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CHAPTER I 

INTRODUCTION 

Writing of banking in his inimitable style, 

the late Stephen Leacock once declared ironically, "What 

a serious trade it has becomel" He then vent 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 bis way and "the world went very well then". Banking! 

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 is one in which 

the keenest competition exists, despite the claims of 

critics that there is in Canada a "financial monopoly". 

Broadly, banking is 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 

respeets similar to those of the chartered banks. Reference 

will be made 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 liabilities and assets ami 
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their ability to earn profits and pay dividends will 

be considered ,as wall as the extent of their co-operation 

with the Federal Oovernment in the administration of 

foreign aawhange control and ration coupon bank accounts 

and in the sale of fiatory Loan bonds and Kar f-nvin^s 

Cartificataa. An assessment will then bo made of their 

aontribution 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, a 

highly specialised field of banking, will only be referred 

to incidentally. 

First, it is necessary to examine briefly the 

eooooaio background of Canada before outlining the part 

played by the chartered banks and ot! cr commercial in­

stitutions. Early in the war years it bt case apparent that 

Canada was to make a major contribution in the form of 

agricultural and industrial oro^uetion. Food, raw mater iala, 

finished Ooods and all tie equipment and -mraphernelia of 

modern warfare oould, in tiote, be :r~duced in large quantities 

thousands of miles away from the t xcat of enemy bombers. 

Even the ships in which the output of Canadian farms, mines 

and factories was to be transported to the theatres if cor.L" *; 

oould be constructed in the Dominion as wall as the escort 

vessels and patrol ships neoeasary for the protection 
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of the marohant fleeta. But such a vast program of 

agricultural and industrial effort would requlro not only 

wast quantities of capital, labour and materials but also 

a sanothly running efficient banking system to finance the 

various stages of production and the transportation of 

finished products to their destination. Canada was fortunate 

in having just such a system at the outbreak of hostilities. 

All eoasaeraial banking is carried on by the ten 

ehartered banks which, in September, 1*39 were operating over 

39300 braaohes throughout the Dominion. In other worda, for 

ovary 3»500 parsons there was an office provided with all 

normal banking facilities. The comparable figure x'or the 

United States was one banking office for every 7,100 persons. 

Trained personnel aggregating approximately 20,150 were ready 

to meet all demands. 

On August 31* 1939 the assets of the chartered banks 

totalled $3,546 million and deposits in Canada $2,56% million. 

The ratio of currant loans to total deposits was only 40.09$ 

indicating 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 seouritias all banks prefer to exploit 

this outlet as an alternative to adding to thoir inveatwnt 

portfolios. Za 1939 Dominion of Ca ada bonds yielded on the 
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average) between l*54Jf and 3*20% interest, under the terms 

of The Bank Aet, however, a rata of in' rarest on loans as hi^h 

aa 7% oould be stipulated for by the banks. In practice, they 

sell soma of their security holdings when there are proeoects 

of expanding their loaning business. 

Of the volume of deposit liabilities outstanding 

in August, 1939, vis., $2,965 million, about two-thirds re­

presented time deposits* This figure «aa a record at that time 

and ooapared with $2,1% Billion in 1929, the previous high. 

Branches of the chartered tanks tap all the real and potential 

souroes of deposits throughout Canada and thus provide the 

oouatry with an unrivalled system for mobilizing its cash 

resourees and distributing them where they are most required. 

Agriculture, industry and comiseroe were not the 

only potential benoficiariec of Canada's well organized tanking 

systesi under wartime conditions. The Federal Governi&*nt was 

faoad with the prospect of having to raise vast oucis of money 

to finance warfare on a scale not ^revioualy thought possible. 

The chartered banks offered a ready-made network of branches 

which would provide suitable machinery for the wale of war 

loan bonds and war savings certificates in addition to providing 

the Government with direct accommodation by way of advances, 

•a and when required. Such an organisation would also oake 



• 7 * 

passible the immediate introduction of foreign exchange con­

trol measures, handled by bank personnel already trained in 

foreign exchange dealings, as well as any special schemes 

designed to restrict the salt or distribution of commodities 

in short supply. 

The impact of war, then, found the banks well 

prepared to meet all emergencies. Measured by the surplus of 

dspoaits over loans and the character of aaset8,t?<eir position 

was strong and liquid* Reserves against public liabilities, 

notes outstanding and deposits in Canada consisted chiefly 

of Dominion Government securities| over 10$ of all deposits 

in Canada, however, ware held in cash, I.e., Bank of Canada 

notes or deposits with the Bank of Canada. The liquid position 

of the banks was due to a large extent to the easy ntonoy policy 

pursued by the Bank of Canada ^ince its inception in 1935. By 

enlarging the cash reserves of the chartered banks, the Bank of 

Canada made it possible for them to expand their assets and 

deposits at a time when Canadian agriculture anH industry were 

beginning to revive after the Great Depression of the early and 

middle 'thirties. When he appeared before the House of Coraroonc 

Standing Committee on Banking and Commerce in 1944, Mr. G. F. 

Towers, Governor of the Bank of Canada, referring to economic 

coaditione in 1939» said, "The volume of Canadian money has 

been expanded substantially above the 1926-1929 level and ;,he 
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eomnsrsial ***** kept in a liquid cash resorve position so 

that they ware wall situated to meet demands from the public 

for loans or to purahaas government securities." 

The aotive oontrol of monetary policy .:nd the 

influence exerted on the chartered hanks by the Bank of Canada 

have provided the financial system with a flexibility and 

strength which were absent during the war of 1914-1918. While 

the Finance Act of 1914 did set up certain central banking 

facilities which became a permanent feature of tho Canadian 

banking system in 1923, there was no broad conception of the 

economic effects of monetary expansion. The next of the Bank 

of Canada in controlling credit during the war, while not 

forming part of this discussion, cannot be overlooked entirely 

because of its tremendous influence on the finanoi&l organization 

of Canada and,In particular, on the operations of tht chartered 

banks* 

A study of the banking picture in 1939 and the 

dsvelopaente which have taken place dttrin^ the war ncuet be 

viewed in the light of Canada's economic position as a whole. 

The Dominion entered the war with one of the brat all-round 

crops in the country's history. In particular, the wheat 

harvest was unusually large and of a good quality. Cwch in­

come from the sale of farm products wns the* higtast since 1928. 

The tread of business, which had suffered o temporary act-
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back in 1938, bad resumed its upward course oven before the 

pressure of var orders began to be felt. The capacity of 

manufacturing plants was at least lOf gr*u; car t'\nn ia 1929 

and half as large a^ain as in 1918 when Canada's industrial 

effort in the first Great var reached its peak. Iaporta-'t 

also was the fact that there was no repetition of t>ie financial 

crisis of 1914 following the declaration of ;ar. In 1939, there 

was no clrect (government control over the production or dis­

tribution f goods or services. Labour v?as free to seek employ­

ment wherever it could and orices of commodities were st,t by the 

free play of the forces of supply and demand. Control and strict 

rationing of f reign exchange had been thought of only by the 

experts of the Bank of Canada who prepared a set of regulations, 

KO:rt"':S in a^vpnea of the outbreak of hostilities* 

Five and a half years of war *-»ave witnessed tre­

mendous cbanffcs in the v?hole economy of Canada. The Poainion 

has now I come the third trading nation of ti« world, largely 

as a result of the cnonaoua expansion in the output of war 

industries. During this period agricultural production has 

increased to the extent of 5055 despite a decline of Z3% in smn-

power because of enlistments in the nrmod foroes and tlw in­

evitable drift to industrial areas. Ersployiaent generally has 

reached record figures. The national inoooe is more then 

double its pre-war total having risen from $4*5 billion to 
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aa estimated 99 billion in 1944* And Canada has trained, 

equipped and plaeed in the line of battle more than 750,000 

soldiers, sailors and airman* 

This great axpansion in Canada's economy has bean 

facilitated by. 

(1) a controlled, non-inflatlonery degree 

Of oredit axpansioni 

(2) heavy taxation which has enabled the 

Government to finance approximately 5CK 

of all expenditures from current revenue; 

(3) borrowing from the putlie on a large scalej 

(4) temporary borrowing from the chartered banks\ 

(5) restricting inflation through the institution 

of a sarlss of price, wage and economic con­

trols and rationing. 

Speaking of the part of the chartered tanks in the 

war effort, Mr. S. G. Bobaon, General manager of the . oy&l Bank 

of Canada and former president of the Canadian Bankers' Associa­

tion, told the wartime conference of the American Bankers' 

Association in September. 1943, that "the banks' role in this 

wartime economy is to serve the public, to wrvo the Govern­

ment by helping in svery phass of wartime finance, to aid in 

defeating inflation, to facilitate the ordinary roquiroiaents 

of buslnes , to stand ready at all times to meet any deaamde 
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of dspositors and thus to contribute our utmost to sustaining 

the high confidence, the morale and the courage of the 

Canadian people." In the following chapters the influence 

of the war on the banking system will be examined «nd an 

appraisal made of the extant to which it has contributed to 

the sueeess of the Dominion*s war effort* 
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fiBAFTBRII 

Ths influence of the war on the operations of 

the ohartorad banks is best traced by an examination of ths 

consolidated balance sheets and aooonpanying statements for 

ths period 1939a>1944« As might be expected, many changes in 

bank figures have bean brought about by the increased tempo 

of industry and commerce and by the monetary policy of the 

Government astlng through the Bank of Canada* Definite 

trends have also mads their appearance. Most important of 

the changes is ths unparalleled sxpansion of liabilities and 

assets which has taken nines resulting in the first billion 

and. a half dollar bank in Canada's history — The Royal Bank 

of Canada — in addition to two ot. era over the billion 

dollar mark — the Bank of Montreal and The Canur'i-in Bank 

of Commerce. 

Liabilities of the banks are divided into two 

categories! liabilities to the public, including deposits 

and chartered bank notes outstanding, and liabilities to 

shareholders, Including paid up capital, reserve fund and 

undivided profits* Deposits are classified as demand and 

notice deposits, mors familiarly known as current account 



dspoaits and savings account dspoaits respectively. For 

statistical reasons the figures quoted below ore yearly 

averages calculated from the monthly returns submitted by 

ths banks to the Minister of Finance. The moat important 

point to note in the growth of public liabilities Is the 

expansion of deposits via-a-vls notes, the explanation of 

which is given below. 

LIABILITIKS OF ?K.. CiiAWrJJ''ED •hiiii: 

Ts ths Public 

Tear 

1939 
1940 
19a 
1942 
1943 
1944 

Motes in 
Circu­
lation 

94 
91 
82 
72 
50 

Dspoaits 

3,061 
3,180 
3,465 
3,834 
4,592 

Total 
Public 
Liabili­

ties 

To the Shareholders 

Capital and Keserve Fund 

(millions of dollars) 

3,298 
3,411 
3,712 
4,102 
4,849 

(not aval Liable) 

279,250 
279,250 
279,417 
280,583 
282,250 

During ths period under review, 1939-1943, liabili-
nublic 

ties to the/increased by 473- wails liabilities to shareholders 

grew by a modset .0015* In other words, despite the vast 

expansion in deposits which enabled ths banks to lend or invest 

on a much largsr seals than befors ths war, little was added to 

reserve funds during the first four .ears. It la usually the 
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eass in a large business under efficient management that an 

increase in ths capital employed sill result in a lower 

cost per unit of the commodity produced and a correspond­

ingly greater net return. However, higher operating costs 

brought on by wartime conditions, together with the taxation 

demands of the Government on a scale quite unprecedented in 

Canadian history, have reversed this general rule In ths 

case of the chartered banks. They have been unable to pay 

large dividends and aooumulats huge reserves as is explained 

in Chapter fill which deals with bank profits* 

A study of bank liabilities as a whole is not 

very enlightening and it ia, therefore, necessary to go into 

mere detail by examining ths two main categories. Deposit 

and note liabilities will be considered separately and then 

liabilities to shareholders* 

Deposit liabilities of ths chartered banks are 

classified as demand and notice deposits* In order to show 

the effect of government financing, however, deposits of 

the Dominion and provincial governments have been segregated 

from those of the public in the following table. The figures, 

based on Bank of Canada Statistical Summaries, recapitulate 

ths tread during the war years.-
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Deposits of ths Chartered Banks 

Bffesfp*^*FeffT**r?»WrPffT* 

Total 
Deposits 
(including 
foreign) 

1939 
1940 
1941 
1942 
1943 
1944 

822 
941 

1,136 
10609 
1,827 
2,144 

(millions 

1,709 
1,599 
1,592 
1,709 
1,961 
2,489 

of dollars) 

306 
237 
285 
286 
319 
323 

2,850 
2,774 
3,002 
3,594 
4,069 
4,933 

3,402 
3,252 
3,535 
4,209 
4,805 
5,795 

On first glance, the most impressive feature of 

the above figures is the phenomenal growth in total deposits 

between 1939 and 1944, especially deposits in Canada. The 

rate of expansion appears to have inoreased as the war progressed 

and ths financial aquiresents of the Government continued to 

make larger inroads on the national income* The relationship 

between Government financing and ths expansion of bonk deposits 

is an intimate one. Ths figures given below which are supplied 

by the Bank of Canada should, therefore, be examined ix fore a 

further explanation of the changes in bank deposits is attempted. 

Total 
As at Demand Notice Govern- Deposits 

October 31 Deposits Deposits sent in 
Deposits Canada 
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Dominion Government Loan Flotations 

Net Hew Issues 
Tear of Direct and 

Guaranteed Ob­
ligations* 

(Sold to the Publio) 

mat New Issues of 
Treasury Bills, De­
posit Certificates 
and Special Short-
Term Issues 

(Sold to Banks) 

T ;AL 

1939 
1940 
1941 
1942 
1943 
1944 

22*3 
289.5 
536.9 

1,537.5 
2,457*6 
2,635.4 

(millions of dollars) 

200.0 
325.0 
290..J 
632.8 
535.0 
248.2 

177.7 
614.5 
826.9 

2,370.3 
2,992.u 
2,<.'L3»6 

In the case of every loan sold to the lublic the 

immediate result was an Increase in the deposits of the 

Government held by the chartered banks accompanied by a 

decline in demand and notice deposits. The explanation is 

a simple one* As depositors purchase Ffar and Victory Loan 

Bonds their savings are reduced insofar as their subscriptions 

are for cash and the proceeds of the cheques they drew are 

credited to the i'ominion Government. On the other nand, when 

the Government sells its obligations to the chartered banks or 

to the Bank of Canada there is no subtraction from the accounts 

of depositors but the Government's account and spending power 

are inoreased to the extent of the obll, ations sold. Financing 

of this typs is inflationary in character and for this reason 

has been restricted to y.hat are considered reasonable amounts 
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hmviag regard to the exigencies of the war. 

Following tmvy Victory Loan drive, demand and 

notice deposits, after an initial drop, have resumed their 

upward course as the Government has paid out the proceeds in 

meeting commitments for the prosecution of the war. Demand 

deposits have rt covered first, then notice deposits. During 

the last two or three years, recovery has been noticeably 

rapid end a fresh peak has been reached before each new loan 

has been announeed. Ths trend has been definitely upward 

but most marked in ths case of demand deposits, indicating 

the liquid position in whioh industry and commerce find theta-

sslves* 

There are several reasons for this easy fin­

ancial condition* First, many firms have concentrated their 

resources on filling Government war contracts on which a mod­

est but assured profit has been made. In wartime, Government 

financial machinery operates more speedily than in peacetime and 

the risk of goods being refused or considered unsuitable is neg­

ligible. Funds for work completed and deliveries made have, 

therefore, heen forthcoming more promptly than would normally 

be the case. Second, in October, 1941 ths rartims varices 

and Trade Board instituted a series of restrictions designed 

to curtail demand for ths diminishing supply of consumer 3 w s . 
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1 M — » dees payments and maximum time limits were prescribed 

for slaost all ooneodltles purchased on an instalment basis. 

Personal loans mads by ths banks for this purpose wars 

Similarly regulated* All charge aeoounts had to be paid 

promntlv* 

The result of these measures was a shift from 

credit to cash transactions with a consequent decline in the 

accounts receivable held by retail merchants. This trend, 

sampled with the ever increasing difficulty of replacing 

inventorlee, resulted in s vastly improved cash position* 

Distributors, in turn, were able to mast their commitments 

to manufacturers much more promptly then was formerly ths 

ease. Third, the higher level of economic activity and the 

mere intensive employment of plant and equipment have en­

abled both industry and commerce to earn substantial profits, 

despite t e depressing influence of the Excess Profits Tax 

and the burden of taxes generally on corporation incomes. 

According to a study of the Bank of Canada covering 665 

companies, net profits after deducting depreciation, bond 

interest and income and excess profits tâ .ee rose from #242 

million la 1938 to $313 million in 1942 and were 3292 million 

in 1943* The cash position of these corporations has 

responded accordingly. Finally, many firms have been unable 
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to make expenditures on maintenance and replacement of 

plant and equipment which they would normally undertake. 

When this faotor is considered along with lower Inventories 

and receivables, it is evident that business has t« iv*cd to 

aee^BBulate cash during; the war years, a raoverant which ia 

dearly shown in the table of deposits appearing nbove* 

During tbt period under review, notice derK>sits 

remained at about the rre-war level until 1943 when e.» uw-

ward trend became apparent. In tho fir. t few yoars of the 

war accumulated savings were invested in war loan bonds 

while new found prosperity encouraged many wa^e-earners and 

farmers to make purchases postponed since the 'lays of tho 

Great Depression* The threat of a shortage of supplies 

stimulated this movement until tho Government introduced 

rationing of essential commodities In 1942. By 1943, 

spending had Inereassd mors than 60$ sine** the berinnin;. of 

the war. Meanwhile, Canada had virtually reached a state 

of full employment of material and labour resources. High 

rates of pay and a record cash return from the sale of 

farm orodueta brought the incomes of both wn£?-earn< rn and 

farmers to new high levels* Much of the uncricnt surplus 

has found its way into savings accounts in the c1 arfcerod 

banks, resulting in the moderate expansion of notice 

deposits evident in the table under discussion* 
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Government dspsoito, on the other hand, have 

fluctuated widely during the war years. Although replenished 

from tins to tins from the proceeds of tax receipts, bond 

flotations and private sales of short-term securities to 

the banks, they have been drawn down rapidly as tho require­

ments of war financing have been met. nevertheless, a nteady 

but unimportant increase is indicated in the figures given 

above. It oust 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 ths savings of the public* The great bulk of 

them, however, are accumulated in current and savings accounts 

since the chartered banks enter Into the agricultural, In­

dustrial and commercial life of the country in such a large 

way* Several other types of institutions also eoapete for the 

savings of ths public* Among these are the savings banks which 

may be divided into three types. The first of these is the 

Post Office Savings Bank operating through a nuater of post 

offices throughout Canada* Total deposits are not impressive 

but, in eonmon with those of other types of savings banks, the 

trend has some slight significance. Next in this group come 

ths provincial banking Institutions of Ontario and Alterte 

concerning which annual statistics are not readily available. 
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The province of Ontario maintains 22 savings offices through­

out the province while in Alberta the provincial government 

accepts deposits through a number f treasury branches. The 

aggregate of the latter are relatively unimportant as will be 

seen la ths table appearing below* 

Finally, there are in the Province of Quebec two 

large savings banks* which operate under the Quebec Savings 

Bank Act, the Montreal City and District Havings Bank and 

the Calsss d'Kcononis do Hotre Dame do Quebec* Trunt and 

loan companies and the co-operative credit unions also solicit 

savings which might otherwise find their r.ay to the chartered 

banks* In the case of the credit unions, however, their 

appeal is to the small depositor who finds that 25 cents per 

week, or some other small sum, is all that he can put away for 

a rainy day. There are over 1,400 credit unions in Canada with 

total assets in excess of $44 million. Life insurance companies 

also attract a large amount of savings. In 1943 total presdueis 

paid aggregated ^229 million. Ths following table recapit­

ulates the course of savings other than th.se absorbed by the 

chartered banks* 

http://th.se
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Deposits in Institutions other than Chartered Banks 

1939 1940 

(millions of dollars 
Post Office Savings Bank 
Province of Ontario 

Savings Offices 
Province of Alberts Treasury 

Branches 
Montreal City and District) 

Savings Bank ) 
Csisse d'Economic ) 
Credit Onions 
Trust Companies 
Loan Companies 

23.0 

81*6 

36.0 
29.1 

23.1 

39.8 

5.6 

79.9 

35.5 
28.3 

(Canada Tear Book) 

1941 

>) 
22.2 

76.4 

22.7 
38.6 
28.6 

1942 

21.7 

36.4 

4.5 

74.4 

33.6 
37.9 
28.0 

1943 

24.4 

84.0 

3944 

38.4 

3.6 

103.3 

It will be noVd that, in ooesion with notice derosius 

of the chartered banks, deposits of the savings banks showed a 

decline in the early years of the war* Some recovery was made 

in 1943 but the greatest expansion took place in 1944* Deposits 

of the trust and loan companies, on the otiwr hand, have re­

mained virtually unchanged. A possible explanation of this 

contrast lies in the fact that the latter institutions do not 

encourage deposits of a transient nature but prefer those which 

will remain undisturbed. As a result, they are not in as close 

contact with the swiftly moving current of Industrial urul cow-

mereial activity stimulated by the war as are the ciiartered «nd 

savings banks. 
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The significant point in the above ntudy of -he 

trend of deposits is the great increase which has taken place 

in demand deposits of the chartered banks,reflecting the 

activity and monetary policy of ths war years. This develor>-

ssnt has been paralleled to a limited extent by the growth in 

notice deposits of both the chartered and tl>e savings h&nka, 

but has not been at the expense of deposits of the trust and 

loan companies* 

During the reconversion period after the war, in­

dustry will have heavy expenditures to make in order to adapt 

plant and equipment to peacetime uses* liepair ant! maintenance 

work, postponed during the war because of labour and Material 

shortages, will also ave to be done. A rush to accumulate 

whatever raw materials are available for processing will create 

a further drain on ths liquid resources of industry. A sub­

stantial decline in demand deposits can, therofore, te expected 

in the post war years. This will be offset to a certain extent 

by the fact that money spent in the ordinary course of business 

sill be transmitted to other commercial and industrial organ­

isations* However, much of it will likely find its way to 

savings accounts as labour reaps the benefit of the post war 

boom* 
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Politlcal expediency and tlie desire to encourage 

private enterprise to employ as much labour as possible will 

influenot the Government to reduce taxation with t e direct 

and indirect benefit goin^ principally to wags-earners. The 

latter will be able to savt* oore than clwin,, the wur r>eriod, 

even though an accumulation of unsatisfied ,«uits may reaain as 

a legaoy of the war* It will be imposaiblu to . atiufy all of 

these ia the first two or three years and .xuiofc it is au^c^ted 

that demand deposits will show a decline wJvile notice de-^itt. will 

tend to increase* so contraction in the lending pamv of the 

chartered banks is, therefore, anticipated. This forecast is 

based on ths assumption that the Bank of C&nada will continue 

ths easy sonsy policy already in effect. Such is already the 

Government's announced policy. 

Since 1934 the chartered ban. a have been submitting 

to tho Sinister of Finance an annual return which include:, 

among other items, a classification of demand and notice depo. its. 

The figures for the war years are interesting for several reasons. 

First, they reveal that the nu»l*r of demand deposit accounts 

increased by only U $ during the period under review whilt' the 

number of notice deposit accounts inoreased by 22%. In view 

of the vast expansion of business and tht entry of many new­

comers into the manufacturing field it mi^ht have been thought 

that the number of demand deposit accounts woul/? have incrf *,«ed 
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at a higher rats* However, the assumption must be m d e that 

most firms which solicited war order* already had 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 sight sell indicate that small companies were accumulating 

funds as the result of larger profits and lower inventories 

and receivables, and not that many KCW accounts were being 

opened. The fact that the number of deposit accounts in the 

category of $1000 or less actually declined from 614,000 in 

1939 to 602,100 in 1944 would sees to support this statement 

for It Is in this category that most new current accounts 

are generally opened. 

The growth in the number of notice deposit accounts, 

particularly in the category of $1000 or less, can be explained 

by the unprecedented increase in the number of persons employed 

in war Industry, many of whom never had a bank account before. 

Personnel of ths armed forces have also been responsible for 

this development. As soldiers, sailors and airmen are moved 

about Canada, or are »nt to distant battlefields, they require 

a bank account In which to deposit surplus funds and on which 

they say draw cheques In settlement of their various coamitntents* 
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•any —l"*-<» several ssoounts at different points for reasons 

of convenience. The wives of service personnel who are away 

from home frequently have to attend to the financial affairs 

of ths family themselves and a number of them undoubtedly did 

not operate independent bank accounts when their husbands were 

at boss* The following table, published by the Bank of Canada, 

summarises the expansion which has taken place In the number 

of demand and deposit accounts since 1939. 

Classification of Demand and Notice Deposits 

wanes: 

As at October 31 
mac 

1939 1940 1941 1942 1943 1944 

DHIA3D R7.*JSIXSI 
(thousands of accounts) 

$1,000 or l e s s 
$1,000 t o $5,000 
#5,000 t o $25,000 
$25,000 to $100,000 
Over $100,000 
Adjustment Items 

TOTAL n !!ABD DEPOSITS 

HOTICE DEPOSITS : 
$1,000 or l e s s 
$1,000 to $5,000 
$5,000 t o $25,000 
$85,000 to $100,0.0 
Over 1300,000 
Adjustment Items 

TOT/-L JIOTICS BEPfifl-

rrs 

614.0 
53.1 
13.0 

3 .0 
. 9 
— 

684.1 

3,828*3 
290*2 

40*0 
2.8 

.6 
em 

4,161.9 

616.7 
57.8 
14.4 

3.2 
1.1 

a* 

693.2 

3 , 8 4 6 1 
268.8 

34.7 
2.4 

.6 
• 

4,152.6 

618.7 
64.7 
16.2 

3.8 
1.3 

— 

704.8 

3,951.6 
264*6 

31.3 
2 .3 

.6 
— 

4,250.4 

616.5 
77.2 
20.0 

4.5 
1.7 

• 

719.8 

4,055.0 
280.6 

31.2 
2.2 

.7 
— 

4,369.7 

611.9 
94.3 
25.0 

5.1 
2 .0 

• 

738.3 

4,280.4 
342.8 

35.8 
2 .4 

.7 
— 

4,662.1 

602.1 
120.1 
29 .4 

5.8 
2 .2 

— 

759.5 

4,588.0 
454.3 

47.4 
2.8 

7 
«*> 

5,093.2 
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Ths aharp increase in the volume of demnd deposits 

during the 1939-1944 period was spread fairly evenly over all 

oategoriee of deposits as say Le seen in the table appearing 

below. Those over $100,000, however, showed the most spee-

taemlar rise, indicating clearly the accumulation of funds by 

large corporations. Some of this accumulation was undoubtedly 

transferred to savings aooounts in order that it might earn 

$ of U» interest which is the rate the chartered banks pay on 

notice deposits. (Interest is not allowed on ourront accounts.) 

This fact is evident from the expansion In notice deposits over 

$300,000. Aside from this trend, ths greatest Increase in notice 

depevits is noted la accounts of 15000 or less which comprise 

more than 98% of all notice deposit accounts. In other words, 

the saall man, tho average depositor, was responsible for a yfmxy 

large share of the expansion in notice deposits. It is not 

surprising, therefore, that the Government takes such a keen 

interest in soliciting Victory Loan and v.ar ravines Certificate 

siibscrlptioas from wage-earners* 
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Classification of Demand and Hotice Deposits* 
samammaamm 

As at October 31 1939 1940 1 9 a 1942 1943 1944 

DEXAM) BEPOSITSi 
$1,000 or less 
$1,000 to $5,000 
$5,000 to $25,000 
$25,00 to $100,000 
Over $100,000 
Adjustment I terse 

TOTAL DK îD DLPXIT? 

MOTICT D; Pusrrs: 
$1,000 or less 
$1,000 to $5,000 
$5,000 to $25,000 
$25,000 to $100,000 
Over $100,000 
Adjustment Items 

(millions of dollars) 

TOTAL */riC£ '111 

89.0 
109.2 
132.4 
142.0 
341.2 

7.8 

821.7 

454.9 
538.2 
348.9 
123.3 
190.1 

3.7 

1,709.2 

96.5 
120.5 
145.7 
152.4 
427.8 

1.6 

941.3 

461.2 
537.3 
299.1 
105.7 
190.7 

5.4 

1,599.5 

105.2 
136.3 
164.2 
178.0 
550.2 

1.5 

1,135.5 

4%. 3 
522.3 
272.5 

99.6 
195.0 

5.4 

1,591.7 

118. 5 
163.5 
201.7 
213.6 
895.6 

16.2 

1,009.1 

534.6 
548.8 
271.4 
96.9 

247.8 
7.2 

1,708.7 

132.7 
202.0 
252.2 
240.3 
9*3.6 

16.0 

1,826.8 

617.3 
671.1 
308.9 
105.4 
250.8 

7.7 

1,961.2 

142.1 
259.0 
295.« 
268.1 

1,145.4 
34.0 

2,144.5 

752.3 
880.2 
405.1 

- 122.0 
4 322.7 

O.t 

2,488.9 

The present rate of interest mid on notice deposits, 

other than those of corporations, 1&£, cannot be said to have 

had any large part in attracting the savings of t'« nubile. 

