offers, vis., security, annual holidaye with nay,
sick leave with pay, retirement vensions on a generous scale,
group insurance at reassonable premium rates providing life,
aceident and sickness yrotection, and an ex ellent general
business training.

The security factor in bank employmont will bee
come increasingly important in the post war period when the
world will be much more security conscious than at present.
Unemployment insurance, which came into effect in Canada
on July lst, 1941, is only part of a comprehensive social
security system planned for the future. The movement is
world wide. Greet Britain snd the United States ~re already
meking nlane to enlarge their schemes which today are more
comprehensive then enything Canada can offer, Ilowever perfect
these measures may appear to be some anomalies arise from
time to time bringing injustice to certain classes of neople.
One of these is the rigid application of the Unemployment
Insurance Act to bank employess who earn the sum of 32,400
or less per year,
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Bank employment undoubtedly removes three
great fears which face the average worker, unemployment
when business is slack, unempleyment as a result of illness
or soms othor physical disability, and unemploymen: in old
age. Unemployment insurance end old age pensions relieve
these fears in pert only. Bank employees are discharged
only when there is ample evidence of dishonesty, inefficlency
or gross negligencej they nsed never worry thut they will
lose their jobs merely because bank loans have fallen off
or the volume of depoaits has declined.

There is no such thing as a pool of unemployed
bankers and hence no need for unemployment insurance. This
fact was dexonstrated clearly in e brief submitted to &
special coomittes of the House of Uomssons on Unemployment
Insurance by the President of the Canadien Banker's Associse
tion in July, 1940. PFigures were cited to show that the
mmber of persons relessed from bank employment in 1937 wes
only 0.84% of the mmber to whom the Unemploywent Insurance
Aot would applys in 1938 it was 1.65% an? in 1939 only 1,33%.
The general policy followed by the banks has been to retain
at all times staffs adequate to take care of peak demands
including the vacation season, The number of ren actually
rolensed from employwent in an average ywar is remarkably
amll,
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There ave severul reasons for this condition,
In the first place, a careful selection is made of all
applicants for bdank pesitions., Eduoational qualifications
are important and initiative, zood appearance and ‘ntele

ligence are characteristios sought after. Every young ran
who enters the servioces of a bank receives a careful training

over a veriod of three or four years which virtually amounis
10 an apprenticeskip. During that tims the benk endeavours
t0 asoertain whether he has ths qualities and necessary ene
thusiasm to make a success of a banking carear. If not, he
18 told that he will likely be more successful in another
field. Usually he has a few weeks or months in which to find
some other employment during which time he continues to
veceive i3 bank salary. Or he may be granted a gratuity to
tide him over the interval between one job and another. In
1939, for cxample, the banks released only 270 of a total of
20,156 employees. All received substantially more from the
ptanks than they would have been peid under the provisions of
the Unemployment Insurance Act 4f it had been in force in
that year,

As mentioned above, the banks provide an intensiv:
training which makes 18 oomparatively easy for a young men to
secure emplaoyment in & variety of businesses 1f he doas not
meke the grede in banking., A branch manager cannot be hired
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in the erdimary labour marke$; he must be carefully
trained from his earliest years in the bank, At the

age of 60 (65 in a few cases) a banker can look forward
o retiring on & pension which will provide him with a
ocomfortable incomes for the rest of hi: days. (In 1945
the averuge pension being paid was §2,189,) His depend-
ents ere proteoted also, whether or not he lives to the
retiremsnt sge, This is a feature of bank pension schemes
which 13 not often given due consideration.

Ponsions granted to depenent wives and children
sake it wnecessary to carry heavy life Ainsurance in the
case of the average employee. 7This i3 a saving which is
difficult to reckon in dollars and cents but which is sub-
stantial neverthelesa. If an employee takes 111 or suffers
some physical injury his salary will be continued in full
for many months, and in pert for many more months until he
18 able to return to his post, In addition, he has the
protection of group ascident and siockness insurance, in the
case of some banks, and group life insurance at exception-
ally low retes, in the case of most of them. The premiums
on these policies are subsidised generously by the banks in
crder to meke thelm available to sveryone on their atuff,

An anmual vaoation of at least two weeks with
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full pay (three wecks after a certain number of years®
servios) helps to keep all employees in good health snd
£1% them for their tesks which have become considerably
more arduous since 1939. loans are provided at special
rates of interest to assist emplayees to discharge some
unforesesn obligation such as an illness, a conoession
which is not always fully appreciated,

All told, the banke offer the utmost in
stability of employment and assurance of a steady incoue
during the lifetime of Lheir employees and their families.
It remains to be seen, then, why the Government thought it
advisable to inelude this group of workers in the generel
unespugyuent insurance schems, The Cansdian Bankers!'
Association pointed out that such & plan would place a
burden on bank employees out of all proportion to the
bensfits which might accrue to them under the most adverse
circumstances., Attention was dram %o the position of
British bankers who are covered by a special insurance
scheme forming part of the genersl unemployment mmo
program; under this arrangement they are considered to bs
in a preferred category and pey lower promiums. The
Association's submission to the House of Coumons committese
conclnded by recommending that banlers be excepted from any
gsnexal plan, or 4f this was not found posaible, that they
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be included in a spacial plan as in England, or that
soms fair and reasomable 1imit be placed on contribu=
tions of both the banks and their employees in keeping
with the benefite to be derived.

While it was admitted in official circles that
the claim of the banks was well founded and that the se~
curity of employment which they mrovided fully justified
the stand which they had taken it was, nevertheless, dee
¢ided to proceed with the original plan., The argunent was
advanced that one exception to the general rule would ine
vite another and that those who were in s position to
contribute to the welfare of the less fartunate would have
to do #o0.

One post war problem 4in particular will be
prominent, in the zinds of bank employees on active service
and head office officinls engaged in persomnel work., This
1s the qussticn of salarfes. Bankers in the Navy, Arsy or
Air Force will have, in ‘very meny cases, boen isumne:ated
on & higher scale than they were in the benk which they left.
Their standard of living will have risen considerably; they
will also heve acquired domestic responsibilities and other
obligations which will meke it difficult for them to accept
any very subetantial reduction in income,
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Bank salaries have never been considerad to
be to0 generous, particularly when due consideration 1s
given to the many responsibilities devolving upon the
average clerk. In order to compete with industry and secure
adequate replacemsnt staff, the banks were foreed to offer
higher commencing salaries to both clerks and stenographers
early in the war yoars. In many cases these salariees had
%0 be supplemented by living allowances in cities and towns
where the cost of living had taken a sharp riee. It is
reascnable to suppoee that in the post war period it may be
neoessary to retain this higher scals of remuneration in
order to induce suitable young men to make banking their
career. If this is not done the banks will undoubtedly bring
some criticism upon themselves,

Banking requires tho utmost in integrity, in-
itiative and intelligence and these qualities are not to be
found in such a2iundance that their prioce should be below
that applying in many other trades snd professions, Lack
of recognition of this important fact will only serve to
provide extremists and other aritics of the banking system
with mterial to support their claim that bank clerks are
grossly underpaid. Widle it is true that net earnings of
the banks bave never fully recovered since the boom days
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of the late *twenties it i3 nevertheless glear that a
larger proportion of grosa incoms will have to be diverted
to the mayment of higher salaries if one of tiw major
oriticisme of the chartered banks is to be answered effect-
ively.

All tanks have granted lesve of alsence 0 ew=

ployoes who enlisted in ane of the fighting services and

have undertaken to see that they are restored to sultable
positions on their retuwrn. Sore have paid sllo.anccs to
btoth single and married wen to supplessnt the r military
pay. Others granted a bonus of one month's salary at the
tizme their employoes joined up. Host have coutinued the
peasion fund payments formerly comtributed by their employees
as woll as tLélr growp inswrance premiums,

These concessions have been gonerous and ine
dicnte the intrrest taken by the mansgemcnt in the vwelfare
of the average employee, It is to Le hoped that they will
be extended further after tlm war by the asstting up of a
soele of salaries comuensurate with the responsibilities
involved, The suggesstion is made that after ten years of
servioe an employee should receive & selary of not less than
$1,800 per annum, regardless of his capabilities. If a bank
8060 Lit to retuin him in ite employ for ilmt lensth of uime
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it must have some good reason for doing so. That reason

is sufficient justification for paying him a salary that
will at least allow him to marry and bring up a family.

The employee's prospects for advancement may be virtually
non-existent and he may have to be content with thet salary
for the remainder of his banking career. Nevertheless, if
he 18 to be retained in the bank's service he should be
entitled to a minimum such as that suggested above so that
he can marry while still in his early years.

The impression must not be gained, however, that
all bank salaries are on a low scale. On the contrary, many
brisht young men in the more aggressive chartered banks recelve
fast promotion and substantial increases in salary. There are
many attractive posts, from the monetary point.of view, in all
the banks. The remarks in the preceding paragraph were made in
the interest of the slow, plodding, honest and loyal employee
wko will never display any outstanding talent but whose faithe
ful execution of daily routine is indlspensable to the smooth
running of the great financial organizetion of which he is a
part. It may be that wartime conditions will serve to give

him greater recognition in the future than he has had in the

p38t.
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Many bank efficers, some of wiiom oocupied
senior positions, have been lent %0 va.ilous Government
departuents and agencies for the duration of the ware
Because of their speeilalimed training they provided a pool
from which the Government has drawn liberally to f£ill its
requirenments, The majority of ticse transfers were for
full time cmployment but sooe officers lemve boen able to
continue their ordinary duties and . ive only ;ert of itlheir
time to the Government. The British Supply Council in
North Awerica, Lhs Mational .ar Finance Cocmittee, the Fore
oign Exchange Coatrol Board, the Wartime Frices and Irude
Board and the Commodity Priees "tebilization Co:poration are
bat, & few of the agencies of the Governent to whom the banks
have lent meny of their key persomnel, This loss, thouzh
only temporery in some cases, added to the difficulties
ercated by the enlistment im the armed forees of 50% of the pre-
war mls etaff of the banks,

The assistence jiven to the wer effart in manpover
has been toth generous an! p:uduetive, Man. decorations have
been won An ocombat with the onemy end Mundrode of former bank

cuployees have already given thedr lives in the ciuse of freedom,
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A former banker heads the Wartims JFrises an' Trade Eoird,
another the new Industrial Dev: lopment Ba.li, and 1t 48
cammon knowledge that the governor of the Hank of Canmda
since 1935 is himself a farmer executive of iLhe largest
chartered bank.