Prior to 1933 ant? throughout the first Great Far the rate was 

3$. But early in tho depression years the Government adopted 

an easy money policy which was carried on by the Bank of Canada 

after its Inception in 1935. Its purpose in peacetime wos to 

stimulate business recovery! when war broke out it was continued 
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in order to keep the carrying charges on Govenuaant borrow­

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 Government bonds for 

a large percentage of their income. They were forced to cut 

the rate of interest which they paid on notice deposits. This 

ess done by concerted action In several lnstalmants* 

It oust be pointed out that while the current 

rate is l$%t corporations and other trading establishments are 

not permitted to deposit funds In saving accounts for the 

purpose of earning this rate of interest. A rate of only % of 

l£ is paid on such deposits. There is, therefore, little in­

ducement to industrial and commercial firms to leave funds on 

deposit* That they have had to do so in the absence of suitable 

alternative outlets is evident from the Increase in notice and 

demand deposits as explained above* As a matter of inforrjatioa, 

the chartered banks pay out approximately $22 million annually 

in interest earned on notice deposits* 

Indicative of the expansion In economic activity 

during the war years is the marked Increase in the nuraler of 

credit and debit entries which are aased through the 5* 

million deposit accounts operated by the customers cf the 

chartered banks. In modern industrial countries cash trans-
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actions are customary only when small amounts are involved. 

In the ease of Worth Aaerioa It has been estimated that 

approximately 6% of all business dealings are settled in 

cash while the remaining 94£ &re nettled by means of cheques 

drawn against bank accounts. 

The economic activity of Canada can be measured 

with some degree of accuracy, therefore, if the aggregate 

amount of the cheques paid by the banks and charged to the 

accounts of their customers is known. Only the figures for 

clearing house centres are available but these 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 Increase 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 niany thousands 

of additional people for wartime work, the entry into the armed 

forces of thousands of others and the payment of allowances to 

dependents of soldiers, sailors and airmen have contributed 

substantially to the number of cheque transactions which have 

swollen the volume of bank debits* 
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B> ffvvf offfilt 

Until 1938 bank notes in the hands of the public 

were chiefly those issued by ths chartered banks in accord­

ance with ths provisions of the Bank Act. T>» setting up of 

ths Bank of Canada in 1935 introduced a new policy desisted 

to replace o> artered bank and dominion of Canada notes with 

Bank of Canada bank notes* The Dominion issue was replaced 

as rapidly as it could be withdrawn >oa circulation. 

Chartered bank notes sere to be retired gradually over the 

ensuing fifteen years and the note issue privilege left 

exclusively in the handa of the Bank of Canada. The follow­

ing table, based on Bank of Canada figures, illustrates this 

development. Particular Importance is attached to the 

figures covering the war period. 

Bote Circulation in the Hands of the Public 

As at October 31 Chartered Bank Bank of C&r.ntfa Total 
Rotes Rotes 

Tear 

(mUlions of dollars) 
1937 112 111 223 
1938 101 121 222 
1939 95 159 254 
1940 92 250 342 
19U 82 362 444 
1942 70 556 626 
1943 46 723 769 
1944 35 879 914 
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Because of legislative requirements,the steady 

deslins in chartered bank notes outstanding cannot be related 

in amy way to the vast increase in the demand for currency 

induced by ths wartime rise in economic activity. No notes 

have been issued sines January 1st, 1945 mnfi those already 

is the hands of the public will be retired as they are pre­

sented for payment* (See Chapter X, 1944 Revision of The 

Bank Act.) 

Bank of Canada notes, on the other hand, have 

shown a great expansion in keeping with the demand for more 

and sore currency. Both issues together reveal an Increase 

la the total note circulation outsu*ndin& of over 300$ since 

1938* Despite this sharp rise, the volume of ourrency in 

circulation is still a small pert of ths total money supply 

available for use, viz., about 15%. The total rsoney supply, 

made up of currency and deposits in tho chartered banks, has 

expanded only about 100% during the war years, a tribute to 

ths careful monetary policy pursued by the Bank of Canada. 

C. Shareholders' Equity 

Liabilities to shareholders, which are ^uosuarized 

la the table at the beginning of this Chapter, are rnade up of 

what Is called ths shareholders' equity or investment. It is 
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eosprised of ths paid up capital of eaoh benk together .vith 

the rest sr isasrvo fund* The latter represents an accumu­

lation of undistributed earnings and pretaiums rooeived on 

the sals of bank stock over and above its j>ar value. In 

reality, therefore, the reserve fund Is & debt owed by e..ch 

bank to its shareholders but one which is left unpaid in 

order that the depositors and noteholders nsay have the 

benefit of the additional protection which it affords. 

It has been the practice of most Canadi-n hanls 

to build up their reserve funds in times of prosperity in 

order to anticipate unavoida le losses for which adequate 

provision cannot always be made in tiroes of depression. The 

figures appearing in the table below, yearly averages ex­

tracted from the Canada Year Book, reveal this trend. However, 

owing to the practice of setting aside further sums for unfore­

seen contingencies — inner reserves — which arc not shown 

in the published balance sheets, it is not possible to obtain 

a alear picture of the true shareholders' equity fat any (jiven 
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Capltal and Reserve Funds of tho Chartered Banks 

Tear Capital Reserve Fund Total Liabilities 
to Shareholders 

(millions of dollars) 

1938 
1939 
1940 
1941 
1942 
1943 
1944 

145 
U5 
145 
145 
145 
145 
145 

134 
134 
134 
134 
135 
137 
140 

279 
279 
279 
279 
280 
282 
285 

Little or no change has been made in the capital 

structure of the chartered banks in recent years* The last 

Increase was ia 1935* Beserve funds, which reached a oeak of 

$362 million in 1931, were subject to substantial reductions 

during the lean years of the 'thirties aa the banks transfer­

red funds to meet unforeseen contingencies and to maintain 

their dividend rates at fairly high levels. The latter were 

out several times after 1930 but even in 1933 the average 

annual rats waa just over 9%, excluding Barclay's Bank 

(Canada) whose dividend distribution is not made known to 

the public* 

After declining to $132 million in 1934, reserve 

funds were built up gradually during the period of recovery 
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until at ths outbreak of war they aggregated $134 million. 

Sines 1939 there have been some further additions and by 

1944 n—rm funds totalled approximately $140 million. The 

small gains mads during the war years is accounted for largely 

by the heavy taxation demands of the Government. Dividend 

rates have actually been out since 1939 when fasy averaged 

just under 9%. The factors influencing the dividend policy 

of the banks are elaborated in Chapter VIII which deals with 

Bank Profits. 

It is sufficient to note at this point that despite 

the foulness boom created by the war the stake of bank share­

holders, which in normal times would be increased under similar 

conditions, has actually been augmented to a limited extent 

only. This might lead to the conclusion that the banks will 

have insufficient reserves to provide for contingencies which 

might arise In a post war business depression* From the 

svidsnes produced before the House of Commons Standing Committee 

on Banking and Commerce in 1944 it is clear, however, that 

substantial suras have been transferred to inner reserves with 

the dual purpose of replacing withdrawals made in the 'thirties 

and accumulating resources to take care of future emergencies. 

Ho estimate of these amounts is possible as this information 

is not made available to the public* 
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Considerable dissuasion was aroused in the , louse 

of Commons Committee shea this point was raised by two of 

the members. It was argued that a true picture of the 

financial position of an individual bank could not be given 

to the public unless the aggregate of the inner reserves were 

ssde known* The banks have isany reasons for not wishing to 

publish this information as is explained in Chapter VIII on 

Bank Profits. 

It must be pointed out that while the liabilities 

of the chartered banks to the public are technically oayable 

on demand, payment of those to shareholders Is in fact defer­

red indefinitely. Capital is, of course, not repayable unless 

a bank is liquidated, and then only if all obligations to 

noteholders, depositors and other creditors have been met in 

full* The remrvm fund can then be distributed but only with 

the approval of the board of directors. In point of fact, 

however, it becomes part of the cspital of ths bank unless 

required to meet contingencies as described above. Fluctua­

tions In liabilities to shareholders have, therefore, little 

significance compared with fluctuations in liabilities to the 

public. 

The Dominion Bureau of Statistics has published 

an interesting chart which is reproduced in part below. It 

illustrates ths gradual but significant change which has 
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taken place ia ths relative importance of liabilities to 

ths public and liabilities to shareholders since Con­

federation. The trend has continued throughout the current 

period* 

10Q 
Publ ic ' s Money in Relat ion t o To :>1 , icsets of the I> nhs 

1880 1S90 1900 1910 1920 1930 

To r,l L i a b i l ­
i t i e s t o t h e 
Publ ic t o 
T o t a l Asse ts 

Note Circula 
tion to Tota 
As -pts 

1940 43 

Ths above chart has also a social significance 

which must not be overlooked. It Indicates clearly a ohan e 

in the ownership of bank assets which began r»oon after 1880 

and was continued with little or no Interruption until tho 
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end of the first Great war* The relative proportions 

of ths shareholders' money and the public's money re­

mained virtually the s&me throughout the 'twenties and 

'thirties. From 1938 on, the tendency of the shareholders' 

investment to become less and less important was resumed, 

and there is no reason to suppose that this movement will 

be reversed in the near future. 

The conclusion is evident. The chartered banks 

have become giant public utilities In which the share­

holders' capital forms but a frt ction of the total avail­

able resources* Over 90% of ths earning poser of the banks 

arises from funds deposited by the public. The banks are in 

theory as well as in fact trustees of these funds and are ex­

pected to account to the public &s well as to their shareholders 

for the use to which they have been put. 
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vWtf»qp 

Parallelling the great expansion in liabilities, 

assets of the chartered banks have also grown to unprecedented 

figures during the war years* In the following table, the three 

main categories are recapitulated for the -eriod 1938 - 1943 in 

order that a comparison of the trends may be node. The figures 

are yearly averages based on the taonthly returns ade by the 

banks to the Minister of Finance. 

, Assets of the Chartered Banks 
• ' i i • •• • ••"• •'» 

Iear Loans Securities Gash* Total" 

(millions of dollars) 

1938 
1939 
1940 
1941 
1942 
1943 
1944 

1,201 
1,244 
1,324 
1,403 
1,370 
1,334 

(not 

1,440 
1,540 
1,579 
1,727 
2,073 
2,714 

o available) 

262 
279 
297 
318 
350 
423 

3,349 
3,592 
3,707 
4,008 
4,400 
5,148 

* Includes Specie and Dominion or Bank of Canada notes. 
% Includes other assets. 

Apart from the rapid expansion, the outstanding 

development of ths war .years has boon the chunks in Vm character 

of bank assets, a moveiamt which began in the early 'thirties. 

Until 1936 the most Important item was that of loans} since then 

securities have foraed the bulk of assets. The relative proportions 
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of the two have changed even more noticeably during the last 

three years as the following table roveals. Here they arc 

expressed as a percentage of note and deposit liabilities for the 

same period as well as for certain representative pre-war years. 

Ratio of Loans and Securities to 
Note and Deposit Liabilities 

Year 

1930 
1936 
1938 
1939 
1940 

19a 
1942 
1943 

Loan 
and 

s to Notes 
Deposits 

74.6 
40.9 
40.1 
38.4 
39.6 
38.9 
34.5 
28.2 

Securities to Notes 
and Deposits 

17.1 
47.7 
48.1 
47.5 
47.3 
47.8 
52.1 
57.4 

The explanation of the steady decline in the relative 

importance of loans and the concurrent increase In the importance 

of securities lies in the fact that since 1930 there have not been 

the same opportunities for loaning funds aa In previous years. At 

the height of the 1929 boom the chartered banks had $2*280 million 

out in loans and held less than $500 million in Investment securities. 

The demand for funds was great and the return iaore attractive than 

that on high grade bonds. 

By 1936 loans had dropped to 01,141 million v?hile 

security holdings had expanded to $1,331 million. The Bank of 
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Canada's easy money policy had been inaugurat* d in the 

preceding ^ear and, In the abuence of good lonno, tho banks 

were forced to purchase raore and more fiu-curities In order to 

find eaployncat for surplus deposits* This movement was 

greatly accelerated by the Government's program of war finance. 

By 1943 security investments were actually double the maount of 

loans and the aovement shows no sign of changing ita course. 

The aoouwnlation of securities during the war e,nfl the relative 

decline ia the volume and importance of loans have meant more 

than just a falling off la the earning power of bank assets. 

The banks have been placed in a liquid position quite unparalleled 

in their history. Normally, cash, that is, Bank of Canada notes 

and deposits with the Bank of Canada, fonasthe banks'firnt line 

of reserves to protect depositors* Next come investaents in 

short and medium-term securities, ao^tly those of the Dominion 

Government. Finally, there are, of course, loans to agriculture, 

industry and commerce ana to individuals. The first two categor­

ies of assets, cash and securities, are considered as liquid 

reserves since he latter are easily convertible into cash by 

selling in the open market or to the Bank of Canada. Loans, on 

the other and, are usually made for a fixed ;«riod of tiff* — 

one, two or three months, and often loader. Call lonnc and defend 

loans, of course,«0 repayable on deiaarr'. It is cuxstomery for the 

banks to keep cash reserves of approximately 10$ again*;* their 
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iapmalt liabilities sad a wry snob larger percentage in the 

iwswj of K<f> grass) seeurlties. The letter varies in different 

The ear has completely changed some of the usual 

praetioss. Ths sharp increase ia ths volume of demand deposits 

vlwi-ris notice deposits has mads i t more important than ever 

to sslntaia large liquid reserves. While i t has not been found 

ascessary to increase the usual cash reserve ratio, security 

holdings have been carefully selected with the dual object of 

assisting Government war financing and bolstering llqui' reserves 

with high grade investments* Were this not true, the banks would 

have placed their surplus deposits In securities other than those 

of ties Government which offer a higher return and almost as rauch 

safety* 

The marked change in ths character of bank assets 

during ths war years, then, has placed ths chartered banks In a 

aers liquid position than ever before* To the noteholder and 

depositor this can aeaa only one thingt the chartered bank notes 

which he carries la his pocket and the savings which he has loft 

oa deposit are better protested than they have ever been. lie has, 

to a greater extent than formsrly, the resources of the Dominion 

of Canada behind him* 
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While the financial operations of the Government 

during the first Great War also produced an expansion in the 

security holdings of the ohartered bank;?, loans increased 

steadily and were, at times, greater In volume than during the 

present war. Loans continued to make up the bulk of bank assets, 

however, owing to the dependence of private enterprise upon bank 

financing in order to carry on wartime Industrial or* ations and 

to the more moderate financial requirements of the Govwrrosent. 

The movement la this war has been quite different as is explained 

later in this chapter. 

inf irnfnRfi 

In this study, only loans current in Canada will be 

considered since they illustrate -be changing economic coalitions 

in the Dominion induced by the exigencies of war finance. I" 

oint of fact, loans bade outside Canada form only a siaall portion 

of total advances. AB in the case of deposits, the figures appear­

ing din the tails below are extracted from the Statistical nummary 

of the Bank of Canada. They are taken from bank state; onto of 

October 31st| on that date comparatively few e-eclal loans to 

customers to finance purchases of Victory Loan bonds were out­

standing* 
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Loans of the Chartered Banks 

As at October 
- 31 

Year 

1938 
1939 
1940 
1941 
1942 
1943 
1944 

Call 

(mi 
66 
53 u 
37 
25 
38 
56 

Current 

.llionc of Hollr' 
848 
952 

1,024 
1,147 
1,008 

985 
954 

Oovtrnifient 

rs) 
137 
131 
113 
86 
70 
53 
38 

Total 

1,051 
1,136 
1,178 
1,270 
1,103 
1,076 
1,048 

Loans have been broken down into three categories; 

call loans which are made chiefly to brokers and invest/sent 

dealers, current loans to the general public, and loam; to 

provincial governments, cities, towns, municipalities and school 

districts. 

First of all it will be noted that following the 

outbreak of war there was a sharp upturn In the aggregate volume 

of loans outstanding which was sustained well on into 1942* This 

is not surprising when it io realised that thousands of f irias 

throughout Canada were endeavouring to adapt their plant and 

equipment to the production of i.ar materials. In addition, 

inventory had to be accumulated, personnel engaged and trained, 

and necessary organisational expenses met* Industry naturally 

turned to ths banks for temporary assistance. Loans, therefore, 

reflected to a limited extent the expansion which was taking 
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place in industry. When compared with the growth in deposits 

sad ths general expansion in economic activity during the first 

three years of the war, the increase in bonk loons was vary 

moderate* 

The peak year was 1941. Late in 1942 loans began 

to decline despite the fact that production and employment 

figures continued to mount. Actually Canada did not reach the 

peak of production and full employment until early in 1944-

There were several reasons for this reversal in the trend of 

borrowing. As far as their cash position was concerned businesses 

both large and small sere in a much more 1iquld state than in 

the early years of the war. Receivables turned over faster, 

Government accounts were paid promptly and inventories were 

difficult to replace. Further, in the initial stages of con­

version to war production, many plants had been obliged to lean 

on their bankers for financial assistance. Later, Government 

financing was forthcoming on a much larger scale and bank 

borrowings were, there ore, not required to the saiae extent. 

During the war years, c 11 loans to brokers and 

investment dealers declined steadily until 1943 when renewed 

interest in the stock market reversed the trend. Loans to 

provincial and municipal governments and school boards have 

fallen off substantially since before the war. The decline 
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has been ooasiste it and refleots improved revenues, halanced 

budgets and a lessening of local governzaent dependence on bank 

borrowings. Mo exception can be taken to this favourable 

development In public finance. Offsetting this decline to a 

limited extent is the fact that some undertakings have neces­

sarily been postponed because of a shortage of labour and 

materials. Funds will have to be found for these projects at 

a later ate, either by way of taxation or by way of borrowing. 

A number of other factors nlso influenced the early 

expansion and subsequent contraction in loans during the war period. 

At the end of 1939, advances to finance the large wheat crop were 

unusually heavy and they remained at high levels durin, the 

ensuing two years as the wheat carryover grew in sise. Saere 

expansion took place in 1941 when the chartered banks made sub­

stantial advances to finance the purchase of Victory Loan Bonds. 

The gain was temporary, however, and by early 1942 ag^re^nte 

loans had fallen to their previous level. 

It might be concluded that the early expansion in 

loans was due mostly to the abnormal financing of the wheat 

carryover and that tho Increase in economic activity generally 

had very little of foot on bank loans. Such is not the case as he 

following breakdown of loans, published by the Bank of Canada, will 

shoe* 
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Classifleatlon of Bank Leans in Canada 

As at October 1938 1939 1940 1941 1942 1943 1944 
31 

(millions of dollars) 

Agriculture -
Grain Loans 
Other Loans 

Forestry 
Mining 
Fishing 
Construction 
General manufacturing 
Railways and Public 

Uti l i t ies 
merchandising 
Financial 
Municipal and School 

Districts 
Provincial Governments 
Other Loans 

« 
°/J 
75 
9 
9 

39 
138 

25 
134 
250 

114 
23 
94 

1,059 

211 
57 
57 
6 
7 

46 
136 

36 
134 
220 

112 
19 

102 

1,143 

236 
53 
46 
6 
7 

52 
198 

22 
139 
207 

100 
15 

104 

1,185 

292 
48 
44 

7 
11 
50 

245 

20 
156 
214 

78 
9 

101 

1,275 

294 
46 
42 
9 

10 
49 

214 

14 
123 
148 

66 
4 

87 

1,10C 

246 
50 
43 
10 
8 

46 
259 

13 
100 
167 

48 
5 

32 

lT077 

209 
58 
53 
13 
12 
39 

202 

6 
122 
21£> 

33 
5 

88 

1,050 

During the first three years of the war, loans for man­

ufacturing purposes rose substantially vrhile advances for laerehajx!-

ising and construction increased moderately. In the cose of tho 

manufacturing industries, the increase was stimulated by the need 

for converting to war production and turning out war materials as 

rapidly as possible. Much financial assistance was r* quired from 

the banks before the Government organised its financial machinery 

well enough to effect prompt payment of its obligations. The need 

was net so great after 1941 as the figures show and bank loans 

declined accordingly. 
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Msrohaadiaing loans exhibited a similar expansion 

until 1942 shea a serious decline set in. There are several 

reasons for this sharp reversal in the upward trend which had 

been continuous since early in 1939. Mordants were forced to 

curtail credit granted customers under the terms of the <artime 

Prloes and Trade Board order issued in October, 1941, and a higher 

proportion of cash sales was ths natural result. Inventories 

declined substantially with heavier buying and the difficulty 

in replacing stocks. Bank financing, therefore, became un­

necessary in many cases owin^ to the liquid oositlon of a number 

of firms1 in other oases, requirements were reduced to low pro­

portions* 

The construction industries were assisted rmry 

generously by the Government and bank advances have therefore, 

fluctuated within a narrow range. Loans in 1944 bad declined to 

the pre-war level* In the case of agricultural loans, other than 

those to finance the wheat crop and carryover, there has been sam 

liquidation as farmers have improved their financial position. 

Cash income from the sale of Arm products has more than doubled 

since 1939, partly as the result of the Government's subsidy 

policy and partly as the result of an increased demand from 

outside Canada* Forestry loans declined slightly until 1944 and 

advances to provincial and local government bodies have fallen 

off for the reasons given above* Railways and utility companies 
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have had their facilities taxed to capacity by a record 

demand for their services. Profits have expanded accordingly 

enabling fixed as well as current obligationn to be reduced 

substantially. 

Financial loans include not only advances to brokers 

and investment dealers but also special loans to trust, loan, 

mortgage and insurance companies as well as loans to individuals 

against approved stocks and bonds. Call loans have been con­

sidered already. Special loans, which aggregated over $58 million 

in 1939, rose to $68 million in 1941 but declined rapidly until 

in i944 they amounted to only $28 million, accounting for 

practically all the drop In financial loans. Individual loans 

exhibited some fluctuation in accordance «lth the oove&ent of the 

stock market* Beaching a low figure of $84 million In 1942, they 

climbed to $125 million in 1944, reflecting renewed buying by 

both investors and speculators* 

Certain broad con. iu^ions can be drawn from the trend 

of bank loans since 1938 which have some social significance. 

First, farmers, particularly those of Western Canada, ere in a 

better financial position today than they have been for a number 

of years* Hot only is their standard of living improved but 
the 

with/additional cash income of the war years they hsve been able 
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to liquidate much aecumul&ted debt. A large part of this was 

owed to the chartered banks% such of it had been considered 

uncollectible before the war. The farmers, then, will enter 

the post war period enjoying relative prosperity for the first 

time In ever a decade. 

The reduction of private debt has been further 

encouraged by the Government's restrictions on instalment buying 

and credit puro/ases. People have become accustomed to paying 

cash for many articles formerly secured on credit* This has had 

the dual effect of discouraging purchases beyond the laeans of the 

average person and encouraging saving for the future. Saving was 

a lost art for a number of people before the war. Today the 

credit standing of many who were formerly considered poor risks 

has Improved substantially, not always through their own efforts 

It is true. 

The same may he said of retail stores which, in 

normal times, would require credit from their bankers or suppliers. 

Government controls have reduced the volume of accounts receivable 

on their books, placed thea la a more liquid position and made 

thea less dependent on bank borrowings. Many firms which formerly 

were obliged to request renewals of maturing obligations now have 

retired or are retiring their bank loans. The inevitable result 

will be the enhancement of their credit standing after the war 
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shea their prospssts of securing accommodation from banks or 

suppliers sill be considerably bettered. To sum up, retail 

business in common with industry, has strengthened its working 

capital position greatly during the war. 

Another eifect of the Government controls referred 

to above has been a curtailment in the activities yt companies 

financing the production of durable goods for civilian use. A 

scarcity of materials and labour has also contributed indirectly 

to this movement. Their financial position is also wwsh sore 

liquid than before the war. 

One noteworthy development in the loaning business 

Of the chartered banks has been the extension of accommodation 

to many t ousands of new borrowers ia order to stimulate purchases 

of Victory Loan Bonds. About 25% of their customers1 subscriptions 

have been financed ia this way. All the banks have offered 

special rates of interest and easy terms of repayment. The 

response has been most gratifying. Many customers have been 

introduced to the loaning deportment of their banks for the first 

time. Further, a large number of rersons who had n< ver 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 is a 

lucrative field which has been fully exploited by the smll loan 
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eeapantes since the early 'thirties. The following table, 

compiled by the Dominion Bureau of Statistics, illustrates 

ths progress made by these companies during the past few years. 

Saall Loan Companies under Dominion Charter 
* " " • ' • ' • • " " ' • • ' ' . 1 1 . ll.IIIH.il . 1 . • • . I I . . H , I,,.. . I - — -

As at December 31 Loans Total Assets and Liabilities 

(millions of dollars) 

1930 .6 .7 
1933 1.2 1.5 
1935 2.9 3.1 
1938 4.7 5.2 
1939 5.0 r.4 
1940 6.2 6.8 
1941 7.5 7.9 
1942 6.4 9.0 

The above figures of asoets represent the combined 

resources of the three small loan companies which carry on bus­

iness under charters issued by the Dominion Govern: ent. Their 

operations are restricted by the Saall Loans Act which was passed 

in 1939 and which came into form in the following year. Under 

its terms loans of 1500 or less are limited to a rate of interest 

not exceeding 2% pvr month on outstanding Glances which rate 

must be calculated to include all service and other charges* 

la addition to the small loan companies, over sixty 

money-lenders licensed under the Small Loans Act submit annual 

http://ll.IIIH.il
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returns to ths Dominion Government. Their activities ore 

substantially the same as those of the small loan companies 

and progress for the undermentioned years is reported as 

followss• 

Lioensed Money-Lenders under Dominion Charter 

Tear Loans Total Assets and 
Liabilities 

(millions of dollars) 

1940 3.5 10.1 
1942 4.6 10.5 

Capital for the activities of the small loan 

companies and lioensed money-lenders is furnished by share­

holders, partners or by way of advances from the chartered 

banks. In 1942 their combined loans outstanding aggregated 

$13 million which figure is small compared with total loans 

of $1,103 million outstanding on the books of the chartered 

banks in the same year. The percentage of the latter figure 

making up personal loans is not available| it is certain, 

however, that the banks would be interested in acquiring much 

of the $13 million small loan business if they c ulri do so. 
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rsrsonsl leans have been more in demand than ever 

during the mar years* Although many of the chartered banks he ve 

adopted special methods to attract this type of business, the 

saall loan companies lave continued to enjoy widespread 

popularity. Their advertising Is olnted and intensive. Their 

collection methods, while more forceful than those used by the 

banks, have produced excellent results, their loos ratio being 

extremely low* Much of the business which they haacle would not 

appeal to most of the banks but Vera is undoubtedly a fairly 

large amount of personal loans which could be diverted to them b. 

the use of a more vigorous advertising campaign. 

Tho Canadian Bank of Commerce war; the first to 

pay particular attention to personal loans. A special personal 

loan department was set up a few years ago in all large branches 

with very good results. Most of the other !.<anks now feature 

personal loam; in their advertising mterlttl but none has in­

stalled the elaborate machinery devised by the Canadian Bank of 

Coameros* Before 1939 a fifty dollar loan was not loolced on with 

much enthusiasm by the average branch maimger hil© the aiaeill 

loan companies eagerly sought such business. The war has brought 

a change in outlook and loans, of this type are now welcomed by all 

banks. As a matter of interest, approximately two-thirds; of all 

bank loans outstanding today are for amounts less U-AJI $500. 
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Xt -ill bs ts ths sdwantsgs of both the public and the chart* red 

basks if every effort Is sade ia the post war ;>eriod to cultivate 

sad expand t M s mors iatlaate relationship with small borrowers. 

Credit unions have been securing a fairly large p~r-

tioa of the small loan business during recent years. Loans 

granted ia 1942, tho latest for which figures are available, 

aggregated $11 million, over half of which were raade in the 

Province of Quebec* While the co-operative movement has b*en 

growing steadily, it appeals mostly to the small farmer, 

fisherman, or businessman who in ths ordinary couroe of eve. ts 

would not be eligible for bank credit. It cannot be said that 

it offers serious competition to tho chartered banks. 

Za passing, it will be noted that the trend of 

sdvanees made by ths saall lean companies, lioensed money­

leaders and ths credit unions has been in the opposite direct­

ion ts that of total bank loans* Their combined lending oper&-

tlens have continued to expand during the war while those of 

ths chartered banks have declined »lnoe 1941* In fairness to 

the banks, however, it must be pointed out thnt if personal 

loans of the type made by the small loan companies, credit unions, 

etc., sere segregated from other bank loans the tr*nd would be 

found to be upward also* 
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Two types of special loans have come into 

existence as a result of wartime conditions. In order to 

encourage landlords and householders to purchase their 

winter's supply of coal curing the i, manor rnonths and thus 

relieve the ressuro on the railways during the crop-moving 

period, the Wartime Prices and Trade Board in 1942 requested 

the chartered banks to discount notes given to dealers by 

purchasers. The Commodity Prices Stabilisation Corporation 

Liaited, a Government agency, undertook to guarantee 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 public in that year but was continued In 1943, 

the maximum amount guaranteed being reduced to $0.5 million. 

In effect, the arrangement enabled purchasers to spread their 

payments over ei^ht or ten months at the usual bank rate of 

interest — terms more liberal than those granted by many 

coal ooapanles to their customers. 

In the fall of 1942 the chartered banks were asked 

to co-operate with tho Commodity Prices Stabilization Corpora­

tion Liaited by asking loans to lumber companies for the purpose 

of increasing the production of lumber and logs. The guarantee 

of the Corporation was again provided but was limited by a 
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predeterained formula to a percentage of a l l loons cutstaivJ ia j . 

Ths plan was retained during the 1943-1944 season with some 

aodifications to encourage producers to make greater use of t io 

banks' fac i l i t ies* 

fit fftfW4*iea 

Until 1929 an average of about 15% of the deposits 

of the chartered banks was Invested in Govtirncient an! other 

f i r s t class securities while the balance, except for cash 

reserves, was loaned to the banks' customers. Between 1929 

and 1932, loans f e l l off steadily but purchases of securi t ies 

did not wholly take their place. In other v.oicL;, the decline 

was accompanied by a f a l l in to ta l assets . The recline in cash 

reserves which had also commenced in 1929, was halted in 1932 

and from then on additional securities acquired by the banks 

more then offset the falling off In loans. This development 

was continued un t i l 1936. In the following year when bank 

deposits had rassed the 1929 level , the percentage of dem>*»its 

Invested in Government securities had risen to nearly 50. miring 

the 1937-1939 recovery in loans, security holdings re f ined 

relat ively unchanged. 

The war period has witnessed an acceleration in t!i© 

rate of expansion of security holdings. Just hefore the »«r 
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the ratio of securities to total deposits was approximately 

58%, but by 1943 this figure had grcm ,o 66%. The following 

table from the Bank of Canada's statistical fuianmry outlines 

this development and furnishes a general breakdown of security 

holdings. 

Securities of the Chartered Banks 

As at Ooto- poBlnlon and Provincial Other Total 
bar 31 Under 2 years Over 2 years 

(millions of dollars) 

1938 
1939 
1940 
1941 
1942 
1943 
1944 

451 
617 
716 
724 

1,427 
1,784 
2,020 

b69 
736 
567 
683 
670 
781 

1,232 

289 
308 
237 
236 
282 
305 
370 

1,409 
1,662 
1,520 
1,043 
2,379 
2,S70 
3,622 

The enormous expansion in security holdings during the 

war years is attributable almost entirely to Government finaucia . 

Two major operations must be referred to firsrt., rlthou h their 

influence on bank assets was not as great as mLrht ?*vi been ex­

pected. In 1939 and again in 1941 the Government solr? two special 

short-term Issues of securities to the cJtarterod banks, th<- first 

In the amount of $200 million and the second in the amount of 

$250 million. These operations were of nn expansionist nature 

in that they tended to produce an increase in bank assets and 

a corresponding increase in bank deposits. Tor reasons which 
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are given below, they did not in fact have such effect. 

Normally when Victory Loon Bonds are sol! to the 

public deposits are drawn down whilr the Government's account 

is credited with the OToeeedc This may result in little if 

any change in the banks' position as a whole unless there is 

widespread borrowing from the banks to pay for these purchases. 

The effect of utilising the savings of the public to take up 

Government bonds is to wirthdraw a certain amount of purchasing 

power from the public and to transfer it to the Government. 

Early in the war the Liinister of Finance ut^e it 

clear that the Government dlr1 not intend to Lorro* i'lrect frasn 

the banks to any great extent. Inflation vas to be avoided, 

but the Minister went on to say 'hat a moderate and carefully 

controlled expansion of credit was desirable In order to 

facilitate the neces.iary increase in ymr production nnr" employ-

sent. Taxation and borrowing froK the oublic r-erc to be 

exploited fully* 

The Government has stood by its policy as tho 

record shows. Having regard to the enoraous financial require­

ments of the *ar, borrowing from the chartered bank** }ias been on 

a relatively small scale. The expansion In credit resulting froe 

the two operations referred to above was In fact offset to a 

certain extent by a reduction in other bank lnvestit*jnt.i<.. T)ie 
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beaks wars actually net sellers of securities at the tkae of 

their purchase of the two special issues with the result tliat 

ths net increase in their security holdings was smaller than 

would normally have been the c so. 

In addition to these special loans, the Govermaent 

has borrowed from the banks regularly, fir^t by way of treasury 

bills, and latterly by way of depoeit certificates. Since 1V35 

there has been a good market in Canada for treasury bills which 

provide the Government with short-term funds at very low rates 

of interest. Formerly the banks placed most of their loanable 

short-term funds in Mew York and London, but with the opening 

of the Bank of Canada trading in treasury bills became a 

permanent feature of the Canadian money market. In 1942 the 

issue and sale of treasury bills was supplemented by deposit 

certificates which have since become the major instrument of the 

Government for short-term borrowing. 

Treasury bills purchased by the banks are usually 

for a term of three months and hear an average rate of interest 

of less than .5%. Deposit certificates, though negotiable Hie 

treasury bills, are not intended to be traded in and are usually 

for a tern of six aonthsf they bear interest at a rate of .75% 

per annua. More than §2,380 Billion treasury bills and deposit 

certificates were outstanding at the end of 1944 conparod with 
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$355 p*!1^**- at ths end of 1939* Undoubtedly these short-

term obligations of the Government have an Inflation*:y ef;.v ct 

but iasreases ia the volume outstanding have been i ept to wmt 

are considered moderate proportions, ;Jany issues are n*ide in 

anticipation of tax receipts or the proceeds of Victory Loan 

campaigns* Accordingly they are retired or reduced when 

sufficient funds became available. 

Short-term financing has a number of attractive 

features from the standpoint of the Government. It is a 

relatively simple matter to arrange the sale of an issue of 

treasury bills or deposit certificates compared with tho 

elaborate meehanisn required to float a Victory Loan : ond 

issue. The chartered banks are always in the laarket for a 

certain amount of short-term t*per to oake up their liquid 

reserves. Government issues are not only the safest security 

but are also the most liquid f this Is import. ~it i- it should 

become necessary for the banko to realise on 0010 of their 

assets to meet an unusual demand for cash. 

The return oa short-term paper, as explained above, 

is very low* Proa ths point of view of the Gowrniaent this 

provides an inducement to utilise this type of financing. The 

cost of borrowing to ths country is a substantial item in the 

national budget. However, despite the magnlt.de of financial 

operations during the present war, the cost of servicing ths 

http://magnlt.de
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aecuanlated debt is much lower than during the last war* 

Xa 1934 the average rate of interst paid on Government 

borrowings, including bonds, debentures and treasury bills, 

was 3.6%. By 1921, after demobilization had been financed, 

the rate had risen to 5.2%. In 1939, just before the outbreak 

of war, the average rate of interest paid on the Government's 

funded debt alone was only 3.5%, and by 1943 this bad fallen 

to 2.6%. 

The easy money policy of the Bank of Canada has 

mods such a development possible while the refunding at lower 

rates of several bond issues which have come due has contributed 

substantially to ths fall in the average interest rate. As far 

as the chartered banks are concerned, ths steady decline has had 

a serious effect on bank earnings as is discussed in Chapter VIII. 

This t> comes apparent when the changing character of bank assets 

is also taken into consideration* 

It Is evident, then, that the principal contribution 

of the chartered banks to the war effort has been to assist 

Government finance, first, by direct purchases of special short-

term securities, and second, by Investing fturplua deposits In 

other Government securities. While holdings of the banks have 

expanded enormously, practically all of> this Increase has been 
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ia QSveraasat securities haviag a term of less than two years, 

inoludlag tressory bills and deposit cert if ioates* 

As s rule, the banks do not purchase new issues 

of Victory Loan Beads* Xa order to find aa outlet for the ever-

increasing volume of deposits, however, they do invest in other 

Government issues, principally those which have been current 

in the market for six months or mors* Xa practice, they are 

obligated to purchase any Government bonds which their customers 

are desirous of selling to thea* Ia 1943 sales to the banks were 

estimated ts aggregate $334 million while the total for ths first 

four years of ths war was thought to exceed $600 million. However, 

it must be pointed out that ths banks do not retain all the 

securities which they buy from ths public* Statistics indicate 

that the aggregate of special short-term issues of Government 

obligations bought by ths chartered banks over a pried of titae 

is not far behind the riss in their holdings of Government securities 

of all typss. This conclusion is reached If due allowance is saade 

for issues which mature and are redeemed and for bonds which are 

resold to the Beak of Canada and other Government agencies* 

It follows, therefore, that a large percentage of the 

annual increase ia the banks* holdings of Government obligations is 

•ads up of special short-tars issues, treasury bills and deposit 

eertif ioates* As far as purchases and sales of long-term securities 

are concerned, ths practical offset of these operations is that 
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tas banks are, for ths most part, acting as intcnaediarieo 

betwsn the Bank of Canada and the public. 

Tho chartered banks havo thuin become holders of 

a very large proportion of the national debt of Cauada. It 

is estimated that in 1939 this figure amounted to about 35%9 

but after four years of war It was well over 40% of the debt 

payable in Canadian dollars. Thera are sorae people who 

object to the Dominion Government having to pay interest on 

such a large scale to one financial group in tho country. 

However, if the banking system is to play its full part In 

the war effort it must be prepared to implement the policy laid 

down by the central bank. The chartered banks have co-operated 

in this respect to the limit of their resources. 

6. Cash Reserves 

Prior to aaroh, 1935 the cash reserves of the 

chartered banhs consisted of not' e issued 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 

Eesorves which were managed by the Depart; ent of finance. In­

sofar as these 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 exports 
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arising froa Genasa** balance of international payments. 

Tbsss influences sade themselves felt as long as Canada 

remained on ths international Gold Standard. 

After the formation of the Bank of Canada the 

chartered banks surrendered their gold reserves and Dominion 

notes to the new oentral bank in exchange for deposits with 

and notes of the Bank of Canada* Since Larch, 1935, tie 

chartered banks have been legally bound to carry reserves in 

tbsss forms amounting to at least 5% of their deposit liabili­

ties ia Canada. In practice, they have continued to regard 

10% as the ndniaum consistent with sound banking practice. 

Ths following table, froa the Bonk of Canada's Statistical 

r, summarises the development brought on by the war. 

Cash Bsserves of ths Chartered Banks 

As at Octo­
ber 31 
Year 

1938 
1939 
1940 
1941 
1942 
1943 
1944 

Cash in 
Canada 

Total Deposits 
in Canada 

(minions of dollars) 

206 
300 
304 
318 
407 
453 
568 

2,518 
2,850 
2,774 
3,002 
3,594 
4,089 
4,933 

Percent of 
Cash to 
'̂enosits in 
Canada 

11.2 
10.5 
10.9 
10.6 
11.3 
11.0 
11.9 
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Buring this period, cash vntmrra* almost doubled, 

mast of the expansion having taken place in the last three 

years. As the above figures show, the rate of expansion has 

continued to increase each year. This development was 

stimulated by the wartime policy of the Bank of Canada which 

had two objeetivest first, to provide the chartered banks with 

sufficient reserves to meet all credit requirements and with­

drawals of cash, and seconi5, to place them in such a cash 

position that they would be able to purohase enough Government 

securities to maintain a stable and orderly market* 

A central bank normally has several means at its 

disposal to accomplish this end. Open market operations and 

adjustment of the rediscount rate are the two devices most 

commonly employed. By "open market operations" is meant the 

buying or selling of securities in the open market by a central 

bank to effect an increase or decrease in the volume of cash 

in the hands of the public and the commercial banks* 

The Bank of Cnnnda has utilized this method through­

out the war to effect an expansion in chartered bank reserves* 

Bo adjustment in the rediscount rate lias been made with this 

object in view. In fact the rediscount rate of the Bank of 

Canada — the rate of interest at which collateral paper may 

be re-discounted with or advances secured froa theBank by the 

chartered banks — remained at 2^% froa the inauguration of 
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ths Bank until February, 1944 "hen it was reduced to li%. 

This reduction was effooted mainly for the purpose of 

indicating to the public that the current easy money policy 

would be continued not only during the remaining months of 

the war but also in the poet war poriod. Mo rise in interact 

rates generally should, therefore, be anticipated. There was 

no implication in this action that the chartered banks rfoulr? 

borrow more from the Bank of Canada. As a matter of feet, 

they have been borrowers on infrequent occroione ami then 

only for insignificant amounts. 

The Ban) of Canada's action in expanding chartered 

bank reserves has been influenced at various ti&es during the 

war by several factors. First, in 1939, there was the ab­

normally large wheat crop of that year which required heavier 

bank loans than usual to provide the necessary financing. 

Second, the immediate financial re uirej»*nts of the Government 

following the outbreak of war made it necessary to sell $200 

aillion in short-tern securities to the chartered bank:;. 

The purchase of securities by the Bank of Canada In 

the open market made it possible for tlie banku to met L,hese 

dert&nds without sac. ificing their customary cash reserve ratio. 

In 1940, fluctuations in cash reserves were considerably greater 

than in peacetime, chiefly as a result of the operations of the 

Foreign Exchange Control Board. $hen tho Board Is purchasing 
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foreign exchange ia large quantities, It may sell treasury 

bills or other liquid securities in order to obtain sufficient 

funds to do so. Usually the Bank of Canada, acting as hanher 

and agent of the Board, buys these securities. As the Bo.,rd 

disburses the cash acquired in this way, the cash reserves 

of the chartered banks are inoreased correspondingly. If the 

Bank of Canada, in the light of the monetary policy being follow­

ed at the time, does not intend to permit this increase it sells 

securities In the open market until the cash base or cash 

reserves of the chartered banks have been restored to their 

former level* The reverse procedure is followed when the Board 

sells foreign exchange and it is desired to maintain chartered 

bank reserves at their existing level. Fluctuations arc in­

evitable during the currency of these operations. The increase 

in 1940 OW9T 1939, illustrated in the table, does not reflect 

any great expansion in cash reserves, but actually during 

the calendar year 1940 the increase was $28.5 million as the 

result of Bank of Canada action* 

Cash reserves rose even higher in 1941. Foreign 

exchange operations of the Bank of Canada would have brought 

thea to higher figures a^ain had It not been for compensatory 

action* The Bank sold securities in the open market to offaet 

purchases of foreign exchange which it had made. Further, the 

Government transferred certain large deposits from accounts in 
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the chartered banks to accounts In the Bank of Canada. 

The reverse action was taken when it became necessary to 

sell foreign exchange in the middle of ths year. The 

increase in cash reserves during 1941, then, was due to 

operations of the Bank of Canada other than those concern­

ing foreign exchange. 

The great expansion which took place in 1942 

was .closely related to the fiscal requirements of the 

Government. War expenditures mounted more rapidly than 

receipts froa taxation and bond issues sold to the public. 

Security holdings of the chartered banks during this period 

actually increased more than the volume of money. As 

pointed out earlier in this Chapter, most of the increase 

consisted of deposit certificates sold to the banks. By 

October, $645 aillien were outstanding, but $205 million were 

retired In Bovember from the proceeds of the Third Victory Loan. 

Again in 1943, the increase in cash reserves was 

substantial. The accompanying expansion In security holdings 

was made up chiefly of special short-term issues, mostly de­

posit certificates. The outstanding amount of these certificates 

rose by $275 million during the calendar year. On September 1st 

the banks bought $200 million of 1$$ notes maturing in 1945. Most 

of the increase in cash reserves was necessary in order to 

maintain the cash ratio position of the chartered banks in 



- 70 -

vies of the great expansion in deposit liabilities which 

took place during the year* Some of the increase in reserves, 

however, was stimulated by deliberate action of the Bank of 

Canada* This was explained as being necessary to provide 

some leeway in the over-all position of the chartered banks; 

it was considered desirable to eliminate as far as possible 

large temporary fluctuations in the cash position of in­

dividual banks, caused by the unprecedented scale of the 

Government'8 financial operations* An even greater expansion 

in reserves took place in 1944* It was accompanied 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 ratio reached 

a record high figure for the war years. In September the laily 

average was 12.6% compared tsith a daily average of 10.4% In 

1939. 

The House of Commons Standing Committee on Banking 

and Commerce, which sat la the spring and summer months . f 

1944, reviewed at soma length the operations of the Bank of 

Canada and their effect on the cash reserves of the chartered 

banks. Members put forth various proposals, so&© of which are 

vorth noting at this point. First, the perennial suĝ > ction 

was mads that greater use should be made of the Bank's power 

to expand credit. The Governor, Mr. G.F. Towerts, pointed out 
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that between 1938 and 1944 the total amount of money in 

Canada, — bank deposits and currency — had incr&uued by 

90%. However, by the use of controls on spending, high 

taxation and successive Victory Loan campaigns the inflat­

ionary influence had not been substantial. The Governor 

went on to say that any greater use of the Bank's power to 

expand the country's credit would have resulted in uncon­

trollable Inflation. 

Along with this proposal was the suggestion that 

any secondary expansion could be prevented by requiring the 

chartered bank a to carry cash reserves of 100% instead of 

the statutory 5%. The Governor made it clear that such a 

policy would result In the substitution of non-interest 

earning cash for interest-bearing securities and that the 

chartered banks could not afford to lose the attendant re­

venue. They would have to adju t interest rates paid on 

notice deposits downward and increase service charges to the 

public. "The policy followed of issuing Government securities 

to the banks at an average interest rate of about 1% and pay­

ing such interest out of general Government revenues M s been 

more equitable for the Canadian public th a the alternative 

of forcing adjustments In deposit interest rates, service 

charges or other items,B he said. 
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FQB£IOH KXCHABGE CONTROL 

One of the most important contributions to 

ths war effort made by the chartered banks has been the 

administration of the foreign exchange control regulations 

prescribed by the Foreign Exchange Control Bor.rd. It will 1* 

necessary at this point to review the background of the Can­

adian exchange position before the war with the obj ct of 

ascertaining why it was necessary to Introduce foreign exchange 

control in Canada and why the co-operation of the chartered 

banVs was considered Indispensable to the Implementation of 

such a policy. 

During the first Qreat War, it may be argued, 

the elaborate mechanism of foreign exchange control was not 

deemed essential. The facts of the situation are these, 

however. In 1914 both the Canadian dollar and the pound 

sterling were out loose from the Gold Standard and promptly 

fell to a discount in terms of the American dollar. In 

order to prevent a grc ter disparity, the Canadian-American 

dollar rate was pegged or stabilized by a series of measures 

which resulted in a form of foreign exchange control. The 

measures adopted were threefold. First, United States 

securities held la Great Britain were sold to Americans to 

provide United States funds with which to bolster both ths 
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pound sterling sad ths Canadian dollar* reoond, Canada 

resorted to borrowing ia the Baited States for the same 

purpose* Finally, after ths United States entered the 

ear, the exchange rate was stabilised by special arrange­

ment with the United States Government. 

While the measures resorted to succeeded in 

preventing a substantial decline in the Canadian-American 

dollar rate, they did not affect to any extent the daily 

operations of foreign exchange traders, importers or ex­

porters* There sere no restrictions on the purchase or 

sals of foreign exchange for any purpose whatsoever* Canada 

was act then the important world trader which she is today, 

however, nor sere her relations with the rest of the world 

as complex ss they sere in 1939. 

As aa indication of what might have happened to 

the Canadian dollar during the first Great War without Gov­

ernment interventioa, it is significant to recall th»t t-<v,MVe 

the end of 1920, when the peg was removed from the c^i-.dien-

Aaerlcan dollar rate, the Canadian dollar fell to 82 cents in 

ass Xerk. During the two succeeding yearn, however, it re­

covered and parity was virtually restored. Canada formally 

returned to ths Gold Staadard ia 1926 which ensured a normal 

relationship with other Gold Standard countries, notably the 

United States and Great Britain, for ths next few years. 
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The economic depression of the *thirties set up 

disturbances which shook all currencies which hat1 returned 

to gold as well as th so which had not. The Canadian dollar, 

in sympathy with the pound sterling, declined in Now lork 

following tho abandonment of the Gold Standard by Great Britain 

in 1933. It fluctuated widely until the American dollar was 

divorced froa gold two years later. 

During tho inter-war period, no force 1 exchange 

control was introduced to narrow the disparity between the 

Canadian dollar on the one hand, and the pound sterling and 

the American dollar on the other. While the depreciation of 

the Canadian dollar brought some temporary advantages to 

Canadian exporters, it brought uncertainties which, in the 

long run, were not helpful in establishing enduring trading 

and investtaent relations with Canada's two best customers, 

ths United "tatea and Great Britain. The exigencies of the 

present war mads it imperative that such uncertainties be 

removed, at least for the duration of hostilities. 

For Canada, foreign exchange control has one 

principal object, vis., to conserve foreign exchange assets, 

principally American dollars, so that they may he utilised 

for the purchase of essential war equipment and supplies and 

not be dissipated on non-essential materials or services. To 

accomplish this end it is necessary to prohibit the export 
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of capital, except in unusual circumstances, and to 

regulate the flow of exchange purchased for the importa­

tion of civilian goods* 

Ia the years prior to 1939, it is estimated 

that the British Empire as a whole v?as in all probability 

buying more ^oods and services from the united states than 

it was selling to thea. After the outbreak of war I ho need 

for American dollars becaiae even more important. The "cash 

and carry" policy of the United States intensified this 

problem by making it impossible for belligerents to obtain 

credit* As a measure of relief, Great Britain resorted to 

the liquidation of United "Utes assets and reduced her 

holdings from $4,483 million at the end of 1939 to $2,167 

minion within fifteen months. 

Clearly, then, there was an urgent need to con­

serve American dollar assets in ths British Empire as a 

whole. The Canadian position, however, was much aore favour­

able when considered by itself. In the years immediately 

preceding the war there was a surplus of foreign exohonge 

from Canadian international transactions on current account 

which was available for export as capital. This averaged 

$200 million per year which was used partly to add to 

Canadian holdings of foreign securities but principally to 
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reduce Gsaada's foreign dsbt. The bulk of the surplus? was 

derived froa trade with Great Britain and to some ext< nt 

froa trade with countries other than the United Htutes. A 

small deficit usually resulted from Canadian-Araerican 

trading relations* 

The early war years made a drastic chant.c in vhe 

over-all financial picture. The disappearance of European 

markets in 1940, together with a sharp contraction in exports 

to the Far East, resulted in the disappearance of the large 

export surplus to countries outside the British Empire, other 

than the United States. By the end of 1940 it had declined to 

$2 million and in the succeeding year was converted into a 

small deficit. This situation by itself was serious enough. 

Added to it, however, was the difficulty of converting the 

surplus realised in the sterling area into American dollars. 

In the pre-war period, this problem had never sTia&n. !-urrlus 

sterling exchange had always been re&rfily convertible Into any 

other currency* As far aa Canada was concerned this meant 

that it was utilised to purchase Americen dollars to pay for 

surplus imports from ths United rtates and to retire Ausrican-

held debt. 

The introduction of exchange control in Gr* at 

Britain following the outbreak of war made such a. simple bal-

aneing of international accounts no longer possible. The 
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order to conserve British dollar assets and to provide 

Bueh-needed American dollars for essential war purchases* 

This action placed a considerable strain on the ability 

of Canada to buy American dollar exchange at a tlae when 

it was necessary to make heavy purchases of supplies and 

equipment in the United States to carry out her vast war 

industrial program, it WRS apparent, therefor-©, t"t control 

was indispensable in order to ensure that such foreign ex­

change as was available, principally American dollars, would 

be utilised for the purchase of essential war materials and 

other vital supplies and for tho purpose of servicing Canada's 

foreign-held debt. Canadian holdings of American securities 

and othor dollar assets were not large enough to stand any 

severe drain. Bor was it possible for Canada, a belligerent 

country, to borrow in the Unites States in view of the neu­

trality legislation which had been placed on the statute books. 

Several other factors also made it imperative that 

exchange control should be introduced in Canada at the earliest 

possible moment. There was the possibility of a large scale 

export of foreit,n-owned capital, a serious threat to the 

stability of the Canadian dollar. Foreign invests its in 

Canada just before the «ar aggregated approximately $7 billion 

of which about $4 billion was owned by residents of the United 
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States. Xa addition, Canadian dollar bolunoes of non­

residents in Canadian banks were substantial. The 

possibility of a liquidation of some, at least, < f these 

investments and an attempt to convert the proceeds and brink 

balanoes into American dollars was a real one. 

Hot only would an export of capital have In­

terfered with the mobilisation of foreign exchange required 

for war purposes, but It would also have hampered the 

gigantic task of raising sufficient funds within Canada to 

finance the commitments undertaken. A flight of capital, 

bringing with it lack of confidence in the Canadian dollar, 

would undoubtedly have had a very depressing effect on the 

ability of the Government to market war loan bonds. Further, 

the employment of domestic funds for the purpose of paurctv.eLn̂  

foreign-held assets la Canada would have reduced the amount 

of cash available %o ths Government since these funds woud, 

presumably, have cose from accumulated savings* Finally, any 

large scale attempt by non-residents to dispose of their 

holdings in Canada would have Impaired the capital vnlue of 

many sound securities, to the detriment of Canadian an! non­

resident investors alike, r.uch a reaction might easily have 

had a permanent effect on foreign investdervt in Canada for y©*\re 

to come* 

For these three reasons — to conserve American 
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dollar assets for war purchases, to facilitate Canada's 

war financing program, and to protect the lnvestaents of 

non-residents — foreign exchange control and the imposit­

ion of restrictions on the export of capital became a 

necessary part of Canada's wartime eoonoeio machinery. 

One or two other reasons also made such a dep 

desirable. All belligerent countries introduced foreign ex­

change control. Without it Canada would have suffered from 

the disadvantage of trying to maintain the stability of the 

Canadian dollar without adequate means of doing so. Trade 

essential to the prosecution of ths war would have been 

severely handicapped. Further, the conservation and proper 

disposition of foreign exchange would have been extremely 

difficult and Government finance at home uncertain. Fin­

ancial arrangements with rthar Empire countries, chiefly 

foreign exchange dealings, would have been unnecessarily 

complicated by ths absence of proper centralised mac inery. 

Foreign exchange control in Canada was established 

on September 15, 1939, five days after the Dominion had de­

clared war on Germany. The order-in-council preseribinj, the 

regulations and setting up the Foreign Exchange Control Bonrd 

was passed under the authority of the War Measures Act* The 

general principles of control laid down were as follows* 
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Foreign exchange received by residents of Canada from 

aay source whatsoever must be sold to the Board through 

its agents} sll imports and exports of goods, merchandise, 

currency, securities and other movable property must be 

licensed by the Board or its agents} securities may be 

sold in Canada by or on behalf of non-residents only under 

permit Issued by the Board or Its agents* 

The transition froa an exchange system free from 

all regulation to one under rigid exchange control proved much 

simpler than was thought possible. In point of fact, Canada 

presents unusual difficulties. International transactions play 

such a large part in the economic life of the Dominion that 

normally any interference with the free flow of exchange would 

create problems of considerable magnitude. In 1939 Canada was 

the fifth largest trading country in the world and receipts 

froa abroad formed a yrery substantial percentage of the 

national income. Eztshangc control was bound to affect most 

of the population in one way or another. It also impinged on 

the intimate relations existing between branch plants or 

subsidiary companies and their parent organisations in the 

United States. Funds had always moved both ways across the 

border without any restriction whatever, regardless of whether 

or not they represented the shipment of goods or the payment of 

dividends. 
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Fiaally, Canadians had never given thought 

before to the necessity of restricting their requirements 

of foreign exchange* They had been used to travelling and 

making purchases in the United "tates aivi it tias a novel 

experience to find that they could not obtain American 

dollars as easily or use Canadian currency aa freely as In 

the past. It was necessary, therefore, to educate then to 

a new point of view. 