Many problems will arise in the rondjustment
period after the war. It will require intelli ent lead-
ership on the nart of the tanks to =20lve them and make it
worth while for the most desirable Lype of youny san 4o
retwrn to their employ. 7The chartered benlis are fully
eapable of nroviding this leadership snd demonatyating to
the rest of the financial and industrial organization of
Canada that banking is one of the leadin;; and most exacting
professions, that it is one of the aost indisponsable and
valuable, and that it can offer the most in monetary reward
and security of employment for the ambitious young m:n of
today.
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SHARZER X

Unlike most corporations, both public and
private, the chartered banks are given a life of only
ten years at & tixe under the Bank Act. The Act itself
oomes up for revision decennially at which time the whole
fisld of banking operations in Canada is reviewed. Aucnde
zents are then proposed and, if acceptable to Parliament,
incorporated in the nsw Bank Act. At the same time 1t is
customary to renew the charters of the banks for another

ten years,

The first general Bank Act for the Dominion
of Ceneda was passed in 1871, Since that year there have
been seven revisions, incluiing that of 1944. On four
oocasions 1t was necessary to axtend the charters of the
banks temporarily owing to the feot that the decennial
revisien of the Bank Act had not been completed by the
expiry date. This took place in 1911, 1912 and egain in
1933 and 1944, Ench revision has eontributed something to
the oode of banking law and prastioce now gonsolidated in
the Aote
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An outstanding vature of the Aot of 1871
was the imtrodustion of the "doudble indemity clause®,
This provision wes borrowed from a olause aprearing in
the charter granted to the Baak of Nove Scotia in 1832 and
shich was inserted in the Ast renewing the charter of the
Bank of Nontreal in 12{), Ths double indemaity clause
requires that a ahereholder of a chartered bank be liakle,
in addition to the extant to which his sheres are not psid
up, for an amount equal to the par velus of the shares held
by him in the event of the insolvency of the bank, This
represents a potential reserve fund of substantial proportionsg
it may be utilized if a bank should be unable to meet the de-
smnds of its note~holders or depoaitors for legel tender, or
pay any of its other cobligations. It has been necesaery on
geveral occasious to call on shereholders in this way to mect
deficienciea,

The Act of 1871 provided for the issusnce of
bank notes by the chartered hanks but thore were no reserve
requiressntss however, all banks were obligated to keep et
lsast one~third of such eash reserves as were considered
necessary in the form of notes of the Dominlom of Canads.
The banks wers prohibited from lending against the security
of their own stock or of reel eestate and from paying dividends
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out of capitele-eprovisions which have bren curried fore
ward 4n each revision as fun‘amental, Many other less
isportant prinoiples were written into the original Act.

The firat general revinion of the Bank Act took
place in 1880, A number of benks had failed in the derrcee
sion of the 'seventies with losses, rarticularly to the notee
holders. In the new Act there was inserted a provision tlet
bank notes should henceforth have a prior lien on the peasrel
assets of the issuing bank, At least 40% of cash reserves
now had to be kept in the form of Dominion of Canade notes.
The titls "bank®™ was restricted to apply only to chartered
banks.

Between Confederation and 1889 te¢n banks failed
and nine cthers witbhdrew from business, involving heavy
losses to shareholders, depositors and notecholders, The
Bank Act of 1890, therefore, brought in soveral new featurcs
deaigned to protect investors as well es creditors of the
banks, Qne of these wan the introduction of the Bank Cire
culation Redemption Pund provision which required th ¢ all
banks depoait with the Minister of Finanoce 5% of their averspe
yeerly note circulstion. Purther assessments could be nede by
the Minister, if oonsidered neocessary, to maintain the fund at
a sstisfactory level. The proceeds were to be used to redeen
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the notes af & dank which had failed 4f other sultable
arvangenents were not made by the liquidators of the barnk.
Unclaimed balances standing in the name of a btank whieh had
failed were to be acquired by the Covernment without pre-
Judioe to future claimsa.

This provision in the Bank Act was designed to
protect noteholders from incwrring any loss es 8 result of
notes eirculating at e discount. To protect the public
further, paid up subseriptions of §250,000 were to be re=-
quired in future before a bank could be incorporated and
commence businsss., Subseribed capital was left unchanged
at a minimm of $500,000., SBections of ths aci dealing with
loans against the sscurity of warehouse receipts and bills
of lading were revised and supplemented by new provisions
which enabled banks to make ad.vancos to manufacturers upon
the general security of goode manufactured or procured for
manufecture, and to wholeaale purcharers and shippers of
natural products on the security of such products. HNote=
holders were still given a prior lien on all assots, but the
Crown was established ar a prior oreditor over all otler
creditors.

Before the ensuing revision of the Bank Act, the
Cansdian Bankers® Association was formed as a volwitary or-
ganisation devoted to serving mesber banks end their stalfs.
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In 1900 Parliement incorporated the Associstion and
sapowered it to "promote genorslly the interests snd
effioiency of banks and bank officers and the educaticn
and training of those contemplating employment in banks,®
It was aleo given power to sel up and regulate clearing
houses which were to be organived on a voluntary basis.
In the revision of the Bank Aet which took place in the
same year, the Cansdian Bankers! Azsoviation was asaigned
certain important funotions. It wos given control over
suspended banks through & curetor who was to act until a
liquidator was appointed, Supervision of the issus end
destruction of bank notes wre among other responsibilities
delegated t0 the Assoelation.

The Act of 1900 introduced several other amende
mants, one of which was to enable amslgamstions of banks to
take place without the apecific approval of Parliament. Resal
estate acjuired as sdditional recurity, as provided by eare
lier statutes, could be held for a period of twelve years
only, following which the Crown could legelly seime the nro-
party after giving six months! notioe,

Tvo or tires minoer amendrents to the Bank Act
wore made in the early years of the twentieth century in
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keoping with the ecemcmic expansion of Cu.ada. lNone was
of sufficient importance to merit comment. It became in-
esreasingly notioceable, however, that the note circulation
of the banks was gradually approaching the limit of pajle
up capital prescribed by the Act. The elasticity of the
note issus hed alwaye been considered adequate for all
requirements, However, ths rapid development of agriculture
and the heavy demands which it created for currency during
the cropemoving period pointed t the fact thul soms node
ification in the existing limit on bank note circulstion
was necessary, The Bank Act was, \L'erefo.e, arended in
1908 to permit a bank to issue notes in excess of its nald
up capital to the amount of 15% of its rest fund and un=
impaired paid up cspital conmbined, This privileys could be
exploited, however, only during the months of uctober,
November, Decembor and January. In order to diacourage
excessive use of the privile.e, the banks were r. quired to
pay & @pecial tax of not more than 5% per entmum on tho oxe
oess issus in ciroulation.

The next decennial revision of the Dank Act was
postponed until 1913 at which time the note isnue -rivilege
was again the subject of further amendvent. The -eriod of
the year during which an oxoess issue was jormitted was exe
tended by two monthe., Purther, the banks mi Wit now issue
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additional netes sgninst an equal amount of yold or
Deminien of Cansda notes which they were required to
deposit in the newly established central gold reserves,
This was a worthwhile oonoession in that it enabled the
banks te retain the gold and Dominion of Cannds notes as
part of their cash reserves whils they were able to build
up their own note oirculation. (The value of the note
eiroulstion to the chartersd banks will be dealt with later.)
The Aot of 1913 was smended in one other important respect.
A shareholders! audit on t'e basis outlined in the English
Joint Stock Companies Act was made mandatory., Two further
amendusnts were pessed by Parliament in 1915 and 1916,
respecting loans against ths security of cattles end for the
purchase of seed grain.

duoh oriticiss was levelled at the banks by
odinary ereditors of mnmufacturers, wholesslers and ship-
pors who lad pledged their goods, wares end merchaniise as
security., At that time trere was no obligation on the part
of borrowers to disclose that the banks had moquired a prior
lien on their products or produce. Following many proven
examples of unwarranted injustice & provision was inserted
in the 1923 revision of the Pank Act requiring that notice of
intention to borrow under Seotion 88 of the Act (the sectiom
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referred to above) must be registered at the office of the
Assistant Receiver Generel in the province in which the
borrower resided. In this way the extent to which the
assets of & borrower were encumbered acould be determ:ned
by conmulting the official record anid errors of jJudgment
regarding the credit worthiness of s c¢lient avolded.

The Act was also amended by the strengthenlng
of the provisions dealing with the shareholders' audit.
Annuel and monthly returns were henceforth to contein more
detailed informaiion, incluling statements of controlled
companies in the namss of which any art of a bank's opera-
tions were carried on. The sections dealing w th loans were
wodified and sdvances to an officer or clerk of a bank could
not &t any time be in excess of $10,000. Guaraniee and pene
sion funds, representiny contributione of bLoth the banks and
their emplayees, must henceforth be invested in trusiee
securities only.

Despite all the protective measures embodied in
the Bank Act from time to time, the Home Bank failed in 1923
with considerable losa to shareholders and depositors, A
special amendment to the Bank Act wes, therefore, passed in
the following year., It rrovided for an ennual inspection of
overy bank by the Inspector=Genernl of Banks, an official of
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the Department of Finance. This inaspection was to be in
sddition to the annual audit made by the auiitors appointed
by the sharebolders at their eannuml meeting and to the ane
oual inspection made of every branch by specially trained
bank inspectors who report direectly or through supervisors
t0 their twed office,

In July, 1933 the Government appoinied a Roysl
Commission under the chairmanship of the eminent British
financier, Lord Maemillan, to cemduct a complete and deteiled
examination of the Bank ict, including ®a study of the eatire
monstary systoam of Canada,® and to consider “"whether and in
what respects the bankin: institutions and the monetery
systen of Cancda may be modified, extended or developed for
the purpose of facilitating «... co~operation in public policies
designed to promots the revival of domestlc and foreign trede
and eaterprise ......" This action was prompted by the de=-
pression in business activity which had already crcated an
unwieldy volume of unemployment and by the fact that the
Bank Act was due for revision in that year.