Preparations for the introduction of exchange 

control had been aade months before the actual outbreak of i«r. 

Forms designed as licences and x raits and sets of instruct­

ions had been printed and were ready for immediate distribution. 

The early success of the control treasures was due to two factors: 

the thoroughness of these preparations and the active co-oneratlon 

of the financial institutions which acted as agents of the 

Foreign Exchange Control Board* 

The principal agents of the Board are the clmrti red 

banks who act as authorised dealers In buying and selling for­

eign exchange, Issuing export and Import licenoes, travel permits, 

etc* Settlement must be made with the Board at regular intervrls 

and details of all transactions reported fully. Transfers of 

Canadian dollars froa residents to non-residents are subject to 

close scrutiny as well as all foreign exchange dealings; in 

this way the Board retains complete control over all factors 
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influenriing the stability of ths Canadian dollar and 

appropriate action oaa bs taken when necessary to correct 

amy threatening situation* 

In all transactions involving foreign exchange, 

a major responsibility falls on the chartered hanks thc&selvee. 

As agents of the Foreign Exchange Control Board thty are the 

intermediaries between the Board asvl the public. It i:< their 

duty to apply the regulations in such a way that there will 

be a mini sua of inconvenience to Importers and exporters in 

the ease of legitimate transactions. 

But it is equally important that they carry out 

the spirit as well as the letter of the law in dealing with 

their customers. The Board has delegated to the banks certain 

discretionary powers which a&he it unnecessary for t em to 

refer cases within prescribed limits. In this way they ad­

minister many routine antters which would be completely beyond 

tho capacity of the Board to 5-audio unless branch offices ©ore 

established throughout Ctxurta* 11M. cost of setting up such 

a system of control offices and providing the necessary 'per­

sonnel would have been a burden on the country's finances 

not altogether in proportion to the benefits to be derived. 

The banks with their network of branches and 

trained staffs were the logical choice as amenta and tb« took 
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of exercising control on behalf of the Board, V w..j\ 

onerous, has bt-en curried out In tin efficient and praise­

worthy manner. The public have had to be educated to the 

use of the forms and permits necessar.. for their respective 

operations. Individual problems have had to L© solved *;ith 

or without reference to the Board, depending on their nature 

and the amount of currency involved. 

Much of this work brings little or no rerauncra-

tion to the banks, vdiile they are allowed a Tiercentage of 

the amount of exchange bought or r.old, in ruany instances the 

net return is small. This is particularly true in the case of 

travel or export permits for nominal amounts of currency-. 

Forms have to be completed in detail, requiring the tirx of 

one or more clerks 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 necessitates correspondence and often telephone 

calls as well. 

While the exchange restrictions on travel were 

relaxed about the middle of 1944 there was no sudden lessening 

of work done by the bonks. On the contrary, many thousands 

of persons decided that they wished to boll ay in the United 

States or visit friends or relatives. All had to commit 

their banks in order to obtain a permit to take American or 
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Canadian dollars out of Canada* 

It is true, however, that as time passed the 

public became aore fnajlisr with exchange restrictions and 

with their co-operation the work of the banks became less 

onerous* 

Foreign exchange is provided by the Board for all 

Imports not prohibited by las and for all services rendered 

to residents by non-residents of Canada* As examples, exchange 

is made available for the payment of life insurance premiums, 

freight, advertising and other services. Canadian debtors 

having to service bonds or debentures in American dollars 

are permitted to purchase foreign exchange as are non-resident 

holders of income-bearing securities payable in Canadian dollars. 

Dividends aay similarly be remitted in American dollars. Cap­

ital obligations expressed in foreign eurroneles which cocso -'ue 

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

Since the inception of foreign exchan^ control the 

Board, through its agents, has purchased American dollars at a 

premium of 10% and has sold them at a premium of 11%. These 

official rates did not often represent the true relationship 

between the American and the Canadian dollar, particularly In 

the early years of the war* 
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American dollar assets of the Board have been 

strengthened froa time to time by various additional measures. 

In April, 1940 ths Foreign Exchange Acquisition Order was 

passed, compelling all residents of Canada to sell to the 

Board their holdings of foreign exchange in the form of 

bank notes, bank deposits, cheques, etc Canadian insurance 

companies and other commercial organisations operating out­

side Canada were granted certain exemptions from the order. 

In June of the same year a war Exchange Tax was imposed on 

ell imports originating outside the sterling area with the 

object of further discouraging imports from the United f'tates. 

Travel south of the border, except on business or for reasons 

of health, was restricted la July, 1940. Ia December the 

War Exchange Conservation Act was brought into force, prohibiting 

a long list of goods from countries outside the sterling area, 

unless Imported under special licence. 

Several orders-in-counc11, issued under the War 

measures Act, supplemented these restrictions by placing controls 

on the production of passenger automobiles and on the installa­

tion of machinery and equipment for non-war purposes, many parts 

of which had to be imported froa the United ftates. fthlle 

foreign exchange conservation was not the principal object of 

these measures, they served to cut down the volume of imports 

for non-essential purposes* 
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The most iaportant step token to make more 

American dollars available for war purchases was embodied 

ia the Hyde Park Declaration of April, 1941 in which C«nuda 

and the United rtates agreed to co-ordinate thrir production 

programs. Xa effect, this meant that tho United States under­

took first, to make substantial additional purchases of 

essential raw materials and supplies produced in Can»<'a and 

second, to ship to Great Britain under Lease-Lend such mater­

ials and parte as Canada might acquire for inclusion in var 

equipment and supplies produced for Greet Britain. In the 

first part of the program American dollars can© to Canr.da in 

greater quantities than ever before} in the second, a very 

largs saving in American dollars inquired to finance imports 

resulted* 

The Hyde Park Declaration was not designed to 

make up ths whole of the threatened deficit of American 

dollars but during its currency It did arvke it possible for 

Canada to build up her war industries without resort to 

Lease-Lend. Canada has r>aid cssh for all imports, whether or 

not they were destined to ' e used for war purposes, -laving 

served a useful purpose in an extremely difficult pp. lot', he 

3yde Park Declaration was allowed to lapse in 1944 following 

a substantial improvement in Canada's holdings of American 

dollars. This was mostly due to the whole-hearted lmplc-tubn-
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tation of the terms of the Declaration by the United states 

and partly also to an unprecedented volume of net capital 

imports froa the United States in 1943. Several reasons 

have been advanced for this movement. First, It was sug­

gested that American operators considered the C.vi fu'it.n dollar 

to be undervalued in terms of United States currency} second, 

that the higher yield on Canadian dollar securities was provi:^ 

to bs attractive to American capital} third, that the threat 

of inflation in ths United States was encouraging a moderate 

flight of capital. 

The following -able, published by the Bank of 

Canada, illustrates concisely the improvement which lias token 

place in Canada's foreign exchange position during the war y-rs, 

exclusive of capital movements. 

Canada's Balance of International Payments 

(Estimated Uet Current Account Balances) 

1938 1939 1940 19a 1942 1943 

Great Britain 
Other Empire 

countries 
United States 
Other non-Empire 

countries 

All Countries 

( Willi 

127 

44 
-149 

78 

100 

ons of dollars) 

137 

39 
•116 

66 

126 

343 

76 
-292 

22 

149 

734 

71 
-318 

4 

491 

1,223 

46 
-180 

12 

1,101 

1,149 

L7 
-IV 

9 

l,20o 
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While the improvement on current account alone 

is enormous, there is little hope that Foreign Exch/m^e 

Control sill be relaxed in the ne.or future. On the con­

trary, it is more than likely that it will be retniried for 

several years at least after the war, possibly in a modified 

form only* So many factors enter into the post war picture 

than an accurate forecast of the probable turn of events is 

impossible. The liberated countries of Europe will require 

substantial help in the form of food, equipment and supplies 

to enable thea to restore their eoonomic mchinery to working 

order. Such assistance stay have to be continued for more than 

two or three years. It will, of course, have to come from the 

United Nations, chiefly the United states and Canada whose 

economies will be in the best position to meet he Immediate 

demands of the post war period. Great Britain will be fully 

occupied for a number of years in rebuilding her own in­

dustrial fabric although she wlH undoubtedly endeavour to 

play as large a part as possible in the rehabilitation of 

Europe with the object of reviving the rcarkets which she lost 

during the war. 

The program of relief and rehabilitation which 

the UNRRA organisation lias undertaken will itself involve the 

transfer of huge quantities of food and supplies. Cuch mov?.-

ments of goods will virtually amount to free gifts by the 
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oountries concerned since all ths United Nations ore 

called on to f w - financial contributions to the coaunon 

cause* Each will expect to have moot, if not all, of its 

subscription expended within its own borders, although 

this will not always be possible. For ao£t of then, then, 

the exports which go to occupied territories will not bring 

much, if any* foreign exchange into their treasuries. It 

will be necessary for each of the United Nations, with the 

possible exception of the United states, to conserve what 

exchange it can obtain froa the sale of goods in the world 

market in order to finance the purchase of essential 

materials and goods which have to be imported. 

Canada will undoubtedly b* called on to make 

large shipments of wheat and livestock products to Europe 

as well as certain types of manufactured goods. Great Fritsin 

has already completed long-term contracts with Canada for the 

purchase of beef and bacon on a substantial acale until i..he 

end of 1946. It is not yet clear how Canndi*in dollar c will 

be found to meet these commitments unless British industry 

is able to effect a quick conversion to tho production of 

civilian goods immediately after the war. 

Problems such as those outlined above toake it 

certain that foreign exchange control will be continued for 
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sometime after the cessation of hostilities. In this way 

only can the abnormal movement of ^oods be facilitated and 

the economies of liberated countries revived. 

A further problem lies in tho uncertainty of 

the post war tariff policies to be followed by the leading 

trading nations of the world. Canada is vitally interested 

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 pre-war days. If her 

customers,present and potential, plan to restrict the move­

ment of goods and services by high import duties, quotas, etc., 

her domestic economy will suffer seriously. It may well be 

necessary for Canada to retain exchange control until it is 

apparent that she will be able to export on a scale adequate 

to support essential imports. 

As the United States is the principal source of 

imports into the Dominion the course of American tariff policy 

will be watched more closely than ever in the post war years. 

There is evidence, however, that the present favourable trading 

relations between the two countries may be extended after the 

war, possibly on less advantageous terms, but on a basis more 

acceptable than that which existed before 1939. 
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Gas er two othar factors, Important to Canada, 

ester into ths exchange picture. In pre-war days, tourists 

froa ths Baited States brought into Canada as much as 

$149 million per year, if 1937 is taken as an example. This 

figure aust bs adjusted, however, to allow for the expenditures 

of Canadians in the United States which amounted to $65 million 

ia the same year. The net of $84 million is not an insigni­

ficant figure In the balance of international payments. 

To what extent on influx of American tourist dollars 

can be relied on in the post war period will not be evident 

until after the conclusion of hostilities. It seems reason­

able to suppose that Canada will once aore become the play­

ground of thousands of American visitors but they may be de­

terred froa crossing the border if exchange rates are unfavour­

able or are subject to violent fluctuation. There Is no reason 

to presume that such will be the case, however, unless the in­

flationary aoveaent whloh has already gained much ground In the 

United rotates continues to make headway. This may well prove 

to be a further argument in favour of the retention of exchange 

control in Canada* 

Finally, it aust be said that ranch will depend on 

the volume of capital Imports into Canada. It is? more than 



- 92 -

likely that many American companies owning branch plants 

in Canada will wish to expand their Canadian operations 

and that additional capital will be required to enable 

thea to do so* There will also bo 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 Canada are, as a rule, withdrawn* To induce 

sore American capital to come to Canada and participate In 

ths post-war boom it may be necessary to retain a measure 

of exchange control* 

Canada's chartered banks will be charged with 

ths responsibility of continuing the operation of exchange 

control should it be considered Indispensable. They will 

also be well prepared to assist in the expansion of Canadian 

overseas trade. Five of the banks operate branches in London 

and In the United States} four have offices in Newfoundland 

shlle three are widely represented in South America and tie 

West Indies. In 1943, 135 branches and agencies were in 

operation outside Canada. 
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CHAPTKRT 

fflflff CQDPM BANKING 

Early ia ths war years i t beoaos apparent 

to ths Government that the distribution of certain 

essential foods and supplies would have to be regulated 

i f stocks sere to be divided equitably and overseas de­

liveries effected as promised* A broad policy was formed 

by the Vartise Prises and Trade Boarri in October, 1942 

which was supplemented by various restrictive iaeasurcs 

froa time to t ins . Rationing was introduced for cosHaod-

i t les la short supply which were essevwial to a l l or cer­

tain groups of consumers, or V:».n i t became necessary to 

ensure that distribution was made ?ro on equitable hauls. 

Two types of rationing schemes wore act up, one 

of which was by coupon and tho oth*.r by ptrnit. In tho 

ease of the former, only articles which were in general 

use and which sere purchased at regular Intervals in 

approximately equal quantities by a l l consuu-rs were in­

cluded* Otler commodities, particularly those of a durrble 

nature and which were not considered in*l&penoable to a l l 

consumers, such as electric stoves, tir*a at*: tubus, tarsi 



-94-

aaohinery and typewriters sere rationed by permit. 

Sugar, tea, ooffee, butter, ex at, evaporated 

silk, canned fruit, marmalade, jam, maple syrup aitf gasoline 

have all been rationed byeoupon at one time or another since 

1942. It is with these commodities that this discussion vdll 

be concerned. Sugar was first rationed in January, 1942 by 

an "honour" system which required consumers to restrict their 

purchases to i pound per week per person, then to i pound per 

seek in aay, but It became necessary to Introduce coupon 

rationing on July 1st of the same ; ear. The rotion has been 

maintained at t pound per week per person since that date, 

except for a slight out 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 ounces of coffee per person was provided. 

This ration was increased substantially in SenteEil-er of the 

following year and again in May, 1944* liationing was dis­

continued a few months later with t>* announcement that the 

shipping situation had improved sufficiently to ensure adequate 

stocks for all ordinary purposes. 

Butter was first rationed by coupon on Dooeriber 
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21st, 1942 when a weekly allotment of i poua«' per person 

was authorised. Fluctuations in butter stocks and© it 

necessary to reduce this amount temporarily in 1943 and 

1944 and for an Indefinite eriod In 1945. Meat ration­

ing, which sent into effect on Hay 27th, 1943, was sua:>ended 

indefinitely in February, 1944 with the announcu .< at that 

large surpluses had been accumulated. During the pest 

twelve months there have been several semi-official state­

ments to the effect tliat it will not Hiely be necessary to 

re-introduce the rationing of meat. 

Marmalade, Jam, reaple syrup, canned fruits, hone; 

and other sweeteners were grouped for rationing purposes on 

September 2nd, 1943. Since that date the value of these 

mpceoeryrma coupons has been adjusted several times in keeping 

with available supplies} each has an alternative value of t 

pound of sugar. Evaporated milk has been rationed by coui^on 

since October 4th, 1943 in order to ensure tiiat adequate 

supplies would be available for children, invalids tind otier 

essential users. 

The enormous demand for gasoline created by the 

war forced the Government to introduce coupon rationing on 

April 1st, 1942. All vehicle owners were required to re^i^ter 

their cars with the regional offices of the Oil Controller and 
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to obtain a gasoline licence and ration book. The 

original value of the coupon or unit was five gallons 

but this was subsequently reduced to three gallons. The 

number of coupons or units allocated to users varies with 

their individual requirements, due consideration being giv*n 

to commercial and vocational needs* 

An effective rationing system involves the 

control of supplies through the various stages of distribu­

tion froa the manufacturer or producer to the final consumer. 

To implement this control it has been necessary to require 

that retailers and wholesalers produce coupons obtained from 

their customers or equivalent documents when replenishing 

their stocks of rationed commodities. The actual handling of 

coupons on such a large scale originally involved a tremendous 

aaount of work, not only by the retailer In ooUeetlng coupons 

from his customers, but also by his suppliers. The procedure 

was greatly simplified by the introduction of ration coupon 

banking in March, 1943. This was an entirely new development 

in Canadian banking praotice. Originally, It applied only to 

rationed foods, but in April, 1944 it was extended to include 

gasoline rationing as well. 

Consultations between bank representatives «.n̂  

the Administrator of Consumer Rationing were begun late in 1942 

with a vies to enlisting ;he services of ths chartered bunks. 
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A close study of bank facilities followed with a aube^ii^nt 

request to undertake this special work, commencing March lr t, 

1943. 

Hush preliminary work had to be r?one before 

ration coupon banking could become a reality. The president 

of tho Canadian Bankers' Association appointed u special 

committee of bank officers to collaborate with the "t rtirae 

Prices anr1 Trade Board repreaentbtives in devising routine 

and preparing instructions for all bank branches. The pro­

cedure to be followed was based on the theory that ths 

greatest economy of time and effort could be achieved by 

arranging that, as far as practicable, coupons and other 

documents used by consumers to obtain nationed goods should 

be deposited to ration coupon accounts or exchanged for bank 

transfer vouchers by the dealers supplying the consumers. 

Under existing arrangements ration coupon 

accounts operated by the bonks are of tr?o types, dealers' 

accounts and quota users' accounts. The following persons 

or firms who deal in rationed commodities are required to 

conduct ration coupon bank accounts and for thlr. purpose 

are designated as "dealers"! jobbers and brokers, whole­

salers, creameries producing butter, importers of rationed 

preserves, manufacturers of evaporated milk, primry pro*?uc**rB 
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of commodities Included in the "preserves" rationing 

scheme whose annual production amounts to 2,000 pounds 

or aore (except producers of rationed maple products and 

honey), beekeepers 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 

or more. 

Separate accounts are kept for each rationed 

commodity or group of commodities. Each is 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 commodity by forwarding to 

his supplier a cheque drawn on his account for the number of 

coupons which his order represents. The 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 wholesulor 

to supplier, etc. 
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Saall retailers and others who are not 

required to operate ration coupon aocounts must still 

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 necessity of operating 

accounts for such retailers, it has been provided that e 

bank transfer voucher may be obtained in exchange for coupons 

or ration coupon document«. The only restriction placed on 

this type of transfer is that the voucher must not be issued 

for less than 250 coupons. Bank transfer vouchors may 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 by the Ration 

Administration. Ths sheets are designed to accommodate the 

number of coupons necessary for what is usually a minimum 

wholesale order for each commodity. Only completed sheets may 

be deposited in ration coupon bank accounts. When a bank 

transfer voucher is requested, however, a retailer raoy present 

an incomplete sheet if the amount of coupons affixed to it 

corresponds with the amount of an order which he is placing 

with his supplier* 
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Hotels, restaurants, hospitals and other 

institutions serving meals which Include rationed goods are 

required to oonduet quota users' ration coupon accounts. 

Each operates on a quota set periodically by the Ration id-

ministration. The quota authorizations indicate in terms 

of coupons the quantity of goods to which the quota users 

are entitled for a certain period of time. The authorisations 

issued by the Ration Administration ore token to the banks by 

the quota users where they axe converted to credits In the 

various commodity accounts operated by them. As they purchase 

rationed goods they draw covering ration cheques against their 

respective accounts in favour of their suppliers. 

Inasmuch as the ration coupon transactions 

handled by the banks ore of an accounting nature only and do 

not affect their assets or liabilities, no settlements are 

required between branches or banks. VThen ration coupon 

cheques or bank vouchers drawn on other branches or bonks ore 

deposited they are forwarded to the branches or banks con­

cerned along with other items. Special purchase permits, 

quota authorizations or other documents are forwarded to 

the Ration Administration. Coupons received over the counter 

are destroyed by the banks after being properly checked and 

recorded. The banks are reimbursed by the Government for 



-101-

their work to ths extent necessary to cover their expenses 

as determined by a cost analysis* The arrangements are 

contained ia an order-in-councll dated August 17th, 1943 as 

amended. 

The resemblance of ration coupon banking to 

ordinary banking transactions is limited by certain require­

ments of the Ration Administration. A bank may not open a 

ration coupon account for a dealer required to operate such 

an account unless his application to do so has been approved 

by the district branch of the Administration. The bank may 

then complete the necessary formalities and supply the 

dealer with special ration cheques and deposit slips. Quota 

users aust also apply for permission to oporete ration coupon 

accounts* 

Authority to sign ration cheques may be delegated 

by the persons authorized to sign withdrawals froa the individ­

ual's or company's ordinary bank accounts. Specimen signatures 

are obtained by the banks as in the case of ordinary accounts. 

If necessary, 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 conditions under .which 

coupons may be received. Ration cheques and bank transfer 

vouchers must be endorsed in the usual way when deposited, both 

by the transferee and by the negotiating bank* 
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Coupons remain valid in the hand of dealers 

for an additional two weeks after the «ocpiry date notified 

to the public. During that period they may only be 

deposited to the credit of ration coupon accounts or ex­

changed for bank transfer vouchers. Ration oheques are 

debited to dealers' accounts even though on overdraft m y 

be oreated. The dealer is notified immediately as well as 

the district branch of the Ration Administration. Prompt 

cover is 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, may not have their ration cheques returned 

to thea* 

When a ration cheque Is lost a dealer raay furnish 

a stop order fors, authorising the bank to refuse to honour 

ths item. Contrary to the practice followed when ordinary 

cheques are lost, a bank aust honoijr an original ration cheque, 

even if a duplicate has already been presented and debited to 

ths dealer's account. Both ths dealer nnd the Ration Admin­

istration have to be notified of such action* Bank inspectors 

as well as inspectors of the Administration examine coupon 

banking records and the procedure followed in bank branches 

from time to tine. It Is their duty to ensure that the des­

truction of coupons and coupon accounting are carried out in 
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accordance with the Ration Administr tion'o instructions. 

Reports of ths number of consumer coupons deposit­

ed to ration coupon accounts or exchanged for bonk transfer 

vouchers during the period must be forwarded every month by 

all branch banks to their head offices. In addition, a re­

port containing the names of dealers and quota uoers whose 

accounts have been inactive during the preceding six months' 

period sust be forwarded to the Station Administration semi­

annually. As is tho ease in all bank recordP, information 

concerning ration coupon accounts Is kept strictly confid­

ential, only depositors and representatives of the wartime 

Prices and Trade Board being entitled to request particulars. 

Since the inception o." ration courxwi banking, tho 

chartered banks, as agents of the 7artlme Prices and Trade 

Board, have opened more than 209,000 accounts and ladled 

hundreds of tailliona of coupons which would otherwise have 

required an enormous addition to the personnel of the Ration 

Administration and its district branches. Ration coupon 

banking has become a major wartime service of the banks. By 

using their facilities the Government has b*en able to make 

a substantial saving in both manpower and jnoney. It Is estim­

ated that in 1943 more than 50 million coupons entered into cir­

culation every week of the year. In 1944 there were aore than 

238,000 ration coupon accounts in operation. 
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The saving of many hours of work on ths part 

of dealers is an accomplished fact. Undoubtedly the 

simplified banking routine set up has 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 ration transactions when he calls at his local bank 

in connection with his usual financial operations. Alterna­

tively, he may draw a ration cheque on his account when plac­

ing an order with his supplier, a device far simpler than the 

complicated business of transferring to him thousands of con­

sumer coupons which he has acquitted froa 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, if the exigencies of the 

war make the rationing of more consumers' goods necessary, the 

banks will be called on to enlarge this new sphere of operations. 

The experience gained during the past two years has resulted in 

a smoothly-functioning system which has served the oountry 

efficiently and at a minimum cost to the Government. It may 

well be continued for a few years in the post war period. 
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WAR FIHAflCF AKP THE BAHiq? 

As agents of the Bank of Cam da, the chartered 

banks have performed a valuable service to ths Government 

in facilitating the sale and distribution of Victory Loan 

Bonds and War Savings Certificates. This is quite apart 

froa the assistance rendered by direct participation in the 

financing of ths war effort through the purchase of 

Government securities such as Treasury Bills, Deposit Cer­

tificates, etc. Two War Loan and seven Victory Loan bond 

issues have been offered to the public since September, 1939. 

The figures of each are worth noting* 

Public Bond Issues In Canada Since 1939 

Item 

1st War Loan 

2nd War Loan 

1st Victory Loan 

2nd Victory Loan 

3rd Victory Loan 

4th Victory Loan 

Bate 

Jan. 1940 

Sept. 1940 

June 1941 

Feb. - Bar. 

Oct. — Hov. 

Apr. - May 

1942 

1942 

1943 

Objective 

(millions 

200 

300 

600 

600 

750 

1,100 

Subscriptions 
(excluding 
conversions) 
of dollars) 

320 

342 

730 

843 

991 

1,309 

Subscribers 

178,363 

150,890 

968,259 

1,681,267 

2,032,154 

2,668,420 
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Itea Date Objective Subscriptions Subscribers 
(excluding 
conversions) 

(alllions of dollars) 

h Victory Loan Oct. - Mov. 1943 1,200 1,375 3,033,051 

h Victory Loan Apr. - May 1944 1,200 1,408 3,077,123 

h Victory Loan Oct. - Mov. 1944 1,300 1,517 3,300,735 

It will be observed that, with two exceptions, the 

objective of each campaign has been for a greater amount than 

the one which it followed. Despite the determination of the 

Government to raise as much revenue as possible 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 individuals 

alike. Their response to each successive appeal has resulted in 

every campaign being over-subscribed by a substantial margin. 

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

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

For this very favourable development there are 

several explanations. First, there is the patriotic motive 

which has prompted a number of people to invest whatever they 

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

BEST AVAILABLE COPY 
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Propaganda disseminated by the National War Finance Committee 

through the medium of the press, radio and moving picture 

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 and in­

dividuals to put their accumulated savings to work earning in­

terest. Opportunities for the employment of surplus funds have 

become fewer owing to t-

(1) the Government's policy of financing the 

construction and operations of many war 

plants} 

(2) the shortage of consumer goods} and 

(3) Government restrictions on credit purchases. 

Investicent In Government securities has, therefore, 

become more and more attractive. This movement has taken place 

despite the fact that the interest rate on all war issues, ex­

cept the First War 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 tapped most, if not all, available sources of sub­

scriptions* The Committee was forwsd in January, 1942 by the 
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Minister of Finance just bsfore the opening of the Second 

Victory Loan Campaign. It succeeded the Ear ravings end 

Victory Loan Ccanittees which were appointed for earlier 

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

19a. 

The minister, in a speech in the House of Commons 

in June, 1943, summed up the objeotives of the Rational or 

Finance Comalttee as follows) "Future operations of the .. 

Committee contemplates-

(a) a continuous program of public education 

in the national and personal need for, and 

advantages of, voluntary savings during 

the war years, 

(b) the continuous sales promotion of Ear 

Savings Certificates and Stamps, 

(e) ths sale of two Victory Loans in each 

year, one in the Spring months and 

another in the Fell, and 

(d) the development of a better public under­

standing of the advantages, both national 

and personal, to be realized through 

retention, at least for the duration of 

the war, of securities purchased during 

the war years." 



- 109 -

The Committee sonsists of a national ex­

ecutive esmaittee of representatives of all major in­

dustries, agriculture, labour, commerce, finanoe, 

women's organisations, etc., and provincial committees 

organised on a similar basis. In addition, there are 

over 450 local units* The permanent full-time staff of 

ths National War Finanoe Committee is made up of less 

than 400 per sons) 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 hundreds of salesmen 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, convasses 

corporations, financial houses, government agencies, and 

individuals believed to be capable of subscribing $25,000 

or more ia s single oaapaign* Personnel of this division 

are recruited chiefly froa officers of investment and 

brokerage houses. Investors on the Spec al Names lists 

have accounted for about 60% of all Victory Loan subscrip­

tions* 

Ths second, ths Payroll Savings Division, covers 

ths members of ths armed forces and employees of companies 
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who have a payroll of at least 25 names whose annual 

incomes do not exoeed $3,000* Commissions are not paid 

on convasses eonduoted by the personnel of these divisions. 

Ia the ease of the third, the General Sales Division, in­

dividual salesmen are paid at rates varying from 1/B of 

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

sold is of a medium or long-term type. Dealers and brokers 

are remunerated for their efforts according to the service 

rendered* 

The General Sales Division extends its opera­

tions to all potential investors not covered by the Special 

Names and Payroll Savings Divisions* Two other divisions 

of somewhat lesser importance complete the organization of 

ths national War Savings Committee. The first, ths Public 

Relations Division, handles advertising by means of the radio, 

press, public performances, outdoor advertising, etc. The 

Administrative Division, comprising permanent personnel, 

supervises the organisation as a whole arm takes core of all 

administrative details* 

Contrary to popular belief, the cost of marketing 

Victory Loan bond issues has been very moderate* With the 

exception of ths First Victory Loan, every issue has cost 

the Government less than 1%\ in the case of the Fifth, the 
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cest sas only .76%. Tho effectiveness of the organisa­

tion set up to market Victory Loan Bonds and the low cost 

at which it is able to operate owe much to the chartered 

banks and their network of brashes in all communities of 

any sise throughout Canada. 