There was e strong feeling on the part of meny
Canadians that the establislment of a central bank in Canada
would solve a number of the economic problems which then
confronted the country. The commissioners were, therefore,
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charged especially with the responsibilit; of determining
whether or not 4t would be advisable for Canada to take

such aotion, If they recommended that a oentral bank should
be set up, they must also indicate in their report whot its
relation to the existing chartcred banks should bo and what
should be its proper suthority and functionm.

The Commission hel! sessions in Ottawa where the
representatives of the chartered banks and the Government
presented triefs, These were followed by public hearings in
the leading cities of the country from coast to coast at which
represen.atives of provincial and local governmente appeared
as well as delegates from boards of trade, farmers! argene
isations, etc. In less ithan two months the Cosmission com=
pleted its sessions and submitted 1ts report to the Government.
lost important finding was that whioh recommended the immediate
establishment of a central bank, (The Bank of Carda was in-
corporated in the following year and commenced orerstions on
darch 11, 1935.)

With regard to the existing commercial benking
systens the Commission made several recommeniations, not all
of which were included in the 1934 revision of the Bank Act.
One of theee was that the maxiwmum rate of interest prescribed in
the Aety, 7%, should be abolished as being sn undesirable intere
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ference with freedom of comtruct. A Canudian mewber of
the Commissien, the Honourable J. B. Brownlee, dissented
and it s significant to note that this nrovision in the
Bank Act was not altered,

Since the establishument of a central bank re-
oceived more consideration than any other proposal it 1is
not surprising to find that the Bank Act of 1934 made few
changes in the code presoribed for the chartered banks.
After that date, howsver, thay were required to maintain a
cash reserve of not less than 5% of their deposit liabilities
payable in Canadian dollars, in the form of deposits with ard
notes of the Bank of Cenada. In practice, however, the chare
tered banks have usually held cash ressrves avereging 0%
of their Canadisn dollar deposit liabilities, This proe-
vision, therefore, placed no new bLurden on them. (Bank
of Canada notes replaced Deminion of Canada notes following
the opening of the Bank,)

Certain other changes were introduced conscyuent
upon the establishment of the Bank of Cansda. All chartered
bank reserves of gold were to be surrendered to the Bank in
exchange for Bank of Canada notes or deposits and the note
issus privilege was Lo be gradually withdrawn. girculation was

to be reduced to 25% of paid up capitel by January 1st, 1947,
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By the time the next decennial revision was
dus, Canada had passed from the depth of an economic de-
pression to the height of a wartime boom, Many problems
still remained unsolved, however, and the amendments
brought forward bhore the unmistakable mark of enticipa-
ting post war difficulties. The Minister of Finance in-
troduced the revised Benk Bill into the House of Commons
on May 1lst, 194,. Subsequently it was referred to the
Standing Committee on Banking and Commerce which promptly
entered into a prolonged discussion of various aspects of
banking. The Act, when finally psssed, made several import-
ant changes in the banking code, esch of which will be ocon=
sidered in turn.

The first modification affected the note 1ssue
privilege which the chartered banks had enjoyed since their
earliest days. As was indicated above, the note circulation
was to be drastically reduced by the beginning of 1945. The
new Act reaffirmed that after January lst the outstanding note
issue of the chartered banks should not exceed 25% of paid wp
capital but provided also that no notes should be issued
or re~issued after that date. It was further laid down that
all chartered bank notes should be retired by January lst,
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1950 by each bank paying out of its balance with the

Bank of Cenada 8 sum oqual to its ocutstanding note iassue
in Cansda. This sum will be tranaferred to the Bank of
Canada which will become responsible for redeeming all
chartered bank notes which have not already been retired.
Banks which oirculate their notes outaide Canada will be
permitted to continue doing so provided that such 1lssuss
do not exceed 108 of their unimpaired paid up capital.

In effect this wecans that the Bank of Canada will become
the exclusive note issuing authority in Cusnada. As chartered
bank notes are paid into the banks they will be withdrawn
from circulation and Bank of Cansda notes will take their
place, campleting a transf{ormation in Canadian bank note -
currency which began in 1936.

One effect of the withdrawal of the note issue
privilege will be the gradual disappearance of the doubls
indemnity clause as the outstanding cireulation deorcases.
After the Bank of Canade hns' assunvd liability for all issues
in 1950 the clause will become noneoperative and bank shares
will bear no additional risk to investors. In practice the
clause bas been no handicap to the sales of bank stock in
recent years. The financial stability of all the chartered
banks has overcowme any hesitation on the part of the publie
to acvept any additional responsibility atteched to bank shares.
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The policy pursued sinoe the inception of the
Bank of Canada of elinmineting chartered bank note cirocula-
tion and substituting monopoly control by the Bank of
Canada i3 a logiecal step in the development of an officlent
banking s stem built around a eentral bank, In the Keport
of the Roysl Comnission referred to above it was recomzended
that the proposed oentral bank for Craada "should tave the =cle
right of note fssuwey the commercial banks! issue zhould be
redesmed over a specified pericd of years," Giving s their
reasons, the commissioners added, *A central benk is responsille
for the cantrol of the volume of credit end the sain.ciance of
the stability of the curremcy. This responsibility conncies
that the bank should be granted the sole right of issuln,
currency (other than coin) for it would be intolerable -'wt a
central benk?s policy ahould be hampered by the action of other
issuing authorities in a country."

At one of the hearings of the Comuission in 1933
the Cznadian Bankers! Association submitted a brief showing that
the note issue privilege yielded a net procfit of about 1.6% of
the averags oirculation of a typicel bank. In terms of dollars
and cents, the loss %0 such a bank of the privilege and the
ndded cost of substituting legal tender currcncy was substantinl,
ropresenting about one=third of the amount distributed to sharee
holders. However, the Report of the Commission concluded by
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stating, *"The expsrisnce of other countries has shown
oonelusively that the right of issue 1s not indisponsable
in assuring adequate nrofits to commercial banke."

This cbssrvation has been borne out by the resulte
of the cperations of the chartered banks since 1935. In his
sddress at the annual meeting of the Reyal Bank of Caneda on
January llth, 1945, the president, Mr. M. W. Wilson, remarked
that ®the circulation privilege has not been of grest valus in
recent years except as an advertising medium, but the privilege
di4 serve s very practical purpcee in sears gons by. During the
early development period in Canada it enabled the banks to
establish branches in small rwal commnities which otherwise
would have been denied banking facilities.® Sinee the ncriod
of expansion in the number of branches opersted by the chartered
banks appears to be & matter of history, it is reasonable to
conclude that the absence of the noie issue privilege will not
be notioced very much in the futwre.

A new sub-section was written into the revised Act
of 1944 which requires the chartered banks to tranasfer to the
Bank of Canads all balances unclaimed for ten years, together
with acorusd interest, 1f any, and the proceeds of all certified
chegues and bank drafts unpaid for ten years. Upon tran: fer of
these sums to the Bank of Canada the chartered banks will cease



ol e

t0 be liadble for honouring any claime nut forward and the
Bank of Canade will sssume full responsibility. In other
words, if paymeat 13 demarded of the chartered banks by e
former areditor o by his le.al repr.sentative, he will be
referred to the DBank of Canada who will pay Lhw amount due
together with accumulated interest. Interest will not con=
tinue to accumulste, however, after 20 years have elapsed
wnless a claim for the amount due is sutnitted before the
expiretion of that ;«riod.

This provision in no way limits .he right of a
depositar to claim what is his rightful property but it does
set out the procedure to te followed in the circumatances
mentioned above. The Bank of Canada will thus bocome the
repository of all unclaimed balances in nerpetuity. At the
rresent time there is a cowrt case pending to decide wiether or
not unclained balances are in effect pronerty within the 1rane
ing of section 92 of the British Horth Aserica Act. The Proe
vinee of Quebee is contesting the right of the Bank of ifontreal
to transfer such a dalance on the ground that it logically
falls within its own jurisdiction.

One of the more important changes made in the Bank
Act was the downward revisien of the mecimm rete of intercst ar
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diseomt which the chartered banks could legally charge

on loans or advanees. Prior to 1934 section 91 (1) of

the Aot provided that the banks mi ht "exact any rate of
interest or discount not. exceedin; seven ner cent ner annum
and may receive and take in advance any such rate, but no
higher rate of interest shall be recoverable." ¥hile it
appears that the intention of Parliament was to meke 7% -he
logal maximum rate, the banks interpreted the provision as
enabling them to stipulate for rates of 8% or higher where

1t was considered that the risk involved justified such action.
This practice was followed chiefly in Western Crnada on the
assunption that Af a client agreed to pa:- a higher rate then
7% and actually 4id sc the transaction was legitimete and the
money se raid irrecoversble. Section 91 (1) was, therefore,
amsnded in 1934 by the deletion of the words ®and mny receive
and take in advanoce any such rate® and by the sddition of
penalties for any bank officer who violated the provisions of
the section. A clause was inclwded to permit the banks to
collect a minimm charge of $) on loans over $25 and a miniium
charge of $0.50 on loans of $25 or less,

Following the rensral decline in interest rates
which took place in the 'thirties th.mro was mach agitation

for a reduction in the maximum rate of interest in the 1944
revision of the Bank Act, notwithstanding the many arg;uments
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put forward by the Rayal Comaission in 1933 for the
abolition of a ceiling on the coat of borrowing. Section
91 (1) was, therefore, further amended by the substitution
of "% for *7%%, a move which has placed many advances in
Y%estern Canada and certain other areas on an unprofitsble
basis for ‘he banks conocerned. Adjustments have talen place
in the whole rate strusture as a result of thiz amendment.
Baoks now lend against the security of Doainion of Canada
bonds at rates varying from 3% to 4%y advances azainst other
high grade securities may Le had at 4% to g% while good
comaercinl loans commend rates of 44% to 5% on an unsecured
basis. Other advances, ineluding perscnal loans, sre mede
at 5% to 6%, depending on the circusstances and the risk
involved. In point of faot, a rate of 6% is now relatively
uncommon. Generally, interest and discount rates are sbout
¥ of 1% lower than they were in 1943 and 1% to 13¥ lower then
before the war. Tho effect of this downward adjustment on
benk prolits is discussed in Chapter VIII.

In the original Bank Bill of 194/ thore was ine
cluded a new provision deeigned to encourage the banks to
participate more extensively in the instalment loan business,
now virtually a monopoly of the small loan companies. Under
the Small Loans Act the latter may make advances of §500 or
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less st a cost per loan not exoesding 2% per annun

on the outstanding bdalanve, including all cheryea. The
Household Finanoce Corporation and other leading companico
announced early im 1945 that Lhey would henceforth charge
only 1§% per month whioh figzurs appears much less formide
able than the annual rate of 18%. In the proposed amende
ment to the Bank Act it was provided that the chartered
banks could make instalment loans at a discount rate not
exceeding 5% per annum, an effective annuml interest rate
of 9. The reaction of the banks to this proposal was
anot entirely favourable, the prineipal oriticism resting
on the fact that under existing legialation they could
extend this type of accommodation on suitable terms and in
fact had been doing so for sveversl ysaras, Stecisl personal
loan facilities were introduced by the Csnsdian Bank of
Cowmerce in the middle 'thirties, an example Lhxt hos since
been follo-ed by severasl of the buanks,

The proposed apendment wee dropped {ron the
Bank Eill by the House of Commons Standing Committee on
Banking end Coumerce, much to the satisfaction of the emall
lcen companies. They were not clone in welcoming its ex-
clusion, Most of the companirs ere good borrowing clienta
of the chartered benks who prefor to see them Lake Lhe ade-
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ditional risks involved in the instalment loan business,

In point of fact, the small loan companiss rave betler
facilities for handling borrowers who are not considered
good bank risks by present standards, They have develoned
a teehnique of effecting colleetions thut it is not rossible
for the banks to fellow for severanl reasans. Accordingly,
their loss ratic has been remarksbly low and profits remsrke
ably hgh., The companies, then, meke good barrowing clienta
of the banks who prefer to deal in large fiowes anyway.

Several cthor less important changes were uade
4n the Bank Act in 194, affecting the loaning business of the
banks. In the firast place, Section 88 covering advances to
wvholesslers, primary producers and manufacturers on the
security of their products or merciandise was modified to
simplify routine procedure. In the past fresh security has
had to be given the banks every time new naterials were ac-
quired, resultﬂ.ng in the completion of a revised set of
assignment forms, ete, Henceforth, security given to cover e
loan, or a seriss of loans under a line of credit, will be
recognized without the necessity of completing fresh assignment
forms on every cccasion on which new materisls are ecquired,
This simplified procedu e w®ill be of considersble assintance
to barrowers who find it necessary at frequent intervnls to
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turn over goods upon which security has been pled;ed.

The Bank Act was further modified to provide &
form of intermediate credit to farmersy the value of this
provision is coneidered in Chapter XI which desls with ine
termodiate and longe=term oredit. Another amendrent enablee
the banks to lend on the security of lien noles, conditional
salss contreacts and other instruments or sgreements respecte
ing the sale of goods and merolandise, or moneys neysble
thereunder, The general trend of the 1944 revision es far
as lending is conoerned wee to enlarge the banks'sphere of
operations where it was thought that an umsatisfied demand
existed and that such action would not in any way threaten
their traditional stability.

One or two other amerximents 1o the 1944 Act remain
to bo discussed, The staiutory per v:lue of all bank stock
has in the past been fixed at 3100 per siere. FEffective
Ceptenber 1lst, 1944 the par value was reduced to .10 per
share, The reason for this change was the desirability of
making bank stock more socessible to smull investors and -t
the same time increasing the nmmber and diversiiy of bank
stockholders., Shares of the chartered banks have alvays
been considered gllteedged seourity ow:l.ng %o the sound and
eble mansgesent which has featured t!eir operations but ihe
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high prices which they have commemled have put them out

of the rvach of many investors., The larger market which

they will now have may, however, tem! to raise unit prices
slightly owing to the incressed demand which has been crecated.

The number of qualifying shares neoessary for a
directorate in any of the benks was reduced by 50% in the
case of one=quarter of the number of directors in order to
make it possible for the shareholders to elect a representa-
tive mmber of persons from the farming and rmall business
groups of the country. Yormerly, to qualify for the board
of directors, a shareholder must ! old a minimum of $5000 peid
up sharesy under the revised Act he need not hold more than
$2500 worth of paid up stock. Admittedly this is still an
obstacle to a number of influential people in the lower
income braackets whose presence on the boards of some of the
banks would contribute much to the formstion of an intelligent
lending policy. On the other hand, the argument may well be
advanoced that any man who has not accumulated at least $2500
during his farming or business career does not possess the
judgment and initiative necessary to mske him a valuable
bank direetor. It is notable that since September, 1944
several of the banks have added to their boards of directors
agricultural representatives from Western Canade whose ex=
perience and advice might have been wnobtainable under the
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ald requirements.

One other new provision in the Bank Act
reguires that the Minister of Finance must place before
Parliament ansually a combined statenent of the current
operating earnings and expenses of all benks anxi certain
other information. This anendwent resulted from a lengthy
discussion which took place in the House of Cormons Stande
ing Comxittee on Banking and Commerce on the subjoct of
inner reserves. The subjest is dealt with in groster detall
in Chspter VIII.

Summing up the chenges aade in the 1944 revisicn,

Mr. S. H. Wedd, president of the Canacdian Bankers' Associa=
tion,told the representatives of the ochartored banks at the
annual meeting in Hovember, 1944 that the Aet as nuw con=
stituted provided the banks with "renewad opportunity to
serve the Canadian publie ....We all regard it in the 1light
of & respaonsibility which we shall 4o our best to discharge
for the good of the nation."



Tradition has decreed in the countries of the
British Commonwealth that the commerciel benks shoul’ con-
centrate their lending sctivities on shorteterm loens PRy
shortetern loans, or ashort~term credit, is meant advances
of one, two or three months' duretion, although some
authorities consider t'at advences which have e currency of
not more than ono year should be placed in this category.
In general, however, the chartered banks of Cuneda heve nade
it a practice to lend for periods not exceeding three months,
Chief among the exceptions t.0 the rule are nersonal or ine
stalment loans vhich are frequently arranged for lon er periois.

There ure several reasons why it is considered sound
banking practice to adhere to a policy of exterding shorteterm
oredit only. In the first nlnce, the deposit liabiliiies of tiw
chartered benks are paysble on demand and asse.s must, t'erelore,
be kept in a sufficiently liquid state to meet any r.quests for
cash which may arise, It is true that ln theary aloul hwlf
of these liabilities are ‘echnically payatle afiter notice.
However, in practics no distinction is made betiween demard and
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notice deposits in the oase of withdrawals,

In the second place, the banks must be in e
position to honour their note liabilities promptl. Af
called on to maie payment in legal tender money. Thias
responsibility has becone less and less imporient, however,
with the gradual withdrawel of the note issue privilege,
Finally, it is important that assets -ther than loane should
be sufficiently liquid to enable the banks to readily con-
vert part of them, at least, into cash in order to weet
fresh requests for advances,

To perf rm their proper function in tho economy
of the country, then, it is necessary for the chartered banks
to remain in a highly liquid position nt all times. This
precludes them from entering the field of intermediate credit
on an extensive scale and prohibits them from providing longe
tern credit, There is no hard and fast rule for distinguish~
ing between intermediste and long=term eredit but it is
generally understood that the former covers loans repayable
over a eriod of from one to five years while the latter covurs

advances extending over a reriod of more than five years,

¥hile the chartered bunks provide excellent facile
ities for the extension of shorteterm eredit, the intermediate
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eredit fisld has been sadly neglected for a number of years,
In the cese of long-term accommodation, the Canadian Farm
Ioan Board and the varicus loan and mortgage companies have
been reasonadbly active in supplying the needs of torrowers.
Until the Royal Commission on Banking and Currency investigated
the ;holo banking field there had been only cne attempt to
supply intermediate credit on other than a very small scale,
In 1931 the railway companiea, banks, loan companies and
insurance compenies subsoribed $3 willion to form the Dominion
Agricultural Credit Company, Limited. Only 10% of this amount
was peid up by 1933 and this appeared to be more tham adequate
to meet all requirements at that time. Loans were granted
for periods not.exceading three years at an interest rate of
6% plus ceftain inspection fees. The company failed to play
a large part in satisfying the needs of farmers and its opera-

tions were later brought to a close.

During their sessions the Royal Commission heard
complaints from various farmer organizations that not only
was it not easy to secure intermediate credit but it was
proving increasingly difficult to obtain short-term credit
from the chartered banks. It will be recalled that these
complaints were lodged at a time when agriculturel prices
were falling hapidlj and drought oconditions prevailed through=



o194

out Western Canada. With deolining revenues the burden
of maintatining and operating farme bocame unbearable for
thousands of farmers. MNeny found, as a result, thet it
was impoassible for them to secure oredit to commence the
next season's operations,

Reprousenta .ives of tl.e banks confirmed this
situation before the Commission. The C nadiszn Bankers!
Assoeiation reported, "Assuming that the need for credit
in this form is clearly a mmtter of sufficient national
importance to warrant some action being taken by the authore
ities, considerstion should be given to the orcation of an
institution financed on the public zedit and to the plecing
upon 1t of the rosponsidbility for meeting all legitimate
demands.® The Commisaion went on record as atating that the
noed was a real one and recommended thet the problem of rural
credit be investignted by the Dominian Government with the
co=operation of the provinecial governments with a view to
the setting up of un "adequate and comprehensive schenme.®

Little was sccomplished, however, until 4in its
1944 session Parliament passed the Covernment's Furm Improvee
ment losns Act. In the worda of the .reamble the Act vas
designed "to encourage the provision of intermedinte-term
and shorteters credit to farwers for the improvement emd
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develepnent of farme, and for the improvement of living
conditions thereon®, Under the epecial provisions of the
Act ,the Goverament will guarantee 10f of the ag;regate of
all loans mede by the chartered banks. The rate of interest
on these advances must not exceed 5% simple inierest. Elig-
ibls borrowers are farwers who own their farms, or who are
parehasers under agreements for ssle, or who are tenants.
loans are to be granted for ths purpose of providing funds
to purchase implements, upon the security of such implemcnts,
for the purchese or installation of equipment or of farm
elesctric systems or for permanent improvements generally,
upon the security of such equipment or improvemsnts, fection
88 of The Bank Act was amended during the 1944 Hevision to
make it possible for the banks to t'inance tlwse improvements
and to accept them as security for loans granted.