The banks provide the rain facilities for dis­

tributing bonds purchased in each can aign, whether for 

sash, on the instalment plan or by the payroll deduction 

plan. In the case of cash subscriptions, a purchaser may 

place his order with any authorized salesman, bond dealer or 

other agent, including hie own bank. In the application form 

which he signs he names a particular branch bank or trust 

company at which ho wishes to take delivery of his bonds. 

If be prefers to make his ; urehase en the instalment plan, 

he has the choice of spreading the payments over a six 

months* period according to a schedule prescribed In the 

applioatioa fora, or he may make his own arrangements with 

bis branch bank. In any event he must natne a bank or trust 

company where he will complete hie purchase. 

If a purchaser is employed by a large or^ani: ation, 

bs may elect to buy hia bonds on the payroll deduction plan 
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wbieh aest eaployero have adopted in each campaign, often 

with ths advice and assistance of their local branch bank 

aanager. 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 ths individual purchaser's account. Settlement 

aay 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 Loan Bonds on behalf of his employees, 

borrowing the necessary funds from the bank, Many companies 

make the initial payment themselves or undertake to jay 

their employees a bonus for every bond which they buy. Ic 

any event, the usual procedure is to have the bank do the 

necessary financing of the unpaid instalments In preference 

to utilising company funds for this purpose. The employees 

are virtually borrowing froa the bank, but on a collective 

basis. In t.ome cases where companies are not prepared to 

obligate themselves for their employees, the banks acquire 

the necessary bonds and carry them in their investment ac­

counts} the amounts owing thereon are reduced by monthly 
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remitted to the banks by ths companies. 

The payroll deduction plan necessitates a con­

siderable amount of bookkeeping both on the part of the 

banks and their customers. At the height of a campaign, 

the extra work involved forces the banks to divert a 

number of their staff froa other duties and to require thea 

to work many hours overtime. However, the time and effort 

consumed are written off as a further contribution to the 

war effort. 

A unique feature introduced in ths Third Victory 

Loan eaapaign was the Agricultural Sales Prograa under whioh 

farmers ware urged to purchase bonds froa the sale of farm 

produce. The farmer was required to execute a "Victory 

Ticket", authorising the buyer of his produce to remit to 

the Rational War Finance Committee the proceeds of the sale. 

The chartered banks made special arrangements to expedite 

deliveries under this scheme. 

To sua up, the part played by the banks in 

facilitating the marketing of eaoh Victory Loan issue is 

threefold in natural over-the-counter sales, the financing 

of purchases, and the Baking of deliveries to new as well 

as old customers. For services rendered they receive a 
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ooaaission on ths volume of deliveries effected. (More than 

10,750,000 bonds had been delivered by the end of October, 

1944*) The ooaaission amounts to $ of 1$ on short-Urn issues 

and $ of 1% on long-tera issues* 

In the case of the earlier Loans, the basis of 

remuneration was quite different. In the first two War Loan 

drives individual canvassers were paid a commission of '2 of 1%. 

The banks as a whole were allotted a fixed proportion of total 

commissions payable which r»aa then allocated to individual 

banks 'on a pro rata basis. In the First Victory Loan eaapaign 

salesmen sere paid £ of 1% on short-term issues and t of 1/8 

on long-term issues. Phen the Second Victory Loan drive was 

inaugurated the rates of commission were Inoreased g of 15. on 

both types of bonds, but no commissions were paid on the pro­

portion of subscriptions which represented conversions from 

maturing issues* 

In the case of both the First and Second Victory 

Leans, the chartered banks were allotted coamdsaions of £ of 

1$ on all bonds handled. At no time, then, has the Government 

ottered high or unwarranted rates of commission to facilitate 

the sale and delivery of Victory Bonds. Criticism has come 

froa some directions that the banks have been compensated 

mors generously than was necessary. The fact of the matter is, 

however, that no system of distribution could *•"» b o e a m t 
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up on as economical a basis as that provided by the bra:.oh 

banking system. Certainly it would not have been considered 

expedient to organise a temporary network of agencies for 

the sole purpose of making deliveries of bonds twice a year. 

There aust also bs taken into consideration the year-row.-* 

service which the banks provide in effecting registrations 

and transfers for the investing public and in maintaining 

the cost-free service of selling and distributing War Savings 

Certificates and stamps* 

Staffs of branch banks bear a heavy responsibility 

ia their dealings with ths public. Many purchasers of bonds 

are owners of securities for the first time. Whether or not 

they sill again subscribe to Victory Loan issues at a later 

data frequently depends oa the manner in which they are treated 

when they enter their local bank. Many oases are oa record 

where an over-worked bank clerk has paid scanty attention to 

the purchaser of a $50 bond when the next customer in line is 

known to be a subscriber of substantial means. There is, of 

course, no excuse for discrimination and it would not be fair 

to say that it is practised at all widely. In any event, it 

is laportant from the national 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 bean written above about Victory 

Loan Bonds applies equally in ths case of war Savings 

Certificates* These are Issued in denominations of $5, 

$10, eto«, and are now sold over the counter in much tho 

saas way as bank drafts or money ordero* In the early 

years of the war the banks merely accepted orders ae-

oompanled by cash or war savings stamps* They were then 

forwarded to Ottawa where special staffs of the Department 

of Finanoe filled out eertif cates and mailed them to the 

purchasers or the individuals .aoed in the orders. The 

amount of work involved in following this procedure 

resulted ia delays of many seeks between the time that 

orders were placed and the time that oertlf icates were de­

livered* 

In July, 1943 over-the-counter soles began 

in all chartered banks by special arrangerent with the 

Dspartment of Finance* This change In procedure oeant that 

the public could now exchange cash or stamps for certificates 

in one operation. Undoubtedly the service tfhlch has been 

provided since the inauguration of spot sales has stimulated 

the sale of certificates. It has, of course, added to the 

work of the banks. First, the teller or accountant must 

be Interviewed and the order placed* Then tho oash or 
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stamps have to be cheeked, or If a cheque is presented, 

its worth must be verified or appraised. The application 

form must be completed carefully by the purchaser as the 

particulars which it contains are transcribed 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 accuraoy. A duplicate of the certificate is later for­

warded to Ottawa to complete the records of the Department 

of Finance. 

For all this work the banks receive no compensation 

whatsoever. It may be true to say that some new business is 

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 Savings 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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tifioates. All tellers carry stamps in their cash and 

sell thea 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 stamps and in this way to contribute mater­

ially to the diversion of savings into the Government 

treasury. 

There is one noteworthy social aspect to the 

systematic saving program forced on the public by the 

National War Finance Committee, aoting 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 

Victory Loan Bonds and War Savings Certificates. Whether 

or not they proceed to realize on these securities and spend 

the proceeds is 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 aay have far-reaching 
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effecte* They sill have learned that in time of pros­

perity one should prepare for adversity. Tho advantages 

of saving have been stressed many times through the various 

propaganda media employed by the Committee, with carefully 

drawn conclusions as to the benefits to be derived in the 

post war era* 

The banks have always recognised that t e saving 

habit, once acquired and cultivated, can bring good to 

themselves as well as to the nubile. Bank advertising has 

taken up the war saving thorns and lias emphasised tits virtue 

of buying Victory Loan Bonds and war Savings Certificates now 

to provide for ths future* Holders of bonds will in due 

course bvoome holders of cash wht-n their securities mature 

or are sold and they will make good bank customers* Further, 

persons who are accustoms d to saving during the war .enrs and 

who continue to save after the war also moke desirable clients. 

They are valuable as depositors because tht y know how to hold 

on to money and as borrowers bacsuss they have a better sense 

of the value of money than those who do not :nve. 

It la not unreasonable to suppose that if enough 

people are influenced by the saving habit post HOT boom and 

depressions might be lessened in severity, l̂ ony econotiiotfi 

have written st great length on the virtues of controlling 

the saving and spending of ths comaunity to accomplish 
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this end* Voluntary saving, if on a large enough scale, 

aigbt reduce the volums of spending in time of prosperity 

and create unsatisfied wants sufficient to Induce an out­

flow of accumulated savings in time of depression. The 

social consequences of such an action, if a concerted one, 

might well be the mitigation of fluctuations in ths volums 

of unemployment in the country* 

Ths principle of saving in good times and spend­

ing la bad is put int ~ practice by the Government of Sweden 

in normal years, an example that might well be Imitated by 

all other countries. Taxation is retained at a reasonably 

high level in periods of prosperity when the proceeds are laid 

aside and earmarked to be spent in periods of depression. Vast 

public work projects are thea brought into being, financed by 

this accumulation. Taxes are not expected to yield as much 

ia bad years and are often substantially lower in order to 

lighten the burden of taxpayers. 

Such an over-ell long-range budget of saving 

and spending might well bs the model for Individual planning. 

If a sufficient number of people were to adopt it, the vol­

untary control of spending referred to above sight b> corae a 

reality and a forceful influence In the country* 
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Qwmm 
MISCELLANEOUS BANK SERVICES 

In addition to ths expansion of normal banking 

services to meet wartime requirements and the erection of 

special facilities to carry out Government business, the 

chartered banks have provided several less conspicuous 

services which pass almost unnoticed in a review of bank 

operations. Hone of thea brings in any revenue commensur­

ate with the responsibilities undertaken or with ths facil­

ities made available to the public and the Government. 

Ths first of these wartime services is pro­

vided for ths benefit of the Custodian of Enemy Property. 

On September 5th, 1939 — - five days before Canada declared 

war on Germany — the "Regulations Respecting Trading with 

ths Enemy" sere brought into force by an order-in-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 occasions. 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. 



- 1 2 2 -

All essay and eneay-ooeupied territory was 

brought within ths scops of the Regulations froa time to 

time. Principal offences arst-

(1) trading, attempting to trade, and 

proposals or agreements to trade 

with the enemy} 

(2) dealing in the property of the enemy 

for the purpose of enabling him to 

obtain money or credit thereon} 

(3) aiding or abetting any person, 

whether resident in Canada or not, 

to so deal in enemy property} 

(4) knowingly discharging any enemy debt, 

promissory note or bill of exchange, 

or purchasing enemy currency. 

Penalties for committing any of these offences are severe* 

Ths Secretary of State is ths Custodian of Enemy 

Property and his de?*rtment is responsible for the enforcement 

of the ban on trading with enemy aliens and the necessary 

sequestration of enemy property in Canada. Such property, 

regardless of whether or not It has been disclosed, is vested 

in him under ths regulations} he acquires all ths rights 

that ths enemy himself had in ths property, including ths 
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f era of dealing with such property ia any manner that he 

sees fit* 

Included in enemy property are such items 

as bank aocounts, 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 Regulations were enforced 

strictly and that all available data concerning suspected 

aocounts sere passed to ths Custodian for such action as 

he considered necessary. Since few financial transactions 

take place ia Canada without some reference to a chartered 

bank at one point or another much valuable information has 

been reported by bank clerks while performing their routine 

duties* There are many instances on record where it was 

known to branch staff a that certain names on the books of 

the bank sere fictitious and intended to mask questionable 

financial operations. Prompt action by the Custodian follow­

ing receipt of such advice often frustrated attempts to 

violate the enemy trading regulations. Accounts conducted 

by citizens of countries threatened by Germany were watched 

closely and appropriate action taken when the invasion of 

tbsss territories became a reality* 

Prior to the outbreak of war, and even in the 
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first year of hostilities, many European banks sent 

securities sad cash to Canadian banks for safekeeping. 

Sealed instructions often accompanied such transfers} 

these sere to be acted upon in ths event that Germany 

invaded the country of origin. 

All these operations involved close liaison 

with the Custodian of Enemy Property once hostilities had 

actually commenced. Reports had to be submitted by the 

chartered banks and investigations conducted. The thorough­

ness in which the banks discharged their obligations resulted 

in the Government being able to draw a tight net around all 

enemy or suspected enemy financial or trading operations 

which might otherwise have hampered Canada's war effort. 

Early in the war years, the chartered banks made 

it known that, as a contribution to the war effort and to 

the welfare of those serving in the armed forces, they would 

not collect ths usual exchange charges on funds transferred 

froa one city or town to another. The Bank Act provides 

that the banks aay exact a c1 arge of 4 of 1#, minimum 15 

cents, on all cheques or other items negotiated which are 

drawn on points where they have branch offices} in the case 

of points where thay have no direct representation, they nay 

exact a charge of •£ of 2%, minimum 25 cento* To servicemen 

who ere moved about the country, sometimes at frequent in-
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tervals, this oonoession resulted in a real convenience 

and a substantial saving of aoney. It meant that they 

could leave their principal account at the branch In their 

hometown where they had always 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 payments 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 oost of exchange charges. 

The banks have gone even further to make 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 thea are made up of small balances} 

withdrawals are numerous and, to place them on a profitable 

basis, the banks would normally collect a monthly service 

charge. By waiving this charge, the banks are saving service­

men many dollars each month. It is reasonable to suppose, 



- 126 -

however, that these concessions to the men and women of 

the armed forces will, in the long run, pay dividends to 

the banks in the fora of goodwill and, at a later date, 

bring them business of a aore profitable nature. 

Both servicemen and their dependents call on 

ths banks to cash their monthly or semi-monthly pay and 

allowance cheques. To the average person this may seem to 

be a U in the day's work for a branch bank, but it must 

not be forgotten that the volume of these cheques has in­

creased by scores of thousands since the first year of the 

war* The banks virtually act as paymasters for many thous­

ands of service personnel who are not paid in cash. Their 

dependents are paid by cheque only, requiring a visit to 

their local branch once a month. Workers in war factories 

who are paid by cheque have also contributed substantially 

to the volume of items handled each month by the banks. As 

pointed out in Chapter IX, this additional burden has been 

carried with staffs considerably less experienced than in 

peacetime. 

Many branch banks ha e been opened since the 

outbreak of war at military camps and air force establishments 

with ths sole object of providing banking facilities at is­

olated points which would not otherwise exist. Branches 
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of this type have little, if any chance, of operating at 

a profit. Examples are The Royal Bank of Canada's branches 

at Goose Bay, Labrador and Gander, Newfoundland. 

Considerable assistance has been rendered the 

Canadian Red Cross Society, the Canadian Legion War Services, 

Incorporated, the Over-Seas League (Canada) Tobacco and 

Hamper Fund, the Greek War Belief Campaign and similar wartime 

benefit organisations in collecting funds and transferring them 

to local branches or to regional offices, together with lists 

of subscribers. All branch banks woe ve and transfer sub­

scriptions without charge* They have contributed to the suc­

cess of these campaigns alao by making substantial donations 

froa head office funds and by displaying posters prominently 

ia branches in order to stimulate public interest* 

In order to encourage the public to k<-ep their 

Victory Loan Bonds and War Savings Certificates and not to 

convert thea into cash tho banks have advertised special low 

rates for safekeeping service. For a very nominal amount they 

undertake to place in their vaults all bonds and eertif1cotes 

deposited with thea. Coupons arc clipped froa the bonds as 

they cose due and the proceeds are deposited to the customers' 

deposit accounts. Safekeeping service had to be expanded fur­

ther when a shortage of individual safety deposit boxes de­

veloped in most cities and towns. Advantage could have been 
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taken of tho inoreased demand by collecting the full rates 

for this service had it not been for the decision which the 

banks made to oo-operate closely with the Government in all 

fields related to the war effort. 

The Government depends upon the banks for much 

of its information concerning personal incomes, -hen coupons 

aggregating $3 or more, clipped froa Dominion of Canada bonds, 

are cashed at a branch ths owner or his agent must sign one 

forms 

of the Government's income declaration/on which he must dis­

close the true ownership of the bond or bonds. These forms 

are collected by the branches and forwarded to the appropriate 

Government authorities at regular intervals. In this way a 

check is made of personal Income w^ioh might not be revealed 

on the annual Incoas tax returns. The importance of this 

source of information has inoreased greatly since 1939 with 

the huge expansion of Government bonds in the hands of the 

public. This development has likewise given the banks much 

additional work, thousands 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 paid to producers of certain 

essential commodities which enter into the cost of living. 

Subsidies have been paid, as a rule, where it no longer appeared 
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possible to asst the problem of rising costs by further 

soonoaieo in ths cost of production and distribution. 

They have also been used to stimulate production while 

preventing an increase in wholesale and retail prices. 

Exaaplss of subsidies of this type are those paid on var­

ious dairy products, notably milk. 

Towards the close of 1942 it became apparent 

to the Board that the cost of living was moving upward 

again* In order to prevent a further rise it was decided 

to reduce the price of certain widely used foodstuffs by 

the payment of subsidies, vis., milk, oranges, tea and 

coffee. In the case of milk a subsidy of two cents per 

quart was authorised. By agreement with the Commodity 

Prices Stabilisation Corporation Liaited the chartered 

banks undertook on January 1st, 1943 to make payment of the 

subsidy through their branches. This procedure provided 

uhe Government with a simple and effective method of dis­

tributing the subsidy at a rery small cost. Vouchers are 

issued to milk producers who present tfcm to their local 

bank for redemption. The bank in turn is reimbursed by 

the Commodity Prloes Stabilization Corporation Limited. 

Finally, the banks have made a major contribution 

to the war effort by lending trained personnel to the various 
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Governaent wartime agencies such as the Foroî n. Exchxige 

Control Board, the Wartime Prices and Trade Board, eta* 

The acquisition of experienced bank officers h&s expedited 

much of the Government's wartiitfti business. 
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CHAPTffl nil 

BANK PROFITS 

The profi ts earned by the chartered banks 

have often been the target of much criticism* no x times 

the al legations made have been well founded} other tiiaos 

they have been fantastic} most times thoy have? been nade 

with an incomplete knowledge of a l l the fac t s . Tho 

e r i t i e i s a of recent years has been based, in a r t , on the 

dividend po l i c i e s of the bonks during the late 'twenties 

and early ' t h i r t i e s and the X'act that no substantial r e ­

ductions sppeared to bo necessary in the depression years. 

I t i s true that as la te as 1931 the Bank of 

Hova Scotia, for exemple, made a distribution at the 

rate of 16% par annum while too other banks coritined to 

pay dividends of 22% plus a bonus of 2%. This situation 

was drawn to the attention of the mooters of the Poyal 

Commission on Banking and Currency in 1933. Figures were 

submitted by the Canadian Bankers' Association which sum­

marized the trend of divided and undivided profits during 

the previous ten ytsre , as fo l lowsj -
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Bank Profits and Dividends 

1923 - 1932 

(millions of dollars) 

Average Paid Up Capital 123.6 
Average Reserve Fund 137.4 
Average Undivided Profits 7.1 

Average Shareholders' Investment 268.1 

Average Met Annual Profit Available for Dividends 17.1 
Average Set Annual Profit Distributed as Dividends 15.9 

In the first place, it must be pointed out that 

the reserve funds which have been accumulated during the 

years are considered part of tho shareholders' investment} 

they are made up of both surplus profits and o,H cash received 

froa shareholders as premiums on now issues of capital stock. 

In ths oass of the above figure , 42$ of the accumulation was 

derived frcn premiums while only 34$ core from surplus profits. 

The balance, 24$, was acquired through the purchase of assets 

of other banks. 

The average net annual profit distrii uted as 

dividends In the period under review was only 5.93- por ajjnum 

of the average shareholders' investment. To the public, however, 

this appeared aa 12.8$ of ths average paid up capital vrldch is 
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nrlalandlng snd confusing to those not in possession of 

ths actual facts. Bank dividends, following the usual 

practice, sre deolared as a percenta e of the paid up 

capital* The Royal Commission did not commit itself as 

to whether or not the banks had earned reasonable profits 

during the previous decade but it did point out that at that 

time shareholders were subject to the double liability clause 

la the Bank Act in the event of a failure to noet note and 

deposit obligations* Presumably this entitled them to a 

higher return on their investment, but far all practical pur­

poses the risk has been negligible since the collapse of 

the Home Bank in 1923. 

The decline in bank earnings which featured ths 

'thirties was attributable to two factors. First of these 

was the reduction in loans, art of a general decline in 

assets, slready desoribed in Chapter III* Second, and equally 

important, was the progressive reduction In interest rates 

stimulated by the Government's easy money policy. To 

counteract this development as far as possible the banks cut 

their dividend irates, closed a number of unprofitable branches 

and reduced the rate of interest paid on deposits. Finally, 

operating charges on deposit accounts were increased and a 

number of services sbioh had previously been performed without 

charge were now placed on a regular tariff basis. 
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The war years have brought certain changes 

in bank profits as indicated in the following table, 

based on figures published in the Canada Year Book. 

Bank Profits and Dividends 

Year Met Profits Average 
(millions of dollars) Dividend Rate 

1938 16.0 8.9$ 
1939 16.5 8.9$ 
1940 16.4 8.9$ 
1941 16.4 8.9$ 
1942 15.7 8.0$ 
1943 15.3, 7.2$ 
1944 14.7* 7.2$ 
A estimated 

First 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 Govern­

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 ecurltles — 

and a reduction in the proportion on which earnings ore 

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 tooal 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. G. W. Spinney, president of the Bank 

of Montreal, told the 1943 annual meeting of the shareholders 

that it yielded only slightly more than l£$, without making 

any allowance for operating expenses, taxes, etc The 

reason for this statement is clear when it is realized that 

the average yield of treasury bills in that year was 1.5$ 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 

is 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 aaount was ©oUeoted in part as a result of 

the sharp ioorsass ia ths Exooss Profits Tax which went 

into affect ia 1942* Under the terms of the tax as re­

vised many of ths banks were compelled to reduce their 

dividend rates} a ceiling was placed on the amount of 

profits which could be distributed to shareholders. 

With reference to the taxation of banks, the 

Canadian Bankers' Association appeared before the Royal 

Commission on Dominion - Provincial Relations In 1938 with 

several ooncrete suggestions which are worthy of passing 

attention. First, the Association argued, if there Is to 

be a redistribution of revenue between the Dominion Gov­

ernment and the governments of the provinces, the taxation 

of the chartered banks should be oentralised in the Dominion 

sines their operations extend throughout the length and 

breadth of the country. Meanwhile, the Association recom­

mended that there should bs a uniform method of Imposing 

swninipal taxes* It was pointed out that different Mun­

icipalities ia the saae province often have different powers 

ts tax banks* A tax on assessed values was suggested ao the 

moat desirable basis for municipal taxation. Finally, it 

was pointed out that the most logical tax of all on banks 

would be one on the volume of business transacted* 

Taxes formed only one of ths large items making 
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up ^-»^ iu|ianses in 1943* layrolls aggregated $41 million 

and interest paid on deposits $22 million. These figures, 

added to taxes of $15 Billion, meant that $78 million had 

to be paid out before any dividends could be distributed to 

shareholders. At present rates, these dividends aggregate 

about $9.6 Billion per year*, an average rate of 7.2$ on the 

par value of the paid up capital of the banks. However, in 

terms of ths shareholders' investment — paid up capital 

pins reserve funds plus undivided profits — th<» average 

yield of these dividends is only 3.3$. On the bo els of the 

above figures, the shareholders of tho banks received only 

$1 for every $8*12 wh.ch was distributed in salaries, wages, 

taxes and interest. There are, of course, other charges 

which aust also bo met* These include overhead expenses such 

as stationery, printing, light, beat, water, fui and rent} 

ceatributions to pension funds and to group insurance policies} 

soatrlbutlons to uneaployment insurance premiums, appropria-

tisas for depreciation of property} provision for bad and 

doubtful debts. 

While tsxee have absorbed much of the oaks' in­

crease in gross profits during the war years, operating coats 

generally have been higher. Wartime regulations compelled the 

banks, ia common with other business organisations, to pay 

cost of living bonuses which subsequently sere merged with 
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salaries. aany banks have paid allowances to personnel 

oa active service and have kept their pension fund con­

tributions sad group insurance premiums up to date for 

thea* Staff engaged to take their places have had to 

bs paid, often at rates higher than would normally be the 

case* As pointed out in Chapter IX, the banks have had to 

employ aany hundreds of clerks in excess of their normal 

peaoetias requirements. Unemployment insurance, which came 

into fores on July 1st, 1941, introduced a new item of 

expense* For actuarial reasons, a number of the banks lave 

bolstered their pension funds by increasing the annual ap­

propriations* A recent amendment to the Income Tax Act made 

this possible* 

It is not improbable that after the war many holders 

of Government bonds may wish to convert them into cash in 

order to make long-delayed purchases. If the sale of these 

securities should reach large proportions ths chartered banks 

sight fas obliged to join ths Bank of Canada in supporting ths 

aarkst by purchasing all bonds offered. Such a policy, if 

extended ovsr any great period of tine, might have the effect 

of further increasing ths proportion of bank assets invested 

in Government bonds. A decline in the ratio of earnings to 

total assets would inevitably folios. 
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Xf, added ts this devwlopment, operating costs 

should ooatlnne to rise, the banks might bs forced to bolster 

their Ineeas by lavwriae ths rets of interest paid on time 

deposits, or by increasing service charges. The alternative 

reuld be to reduce salaries and dividends, a step which would 

be taken with great reluctance and not without considerable 

eppualtloB. Beak personnel have, on ths whole, bettered 

themselvea financially during the war years, the shortage 

of aaapossr having compelled the chartered banks to offer 

mors attractive rates of remuaeratien. Shareholders are 

of the opinion that they have not benefited in any way froa 

ths growth ia earnings brought oa by the war. The return on 

their investment has been cut several times since 1941 and 

they would undoubtedly resist any movement to reduce it 

further* 

The future of bank profits, then, is not as clearly 

defined as would appear on the surface. It is true, of course, 

that with the gradual disappearance of the eliartered bank note 

issue tht double liability of the shareholders becomes of no 

importance shatsoever. This might bs used as an argument in 

favour of loser dividend ratea. However, when it is realised 

that they have dropped froa a ran*;e of 9$ - 16$ in 1930 to a 

range of 5$ - 10$ in 1944 It aust bs admitted that bank divid­

ends have been adjusted fairly sell to the changed conditions 

of resent years* 
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Xt has asvar bean customary for the Minister 

of Finanoe to aaks public detailed Information of the profits 

of ths chartered banks. However, in response to pressure froa 

asabnrs of Parliament ia ths 1944 session the Minister tabled 

for inclusion ia Hansard a summary of the average current op­

erating earnings and expenses during the fourteen-year period 

I929-I943 sad also for the year 1943* These figures, which 

are reproduced below, are noteworthy in several respects* 

of Current Operating Korninjs and Expenses 

A H Ten Chartered Average of Financial Financial 
Banks Years Year 

1929 - 1943 1943 

(millions of dollars) 

Current Operating Earnings1 
Interest and discount on loans 
Interst, dividends and trading 

profits on securities 
Exchange, conaissions, servioe 

charges, etc* 

Total Current Operating Earnings 

gffmfft OporjilM BffifftfCjt 
Interest oa deposits 
BeauDBratlon to employees 
Provision for taxes 
Contributions to pension funds 
Depreciation for bank premises 
Other operating expenses 

77.5 

35.0 

26*2 

138.7 

36.0 
42.5 
10.5 
1.5 
1.8 

20.0 

60.6 

48.7 

35.2 

144.5 

24.5 
49.7 
15.9 
2.1 
2.3 

20.4 

Total Current Onerating Exnenses 112*3 114.9 



- 141 * 

The first point worthy of intention is the extent 

to which the character of bank earnings has changed during 

ths last fas years* This becomes evident If the 1943 figures 

are taken as a sample and are contrasted with the average for 

1929 - 1943* In tho latter period, earnings from loans node 

up well over half of aggregate earnings compared with sub­

stantially less than half of the total in 1943. On the 

other hand, earnings from securities assumed a much more 

laportant relative position in that year than formerly. . This 

new relationship reflects clearly the fundamental change which 

has taken place in the character of bank assets. The extent 

to which the banks have had to augment income froa &»a&ts 

by various commissions, service charges, etc., Is clearly 

shown in the figures of the table. 

Expenses have likewise undergone a modification 

In character. Ths substantial decline In interest paid on 

deposits reflects the progressive fall in rates which eormaenced 

in 1933. Prior to that year, all the chartered bonks allowed 

Interest at the rate of 3$ per annum on time deposits, cal­

culated on the minimum monthly balance of the customer. On 

May 1st, 1933 the rate was cut to 2^$ and on November 1st, 

1934 froa 2f$ to 2$. Following the opening of the Bank of 

Canada in March, 1935 and the intensification of the Govern­

ment's easy money policy, the chartered banks lowered the rate 
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of Interest paid oa commercial deposits on June 1st of 

that year froa 2$ to 1$ (U% if left with the banks in 

ths form of deposit receipts for periods exceeding 90 days). 