Certain minor restrictions were placed on borrowe
ings under this schems. Aggregate advances for farm improvee
nents must not exceed the sun of $3000 per individual at eny
one time, loans are to be repeid in full within & period of
ten years. The Minister of Flnance ins empowered unier The
Faras Improvemsent Loans Act Lo terminate the gusrantes proe-
visions after notice to the banks, The guarantee will then
becoms ineperative but enly in respect of fresh loans granted
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after the date ef its expiration., The 10f guarantee

of the Governmont is to apply on the first $250 million

of loans made under the scheme. Those in excess of this
amount will not qualify, nor will advances made more than
thres years after the coming into force of the Act e== .

March, 1945,

A uniqus feature of The Farm Improvement Loans
Act is the special powers conferred on the chartered banks,
notwithstanding the restrictions placed ocn them by the Bank
Ast. If a benk makes a farm improvement loan, the principal
amount of which exoeeds $2000, and the period of repayment
is longer than five years, it is empowered to take as
security at the time the loen is made a mortgage on the farm
under improvemont or an asaignment of the rights and interest
of a purchaser of the farm under an agreenment for sale, This
is the firat tims in the history of Canadian banking that real
property has been designated as eligible security for a loan.
The Bank Act, however, does authorize the taking of such
security where s loan is already current »or payment is rast
due, The framers of the original Bank Act sorupulously
avoided giving the banks power to make mortgnpge loans, Their
decision was based on the disastrous results which had befallen
many banks in the United Btates and elsewhere which imd been
permitted by law to do so.
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There is little possibility that the tak-
ing.of real property as security under The Farm Improve-
ment lLoans Act will lead to the mking of unsound advances,
The Act requires that a loss will be paid by the Government
only if "a responsible officer of the bank (has) certified
that he sorutinised and checked the application for the loan
with ths care r.quired of him by the bank in the condust of
its ordirary business.® In view of the limit of $250 million
placed on guaranteed advances no serious emberrsesrent will
be felt by the benks if hard tiwes should convert & large
mmber of loans into dead assets. Furthermore, as the Act
now reads, the schewe will become inoperative in three yearas!
time. The banks now have ample loanable funds which they can
well afford to lond for periods up to ten years without in

any way impairing their liquid position. 1In eny event, the
permissible aggregate will in ell probability never be reachad,

The Farm Improvement Loans Act resembles in many
ways The Home Improvement loans Guarantee Act of 1937 under
which home=owners were able to borrow from the ohartered banks
sums up to $2000 or $3000 for the improvement of their prope
erties at a rate of discount of 3{%. The Government undertock
to gmarantte 15% of all advances made under the Act vwhich were
repayabls within five years. The Farm Iuprovement Loans Act
is an extension of the seme prineiples. There iz e fixed



- )98 -

rate of interest, a maximm amount for each loan, a definite
term prescribed for repaymsent, and a government guarantee
against a percentage of losses incurred by the chartered anks,
The schems for home improvement loans wes {airly widely availed
of and by September 30th, 1940, 119,230 loens had been mede,
aggregating $47.5 million, With the coming of war and the
shartage of labour and materials the operation of the Act
insofar as new loans were concerned was terminated on Getober
3lst of the same yeer, It is generally considered that the
Act was a great succesa and that it operated to the adveniage
of both the public and the banks. The loss ratio vas extremely
low.

The Farm Improvement loans Act will come into
operation at a time when properties are badly in need of repair
end improvements, and when the Government is anxious to stim=-
ulate employment in the construction and implsment manufacte=
uring industries. It is reasonable to suppose thet it will
become popular snd that there will be many eligible borrowers.
That the banks are anxious to participati ia this new loaning
business is borne out by the statewent of the general manager
of the Bank of Nova Scotia, Mr. H.D. Burns, at the annual
mosting in Ootober, 1944. He said, "The legislation covering
farm improvement loans ... provides for a new type of credit
and will, I hops, develop an important new fisld of lending
not previously open to the banks,.®
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In onder t0 provide intermediate .mdlt for
industry as well as agriculture, the Government passed
The Industrial Developmeni Bank Act in the closing days
of the 1944 sessiomn., Originally introduced into Pare
1dament in March, six months before it became law, the
bill evoked considerable discussion both in the louse of
Commons and in the House Standing Committee om Banking and
Comxezoe.

In presenting the views of the Minister of
Finance before the Committes, Dr. W, C. Clark, Deputy iin-
ister of Finanoe, stated that there had always been a gap
in the financial struoctwre of Canada and that the Industrial
Development Bank Bill was desiygned to £1ll that gap. He
omphasised that the proposed new bank wes intended to sup~
plemant and not supplant existing financial inatitutions.
Using as an illustration the case of & small company with a
limited amcunt of capital which required to exiend its opera-
tions or instsl new mmchinery and tooling, Dr. Clark pointed
out that a chartered bank would be quite within ite rights
in declining to ke & loan of this type which could not
be repuid within & year or two &t the latest, "Thore is no
criticisa that oan be made of the bank for taking that point
of view because that is not the purpose for which chartered
banks heve been set up."



Dr. Clark went on to say that the investment
dealers, whose function is to secure investment funds for
capital purposes, would not be interested in merketing new
stock of a small company whose name and reputation were
pructiocally unknown. Accommodation from a loan or mortgage
company or an insuyrance company would also be difficult to
sscure unless the company were able to meet all the usual
requiremsnts. Similar conditions would prevail in the case
of a new compeny whose sponsors had only limited resources and
whose nanes and reputations were not yet established,

Supplementing his earlier remarks, Dr. Clark
told the Committee mombers that with the new bank "we will
be in a much better position to promote .... an expanding
econory after the war with a high level of national income,
employment and productivity.? Undoubtedly that possibility
has been largely influentisl in compelling the Government to
take action in a fisld which was neglected for so many years.
The threat of a post war economic de ression has stimulated
much legislative action during the pest two years.

It 19 a fact that in the early years of the war
many small industries were converted with or without Governe
ment assistance to the production of urygently needed ejuipe

ment and supplies, Others were created for this purpcse.
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Intermediate, and in many cases long=ternm credit, vwill be
required to place thwee industries on a basis where they
oan produte oivilian goods in the post war periocd. Further,
many nsw products and techniques will have been deve'oped
during the war years which, without adequate financial
assistance, will not be fulily exploited. The Industrial
Development Bank is designed to provide this assistance.
Aocording to the preamble of the Act, "It is desirable to
establish an industrial development bank to nromote the
economic welfare of Cansda by increasing the eff. ctiveness
of mooetary action through ensuring the aveilability of
eredit to industrial enterprises which may reasonably le
expscted 1o prove sucoessful........by supplementing the
agtivities of other lenders and by providing capital ase-
sistance to industry with partioular econaideration to the
finaucing problems of small enterprises.”

The Industrial Development Bank which openwifor
businesas on November lst, 1944, is orgenized as e subsidiary
of the Bank of Canads, each having the ssme board of directors.
It bears little resemblanse to0 a chartered bank and its operae
tions are epecifically exoluded from the application of The
Bank Aot, exoept inr a few specified ingtances, The Bank mmy
establish branches in any part of Caneda though it 1is unlikely
to require direct representation in very many cities or towns,
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Its authorised capital 1s fixed at $25 million, all of
which must be subseribed Ly the Bank of Ceanada; $10 million
was required to be paid up at the time that the Bank com-
menced business., Total resouroces are estimated at $100
million inasmush as the Act provides that the Bank may
borrow up to three timas the ag regate amount of the naid
up capital and reserve funt bty way of bonds or debentures,
These will not be guaranteed by the Government but will be
made an eligible investment of the Bank of Canada,

Assistance to individuals or corporations is to
be given in one of three ways if ¥eredit or other financisl
resources would not othervise Le available on reasonatle
terns and conditions ..... (and) the amount of capital in-
vested or to be inveated is such as to afford the Bank
reasonable protection®, The Bank mayje

(1) make or guarantee loans to an in-
dividual or corporztion, or
(2) enter into an underwriting agreement
in respest of stock, bonds or de-
bentures of a corpuration, ar
(3) purchase .r othervise acyuire aany of
the securities of a corpuration,
Underwriting agreenments or purchases are to be nade wxith a
view to reselling the stocks, bonds or debentures subacribed
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for or purehased.

It 4s to be noted that the Bank may guarantee
loans as well as mmke advances direct to worth applicants,
In most instances this will mean that where a chartered
bank has been approached to provide financial assistance to
a worthwhdle enterprise but is unwilling to <o so the nros=
pecstive borrower may eppeal to the Industrial Developuent
Bank for either a direct loan or for a guarsntee of a loan
from a chartered bank., There will be many instanccs of °
border=1ine cases which the banks would be willing to handle
with the suppart of such a guarantee,.

The Industrial Development Bank will, of course,
decide how it will act: It mey be assumed, however, that
where the applicatioc is for shorte-term accoumodation end a
chartered bank 1is willing to make an advance with & guaraniese,
the Bank will in all probability choose %0 asaist the entere-
prise 4in this way. On the other hand, where an application
is for medium~teras accomrodation the Bank will likely elect
t0 nuke a direot advance, unless assistance would be forthe
ocoming from a loan or mortgage company wiwler a guarantee.

These observations ere made in the light of the
declaration that the Bunk's operations will suppleient and
not supplant those of existing finsncial institutions, It



o 204 =

my well be that the management, inspired by Government
polioy, will ge intc the lending business on a large
scals. Thie was the criticism ralsed by many merbers of
Farliament when the Imdustrial Development Funk Pill was
wnder discussion in the liouse of Commons.

The argument was advanced that Lhe powors cne
trusted to the Bank were soc btroad that it could in effect
compete with private enterprise in almost any fileld it chose.
In the first place it might acquire some of Lhe louns of
industriel enterprises which rould normally be handled by
the chartered banks, with or without a guaraniee by the
Bank. Secondly, it might attempt to control the onerations
of a business in which "the manufacture, rrocessing or
refriyeration of oods, warcs and rerchandice or the build-
ing, alteration or remair of ships or vessels or the :;encra=
ting or distributing of electricity is carrled on." That is
the type of enterprise which the Bank may assist according
to the Aot under which it is incornorated. [uch control
might possibly ie used to compete with wellweastablished
privately-owned industries in the event that r socialist jove
ernment were elsoted Lo power. It might well e the metlod
used to effect the natiomalirvation of enterprises such as
the slectric power coupanies.
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Gentre)l ocould be exercised by means of the
section of the Act which empowers the Bank to “purchase
or otherwise aoquire® the securities of any existin; or
prejected ocorporation, though it would not e within the
spirit of the Act. The Bank's influence might also Le felt
by the provision which enables it to accept or acguire
security of any kind as collateral for ¢ loen or jusrantee.
Such security, consisting of stocks, bLonds, debentures,
warshouse receipts, bills of lading, goods, wares and mere
chandise, and mortgages, may be disposed of by the Benk in
the event of a default in accordance »ith certain prescribed
procedures, Since there is always present the possibility
that the enterprise being assi.ted may not succeed, the Bank
is in the poaition_ of bein, either a potential owner or &
potential business broker.

In all fairness to the legislation, however, it
must be emphnsised that it was not desligned to create any
unocertainties or to set up a gigantic holding company. Its
present general manager, Mr. S. R. Noble, is a veteran of
the Royal Bank of Canada where he was senior assistant general
ganagers With his broed experience and background it is safe
vo assume that the Industrial Development Bauk will play the
role for which it was cast. In e public address given in
uontreal in Pebruary, 1945, Mr, Noble said, ™he prime factor
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of the Bank is to lend money.® To ensure that its activi-
ties are concentrated on assisting small industries, Mr.
Hodbls pointed out that the Bank may not legally make advances,
investments or guarantees in individual amounts in excess of
$200,000 above an average limit of $15 million. This has the
offect of leaving available 385 million for lomns to entere
prises in amounts of 300,000 and under,

Certain ancillary powers have besnr assigned the
Bank which are worthy of ressing comment, It may deal in any
securities issued or guaranteed by the Government of Cansdaj
1t may aooept deposits from debtors and may open deposit a-
ccounts with the Bank of Canada or any chartered bank, 4
reserve fund 1s to be met up to which all surplus profits will
be transferred until the fund is equal to the veld up capital
of the Bank, Thereafter, surplus profits may be distributed
as dividends at a rate not exceeding 4% per enmum, the helance
being transferred (0 the reserve fund.

The Industrisl Development Bank Act empowers the
Bank of Cannda %o scyuire and hold the capital stock of the
Bank and to deal in bonds or debentures which it may lssue.
However, the samount of seouritiss meturing after 10 years which
the Bank of Caneda may hold 4in its own portfolio is limited to

twice the pald up capitel and rest fund of the Rank of Canada,
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The machinery thus set up by the Government fills a long=

felt need. It remains to be seen whothor or anot it will
function as smoothly ae its sponsors hope. l!dsanwhile, the
leading executives of the chartered banks have given the

Bank their blessing and have promised the closest co=operation.

The Bank 18 not expected to make large rrofits in
view of the magnitude of the risks which will be undertaken,
The rate of interest charged in most cases will not cxceed
5% which is extremely low for this type of accommodation. The
extent to which the Bank will meke money and avoid losses will
be governsd largely by the success or failure of the Governe
ment's post war policy to provide a high level of employment
and income. It is estimanted that over one amd a quarter
million pecple will be seeking civilian employm-nt efter the
war, There is, therefore, great scope for the Industrisl
Development Bank if private enterprise is encouraged and the
emll man given an opportunity to exercise his initiative,
Those conditions esn only take plaee if teaxes are lightened
and wmnecessary restrictions removed at the earliest possible

moment.

One or two points raised by members of tho llouse of
Comxons Standing Committee on Banking and Commerce during their
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exaxination of the Industrial Development Bank P11l merit
consideration., It was proposed that the Bank should solicit
deposits from the public instoad of issulng bonis and de=
bentures on the groun? that this would be a cheaper methed
of finmaneing., Wr. G. 7. Towers, Governor of the Bank of
Canada and mresidentedesignate of the Industrial Nevelopment
Mwwmﬂ. this would not be so. To il=
Iustrate his statement he pleeed on record an estimate of
the probabls earmings and expenses of Lhe Bank, based on the
agssumption that its rescurces of 3100 million were fully

emplayed.

If 5% were the rate of interest charged on loans or
ocollscted on invostaments, earnings on total assets would averspe
about 4.75% since a portion of the Bank's assets must neces-
sarily be ept in the form of cash, If 2,25% were the rate of
interest payable on the Bank's bonds and debentures, fixed
charges would aversge 1,75% 4n relation to total assota, Adde
ing to this figwe ¢ of 1f for general expenses and 1% for
possible losses, total expenses of 3.75% are arrived at, leave
ing 18 of total sssets for distribution as dividends or transfer
to the reserve fund «= a return of 4% on the original puid up
capital of §25 milliom.
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Mr. Towers went on Lo point ocut that if the
Bank's resources ware obtained by way of deposits from
the public fnstesd of by the sale of bands and debentures,
it could axpsot to have to meet interest conts of .6% at
lsast and general operating expenses of l.5%. The cost of
monoy would, therefore, be about 2.1% which would be ine
creased to 2.35% owing to the necessity of keeping a cash
resorve of at loast 10% against all public deposits instead
of %11l monsy averaging about 5%. On this basis the final
cost of money would average 2.35% instead of 2.25% and might
even be higher. That faetor, Mr, Towers remarked, influsnced
kim to recommend that the working funds of the Bank be raised
by the sale of bonds and debentures === apparently the more
economical method.

To what extent, ir. Towers wes influenced by the
feelings of the chartered banks in this matter is not knowm,
but it ean be taken for granted thet some oppoaition would
have been raised if the Bill had -rovided for the raising of
funds by means of public depoelits. The Industrial Develop-
ment Bank would, in tiwse circumstances, have been competing
with the chartered banks in their own field with the added
advantage of being in close touch with the affairs of the
depositors, Hence it might be their {iret cholce when bunk
accomnodation vas required,
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Hon. R.B. Hanson brought out an unusual angle.
He wanted Mr. Towers to explain what would be the basis on
which the Industrial Development Bank would select the type
of industries to be assisted. Certain industries and locali-
ties could be favoured according to the known wishes of the
Government, Mr. Hanson argued. Mr. Towers discreetly avoided
answering these queries. Nevertheless, it is conceivable
that political pressure might be brought to bear on the Bank
to further the project of a cabinet minister. Whether or not
the management of the Bank would yleld is a matter of conjecte
ure. The record of the Bank of Canada has been very good thus
far and its board of directors will have the final say in the
affairs of the Industrial Development Bank,

While this Chapter has been concerned principally
with intermediate credit, some reference can conveniently Le
made here to the introduction of long=term credit facilities
which the Government brought before Parliament in 1944. To
encourage the construction of dwellings by both individuals
and municipalities =2 new National Housing Act was passed which
contains more generous terms than its predecessors. Loans may
now be obtained unde? Government guarantee at a rate of interest
not exceeding 43% per annum. Individuals may borrow up to 90%
of the appraised value of $2000 homes, 85% in the case of $3000
homes, and 80% in the case of homes costing $/000 or more.
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Repayment say be extended over a vexriod of 20 years, and in
some cases 2% years. Special arrangenents have been made by
the Government with the insurance and wortgage compenies to
enswre that the ncheme funotions efficiently. It 4is enticie
pated that the Hatiomal Housing Aci, if widely avalled of,
will do much to encourage post war employment.

Finally, Parliemment placed on the statube books
in the 194/ seasion an act to set up the Export Credius Ine
surance Corporation, an organization desiyned to guarantec
axporters against the risk of lo:s in approved contracts for
the export of Canadien goods. In addition, the Government 1s
empowered to guarantee the obligations of other goveraments
or %o lend money Lo them for Lhe purpose of purchasing Cane
adian goods.

The preemble of the Export Credits Insurance Act
statern that "it ie desirmble to promote the revival of trade
by esteblishing a corporation to insure a ainat loss csused
by insolvency, delays in collection and tranafer difficulties
4in connection with the export of C.nn’iuneproduced goods, amd
during the p~riod of transition from var ‘o peace by provide
ing for loans or guaraniees Lo gove. ments of o.her couatries
or their acenciss.® The "eruly iinlster of Trede and Commerce,

the Deputy 'inister of ¥inance and the Govornor of the Bank
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of Caneda constitute the key membera of the corporation
which 48 oapitalised at $5 million, divided into 50,000
shares, all of whioch are to be held by the Minister of
Trade and Commerce in trust for the Crown. The corporae
tion is exmpowered to issue emd sell interestebearing bonds
and debentures and to invest monoys in such manner as the

board of directors may determine.

The Act permits the corporation ®%to eater into
a contract of insurance with an exporter to insure a ainst
the risk of loss involved in a contract for the cxport of
Canadion=produced gooda®™, By "lose" i1a meant the loss sufe

fered by an exporter due to nonepayment of the purchase rrice

of the goods exported Ly reason of insolvency or delay of the

importer or his inability to secure the currency in which the

purchase price is to Le paid. The liability of the corporae-

tion under the contracts of insurance issued and outstanding

at any one time is not to exceed ten times the emount of the
paid up capital and swrplus. Its working ozpltal :ay be

supplemented from time to time by loens from the Consolidated

Revenus Pund of Canade suthorized by the Governor in Council
N
but they are restricted in amount to five times the Hald up

capital and surplus,
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A wmique feature of the Act is Part II which
empowers the Qoverner in Ceunoil to authcrizo the Minister
of Finance to gusrantes the obligetion of a foreign govern=
ment or government agency to pay the cont of yoods produced
in Canada., Further, the lUinister may make a loan to such
government or agency to finance the purchase of Canadian gouoia,
Pinally, the kinister may purchase, acguire or gusrantee any
security issued by such & governmwnt or agency to any person
in Canada in peyment of Canndian-mede goods exported abroad.