Ths rats of 2$ ass aaintained in the case of deposits of 

individuals and religious and charitable institutions. 

On January 1st, 1936 the rate was reduced to 

jt of 1$ in ths case of coraercial dspoaits while the rate 

applicable to individuals and religious and charitable 

institutions sas cut to !£$• There has been no further de­

cline bat a slight modification in the method of calcula­

ting interest was aade oa March 1st, 1939. After that date 

the •Inlaws quarterly balance became the basis Instead of 

the ainlana monthly faala.ee, the effect of which was to 

reduce moderately ths aaount of interest oaid to depositors. 

Ths Montreal City and District Savings Bank as 

sell as the Caisss d'Econoale do Jfotre Darae de Quebec follow­

ed the saae procedure, but the maximum rate which they paid 

oa deposits did not fall below 2$, The Post Office Savings 

Bank took a similar course in handling the inter©Pt problem* 

Returning to the profits of the chartered banks 

it is not surprising to find that the 1943 salary bill « » 

substantially over the 1929-1943 average for reasons dis-

http://faala.ee
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oussed eleewiere la the Chapter* Tho expanded ap­

propriation far taxes also needs no further oooment. 

Some of the members of the House of Commons 

Standing Committee on Banking and Commerce, 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 profits to contingency reserves 

without disclosing ths suns involved. The practice of 

setting up such reserves is very old} they are intended 

to constitute a second line of defence in the event that 

the banks are called upon to meet unforseen losses of 

considerable sise* The first line is, of course, the 

ordinary reserves which are accumulated out of profits, 

ths amounts of which are revealed in published statements. 

The president of the Bank of Montreal, Mr. G. 

W* Spinney, summed up the attitude of the chartered banks 

on this subject when he spoke to the annual meeting of 

shareholders on December 4th, 1944* "The custom of adding 

to ths inner or contingent reserves of a bank during the 

years when it is possible to do so .... is one which ths 

test of experience in all countries has proven to be the 

only safe policy to protect the interests of depositors •..• 

He bank can maintain a proper continuity of service to the 

public without making losses, nor can a bank be operated 
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prudently without reserves to meet such losses Reserves 

are the principal means by whioh the banks provide for un­

foreseen leases and average their losses over good and bad 

years. The Bank of Montreal 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 years, and continued 

throughout to play our part in serving the community, if the 

management in good tines had not prudently .set aside reasonable 

sums to meet the inevitable changes ia business conditions and 

the effect of such changes upon the value of the Bank's assets." 

The criticisms of the House of Commons Committee 

were in fact threefold. First, it was claimed that the banks, 

being public corporations, should disclose all profits and 

their true financial position in the annual published state­

ments. Second, ths charge was aade that by transferring sur­

plus profits to inner or contingent reserves the banks were able 

to avoid the payment of income and excess profits taxes on their 

total net earnings. Finally, the opinion was expressed that 

t ess surplus profits could be distributed as dividends in 

later years when ths actual net earnings of the banks would not 

justify such a distribution. 

It is a wall known and generally accepted view that 

the foundation of the banking system is public confidence. This 

confidence, however, can easily be impaired if a sudden contract-
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ion in either the reported net profits or the published 

reserve positions of ths chartered bankt.should take place. 

It is, therefore, deemed advisable in the interests of 

depositors and shareholders as well as the general public 

not to disclose ths amounts transferred to inner reserves or 

the actual aggregate of such reserves. By so doing, the 

banks are free to stabilise their reported net profits and 

draw on Inner reserves when necessary. 

Further, since provision for anticipated losses 
a 

aust be considered as/legitimate expense of carrying on 

business, ths banks are entitled to deduct such amounts from 

their taxable Income. The question arises, however, as to 

what say be considered reasonable anticipated losses. The 

Minister of Finanoe, discussing the question before the 

House Committee on June 6th, 1944, declared that In hie jud­

gment and the judgment of his advisers, the appropriations 

made to the reserves of two, or possibly three hanks at the 

end of the year 1943 nay 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 

as no rule of thumb can le applied to determine the value of 

bank assets which vary greatly in character and diversification ., 

.." He added that after a further examination to determine 
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the exact aaount of the excess in each ease he would be 

obliged to advise the Minister of National Revenue of 

the addition which in his opinion should be tade to the 

net income of the banks concerned for the purpose of 

taxation* 

While it cannot be denied that Inner reserves 

do provide a convenient repository for surplus profits which 

eight otherwise be subject to income and excess profits 

taxes, the fact aust be recalled that the chartered banks 

went through a difficult period in the early 'thirties which 

sas characterised by a sharp curtailment in earnings and by 

a growing volume of actual and potential losses in loans. 

Ths severs contraction in production and employment and con­

sequent decline in corporation and personal incomes had serious 

repreeussions on the ability of the public to repay bank ad­

vances. Reserve funds, both published and hidden, were drawn 

on heavily in those years, aany of the banks are now having 

their first opportunity to replenish these depleted funds* 

Others are anxious to make all possible provision for any post 

war depression in business activity which may arise. 

Za retrospect, it aust be admitted that the 

Canadian banking systea has stood lbs trials of the inter-war 
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perled without undue strain while south of the inter­

national border thousands of banks were forced to close 

their doors st the first slj,n of panic in the Ore t re­

pression. 

With the object of presenting detailed Informa­

tion to the Minister of Finance so that he may assess more 

readily the aaount of taxable profits of the chartered 

banks, Seeloa 53 of the Bank Act was aaended in 1944* It 

now provides that all banks aust submit a statement to ths 

Minister each year, giving full particulars of current 

operating earnings and expenses together with other sup ~ 

lementary information. This amendRent will undoubtedly 

have ths effect of making the banks more cautious in es­

timating their probable future losses and in planning 

transfers to inner reserves* A suamary of th& figures 

called for le required to be published in the Canada Gezette 

and to be tabled ia Parliament. 

As to ths future course of bank earnings and net 

profita it is reasonable to suraia- that they will reflect the 

degree of business activity in ths post war years. If the 

plans of ths Government are successful in maintaining a volume 

of ewployawnt adequate to sustain the national income at a 

high level ths banks sill share in the accompanying nrosparlty. 
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at*ftfnc> nj%\ rise as seamsrsial borrowings are stimulated 

by ths restoration of peaee-tiae production and by the 

termination of Government financing of industry* Met profits 

of the banks sill also bs greater with the lightening of the 

tax burden* 

Bank s tocks reflect the prospect of on early 

laprovenent in net earnings. Early in 1945, prices had moved 

up froa two to seven points above the lowest figures reached 

in 1944. At current dividend rates and market prices, bank 

stocks yield between 3.3$ and 4*2$* 

Bank shareholders number over 51,190 of whoa 

about two thirds comprise wotaen, retired people and executors 

or trustees of estates. Practically every occupation is re­

presented, about 260 being definitely ascertained. Contrary 

to popular belief, the average holding of bank stock Is not 

large, averaging only 28 shares. Over 70$ of all shareholders 

reside ia Canada. With the splitting of shares on the basis of 

ten for one, introduced In the 1944 revision of the Bank Act, 

bank stock will undoubtedly be more widely distributed than 

ever before* Shares will permeate to the lowliest member of 

the community who has saved a few dollars and seeks to invest 

thea in a sound dividend-paying stock. 

This socialisation of bank stock, a new development 

may have a widespread effect on public opinion if at sorao 
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future data a socialist government should be elected. 

Sufficient opposition might develop to negative all 

atteapts to nationalise the banking system, one of ths 

avowed objectives of socialist parties* The extent to 

which this would benefit or hinder Canada's economic pro­

gress is considered ia Chapter XII* 
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CHAPTER g 

mmmmwm 
Earlier ia this book it was pointed out that 

at the outbreak of war the chartered banks were operating 

over 3,300 branches in Canada, two-thirds of which were 

located in ths provinces of Quebec and Ontario* The 

following table, extracted from ths Canada Year Book,gives 

the distribution in 1938 ooapared with that in 1943. 

Branches of Chartered Banks in Canada 

Province 1938 1943 

Prince Edward Island 
Move Scotia 
Sew Brunswick 
Quebec 
Ontario 
Manitoba 
Saskatchewan 
Alberta 
British Columbia 
?ukon and M.w.T* 

Total 

27 
134 
98 

1,078 
1,210 
164 
246 
180 
190 
5 

3,332 

23 
126 
93 

1,041 
1,092 
148 
213 
163 
180 
5 

3,084 

The contraction in the number of branches commenced 

ia ths early 'thirties when the general decline in business 

activity began to interfere seriously with the volume of bank 

profits* normally, branches are operated on a self-accounting 
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basis. Saas bad slwaya been run at a loss but had not 

been closed ia order to maintain the goodwill of the 

ooamunlty or to furnish banking services which would not 

otherwise exist* Others which had formerly reported a 

saall annual profit became unprofitable with ths decline 

in aggregate loans and deposits. In 1930 there were 

4,003 branches in Canada but b^ 1938 over 700 of these 

bad been closed. This aovsiaent took place at a time when 

employment opportunities in all fields were limited. A 

job in a chartered bank had become as difficult to obtain 

as aa appointment oa ths Board of Directors. However, very 

few eapleyeee were retired and the level of bank employment 

was fairly well stabilized. 

The closing of branches during this period was 

not carried out on aa arbitrary basis. Ths needs of the 

eoaauBitiee affected were considered and where it was ex­

pedient and possible to do so two or more banks exchanged 

businesses by closing offices at competitive points. In 

this way many saall towns which had been served by two or 

three branches, none of which was on a paying basis, con­

tinued to enjoy full banking facilities provided now by one 

or two offices, instead of two or three* The consolidation 

of businesses usually resulted in the branches of the banks 
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ontorlng such aa arrangement being placed on a profitable 

basis instead of both being operated at a loss. 

During ths war years the same aoveaent was 

carried on but the active which inspired it had now changed. 

In the 'thirties it was a qusstion only of dollars and. cents 

whether or not s branch should remain open. After 1939 the 

deciding factor was one of manpower, although sotae offices 

sere closed because they had become unprofitable as the 

result of var conditions. It was found to be Impossible 

to find adequate personnel for all branches in the face of 

enlistments ia ths armed forces and retirements to war in­

dustries offering greater monetary reward* Further, the 

Wartias Prices and Trade Board encouraged the consolidation 

of branches and National Selective Service declined to grant 

the chartered banks any priority in securing staff replace­

ments* la fact, during ths first four years of the war, 

ths banks were, as a general rule, not even granted any ex­

emptions or deferments froa military service. 

By ths end of 1944 aore than 8,700 bank employees 

including over 500 women, had left to serve In the armed 

forces at home and abroad* To fill their places many new 

employees, shiefly of ths female sex, had to be trained at a 

time when the volume of day to day transactions had grown to 
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naasual proportions* To begin with, the number of cheques 

and deposits handled eaoh day had ranchad record figures* 

Members of the armed forces, their dependents, factory 

workers and the general public were operating more bank 

accounts, cashing more cheques and making more deposits 

than ever before. Ths number of Government one uos paid 

and cleared daily forced aany branches to divert a large 

number of clerks to ths exclusive task of handling these 

Items. 

As eaoh ass Victory Loan added to the public's 

holdings of Government bonds the volume of coupons presented 

for payment increased enormously* (Coupons are payable at 

all branches of the chartered banks on and after their due 

dates.) Bank tellers had never u»ea called on before to 

negotiate so aany of these Items. Each Victory Loan camp­

aign further inereassd the strain, the sale and delivery of 

bonds adding aany hours to the day's work* 

Most laportant of the wartime duties assigned to 

the- chartered banks was the administration of tho Government's 

Foreign Exchange Control Regulations, Employees, both new and old, 

had to learn the underlying principles of exchange control in ordor 

to be able to explain their operation to ths public* The astount 

of routine involved in completing forms and making returns 

to the Foreign Exchange Control Board absorbed raany additional 
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aan-hours* Ths lntrcduotlon of ration coupon banking in 

1943 eoeantuatad the difficulty of finding adequate person­

nel to handle the increased volume of work brought on by 

wartime conditions* 

Mot only were senior bank officers fully engaged 

In coping with this increase but they were also expected to 

take a close interest In supervising the training of all new 

clerks* This responsibility was made more onerous by a high 

rate of turnover among recently engaged personnel. To alleviate 

the pressure as much as possible, many bank officers who had 

reached the age of retirement were retained in their posts 

and others who had slready retired on pension were invited to 

return to the banks for the duration of ths war. 

The outstanding change whioh baa taken place during 

ths var years la the personnel situation is the preponderance 

of women in positions formerly held by men. aore than 60$ of 

the staffs of the banks is now mads up of woman compared with 

less than 22$ before the war. Many of thea have had to fill 

positions, after a very brief apprenticeship, whioh in normal 

times would require five or more years of training and senior­

ity. In seat canes they have been engaged on a temporary basis 

with the understanding that they as^ i e called on to retire 

after ths war* 
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aaay somen she have displayed unusual ability 

er initiative will be retained, but the banks have declared 

their intention of offering all employees who return from 

active servios positions similar to or better than they 

filled at the time of their enlistment. Tie implementation 

of this policy will necessitate discontinuing the services 

of several thousands of woman, a number of whoa were married 

before the war* Presumably most of the latter will return 

to the doacstic duties sbioh they relinquished on entering 

the banks as sill a number of others who were married during 

the ear years* 

If the first Great War set a reoedent, it can be 

assumed that a large number of bank employees will not choose 

to return to their former jobs. In the present war, in 

particular, many men have been given technical and other train­

ing which will fit them for employment in fields remote froa 

banking* Others will wish to remain In the permanent armed 

forces of Canada which, according to present Government policy, 

sill bs maintained on a greater scale than before the war* 

Finally, there sill bs a number of young men who will wish to 

launch out oa their osa initiative, either with or without 

adequate financial basking* 

Ths Government offers some encouragement to those 
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with these ambitions. In the last days of the 1944 session 

Parliament passsd ths War Service Grants Act. This Act, 

besides providing a generous retirement gratuity to person­

nel of the armed forces who have served voluntarily, author­

ises ths payment of a re-establishment credit of a similar 

amount. The latter may be used for a 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 rehabilitation schemes 

of ths Government provide for free vocational training or 

university education with maintenance grants based on the 

number of dependents of the applicant. These features of 

the Government's scheme will undoubtedly induce some young 

men who ml^ht otherwise return to the employ of the banks to 

go into business for themselves or to take advantage of the 

opportunity to complete their education. 

It is not easy to forecast the employment situa­

tion of the banks after the war. One thing is certain, howevei. 

Of the 18,700 women who were numbered among the 31,000 bank 

eaployeea in 1944 a large percentage will retire voluntarily 

or sill be r (.useted to terminate their employment. The 

aggregate number of positions available will decline sharply 

following the withdrawal of wartime restrictions, such as 

ration coupon banking and foreljn exchange control, and with 
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the replacement of women by men. On the other hand, a 

post ear boom in industry and commerce might offset this 

decline to a certain extent. 

The young iaen who do return to their former 

posts sill be attracted by the special features which bank 

employment offers, vis., security, annual holidays with pay, 

sick leave with pay, retirement pensions on a generous scale, 

group insurance at reasonable premium rates providing life, 

accident and sickness protection, and on ex ellent general 

business training* 

The security factor in bank employment will be­

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 1st, 1941, is only part of a comprehensive social 

security system planned for the future. The movement is 

world wide. Great Britain and the United States are already 

making plans to enlarge their schemes which today are more 

comprehensive than anything Canada can offer. However 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 employees who earn the sum of $2,400 

or less per year* 
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Bank eaployment undoubtedly removes three 

great fears which face the average worker, unemployment 

when business is slack, unemployment as a result of illness 

or soae other physical disability, and unemployment in old 

age. Unemployment insurance and old age pensions relieve 

these fears la part only. Bank employees are discharged 

only when there is anple evidence of dishonesty, inefficiency 

or gross negligence} they need never worry that they will 

loss their jobs merely because bank leans have fallen off 

or ths volume of deposits has declined* 

There is no such thing as a pool of unemployed 

bankers and hence no need for unemployment insurance. This 

fact was demonstrated clearly ia a brief submitted to a 

special committee of ths House of Goamons on Unemployment 

Insurance by the President of the Canadian Banker's Associa­

tion la July, 1940* Figures sere cited to show that the 

number of persons released froa bank eaployment in 1937 was 

only 0*84$ of ths number to whoa the Unemployment Insurance 

Aot would apply} in 1938 it was 1.65$ and in 1939 only 1.33$. 

The general policy followed by the banks has been to retain 

at all timse staffs adequate to take care of peak demands 

including the vacation season. Ths number of men actually 

released froa employment la an average year is remarkably 
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Tasre are several reaaons for this condition. 

Ia the first place, a careful selection is made of all 

applicants for bank positions. Educational qualifications 

are iaportant and initiative, good appearance and Intel­

ligence are characteristics sought after. Every young ran 

she eaters the services of a bank receives a careful training 

over a period of three or four years whioh virtually amounts 

to aa apprenticeship. During that time the bank endeavours 

to ascertain whether he has the qualities and necessary en-

thusiasa to make a success of a banking oareer. If not, he 

is told that he will likely be aore successful ia another 

field* Usually ha has a few weeks or months in which to find 

seas other employment during which time he continues to 

receive bis bank salary* Or he aay be granted a gratuity to 

tide hla over the interval between one job and another. In 

1939, for example, ths banks released only 270 of a total of 

20,156 employees. All received substantially more froa the 

hanks than they would have been paid under the provisions of 

the Unemployment Insurance Act if it had been in force in 

that year* 

As mentioned above, the banks provide an intensiv: 

traialag which makes it oeaperatively sasy for s young man to 

secure employment ia a variety of businesses if he does not 

asks ths grade ia banking. A branch manager cannot be hired 
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ia the ordinary labour sarket} bs aust bs carefully 

trained froa his earliest years in ths bank. At the 

ags of 60 (65 ia a few eases) a banker can look forward 

to retiring oa a pension which will provide him with a 

comfortable income for the rest of bin days. (la 1945 

the average pension being paid was #2,189.) His depend­

ents are protected also, whether or not he lives to ths 

retirement age. This is a feature of bank pension schemes 

which is not often given due consideration. 

Pensions granted to depen'lent wives and children 

make it unnecessary to carry heavy life insurance in the 

case of the average employee. This is a saving whioh is 

difficult to reckon in dollars and cents but which is sub­

stantial nevertheless. If an eaployee takes ill or suffers 

soas physical injury his salary will be continued in full 

for aany months, and in part for aany more months until ha 

is able to return to his post. In addition, he has the 

protection of group aecldent and sickness insurance, in the 

case of soas banks, and group life insurance at exception­

ally low rates, ia ths oase of most of thea* The premiums 

on these policies ars subsidised generously by the banks in 

order to make thea available to everyone on their staff* 

An annual vacation of at least two weeks with 
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full pay (tares seeks after a certain number of years' 

service) helps to keep all saployees in good health and 

fit thea for their tasks which have become considerably 

aare arduous since 1939. Leans are provided at special 

rates of interest to assist employees to discharge soma 

unforeseen obligation such as an illness, a concession 

whioh is not always fully appreciated* 

All told, the banks offer the utmost ia 

stability of employment and assurance of a steady income 

during the lifetime of their eaployeea and their families* 

It remains to be seen, then, shy the Government thought it 

advisable to include this group of workers in ths general 

uneeauayment insurance schema. The Canadian Bankers' 

Assoeiation pointed out that such a plan would place a 

burden on bank employees out of all proportion to the 

beaefits which sight accrue to thea under the most adverse 

circumstances. Attention was draaa to ths position of 

British bankers who are covered by a special insurance 

scheme forming part of the general unemployment insurance 

prograa; under this arrangement they are considered to be 

in s preferred category and pay loser premiums. Ths 

Association's submission to ths House of Commons committee 

concluded by recoamending that bankers be excepted froa any 

general plan, or if this was not found possible, that they 
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be included ia a special plan as ia England, or that 

seas fair and reas enable liait be placed on contribu­

tions of both the banks and their employees in keeping 

with the benefits to be derived* 

While it sas admitted in official circles that 

the claim of the banks was sell founded and that the se­

curity of eaployment which they provided fully justified 

the stand which they had taken it was, nevertheless, de-

sided to proceed with the original plan* The argument was 

advanced that one exception to the general rule would in­

vite another and that those who sere ia a position to 

contribute to ths welfare of the less fortunate would have 

to do so* 

One post war problem in particular will bs 

prominent in the minds of bank employees on active service 

and head office officials engaged in personnel work. This 

ia the question of salaries. Bankers in the Navy, Army or 

Air Force will have, ia 'very many cases, been resngne.-ated 

on a higher scale than they sere in the bank which they left. 

Their standard of living will have risen considerably} they 

sill also have acquired domestic responsibilities and other 

obligations whioh will make it difficult for thea to accept 

any very substantial reduction in income* 
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Bank salaries have never been considered to 

be toe generous, particularly when due consideration ia 

given to the aany responsibilities devolving upon the 

average clerk. In order to eoapete with industry and secure 

adequate replacement staff, the banks viere forced to offer 

higher commencing salaries to both clerks and stenographers 

early in the war years* In many cases these salaries had 

to be supplemented by living allowances in cities and towns 

where the cost of living had taken a sharp rise. It is 

reasonable to suppose that in the post war period it may be 

necessary to retain this higher scale of remuneration in 

order to induce suitable young men to make banking their 

career. If this is not done the banks will undoubtedly bring 

soas criticisB upon themselves. 

Banking requires tho utmost in integrity, in­

itiative and intelligence and these qualities ars not to be 

found in such abundance that their price should be below 

that applying in aany other trades and professions. Lack 

of recognition of this important fact will only serve to 

provide extremists and other critics of ths banking system 

with aaterial to support their olaia that bank clerks are 

grossly underpaid. While it is true that net earnings of 

ths banks have never fully recovered since the boom days 
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ef the late 'twenties it is nevertheless clear that a 

larger proportion of gross Income will have to be diverted 

to the payment of higher salaries if one of the major 

criticisms of the chartered banks is to bs answered effect­

ively. 

All banks have granted leave of absence to em­

ployees who enlisted in one of the fighting services and 

have undertaken to see that they are restored to suitable 

positions on their return* Some have paid allowances to 

both single and married man to supplement vhe r military 

pay. Others granted a bonus of one month's salary at the 

time their employees joined up* Most have continued the 

pension fund payments formerly contributed by their employees 

as sell as their group insurance premiums* 

These concessions have been generous and in­

dicate the intf rest taken by the nanageacat In the welfare 

of the average employee. It is to be hoped that tViey will 

be extended further after the war by the setting up of a 

scale of salaries coowaaurate with the responsibilities 

involved. The suggestion is made that after ten years of 

service an employee should receive a salary of not lass than 

11,800 per annua, regardless of his capabilities. If a bonk 

sees fit to retain him in its employ for Usnt lervrth of tirae 
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it aust have some good reason for doing so. That reason 

is sufficient justification for paying him a salary that 

sill at least allow him to marry and bring up a family. 

The esployee*s prospects for advancement may be virtually 

non-existent and he may have to be content with that salary 

for the remainder of his banking career. Nevertheless, if 

he is 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 

bright young men in the more aggressive chartered banks receive 

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 

who will never display any outstanding talent but whose faith­

ful execution of dally routine is indispensable to the smooth 

running of the great financial organization 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 

past. 
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Maay bank efflcers, aome of whoa oooupled 

senior positions, have bsea lent to valous Government 

depsjrtmsnts and agencies for the duration of tie mar. 

Because of their specialised training they provided a pool 

froa which ths Government has drawn liberally to fill its 

requirements* The majority of ties© transfers were far 

full time employment but socio officers have been able to 

continue their ordinary duties and t,ive only :ert of t,h©ir 

time to the Government. The British Supply Council in 

Worth Aasrloa, ths National . ar Finanoe Cooalttoe, the For­

eign Exchange Control Board, the Wartime Prices and Trade 

Board and the Coamodlty Priees stabilisation Corporation ore 

but a few of the agencies of the Governiaent to whoa the banks 

have lent many of their key personnel* This loss, though 

only temporary in soas oases, added to the difficulties 

created by the enlistment in the armed forces of 50% of the pre­

war male staff of the banke. 

The assistance ^ivea to the war effort In manpower 

has been both generous and preductive* Man. decorations have 

been won in combat with the enemy and hundreds of former bank 

employees have already given their lives in the c use of freedom* 
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A former banker heeds ths wartime Prises an? Trade Bo>ird, 

another the new Industrial Dev lopment Bank, and it is 

oaanon knowledge that the governor of the Bank of Canada 

sines 1935 is himself a former executive of the largest 

chartered bank* 

Many problems will arise in the rendjustment 

period after the war. It will require intelligent lead­

ership on the part of the banks to solve them and make it 

worth while for the most desirable type of youn^, Eton to 

return to their employ. The chartered banhs are fully 

capable of providing this leadership ADA demonstrating to 

the rest of the financial and Industrial organization of 

Canada that banking is one of the leading and most exacting 

professions, that it is ens of the most indispensable and 

valuable, and that it can offer the most in monetary reward 

and security of eaployaent for the ambitious young mjx of 

today* 
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CBAPIBt I 

Unlike most corporations, both public and 

private, the chartered banks are given a life of only 

ten years at a time under the Bank Act. The Act itself 

cornea up for revision decennially at which tins the whole 

field of banking operations in Canada is reviewed. Atwnd-

sents are than proposed and, if acceptable to Parliament, 

incorporated ia the new Bank Act* At the same time It is 

customary to renew the charters of the banks for another 

tea years* 

The first general Bank Act for the Dominion 

of Canada was passed in 1871. Since that year there have 

been seven revisions, including that of 1944. On four 

occasions it was necessary to extend the charters of the 

banks temporarily owing to ths faot that the decennial 

revision of the Bank Aot bad not been completed by ths 

expiry date. This took place in 1911, 1912 and again In 

1933 sad 1944. Back revision has contributed sonething to 

ths sods of banking las and practice now consolidated in 

the set* 
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Aa outstanding Mature of ths Act of 1871 

sas ths iatroduetion of the "double indemnity clause** 

This provision sas borrowed froa s clause appearing In 

ths charter granted to the Bank of Nova Scotia in 1832 and 

sbioh was inserted ia ths Act renewing the charter of the 

Bank of Montreal in H*41« Ths double Indemnity clause 

requires that a shareholder of a chartered bank be liable, 

la addition to the extent to which his shares are not paid 

up, for an aaount equal to the par value of the shares held 

by hia in the event of the insolvency of the bank. This 

represents a potential reserve fund of substantial proportions} 

it say be utilised if a beak should be unable to meet the de­

mands of its note-holders or dspositors for legal tender, or 

pay any of its other obligations. It has been necessary on 

several occasions to call on shareholders in this way to meet 

deficiencies* 

The Act of 1871 provided for the issuance of 

bank notes by the chartered Hanks but thore were no reserve 

requirements) however, all banks were obligated to keep at 

least one-third of such cash reserves as were considered 

necessary in the form of notes of the Bondnloa of Canada. 

The banks were prohibited from lending against the security 

of their own stock or of real estate end froa paying dividends 
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oat «f oapital---provlsions whioh have bren carried for­

ward la eaoh revision aa fundamental* aany other less 

ijsportant principles were written into the original Act. 

The fir at general revision of the Bank Act too.v 

plaee in 1680. A number of banks had failed in the depres­

sion of the 'seventies with losses, particularly to the note­

holders* la the new Act there was inserted a provision that 

bank notes should henceforth have a prior lien on the general 

assets of the issuing bank* At least 40$ of cash reserves 

now bad to be kept in the form of Dominion of Canada notes. 

Ths title "bank" was reetrieted to apply only to chartered 

banks* 

Between Confederation and 1689 ten banks failed 

and alas others withdrew froa business, involving heavy 

losses to shareholders, depositors and noteholders* The 

Bank Act of 1890, therefore, brought in several new features 

designed to protect Investors as wall as creditors of the 

banks* One of these was ths Introduction of the Bank Cir­

culation Redemption Fund provision which required tht t all 

banks dsposit with the Minister of Finance 5$ of their average 

yearly note circulation. Further assessments could be node by 

ths Minister, if considered neoessary, to maintain the fund at 

a satisfactory level. Ths proceeds were to be used to redeem 
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ths aetss of a bank which had failed if other suitable 

arrangements sere aot made by the liquidators of the bank. 

Unolaiaed balances standing in tho nans of a bank whioh hod 

failed were to be acquired by the Government without pre­

judice to future claims. 