These undertakings are to be made, howsver, only
if the foreign government concerned requests thes Government
of Canada to give such guarantees, or umke such loens, or
aoquire or guarantes such securities and if that governument
wdertakes to indemnify the Government of Csnada ageinst any
loss in connection with such undertekin; s, The aggregute
amount of guarantees outstanding at any one time is not to
exceed $200 milliony the aggregate amount of lomne outstand=
ing and the value of asecurities purchased or acjuired and hweld
at any one time are not to exceed 3100 million. The Export
Credite Insurance Corparation may eaot as egent of Lhe HMinister
of FPimance in making the above commituments,

The part which the corporution will play in the
roestoration of Cansdats foreign peaceilme trade is difficult
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to predigt. Undoubtedly there will be many potential outlets
for Canadisn goods in countries which are faced with exchange
problems the solution of which may well be found in the new
legislation. Exporters will be much more inclined to make
ocumitments with foreign importers or agenvies under the rro-
tection of the corporation. The possibility of losses will de
diminished and the risk to the Cana imn Government will be
slight if the guarantee of the forei n government concerned
1s secured in every oase,

This new type of intermediate credit may well prove
offective in stimulating the export industries of Canada and
may meke s worthwhile contribution to the maintenance of a high
level of employment in the post war period. The chartered banks
will enter into the pileture by providing the necessary fecili-
ties for transferring funds and their assistance in the operution
of all undertakings arising under the Act will do much to enswre

its success.
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SHAPTER XI1
BANKING TODAY AND TOMO ROW

It i3 of more than academic interest to inquire
what the future holds for Canadisn tanking. The socislist
party, the Co=operative Commonwealth Federation, has on more
than one ooccasion declared that one of the key planks in its
politiocal program is to nationalize the tanks, This, it has
been astated in the original Regina Manifesto and again in a
recent, publication entitled "Make This Your Canada™, will be
carried out as soon as possible once the party has been elected
to power. It is of prime importance to every customer of the
chartered banks that he understands the reassons given for
advocating this move and the effects it would have on the
financial system of Canada as a whole if it were put into
effect.

First, the claim is made that the banks represent
a gigantic trust in which is concentrated much of the wealth
of the ceuntry. Second, it is said that by acting in combina-
tion the banks are able to exert a monopolistic influsnce on
the financial life of Canada. Third, it is cherged that the
present Goverusent subsidizes the banks by financing the war
effort in pert by the flotation of Victory lLoan bonds. Fourth,
it 18 claimed that the bunks virtually determine the monetary
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policy of the country through their abllity to create credit.

Each of these charges must be considered on the
basis of the available fects. The ownership of the ohartered
banks is divided among 51,000 shareholders whose holdings of
stock average 28 shares. Over 68% of all shares are held in
Canada. The directors of each bank are selected for their
intimate knowledge of some partioular field of industry and
commerce, and latterly of agriculture as well, and for the
expert advice which they can provide. It is not customary
for a director of one bank to aecept a directorship in another
bank. Nor is it true that the chartered banks monopolisze
ocredit for the benefit of large corporations or trusts. Mr.
S. H. Logan, president of the Canadian Bank of Commerce, is
the authority for the statement thaet no bank has any large
stock holdings in any trading cerporation nor has any ®%big
interest® any important holding in bank stocks. While it
my appear that much of the wealth of the country is concen=~
trated in the chartered banks, it must not be forgotten that
the prime function of the banks is to act as trustees. As such
they have no control over the marmer in which their customers
choose to dispose of their credit balances. Even in the case

of time deposits, which are technloally withdirawable after notice,
the bangs 20 not exercise the privilege of demanding such notice,
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the
To imply that banks are a meanopoly, aoting in

conoert for their own exclusive ends, is erroneous. Thore
is very ;enuine competition among the banks both for deposit
as well as loaning business., It is true, however, that
interest rates are as a rule fairly well wiform. This
arrangement is adhered to in order to prevent rate cutting
which in the long run would resct to the detriment of both
depositors and other clients of the banks alike. If interest
rates on loans, for exsmple, were progressively decreased to
the pednt where the banks were losing money in arder to ace
quire each other's borrowing accounts, income would have to
be bolstered by lowering deposit interest rates and by increase
ing service charges sharply. Competition, then, is chiafly
in providing service although there are hundreds of cases on
record in which one bank has been abls to offer more favoure
able borrowing terms than another,

Under the present competitive system, a potential
depositor or borrower may "shop around®” and decide for himmself
where he will conduct his banking Lusiness. His choice will
be influsnced by the manner in which he is greeted and the
terms offered to him. Each banker will, as a rule, endeavowr
to sell the services of his bank, spurred by the knowledge that
an increase in the busineazs of his branch with a larger net
profit at the end u‘f the year will earn for him recognition
from his heed office.
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On the other hand, if banking were nationalized,
a potential borrower would find that one dbranch of the systenm
would offer the same service and terms as another. He would
most certainly know that he was dealing with a Government
nonapoiy which left him no alternative source of assistance
1f his proposition failed to meet the prescribed rejuirements.
He might also find that a friend of his who was in similar
circumstances but who happened to be on good terms with an
influential Government official might meet with success while
he met with failure, As a taxpayer, he would undoubtedly
find that the banking system was not being operated as efficiente
ly as it was when in privete hands and that its losses were
being paid out of the public treasury.

The competition of the ten chartered banks is the
best guarantee the public hes that the credit balances of
depositors will be loaned and inv.asted wissly, that all applica-
tions for eredit will be considered solely on the basis of their
merit, that the affairs of every customer will receive the privacy
and attention which are their due, and that industry, commerce and
agrioulture will receive the assistance and encouragement to
which they are entitled.
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The claim that the .resent Govermnent is subsilizing
the chartered banks by paying interest on Viotory Loan Bonds is
baged on one or two facts which are being misinterpreted. It
is trues that about one half of the country!s total expenditurcs
for the prosscution of the war and the conduct of the nation's
affairs is financed through the asale of Vietory Loan Bonds and
other securities. This is an enviable record waich comnares
post favourably with that of the other members of the United
Nations. As has been pointed out earlier in this book, the easy
money policy of the Bank of Censda wes desi ned to provide the
chartored banks with sufficient cash reserves to take cere of
their normel and wartime oredit requirements as well as to ene
able them to buy enough Government securities to statilize the
bond market. This inevitably resulted in a wvast expansion cf
assets consisting for the most part of Government securities of
one type or another. As was pointed out in Chapter VIII, ine-
cressed expenses and taxes have eliminated most of the benefit
dorived from t is increase so that the charge that the benks are
being subsidiszed is folde. Furthermore, it 1s well to note Lhet
as trustees the banks are performing a very useful servioce to
the eountry by mobilising the available savings of their
custamers and lending them te the Government.
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Pinally, the charge thmt the chartered L-nks
determine the meometary policy of the couniry is contradicte
od by the faots themselves. They do ore.te crodit, however,
but only insofar as the Bank of Caneda permiis then to do so
by providing the conditions under which cesh reserves are
sxpanded, Control is effectively exercised by the central
bank through the medium of open markst operasticns, manipula=
tion of the rediscount rate, alteration of minimum cash
reserve rejuirsments, ets, During the war years, the bank
of Canada has pursued its easy money policy by epen murket
operaticns, thet i3, by purchesing Government and other high
grade segurities in the open market. By so dolng, more cash
is placed in ciroulation. This cash eventually reaches the
chartered banks and, bsing surplus to their crdinary requiree
wents, becomes the base on which deposits of approximately
ten times the amount of eesh involved are created. The pro=
oess 15 reoversed when the Bunk of Canada desires to contruct
oredit.

Mr, S. He logan, president of the Cane ian Bank
of Comserce, summed up the relationship of the chartered banks
10 the Burk of Canade in his annual report to the shareholders
on October 30th, 1943, when he said, "The ultimste prerogative
of the nationa) monetery policy is alresdy wested in the Dominion



«2] -

Government's institution, the Bank of Canada. The chartered
banks have not the remotest chance of acquiring any of (ite)

powers, nor have they the slightcst desire o scok those powers.?®

The many and varied services perforued by the banks
would not be oarried out more efficiently if the banking aystem
were nationalized. On the contrary, it would be reasonable to
expect that the careful attention now given to all o;;erations
would not be continued. Sir Charles iddis, a distinguished
msmber of the Royal Commission on Banking nnd Currency, remarked
in 1933 on conclusion of the rresentation ::de by the banks,

*You have boen subjcoted to & searchin_ qusstionnalre and you
have given us a straight reply. You have refuted cne by cne the
many illeinformed and, I my add, in some omses, malicious c!mrges
which have been levelled st the banks, and you have done zo with a
dignity, end with a moderation, and with a frank sincerity which
compels conviction. I believe that your document will etund
hMstorically as a cefence of the Cunadian'bmxking system, and if
tids Commission, in my judgment, has done nothing more than olicit
this response it would not altogether have failed in the task ale
lotted to it.”

In reply to the suggestion that the British banks be
naticnalized, Viscount Snowlen, soocialist Chencellor of the Ex=

ehequer in the labour Government of the late liamsay MacDonald,
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atated, "If banks wers mationalized, they would have to be
managed as they are now if their solvency is to be maintained.”
That i3 a frank edmission that the principles followed in
capitalist countries by the coamercial benks have on the vhole
worked to the advantage of the communities they served. It
followe then, that if no ardvantage is to accrue, why turn over
the administration and control of the banking system to e
Government departmsnt? It is more than possible that the fine
ancial juggernaut thus ereated would hold the power of life and
deuth over all industry, that it would eventuslly push its ine
fluence into every field of private endeavowr and that none would
escapo its grasp., For few enterprises, large or small, do not
require the assistance of the banks at one time or anothsr in
carrying out, their ectivities.