This provision in the Bank Act was designed to 

protect noteholders froa Incurring any loss as a result of 

notes circulating at a discount. To protect the public 

further, paid up subscriptions of $250,000 were to be re­

quired ia future before a bank could be incorporated and 

ooamence business* Subscribed capital was left unchanged 

at a ainiBUB of 1500,000. Sections of the *st dealing with 

loans against the security of warehouse receipts and bills 

of lading were revised and supplemented by new provisions 

which enabled banks to make advances to manufacturers upon 

the general security of goods manufactured or procured for 

manufacture, and to wholesale purchasers and shippers of 

natural products on the security of such products, note­

holders sere still given a prior lien on all assets, but the 

Crown was established as a prior creditor over all other 

creditors. 

Before the ensuing revision of the Bank Act, the 

Canadian Bankers' Association was formed as a voluntary or­

ganisation devoted to serving member banks and thoir staffs. 
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Za 1900 Parliaaent iaoorporated ths Assoeiation and 

eaposered it to "promote generally the interests and 

effioieney of banks and bank officers and ths education 

and training of those contemplating employment in banks*" 

It sas also given poser to set up and regulate clearing 

houses which sere to be organised on a voluntary basis. 

Ia ths revision of the Bank Act sbioh took plaoe in the 

same year, the Canadian Bankers' Assoeiation was assigned 

certain laportaat funotlons* It was given control over 

suspended banks through a curator who was to act until a 

liquidator sas appointed* Supervision of the issue and 

destruction of bask notes were among other responsibilities 

delegated to the Association. 

The Act of 1900 introduced several other amend­

ments, one of which was to enable amalgamations of bonks to 

take plaoe without the specific approval of Parliament. Real 

estate acquired as additional security, as provided by ear­

lier statutes, could be held for a period of twelve years 

only, following which the Crown could legally seise the pro­

perty after giving six months' notice* 

Two or three minor amendments to the Bank Act 

were made in the early years of the twentieth century in 
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•Basing with ths eeeaoaic sxpansion of Canada* ilone was 

of sufficient iBBwartaaoe to merit oommsnt. It became in­

creasingly noticeable, however, that the note circulation 

of the banks waa gradually approaching tie limit of pall-

up capital prescribed by the Act* The elasticity of ths 

acts issue had always been considered adequate for all 

requirements. However, the rapid development of agriculture 

and the heavy demands which It created for currency during 

the crop •spying period pointed t the fact that soiae mod­

ification ia the existing limit on bank note circulation 

sas necessary. Ths Bank Act was, t erefo.e, amended in 

1906 to permit a bank to issue notes in excess of its nairi 

up capital to the aaount of 15$ of its rest fund and un-

iapaired paid up capital combined. This privily could be 

exploited, however, only during the months of t&tober, 

November, December and January* In order to discourage 

excessive use of the privilege, tho banks were r. quired to 

pay a special tax of not more than 5% per annum an the ex­

cess issue is circulation. 

Ths next decennial revision of the Bank Act was 

postponed until 1913 at which tlae the note Issue rivilege 

was again ths subject of further amendment. The eriod of 

the year during which aa excess issue was peraitted was ex­

tended by two months. Further, the banks ml^ht now lesu© 
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sadlUeaal nates against an equal aaount of gold or 

Besdnien of (Jaaada notes which they vers required to 

dsposit la ths newly established central gold reserves. 

This sas s worthwhile ooneeealon in that it enabled the 

banks to retain the gold and Besdnien of Canada notes as 

part of their cash reserves while they were able to build 

up their own note circulation. (Ths value of the note 

circulation to ths chartered banks will be dealt with later.) 

The Act of 1913 was amended in one other important respect. 

A ahareholders' audit on ths basis outlined in the English 

Joint Stock Companies Act was made mandatory. Two further 

amendments were passed by Parliaaent in 1915 and 1916, 

respecting loans against ths security of cattle and for the 

purchase of seed grain* 

Much criticism was levelled at ths banks by 

ordinary creditors of Bsnufacturera, wholesalers and ship­

pers who had pledged their goods, wares and aercnandise as 

security. At that time there was no obligation on t lie part 

of borrowers to disclose that the banks had acquired a prior 

lien on their products or produce. Following aany proven 

examples of unwarranted injustice a provision was inserted 

ia ths 1923 revision of the Bank Act requiring that notice of 

intentiea to borrow under Section 88 of the Act (the section 
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referred to above) aust bs registered at the office of the 

Assistant Receiver General in the province In which the 

borrower resided. In this way the extent to which the 

assets of a borrower were encumbered could be determined 

by consulting the official record and errors of judgment 

regarding the credit worthiness of a client avoided* 

The Act was also amended by the strengthening 

of the provisions dealing with the shareholders' audit. 

Annual and monthly returns were henceforth to contain more 

detailed inforca&tlon, Including statements of controlled 

ooapanles in the names of whioh any art of a bank's opera­

tions were carried on. The sections dealing w th loans were 

modified and advances to an officer or clerk of a bank could 

not at any time be in excess of $10,000. Guarantee and pen­

sion funds, representing contributions of both tho banks and 

their employees, aust henceforth be invested In trustee 

securities only. 

Despite all the protective measures embodied in 

the Bank Act from time to time, the Home Bank failed in 1923 

with considerable loss to shareholders and depositors. A 

special amendment to the Bank Aot was, therefore, passed in 

the following year. It provided for an annual Inspection of 

every bonk by the Inspector-General of Banks, an official of 
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ths Department of Finance. This inspection was to be in 

addition to the annual audit made by ths auditors appointed 

by the shareholders st their annual meeting and to the an­

nual inspection aade of every branch by specially trained 

bank inspectors who report directly or through supervisors 

to their bead office* 

la July, 1933 the Government appointed a Royal 

Coaaissioa under the chairmanship of the eminent British 

financier, Lord MacaHlsn, to conduct a couplets and detailed 

examination of the Bank Act, including *a study of the entire 

aonstary system of Canada," and to consider "whether and in 

what respects ths banking institutions and the monetary 

system of Canada may be modified, extended or developed for 

the purpose of facilitating •••• co-operation in public policies 

designed to proaote ths revival of domestic and foreign trade 

and enterprise ......" This action was prompted by the de­

pression in business activity which had already created an 

unwieldy volume of unemployment and by r,he fact that the 

Bank Act was due for revision in that year* 

There was a strong feeling oa ths part of many 

Canadians that ths establishment of a central bank in Canada 

would solve a number of the economic problems whioh then 

confronted ths country. Ths coiaaissloners were, therefore, 
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charged especially with ths responsibility of determining 

whether or not it would bs advisable for Canada to take 

sash action* If they recommended that a central bank should 

be set up, they aust also indicate in their report what its 

relation to the existing chartered banks should bo and what 

should be its proper authority and function. 

The Ccttsdssion held sessions in Ottawa shore the 

representatives of the chartered banks and the Government 

presented briefs* These sere followed by public hearings in 

the leading cities of ths country froa coast to coast at which 

representatives of provincial and local governments appeared 

as well as delegates froa boards of trade, farmers' organ­

isations, etc* In less than two months ths Commission com­

pleted its sessions and submitted its report to the Government. 

Most important finding was that whioh recommended the immediate 

establishment of a central bank. (Ths Bank of Canada was in­

corporated ia the following year and commenced operations on 

inarch 11, 1935.) 

With regard to the existing commercial banking 

system the (toamlsslon mads several reooaraendations, not all 

of which were Included ia the 1934 revision of the Bank Act. 

One of these was that ths maximum rate of Interest prescribed in 

ths Act, 7jf, should be abolished as bsing an undesirable inter-
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ference with freedom of contract. A Canadian member of 

the Ooanissien, the Honourable J. I. Brownlee, dissented 

and it ia significant to note that this provision In the 

Bank Aot was aot altered* 

Since ths establishment of a central bank re­

ceived more consideration than any other proposal It is 

not surprising to find that the Bank Act of 1934 made few 

ohanges in ths cods prescribed for the chartered banks. 

After that date, however, they were required to maintain a 

cash reserve of not less than 5% of their deposit liabilities 

payable in Canadian dollara, in the fora of deposits with and 

Botes of the Bank of Canada. In practice, however, the char­

tered banks have usually held cash reserves averaging 10% 

of their Canadian dollar deposit liabilities. This pro­

vision, therefore, placed no new burden on thea. (Bank 

of Canada notes replaced Dominion of Canada notes following 

the opening of the Bank*) 

Certain other changes wore introduced consequent 

upon the establishment of the Bank of Canada. 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 

issue privilege sas to be gradually withdrawn, circulation TO* 

to be reduced to 25# of paid up capital by January 1st, 194r. 
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By the tlae ths next decennial revision was 

due, Canada had passed froa ths depth of an economic de­

pression to the height of a wartime booa. Many problems 

still remained unsolved, however, and the amendments 

brought forward bore the unmistakable mark of anticipa­

ting post war difficulties* Ths Minister of Finance in­

troduced the revised Bank Bill into the House of Commons 

on May 1st, 1944* 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 passed, made several import­

ant changes in the banking code, eaoh of which will be con­

sidered in turn. 

The first modification affected the note issue 

privilege which the chartered banks had enjoyed since their 

earliest days. As wae indicated above, the note circulation 

was to bs drastically reduced by the beginning of 1945. The 

new Act reaffirmed that after January 1st the outstanding note 

issue of the chartered banks should not exceed 25% of paid up 

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 1st, 
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1950 by each bank paying out of ita balance with the 

Bank of Canada a sua equal to ita outstanding note issue 

in Canada* This sum will be transferred to the Bank of 

Canada whioh will become responsible for redeeming all 

chartered bank notes whioh have not already been retired. 

Banks which circulate their notes outside Canada will be 

permitted to continue doing so provided that such Issues 

do aot exceed 10% of their unimpaired paid up capital. 

In effect this means that tho Bank of Canada will become 

the exclusive note issuing authority in Canada. As chartered 

bank notes are paid into the banks they will be withdrawn 

froa circulation and Bank of Canada notes will take their 

plaoe, completing a transformation 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 double 

indemnity clause as the outstanding circulation decreases. 

After the Bank of Canada has assumed liability for all Issues 

in 1950 the clause will become non-operative and bank shares 

sill bear no additional risk to investors. In practice the 

clause has been no handicap to the sals of bank stock in 

recent years. The financial stability of all the ohartered 

banks baa overcome any hesitation on the part of the public 

to accept aay additional responsibility attached to bank shares. 
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Ths policy pursued since ths inception of the 

Bank of Canada of eliminating chartered bank note circula­

tion sad substituting soaopoly control by the Bank of 

Canada ia a logical step in the development of an efficient 

banking s stea built around a central bank. In the Report 

of the Royal Commission referred to above it was recommended 

that ths proposed central bank for Canada "should have the %ole 

right of note issue} ths commercial banks' issue should be 

redeemed over a specified period of years." Giving as their 

reasons, ths ocasdssioners added, "A central bank is responsible 

for the control of the volume of credit end zhe iaain,cnance of 

the stability of the currency. This responsibility connotes 

that ths bank should be granted the sole right of lssuin,. 

currency (other than coin) for it would be intolerable -.hat a 

central bank's policy should be hampered by the action of other 

issuing authorities la a country** 

At one of the hearings of the Commission in 1933 

ths Canadian Bankers* Association submitted a brief showing that 

the note issue privilege yielded a net profit of about 1*6$ of 

the average circulation of a typical bank. In terras of dollars 

and cents, the loss to such a bank of ths privilege and the 

added cost of substituting legal tender currency was substantial! 

representing about one-third of the aaount distributed to nhore-

holders. However, ths Beport of the Commission concluded by 



-In­

stating, •Ths experience of other countries has shown 

conclusively that ths right of issue is not indispensable 

ia assuring adequate profits to commercial banks." 

This observation has been borne out by the results 

of the operations of the chartered banks since 1935. In his 

address at ths annual meeting of the Royal Bank of Canada on 

January 11th, 1945, the president, Mr. M. W. Wilson, remarked 

that "the circulation privilege has not been of great value in 

recent years except as an advertising medium, but the privilege 

did serve a very practical purpose in years gone by. During the 

early development period in Canada it enabled the banks to 

establish branches ia small rural communities which otherwise 

would have been denied banking facilities." Sines the period 

of sxpansion in ths number of branches operated by the chartered 

banks appears to be a matter of history, it is reasonable to 

conclude that the absence of the note Issue privilege will not 

be noticed very such in the future. 

A ass sub-section was written into the revised Act 

of 1944 which requires ths chartered banks to transfer to the 

Bank of Canada all balances unclaimed for ten years, together 

with aooruad Interest, if any, and the proceeds of all certified 

cheques and bank drafts unpaid for ten years* Upon transfer of 

these SUBS to the Bank of Canada the chartered banks will cease 
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to be liable for honouring any claims r>ut forward and the 

Bank of Canada will assume full responsibility. In other 

words, if payment is demanded of the chartered banks by a 

forasr creditor os* by his le^al representative, he will be 

referred to the Bank of Canada who will pay the amount due 

together with accumulated interest. Interest will not con­

tinue to accumulate, however, after 20 years have elapsed 

unless a claim for the aaount due is submitted before the 

expiration of that r' rlod. 

This provision in no way limits -he right of a 

depositor to claim what is his rightful property but it does 

set out the procedure to he followed in the circumstances 

mentioned above. Ths Bank of Canada will thus become the 

repository of all unclaimed balances in perpetuity. At ths 

present time thsre is a court case pending to deolde wlather or 

not unclaimed balances are in effect property within the i* an-

ing of section 92 of the British North Aserloa Act. The Pro­

vince of Quebec is contesting the right of the Bank of iiontreol 

to transfer such a balance on the ground that it logically 

falls within its own jurisdiction* 

One of the more important changes made in the Bonk 

Act was ths downward revisisn of the maximum rate of inter**«t or 
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diseount whioh the chartered banks could legally charge 

oa loans or advances. Prior to 1934 section 91 (1) of 

the Act provided that the banks Bd^ht "exact any rate of 

interest or discount not exceeding seven nor cent per annum 

and aay receive and take in advance any such rate, but no 

higher rate of interest shall be recoverable." While it 

appears that ths intention of Parliament was to make 7% the 

legal — -"1—Mi rate, the banks interpreted the provision as 

enabling them to stipulate for rates of 6% or higher where 

it was considered that the risk involved justified such action. 

This practice was followed chiefly in Western Canada on the 

assumption that if a client agreed to pa; a higher rate than 

7% and actually did so the transaction was legitimate and the 

money so naid irrecoverable. Section 91 (1) was, therefore, 

amended in 1934 by ths deletion of the words "and may receive 

and take ia advance any such rate" and by the addition of 

penaltiea for any bank officer who violated the provisions of 

the section. A olause was included to permit the banks to 

collect a minimum charge of $1 on loans over $25 and a minimum 

charge of $0.50 on loans of $25 or less* 

Following tho general decline in interest rates 

which took place in the 'thirties there was ouch agitation 

for a reduction in the jaaximua rate of interest in the 1944 

revision of the Bank Act, notwithstanding the many arguments 
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put forward by ths Royal Commission in 1933 for the 

abolition of a ceiling oa the cost of borrowing. Section 

91 (1) was, therefore, further amended by the substitution 

of *6JE" for "7J.", a move whioh has placed many advances in 

Western Canada and certain other areas on an unprofitable 

basis for ths banks concerned. Adjustments have taken place 

in the whole rate structure as a result of this amendment. 

Banks now lend against the security of Dominion of Canada 

bonds at rates varying froa 3£ to l&% advances against other 

high grade securities may be had at 4$ to 4££ while good 

commercial loans commend rates of 4fa% to 5% on an unsecured 

basis. Other advances, including personal loans, are Bade 

at 5% to 6j6, depending on the circumstances and the risk 

involved. In point of fact, a rate of 6% is now relatively 

uncommon. Generally, Interest and discount rates are about 

•& of 1% lower than they were in 1943 and 1% to l&S lower than 

before the var. The effect of this downward adjustment on 

bank profits is discussed in Chapter VIII* 

In the original Bank Bill of 1944 there was in­

cluded a new provision designed to encourage the banks to 

participate more extensively ia ths instalment loan business, 

now virtually a monopoly of ths small loan companies, under 

ths Small Loans Act the latter aay make advances of $500 or 
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lass at a oast per loan not exceeding 24$ per annum 

oa the outstanding balanos, including all charges. The 

Household Finanoe Corporation and other leading companies 

announced early ia 1945 that they would henceforth charge 

only 1fa% per month whioh figure appears such less formid­

able than the annual rats of 1&%. In the proposed aoend-

Bsat to the Bank Act it was provided that the eliartered 

beaks could Bake Instalment loans at a discount rate not 

exceeding 5% per annum, an effective annual Interest rate 

of 9t%* Ths reaction of the banks to this proposal was 

aot entirely favourable, the principal criticism resting 

oa the fact that under existing legislation they could 

extend this type of accommodation on suitable terns and in 

faet had been doing so for several years* Special personal 

loan facilities were introduced by the Canadian Bank of 

CoBBterce in the middle 'thirties, an example the.t has since 

been folio ed by several of the banks* 

Ths proposed amendment was dropped froa tho 

Bank Bill by ths Bouse ot Commons Standing Committee on 

Banking end Coaseroe, much to the satisfaction of the saall 

loan companies. They were not alone in welcoming its ex­

clusion. Most of the coapanlfa are good borrowing clients 

of ths chartered banks who prefer to see thea take the ad-
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dltloaal risks involved in ths instalment loan business. 

Ia point of faet, ths small loan companies have better 

facilities for handling borrowers who are not considered 

good bank risks by present standards. They have developed 

a technique of effecting collections that It is not possible 

for ths banks to fellow for several reasons. Accordingly, 

their loss ratio has been remarkably low and profits remark­

ably high. Ths companies, then, make good borrowing clients 

of the banks who prefer to deal In large figures anyway. 

Several other leas important changes were iuadt, 

In ths Bank Act in 1944 affecting the loaning busineas of the 

banks* In ths first place, Section 88 covering advances to 

wholesalers, primary producers and manufacturers on the 

security of their products or merchandise was modified to 

simplify routine procedure. In the past fresh security has 

had to be given the banks every time new materials were ac­

quired, resulting in ths completion of a revised set of 

assignment forms, etc. Henceforth, security given to cover a 

loan, or a series of loans under a line of credit, will be 

recognised without the necessity of completing fresh assignment 

forms on every occasion on whioh new materials are acquired* 

This simplified procedu o will be of considerable assistance 

to borrowers who find it necessary at frequent intervals to 
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turn over goods upon which security has been pledged. 

Ths Bank Act was further modified to provide a 

fora of intermediate credit to farmers} the value of this 

provision is considered In Chapter XI which deals with in­

termediate and long-term credit. Another amends* nt enables 

ths banks to lend on the security of lien notes, conditional 

sales contracts and other Instruments or agreements respect­

ing the sale of goods and merchandise, or moneys payable 

thereunder. The general trend of the 1944 revision as far 

as leading is concerned was to enlarge the banks'sphere of 

operations where it was thought that an unsatisfied demand 

existed and that such action would not in any way threaten 

their traditional stability. 

One or two other aiaeridtaer.ts uo the 1944 Act reaain 

to bo discussed* The statutory ;>or v lue of all bank stock 

has in the past been fixed at $100 -per share. Effective 

reptember 1st, 1944 the per value was reduced to j>10 per 

share. The reason for this ohange was the desirability of 

making bank stock more accessible to small Investors and t 

ths same time increasing the number and diversity of bank 

stockholders. Shares of the chartered banks have always 

been considered gilt-edged security owing to the sound and 

able management which has featured their operations but ths 
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taiga prices which they have commanded have put them out 

of the reach of aany Investors. The larger market whioh 

they sill now have may, however, tend to raise unit prices 

slightly osing to ths increased demand which has been created. 

The number of qualifying shares necessary for a 

directorate in any of the banks was reduced by 50$ in the 

ease of one-quarter of ths number of directors In order to 

aake it possible for ths shareholders to elect a representa­

tive nuaber of persons froa the farming and small business 

groups of ths country. Formerly, to qualify for the boar-si 

of directors, a shareholder aust ) old a minimum of $5000 paid 

up shares} under the revised Aot 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 brackets whose presence on ths boards of some of ths 

banks would contribute such to the formation of an intelligent 

lending policy. On ths other hand, the argument may wall bs 

advanced that any man who has not aeeuBulated at least $2500 

during his farming or business career does not possess the 

judgment and initiative necessary to make him a valuable 

bank director. It is notable that since September, 1944 

several of the banks have added to their boards of directors 

agricultural representatives froa Western Canada whose ex­

perience and advice might have been unobtainable under ths 
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old requirements. 

One other new provision in the Bank Aot 

requires that ths Minister of Finanoe must place before 

Parliament annually a combined ststeiaent of the current 

operating earnings and expenses of all banks and certain 

other Information. This amendment resulted from a lengthy 

discussion which took place in the House of Commons Stand­

ing Committee on Banking and Commerce on the subject of 

inner reserves. The subject is dealt with in greater detail 

in Chapter Till. 

Summing up the changes «ade In the 1944 revision, 

Mr. S. M. ledd, president of the Canadian Bankers' Associa­

tion,told the representatives of the ohartored banks at the 

annual meeting in November, 1944 that the Act as now con­

stituted provided the banks with "renewed opportunity to 

serve the Canadian public ....We all regard it in the light 

of a responsibility which we shall do our best to dlschargs 

for the good of the nation.* 
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CHAPTER XI 

iimmm* m mtrtm mm 

Tradition has decreed in the countries of the 

British Commonwealth that the coeosercial banks shoulr con­

centrate their lending activities on short-term loons By 

short-term loans, or short-term credit, is meant advances 

of one, two or three months' duration, although some 

authorities consider that advances whioh have a currency of 

not more than one year should be placed in this category. 

In general, however, the chartered bonks of Cenada have made 

it a practice to lend for periods not exceeding three months. 

Chief among the exceptions to the rule are personal or in­

stalment loans which are frequently arranged for longer periods. 

There are several reasons why it is considered sound 

banking practice to adhere to a policy of extending short-terBi 

credit only. In the first place, the deposit liabilities of the 

chartered banks are payable on demand and assess must, therefore 

be kept in a sufficiently liquid state to meet any requests for 

cash which may arise. It is true that In theory atout half 

of these liabilities are technically payable after notice. 

However, in practice no distinction ia mads between demand and 
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notice deposits ia ths case of withdrawals. 

Xa ths seoond place, the banks must be In a 

position to honour their note liabilities promptly if 

called on to make payment ia legal tender money. This 

responsibility has become less and leas Important, however, 

with the gradual withdrawal of the note Issue privilege. 

Finally, it is Important that assets other than loans should 

be sufficiently liquid to enable the banks to readily con­

vert part of them, at least, into cash in order to meet 

fresh requests for advances* 

To perf rm their proper function in the economy 

of the country, then, it Is necessary for the chartered banks 

to remain in a highly liquid position at all times* This 

precludes them from entering the field of intenaediate credit 

on an extensive scale and prohibits them from providing long-

term credit. There is no hard and fast rule for distinguish­

ing between intermediate and long-term credit but it is 

generally understood that the former oovers loans repayable 

over a reriod of from one to five years while the latter covers 

advances extending aver a period of more than five years* 

While the chartered banks provide excellent facil­

ities for ths extension of short-term credit, the Intermediate 



- 193 -

credit field has been sadly negleoted for a number of years. 

In the ease of long-term accommodation, the Canadian Farm 

Loan Board and the various loan and mortgage oompanies have 

been reasonably active in supplying the needs of borrowers. 

until the Royal Commission on Banking and Currency investigated 

the whole banking field there had been only one attempt to 

supply intermediate credit on other than a very small scale. 

In 1931 the railway companies, banks, loan companies and 

insurance ooapanles subscribed $3 million to form the Dominion 

Agricultural Credit Company, Limited. Only 10% of this amount 

was paid up by 1933 and this appeared to be more than adequate 

to meet all requirements at that time. Loans were granted 

for periods not exceeding three years at on interest rate of 

6% plus certain 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 agricultural prices 

were falling rapidly and drought conditions prevailed through-
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out western Canada. With declining revenues the burden 

of salntalnlng and operating farms became unbearable for 

thousands of farmers, aany found, as a result, thc*t it 

was impossible for thea to secure credit to commence the 

next season*s operations. 

Representa -Ives of tie banks confirmed this 

situation before the Cossaisslon. The C -aa<?lan Bankers' 

Assoeiation reported, "Assuming that the need for credit 

in this form is clearly a matter of sufficient national 

iaportanoe to warrant some action being taken by the author­

ities, consideration should be given to the creation of an 

institution financed on the public credit and to the placing 

upon it of the responsibility for meeting all legitimate 

demands." The Commission went on record as stating that the 

need was a real one and recommended that the problem of rural 

credit be investigated by the Dominion Government with the 

co-operation of the provincial governments with a view to 

the setting up of an "adequate and comprehensive scheme." 

Little was accomplished, however, until in its 

1944 session Parliament passed the Government's Form Improve­

ment Loans Act. In the words of the preamble the Aot VJOS 

designed "to encourage the provision of intermediate-term 

and short-tera credit to farmers for the improvement and 
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development of farms, and for the improvement of living 

conditions thereon"* under the special provisions of the 

Act,the Government sill guarantee 10% of ths aggregate of 

all loans aads by the chartered banks. The rate of Interest 

oa these advances must not exceed 5% simple interest. Elig­

ible borrowerJ are farmers who own their farms, or who are 

purchasers under agreements for sale, or who are tenants. 

Loans are to be granted for the purpose of providing funds 

to purchase implements, upon the security of such implements, 

for the purchase or installation of equipment or of farm 

electric systems or for permanent improvements generally, 

upon the security of such equipment or Improvements. Section 

88 of Ths Bank Act was amended during the 1944 Revision to 

make it possible for the banks to finance these improvements 

and to accept thea as security for loans granted. 

Certain minor restrictions sere placed on borrow­

ings under this scheme. Aggregate advances for farm improve­

ments aust not exceed ths sum of $3000 per individual at any 

one time* Loaas are to bs repaid in full within a period of 

ten years* The Minister of Finance is empowered under Ths 

Fare Improvement Loans Act to terminate the guarantee pro­

visions after notice to ths banks* The guarantee will then 

become Inoperative but only in respect of fresh loans granted 
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after the date of its expiration. The 10* guarantee 

of the Government is to apply on ths first $250 Billion 

of leans mads under ths soherna. Those in excess of this 

aaount will act qualify, nor will advances made aore than 

three years after ths coming into force of the Act — 

March, 1945* 

A unique feature of The Para Improvement Loons 

Act is ths special posers conferred on the chartered banks, 

notwithstanding the restrictions placed on thea by the Bank 

Act* If a beak makes a farm laproveaent loan, ths principal 

amount of which exceeds $2000, and the period of repayment 

is longer than five years, it is empowered to take as 

security st the time the loan is made a aortgage on ths farm 

under improvement or an assignment of the rights and Interest 

of a purchaser of the farm under an agreement for sale. This 

is ths first tine in the history of Canadian banking that real 

property has been designated as eligible security for a loan. 

Ths Bank Act, however, does authorise the taking of such 

security where a loan ia already current or payment is rest 

due* Ths fraasrs of the original Bank Act scrupulously 

avoided giving ths banka poser to make aertgage loans* Thsir 

decision was based oa ths disastrous results which had befallen 

many banks ia ths Baited States and elsewhere which had been 

permitted by las to do so* 
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There is little possibility that tho talc-

ingvof real property aa security under The Farm Improve-

asnt Loans Act will lead to ths making of unsound advances. 

The Act requirea that a loss sill bs paid by the Government 

only if *a responsible officer of the bank (has) certified 

that bs scrutinised and checked the application for the loon 

with ths care r«. quired of him by the bank in the conduct of 

its ordinary business." In view of the limit of $250 million 

placed on guaranteed advances no serious eabarraearent will 

be felt by the banks if hard times should convert a large 

number of loans into dead assets. Furthermore, as the Aot 

aov reads, the scheme will become inoperative in three years' 

time. The banks now have ample loanable funds which they con 

well afford to lond for periods up to ten years without in 

any say impairing their liquid position. In any event, the 

permissible aggregate will in all probability never be reached. 

The Farm Improvement Loans Aot resembles in many 

ways Ths Boas Improvement Loans Guarantee Aot of 1937 under 

which home-owners were able to borrow from the chartered banka 

sums up to $2000 or $3000 for ths iaprovetaent of their prop­

erties at a rats of discount of 3&C. Ths Government undertook 

to guarantts 15* of all advances made under the Aot whioh were 

repayable within five years* Ths Farm Improveiaent Loans Act 

is an extension of ths same principles* There is a fixed 
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rate of interest, a wavlwnm aaount for each loan, a definite 

tera presoribed for repayment, and a government guarantee 

against s percentage of losses incurred by the chartered anks. 