If the banks are o maintain the confidence of the
public in the post war period, what should be their principal
ebjectives and how may they best serve the interests of the
industrisl, comnmercisl and agrioulturel life of the ccuntry?
They will have an excellent opportunity to play & large mart in
the recovery progrem of the Dominion. The accumulation of ine
dividuwsl deposite and the potontial lending power which they
possess are greater than ever before. The productive power of
industry is similarly unprecedented. These two conditiona are
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elosely linked togothor, The money is 4in the banks, either
as potentizl leans or as deposits, ad ia ready for spending
@9 soon as goods are availadbls. The pachinery of industry
18 resdy to switch to eivilian production immedictely the war
sitmtion warrants such action.

i‘ha degres of prosperity in tho post war period will

be determined, to a very great extent, by the co=operation re-
ceived from the Government, Firat, it is important thet toxae-
tion be reduced en both individusl and corporation incomes. In
the case of individuals, come relief is justified in order to
enable longe=delayed purchases and home improvement programs to
bs put into effect. It must not be forgotten that the nersonal
income tax affects small enterprises; if these are to be ane
couraged in order to stimtliate employment, e further argument
for concessions after the wer is evident. As far as corpora-
tions arve concernad, it is quite clear that the excess profits
tax should be reduced with a view to its eventunl elimination,

In many respects Canada is the highest texed of all
the United Nations., To enabls her menufacturers to compete in
world mmrkets it is imperative that ocosts, of which taxes make
up & largs part, bs reduced to a lower level, The excess
profits tax is justified in wartime only as a means of placing
at the disposal of the country most of the additionel profits
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mde by private saterprise, Admittedly it has a discourage
ing effect on industry and should, therefore, be withdrawn
after the wmar. "Incentive is neoessary to enterprise and .
ecctntorprise is essential to full employment,® in the words
of Mr. H, D. Burns, general manager of the Bank of Nova Scotis.
It should be added that high taxation which can be borne by
well=established industries often becomes perohibitive in the
case of new or projected enterprisea.

Second, and of equal importance in encouraging the
banks and industry to play their full part in post war recon=
strustion, is the condition that the Government relinquish all
non=essential controls as rapidly as possible after the cessa-
tion of hostilities. It is of course obvious that many
restrictive measures will have to be retained for an indefinite
period in order to ensure that materials in short supply are
distributed on an equitable basis. But a beginning oan be made
by the lifting of restrictions on the employment of labowr and
the types of articles which may or may not be manufactured.

In the case of the benks, restrictions are not and
never have Leen totally absent. In fact the banking system has
in many ways been the most regulated of eny Canadian industry
or enterprise. Licensing and price fixing are commonplace with
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banks, As Mr. M. W. Wilson, president of the Royal Bank of
Canada, podnted out at the 1942 annual meeting of shareholders,
*The much discussed war neasures wmerely bring other commercial
conocerns into line temporarily with the permanent regulations
of the chartered banks.” He went un to point out that bank
charters come up for renewal at teneyear intervals at which
tine banking prectioes are critically examined by the House
of Commons Standing Committee on Banking and Commerce. The
mximm rate of interest which bsnks may charge is fixed by
the Bank Act as are all their powers,

"As control over benking, money and credit 1s now
ample in Canada,® Mr, Beawdry Leman, president of lLa Banque
Canadienne Mationale, told the members of the Sherbrooks Board
of Trade on October 26th, 1944, "further curbs on freedom of
enterprise might well bring about stagnation eand discoursge
initiative and the incentive to take reascnable risks." The
same ocould be said of ell private industry. Mr. Leman might
have gone on to say that the early removal of unnecessary con=
trols after the war would tend to produce the very opposite of
the situation which he depicted in his address,

Pinally, to encourage the banks and industry in the
post war period it is desirable thut the Government sute
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in no equivogal terms that it undertakes to promote the
welfare of all private onterprise, thet no diserimination
will be shown against investors who risk their capital in
the hope of securing a profit, and that labour will be freed
of insecurity by the provision of adequate social inzurence
msasures, Individual initistive is the best hope that Cane=
ada hes of the enjoyment of a rising standard of living and

a post war period of progress and development.

In anticipation of playing a major role in the
economic reconstruetion of Carsda, the banks must do a certain
amount of pest war planning., Many have already done 3o but
much remains to be accomplished, Being olosely associated
with industry, agriculture and individuals in every field of
endeavour, they have a wnique opportunity to influence the
seving and spending mebits of their customers. Every effort
should be exerted 4o ensowrage clients to save now with a view
to spending in the yeara following the cessation of hostilities
when goods will be availabls in normal quantities., Saving during
wartims lms become a nationsl hebit and it 4s not impoasible that
many individuals will hesitate to dissipate the credit balsnoos
which they have acowmlated in their deposit accounts. By stime
wlating saving now with a view to spending later the banks will
also bensfit by en expensien in oonsumer loens induced by the
wnsatisfied wants of customers who lave felt the urge to spend.
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The disposition of ths record volume of savings
scounalated during the war will determine the direction and
outcome of many post war factors. Much, therefore, depends
on the extent 10 which the banks influence their customers,
Savings as such are static and do not becoms dynamic purohase
ing power mt.u/tc}fmra are ssoured of u steady income in the
form of a well paid proiuctive job after the war. Mvending on
duwrable or nome=durable goods will be withheld es long as
insecurity of employment exists. There must, therefore, be
the fullest pessible measure of employment in the post war
period, The banks can help to bring this about, first by
lending to consumers and producers to provde credit and create
jobs, and second by stimuleting the trenslation of navings into
purchasing power which, when mobiligzed for action, will in it~

self create joba.

Many banks in the United States have sed up
pachinery to encoursge their clients to nave for specific post
war purchases which will stimulate employment. Special deposit
accounts are opensd in which customera deposit reyularly a oere
tain part of their excess earnings which will provide them vith
a down payment or the entire purchmse rioce of one or more items
of durabls geeds. One such plan is in operation et the llerchants
National Bank and Trust Company in Syrucuse, Hew York. A client
who intends to purchase & ear or refrigerantor, for cuample, sfter
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the war commences to provide the ecessary funds now. The
bank determines how such he muat save weekly or monthly over
a eriod of one or two ypara to resch his objeotive., Tpecial
rasshooke are used to indlicste to nim at a glance how much
progress he is making. Most depositors of this type will
likely become eligible for consumer credit to finance the bale-
ance of the ecost of tkeir projected purchase,

Other banks in the United States heve similar arrange=
ments to encoursge custosrs to save for modernimation of their
homes or for the conatruction of new residences. The plan ie
often extended to retail store ownurs to encoura;r them to
modernise thcir shops after the war. Decuause benks have '
necessary mschinery for influencing saving and spending they
are the b et operators of such a scheme,

If &ll the bamks in Ca:ada were to ilmauyurate a progran
of "save to spend®, and if they were to open special accounts for
this purpose, the total potential purchasing power oarmerked for
spending after the war would reach many millions of dollrrs.
These savings would stert the wheels of industry tu ning without
the neoessity of selling Viestory Loan Donde to finmnoe the veace.
Hever before has such an opportunity veen presentod to the banks,
lany of them undoubtedly sre aware of this fact but few have
published any extensive plans to aid the national recovery effort,.
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I% must be said, however, that the chartered banks
have been consistent in giving leadership to the people of
Cansda through the medium of the annmuml sddresses of the pres-
idents and genaral mansgers to the shareholders of their insti-
tutions. In recent years much thought has yone into the pree
paration of spseches covering subjeets such as *Taxation After
the Tar®, “"Canada's Foreign Trade”, "Nationalization of Banking",
*Post Far Luployment®, ete. Lany concrete suggestiona have been
made which, if adopted, would do much to meintain the volume of
employment built up during the war and the sccompanying level of

national income,

Unfortunately, these addresses are given but once
a year and it is doubtful Af the publicity given to them at that
time is adequate to0 influence any large body of public opinion.
¥hile verbatim reports appear in the leading daily newsparers
of the Dominicn, many peopls are of the opinien that auch
extensive acocomnts are merely propsganda for the banks and hence are
not worth reading., Such is not the case se & careful survey of pres-
idential speeches will reveal. It is sugrested that the Canadisn
Benkera' Association might profitably consoliate the beat of the
annusl addresses and publish them in the form of a review of econ=-
omic developments in Canmda. Distribution should be widespread
and should supplement the publication of theme sddresses in the
respoctive banks'! annual statements,
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Pimlly, the abartered banks which are reprusente
od in the Fritish Isles, the Mnited States, the West Indics
and in South Americe have g worthwhile epportunity to con-
tribute substantially to the Wﬁm of Caneda's foreign
trade after the war, Through their representatives abroad
they ean be of comsiderabls ssrvice in placing their foreiga
and domestic oustomers in touch with one enother and with
mrket conditiens at home and abroed. The development of twse
oentacts will in the long mm react to the benefit of the coune
Yy as woll as to the banks thomselves,
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This surwey of banking im wartime has necessarily
been confined shiefly to the astivities of the ten chartered
banks for it is they which form the beckbone of the financial
struoture of Canada, An attempt has been made to show how
they lmve been affected by the econcmic forses set in motion
by the onooming of a gigantic world struggle, the exicnt to
which they have contributed to the part talen by Cantda and the
rols which they mey be expected to play in the post war ;eriod.

Canada i3 fortunate in possessing a banking aystem
establishad on firm founiations, end ono which has on the whole
served tho coantry extremely well in time of war 25 in time of
psace. 1f snyone is doubtful of the wvalidity of this statenent
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let him glance at the banking history of other nstions.

He need go no farther than south of the border to recall
that in the early years of the (Oreat Depression thousands

of amall banks closed their doors, never to open them

again., The loss to depositors was enormousy in ru.ny cases
the lifetime savings of clients dimappeared overni ht. HNot
one Canadian bank was foroed to suspend business cduring this
per_od of economic uphsaval., No benking s stem was better
irepared to respond to the exigencies of war than that of
Cenada and none is botter equipped to serve the country in
the post war era. Ites contribution to the war effort has
been incalculablej its contribution to the peace will be of
ejqual megnitude if its lesders are men of vision and are not
hampered in their efforts by the deadening hand of Government
regimentation,
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