Ths aoheas for boms iaprovement loana waa fairly widely availed 

of end by September 30th, 1940, 119,230 loans had been made, 

aggregating $47.5 million. With ths coming of war and the 

shortage of labour and materials the operation of the Act 

insofar as new loans were concerned was terminated on October 

31st of the same year. It is generally considered that the 

Act was a great success and that it operated to the advantage 

of both the public and the banks. The loss ratio r.&s extremely 

low. 

The Fare Improvement Loans Aot will come into 

operation at a tiae when properties are badly in need of repair 

and improvements, and when the Government is anxious to stim­

ulate employment in ths construction and implement manufact­

uring industries. It is reasonable to suppose that it will 

become popular and that there will be many eligible borrowers. 

That the banks ars anxious to participate in this new loaning 

business is borne out by the statement of the general manager 

of the Bank of Nova Scotia, Mr. H.D. Burns, at the annual 

assting in October, 1944. Ha said, "The legislation covering 

farm improvement loans ... provides for a new type of credit 

sad sill, I bops, develop an iimjjcrtont new field of lending 

not previously open to the banks." 
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Xa order to provide intermediate credit for 

industry as sell as agriculture, the Government passed 

Ths Industrial Development Bank Aot in the closing days 

Of ths 1944 sessioa. Originally Introduced into Par-

liasent ia March, six months before it become law, ths 

bill evoked considerable discussion both in ths House of 

Coaaonw and in ths House Standing Committee on Banking and 

In presenting the views of ths Minister of 

Finance before the Committee, Dr. W. C. Clark, Deputy Min­

ister of Finanoe, stated that there had always been a gap 

in ths financial structure of Canada and that the Industrial 

Development Bank Bill was designed to fill that gap. Ha 

emphasised that the proposed new bank was intended to sup­

plement and not supplant existing financial institutions. 

Osing as an illustration the ease of a small company with a 

Halted amount of capital which required to ex-end its opera­

tions or instal new machinery and tooling, Dr. Clark pointed 

out that a chartered bank would be quite within its rights 

in declining to make a loan of this type which could not 

be repaid within a year or two at the latest* "There is no 

eritioisa that can bs aade of the bank for taking that point 

of view because that is not the purpose for whioh eliartered 

banks have been set up." 
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Or* Clark sent oa to say that ths investment 

dealers, whose function is to secure investment funds for 

capital purposes, would not be Interested in marketing new 

stock of a saall company whose name and reputation were 

practically unknown. Accommodation froa a loan or mortgage 

coapany or an insurance company would also be difficult to 

scours unless the coapany vers able to meet all the usual 

requirements. Similar conditions would prevail in ths case 

of a new coapany whose sponsors had only limited resources and 

shoee nsaee and reputations sere not yet established* 

Staxjlementing his earlier remarks, Dr. Clark 

told the Committee members that with the new bank "we will 

be ia a much better position to promote •••• an expanding 

economy after the war with a high level of national income, 

eBployment and productivity." Undoubtedly that possibility 

has been largely influential in compelling the Government to 

take action ia a field which was neglected for so aany years. 

Ths threat of a post war economic de resnion has stimulated 

much legislative action during the past two years* 

It is a fact that in ths early years of ths war 

many saall industries were converted with or without Govern­

ment assistance to the production of urgently needed equip­

ment and supplies. Others wire created for this purpose* 
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Intermediate, and in aany cases long-term credit, will be 

required to plaoe tbsss industries on s basis where they 

can produce civilian goods in the post war period. Further, 

aany ass products and techniques will have been developed 

during ths war years sbioh, without adequate financial 

assistance, sill not be fully exploited* The Industrial 

Developaent Bank is designed to provide this assistance. 

According to the preamble of the Aot, "It is desirable to 

establish aa industrial development bank to promote the 

eoonoaic welfare of Canada by increasing the off ctivenese 

of monetary action through ensuring the availability of 

credit to industrial enterprises whioh may reasonably be 

expected to prove successful by supplementing ths 

activities of other lenders and by providing capital as­

sistance to industry with particular consideration to the 

financing problems of saall enterprises." 

The Industrial Developaent Bank, whioh opentsifor 

business oa November 1st, 1944, is organised as a subsidiary 

of the Bank of Canada, each having ths same board of directors. 

It beers little resemblance to s chartered bank and ita opera­

tions are specifically excluded froa ths application of Ths 

Bank Act, except in a few speoifisd instances. The Bank may 

sstabliah branches ia aay part of Canada though it Is unlikely 

to require direst representation in very aany cities or towns. 
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Its authorised capital ia fixed at $25 million, all of 

which aust bs subscribed by the Bank of Canada} $10 million 

was required to be paid up at the tins that the Bank com­

menced business* Total resouroes are estimated at $100 

Billion inaaaush as ths Aot providss that the Bank aay 

borrow up to three times the aggregate amount of the paid 

up capital and reserve fund by say of bonds or debentures. 

These will not bs guaranteed by the Gov&rnraent but will be 

aade an •HgiMa investment of the Bank of Canada* 

Assistance to individuals or corporations is to 

be given ia one of three ways if "eredlt or other financial 

resources would not otherwise be available on reasonable 

terms and conditions ..... (and) the amount of capital in­

vested or to be invested is such as to afford the Bank 

reasonable protection". The Bank mayi-

(1) make or guarantee loans to on in­

dividual or corporation, or 

(2) enter into an underwriting agreement 

in reapeet of stock, bonds or de­

bentures of a corporation, or 

(3) purchase v,r otherwise acquire any of 

the securities of a corporation. 

Underwriting agreements or purchases are to be made with a 

vies to reselling ths stocks, bonds or debentures subscribed 
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for or purshaeed. 

It is to bs noted that ths Bank may guarantee 

loans as sell as asks advances direct to worth applicants. 

Xa Boat instances this s U l mean that where a chartered 

bank has been approached to provide financial assistance to 

a worthwhile enterprise but is unwilling to ro so the pros­

pective borrower may appeal to the Industrial Development 

Bank for either a direct loan or for a guarantee of a loan 

froa a chartered bank. There will be many instances of ' 

border-line oases which the banks would be willing to handle 

with the support of such a guarantee. 

Ths Industrial Developnent Bank will, of course, 

decide bos it will set* It may be assumed, however, that 

where the application is for short-term aocooeodation and a 

chartered bank la willing to make an advanoe with a guarantee, 

ths Beak sill in all probability choose to assist the enter­

prise la this way* On ths other hand, where an application 

is for asdiua-tera aceomraodatlon ths Bank will likely elect 

to make a direct advanoe, unless assistance would be forth­

coming froa a loan or mortgage coapany under a guarantee* 

These observations are made in the light of the 

declaration that the Bank's operations sill supplement and 

not supplant those of existing financial Institutions. It 
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aay well be that ths aaaageasnt, inspired by Government 

policy, will ge into the lending business on a large 

scale. This was ths criticism raised by many members of 

Parliament when the Industrial Development Bonk Bill was 

under discussion in ths House of Commons. 

The argument was advanced that the powers on-

trusted to the Bank were so broad that it could in effect 

eospsts with private enterprise in almost any field it chose. 

In the first plaoe it sight acquire some of tlie loans of 

industrial enterprises which would normally be handled by 

the chartered banks, with or without a 6o«trani ee by the 

Bank. Secondly, it might attempt to control the operations 

of a business in which "the manufacture, processing or 

refrigeration of ^oods, wares and rnerchandice or the build­

ing, alteration or repair of ahlpo or vessels or tho ;-,enora-

ting or distributing of electricity is carried on." That is 

ths type of enterprise which ths Bank may assist according 

to the Act under whioh it is incorporated. Tuch control 

sight possibly be used to compete with well-established 

privately-owned industrlea in the event that r socialist gov­

ernment were elected to poser. It might well be the method 

used to effect the nations Heat ion of enterprises such as 

the electric poser ecBpaaies. 
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flasTttsl could be exercised by means of the 

eeetioB of ths Aot sbioh empowers the Back to "purchase 

or otherwise acquire" ths securities of any existing or 

projected corporation, though it would not > e within the 

spirit of ths Act* Ths Bank's Influence might also be felt 

by the provision which enables it to accept or acquire 

security of any kind as collateral for a loan or guarantee. 

Such security, consisting of stocks, bonds, debentures, 

warehouse receipts, bills of lading, goods, wares and Mer­

chandise, and mortgages, may be disposed of by the Bank in 

the event of a default in accordance *lth certain prescribed 

procedures* Since there Is always present the possibility 

that the enterprise being assisted aay not succeed, the Batik 

is in ths position of bein^ either a potential owner or a 

potential business broker. 

In all fairness to the legislation, however, it 

must fas esphaaised that it was not designed to create any 

uncertainties or to set up a gigantic holding company. Its 

present general aanager, Mr* S. R. Noble, is a veteran of 

the Royal Bank of Canada where he was senior assistant general 

Baoager. With his broad experience and background it is safe 

to assume that the Industrial Development Bank will play the 

pole for which it sas cast. In a public address given in 

Montreal in February, 1945, Mr. Woble tsaid, "The prliae factor 
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ef the Bank ia to lend money." To ensure that its activi­

ties are concentrated on assisting small industries, Mr. 

Sobls pointed out that ths Bank aay not legally make advances, 

investments or guarantees in Individual amounts in excess of 

$200,000 above an average Halt of $15 million. This has the 

affect of leaving available f85 Billion for loana to enter­

prises in amounts of $200,000 and under* 

Certain ancillary powers have been assigned the 

Bank whioh are worthy of pasaing comment. It may deal in any 

securities issued or guaranteed by the Government of Canada} 

it say aocept deposits froa debtors and say open deposit a-

eeounts with the Bank of Canada or aay chartered bank* A 

reserve fund is to bs set up to which all surplus profits will 

be transferred until the fund is equal to the paid up capital 

of the Bank* Thereafter, surplus profits say be distributed 

as dividends at a rate not exceeding i& per annum, the balance 

being transferred to the reserve fund. 

The Industrial Development Bank Aot empowers the 

Bank of Canada to acquire and hold the capital stock of the 

Bank and to deal in bonds or debentures which it ssay issue. 

However, the amount of securities maturing after 10 years which 

the Bank of Canada aay hold in its own portfolio is limited to 

twice the paid up capital and rest fund of the Rank of Canada. 
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Ths aaohlnery thus set up by the Government fills a long-

felt need* It remains to be seen whether or not it will 

function sa smoothly as its sponsors hope. Meanwhile, the 

leading axeeutivea of the chartered bonks have given the 

Bank their blessing and have promised tht- closest co-operation. 

The Bank la not expected to make large profits in 

vies of the magnitude of the risks which will be undertaken. 

The rate of Interest charged in most cases will not exceed 

5% which is extremely low for this type of accommodation. The 

extent to which the Bank will make money and avoid losses will 

be governed largely by the success or failure of the Govern-

sent's post war policy to provide a high level of eaployment 

and income. It ia estimated that over one and a quarter 

all Hon people sill be seeking civilian employm- nt after the 

war. There is, therefore, great scope for ths Industrial 

Development Bank if private enterprise is encouraged and the 

saall man given an opportunity to exercise his initiative. 

Those conditions c>n only take place if taxes are lightened 

and unnecessary restrictions removed at the earliest possible 

moment. 

One or two pointa raised by members of tho House of 

Cessions Standing Committee on Banking and Commerce during their 
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examination of the Industrial Developaent Bank Bill merit 

consideration. Xt was proposed that the Bank should solicit 

deposits froa the public instead of issuing bonds and de­

bentures on the ground that this would be a cheaper method 

of financing. Mr. G. F. Towers, Governor of the Bank of 

Canada and president-designate of the Industrial Development 

Bank explained oarefully that this would not bs ao. To il­

lustrate bis statement he placed on record an estimate of 

the probable earnings and expenses of ths Bank, based on the 

ajHmasptlaa that ita resouroea of $100 million were fully 

esployBd. 

If 5% were ths rate of interest charged oa loans or 

collected on iavestaenb, earaings on total assets would average 

about 4.75J5 since a portion of the Bank's assets must neces­

sarily be opt ia the form of cash* If 2*25J* were the rate of 

interest payable oa the Bank*e bonds and debentures, fixed 

charges would average 1*75£ ia relation to total assets. Add­

ing to this figure £ of 3£ for general expanses and }&% for 

possible losses, total expensea of 3.75£ are arrived at, leav­

ing 1% of total assets for distribution aa dividends or transfer 

to the reserve fund — a return of 4$ on tho original paid up 

capital of $25 million. 
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Mr. Towers seat oa to point out that if ths 

Bank's resources sere obtained by way of deposits froa 

the public instead of by the sale of bonds and debentures, 

it could expect to have to meet interest costs of .6% at 

least and general operating expenses of 1.5Jt. The cost of 

money would, therefore, be about 2.1J. whioh would be in-

oroeeed to 2. 35* owing to the necessity of keeping a cash 

isseive of at least 10% against all public deposits Instead 

of till aoney averaging about 5%. On this basis ths final 

cost of Boney would average 2*35$ instead of 2.25£ and might 

even be higher* That faetor, Mr* Towera remarked, Influenced 

hla to recommend that the working funds of tho Bank be raised 

by the sale of bonds and debentures — apparently the more 

economical method. 

To what extent Mr. Towers waa influenced by the 

feelings of ths chartered banka in this matter le not known, 

but it can be taken for granted that some opposition would 

have been raised if the Bill had . rovided for the raising of 

funds by means of public deposits. The Industrial Develop­

ment Bank would, in these circumstances, have been competing 

with ths 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 first choice when bank 

aeooaaodation was required* 
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Bon. R.B. Hanson brought out an unusual angle. 

He wanted Mr. Towera 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 Bonk 

to further the project of a cabinet minister. Whether or not 

the management of the Bank would yield is a matter of conject­

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 be 

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 a new National Housing Act was passed which 

contains more generous terms than its predecessors. Loans may 

now be obtained under Government guarantee at a rate of interest 

not exceeding $% per annum. Individuals may borrow up to 90* 

of the appraised value of $2000 homes, B5% in the case of $3000 

homes, and 80* in the case of homes costing $4000 or more. 
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Repayment may be extended over a veiled of 20 years, and in 

seme oases 25 years. Special arrangejaents have been made by 

the Government with the Insurance and mortgage companies to 

ensure that the schetae functions efficiently. It Is antici­

pated that the National Housing Act, if widely availed of, 

will do much to encourage post war employment. 

Finally, Parliament placed on the statute books 

in the 1944 session an act to set up the Export Credits In­

surance Corporation, an organisation designed to guarantee 

exporters against the risk of lo;s in approved contracts for 

the export of Canadi&n good8• In addition, the Government Is 

espowered to guarantee the obligations of other governments 

or to lend money to thea for the purpose of purchasing Can­

adian goods. 

The preamble of the Export Credits Insurance Aot 

states that "it is desirable to î romots the revival of trade 

by establishing a corporation to insure aLainst loss caused 

by Insolvency, delays in collection and transfer difficulties 

in connection with the export of &*nr< 'Ion-produced good;, and 

during the period of transition from war to peace by provid­

ing for loans or guarantees to goveotmenta of o',her countries 

or their agencies." The deputy Minister of Trade and Commerce, 

the Deputy Minister of finance and the Governor of the Bank 
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of Canada constitute the key members of the corporation 

whioh Is capitalised at $5 million, divided into 50,000 

shares, all of whioh are to be held by tho Minister of 

Trade and Commerce In trust for the Crown. The corpora­

tion is empowered to Issue and sell interest-bearing bonds 

and debentures and to invest moneya in such wanner as tho 

board of directors may determine. 

The Act permits the corporation "to enter into 

a contract of insurance with an exporter to Insure against 

the risk of loss involved in a contract for the export of 

Canadian-produced goods". By "loss" is meant the loss suf­

fered by on exporter due to non-payment of tho purchase price 

of the goods exported by reason of Insolvency or delay of the 

importer or his inability to secure the currency in which the 

purchase price is to le paid. Tho liability of the corpora­

tion under the contracts of Insurance issued and outstanding 

at any one tiae is not to exceed ten times the amount of the 

paid up capital and surplus. Its working capital * ay bs 

supplemented from time to time by loans from the Consolidated 

Revenue Fund of Canada authorised by the Governor in Council 

but thay are restricted in amount to five times the «aid up 

capital and surplus. 
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A unique feature of the Act la Part II whioh 

empowers ths Governor la Council to authorise the Minister 

of Finance to guarantee the obligation of a foreign govern­

aant or government agency to pay the cost of goods produced 

ia Canada. Further, ths Minister may make a loan to such 

government or agency to finance the purchase of Canadian goods. 

Finally, the Minister may purchase, acquire or guarantee any 

security issued by such a governmsnt or agency to aay person 

in Canada in payment of Canadian-made goods exported abroad. 

These undertaklnga are to be made, however, only 

if the foreign government concerned requests the Government 

of Canada to give such guarantees, or make such loans, or 

acquire or guarantee such securities and if that government 

undertakes to indemnify the Government of Canada against any 

less ia connection with such undertakings. The aggregate 

aaount of guarantees outstanding at any one time is not to 

exceed $200 million} the aggregate amount of loans outstand­

ing and the value of securities purchased or acquired and held 

at any one time are not to exceed $100 million. The Export 

Credits Insurance Corporation may aot as agent of the Minister 

of Finance in making the above commitments* 

The part whioh the corporation will play in the 

restoration of Canada's foreign peacetime trade Is difficult 
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to predict* Undoubtedly there will be many potential outlets 

for Canadian goods ia countries which are faced with exchange 

problems the solution of which may well be found in the new 

legislation. Exporters will bs much more inclined to make 

coBBitasnts with foreign iaporters or sgencies under the pro­

tection of the corporation. The possibility of losses will be 

diainishad and the risk to the Cans ian Government will be 

alight if the guarantee of the foreign government concerned 

is secured in every oass* 

This new type of intermediate credit may well prove 

effective ia stimulating the export industries of Canada and 

may make a worthwhile contribution to the maintenance of a high 

level of employment in the post war period. The chartered bonks 

will enter into the picture by providing the necessary facili­

ties for transferring funds and their assistance in the operation 

of all undertakings arising under the Act will do auch to ensure 

its success* 
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It ia of aore than academic interest to inquire 

what the future holds for Canadian banking. The socialist 

party, the Co-operative Commonwealth Federation, has on more 

than one occasion declared that one of ths key planks in its 

political prograa is to nationalise the banks. This, It has 

been stated in the original Begins Manifesto and again in a 

recent publication entitled "Make This Tour Canada", will be 

carried out as soon as possible once the party has been elected 

to poser. It is of prime iaportance to every customer of the 

chartered banks that he understands the reasons given for 

advocating this aove and the effects it would have on the 

financial systea of Canada as a whole if it were put into 

effect. 

First, the clala is made that ths banka represent 

a gigantic trust in which is concentrated much of the wealth 

of the eeantry. Second, it is said that by acting in combina­

tion the banks are able to exert a monopolistic influence on 

the financial life of Canada* Third, it ia charged that the 

present Government subsidises the banka by financing the war 

effort ia part by the flotatioa of Victory Loaa bonds. Fourth, 

it is claimed that the banks virtually determine the monetary 
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policy of the country through their ability to create credit. 

Each of these charges must be considered on the 

basis of ths available facts. 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 particular field of industry and 

commerce, and latterly of agriculture as well, and for the 

expert advice whioh they can provide* It is not oustoaary 

for a director of one bank to accept a directorship in another 

bank. Mor is it true that the chartered banks monopolise 

credit for the benefit of large corporations or trusts. Mr. 

S. H. Logan, president of the Canadian Bonk of Commerce, is 

the authority for the statement that no bank has any large 

stock holdings in any loading corporation nor has any "big 

interest" any important holding in bank stocks* While it 

may 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 manner in which their customers 

choose to dispose of their credit balances. Even In the case 

of time deposits, which are technioally withdrawable after notice, 

the banks &° n0* •"•rcies the privilege of demanding such notice. 
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the 
To imply that banks ars a aonopoly, acting in 

concert for their own exclusive ends, is erroneous. There 

is very genuine competition among ths banks both for deposit 

as sell as loaning business. It is true, however, that 

interest rates are as a rule fairly well uniform. This 

arrangement is adhered to in order to prevent rate cutting 

whioh in the long run would react to the detriment of both 

depositors and other clients of the banks alike* If interest 

ratea on loans, for example, were progressively decreased to 

the point where the banks were losing money in order to ac­

quire each other's borrowing accounts, ineorae would have to 

be bolstered by lowering deposit interest rates and by increas­

ing service charges sharply. Competition, then, is chiefly 

in providing service although there are hundreds of eases on 

record in which one bank has been able to offer more favour­

able borrowing terms than another. 

Bhder the present competitive system, a potential 

depositor or borrower aay "shop around" and decide for himself 

where he will conduct his banking business. His choice will 

be influenced by the manner in which he is greeted and the 

terms offered to him* Each banker will, as a rule, endeavour 

to sell the services of his bank, spurred by the knowledge that 

an increase in the business of his branch with a larger net 

profit at the end of the year will earn for him recognition 

from his head office* 
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Oa the other hand, if banking wars nationalised, 

a potential borrower would find that one branch of the system 

would offer the same service and terms as another. He would 

aost certainly know that he was dealing with a Government 

Bonopoly whioh left bin no alternative source of assistance 

if his proposition failed to sect the prescribed requirements. 

Be 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 

bs set with failure* As a taxpayer, he would undoubtedly 

find that the banking system was not being operated as efficient­

ly as it was when in private hands and that Its losses were 

being paid out of the public treasury. 

The coapetltioa of the ten chartered banks is the 

best guarantee the public has that the credit balances of 

depositors sill bs loaned and Invested wisely, that all applica­

tions for eredlt will be considered aolely on the baaia of their 

Merit, that the affairs of every customer will receive the privacy 

and attention which are their due, and that industry, coamerce and 

agriculture will receive the assistance and encouragement to 

whioh thay are entitled. 
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Ths elala that ths present Oovernramit is subsidizing 

the chartered banka by paying interest on Victory Loan Bonds is 

based oa one or two facts whioh are being misinterpreted. It 

is true that about one half of the country's total expenditures 

for ths prosecution of the war and the conduct of the nation's 

affairs is financed through the sale of Victory Loan Bonds and 

other securities. This is an enviable record which compares 

aost favourably with that of the other members of the United 

aationa* As has been pointed out earlier in this book, the easy 

money policy of the Bank of Canada sas designed to provide the 

chartered banks with sufficient cash reserves to take care of 

their normal and wartime credit requirements as well as to en­

able thea to buy enough Government securities to stabilise the 

bond market. This inevitably resulted In a vast expansion of 

assets consisting for the most part of Government securities of 

one type or another. As was pointed out in Chapter VIII, in­

creased expenses and taxes have eliminated aost of the benefit 

derived froa t is Increase so that the charge that the banks are 

being subsidised is felae. Furthermore, It is well to note thtt 

as trustees the banks are performing a very useful service to 

the country by aobilieing the available savings of their 

cue tamera and lending thea to the Government. 
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Finally, the charge that the chartered L-nka 

determine ths monetary policy of tho country is contradict­

ed by the facts themselves. They do create credit, however, 

but only insofar as the Bank of Canada permits them to do so 

by providing the conditions under which cash reserves are 

expanded* Control is effectively exercised by the central 

bank through the aediua of open market operations, manipula­

tion of ths rediscount rate, alteration of minimum cash 

reserve requirements, etc* During ths war years, the Bank 

of Canada has pursued its easy money policy by open market 

operations, that ia, by purchasing Government and other high 

grade securities la the open market* By so doing, more cash 

is placed ia circulation. This cash eventually reaches the 

chartered banks and, being surplus to their ordinary require­

ments, becomes ths base oa which deposits of approximately 

tea times the aaount of cash involved are created. The pro­

cess is reversed when the Bonk of Canada desires to contract 

eredlt* 

Mr. S. H. Lo^an, president of the Canadian Bonk 

of Coamerce, summed up the relationship of the chartered banks 

to the Bank of Canada in hie annual report to the shareholders 

on October 30th, 1943, "hen be said, "Ths ultimate prerogative 

of the national monetary policy is already vested in the Dominion 
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Qilieiiasiiit'a institution, ths Bank of Canada. The chartered 

banks have not the remotest chance of acquiring any of (Its) 

powers, nor have they the slight*st desire to seek those powers." 

The aany and varied services performed by the banka 

would not be carried out more efficiently if the banking system 

were nationalised. On the contrary, it would be reasonable to 

expect that the careful attention now given to all operations 

would not be continued. Sir Charles Addis, a distinguished 

saabsr of the Royal Commission on Banking and Currency, remarked 

ia 1933 on conclusion of the presentation ^de by the banks, 

"Xou have been subjected to a searchin, questionnaire and you 

have given us a straight reply. You have refuted one by one the 

aany ill-informed and, I aay add, in some oases, raalloious charges 

sbieh have been levelled st the banks, and you have done BO with a 

dignity, and with a moderation, and with a frank sincerity which 

ooapels conviction. I believe that your document will stand 

historically as a defence of the Canadian banking system, and if 

this CoBBission, in By judgment, has done nothing more than elicit 

this response It would not altogether have failed in the task al­

lotted to it*" 

In reply to the suggestion that the British banks be 

nationalised, Viscount Snowden, socialist Chancellor of the Ex­

chequer ia the Labour Government of the late harcsay MacDooeld, 
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stated, "If banks sere nationalised, they would have to bo 

aanaged as they are now if thsir solvency is to be maintained." 

That is a frank admission that the principles followed in 

capitalist countriee by ths ooaaercial banks have on the vhole 

worked to ths advantage of the communities they served. It 

follows then, that if no advantage is to accrue, why turn over 

the administration and control of the banking system to a 

Government department? It is more than possible that the fin­

ancial juggernaut thus created would hold the power of life and 

death over all industry, that it would eventually push its In­

fluence into every field of private endeavour and that none would 

escape its grasp* For few enterprises, large or saall, do not 

require the assistance of the banks at one time or another In 

carrying out their activities. 

If the banks are to maintain the confidence of ths 

public ia the post war period, what should be their principal 

objectives and how aay they best servo ths interests of the 

industrial, coaaercial and agricultural life of the country? 

They will have an excellent opportunity to play a large part in 

the recovery prograa of the Dominion, The accumulation of in­

dividual deposits and the potential lending power which they 

possess are greater than ever before. The productive power of 

industry is oiallarly unprecedented. These two conditions are 
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•leasly linked together. Ths money is in the banks, either 

as psteatial leans or as deposits, and is ready for spending 

as soon as goods are available. The machinery of industry 

is ready to switch to civilian production immediately the war 

situation warranta such action. 

The degree of prosperity in the post ear period will 

be deterained, to a very great extent, by the co-operation re­

ceived froa the Government* First, it is important that taxa­

tion be reduced on both individual and corporatioa incomes. In 

the oass of individuals, some relief is Justified in order to 

enable long-delayed purchases and hose iaprovement programs to 

bs put into effect. It must not bs forgcttsn that the personal 

income tax affeota small enterprises} if these are to be en­

couraged ia order to stimulate eaployment, a further argument 

for concessions after the war is evident. Aa far as corpora­

tions are concerned, it is quite clear that ths excess profits 

tax should bs reduced with a view to its eventual elimination. 

In many respects Canada la the highest taxed of all 

the United Nations. To enable her manufacturers to compete in 

world markets it Is imperative that costs, of which taxes oaks 

up s large part, be 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 additional profits 
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asde by private enterprise. Admittedly it has a discourag­

ing effect en industry sad should, therefore, be withdrawn 

after the war* "Incentive is neoessary to enterprise and .. 

•••enterprise is aasential to full eaployment," in the words 

of Mr* H* D. Burns, general aanager of the Bank of Nova Scotia. 

It ahould be added that high taxation which can be borne by 

well-established industries often becomes prohibitive in the 

case of aes or projected enterprises. 

Second, and of equal laportanoe in encouraging the 

banka and industry to play their full part in post war recon­

struction, 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 measurea will have to be retained for on indefinite 

period ia order to ensure that materials ia short supply are 

distributed oa aa equitable baaia. But a beginning can be mads 

by ths lifting of restrictions oa ths employment of labour and 

the types of articles which may or may act be manufactured. 

In the case of the banks, restrictions are not and 

never have been totally absent. In fact the banking system has 

In many ways been the aost regulated of any Canadian industry 

or enterpriae. Licensing and pries fixing are commonplace with 
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banks* As Mr. M. W. Wilson, president of the Royal Bank of 

(Canada, pointed out at the 1942 annual meeting of shareholders, 

"Ths auch discussed war measures merely bring other commercial 

concerns into line temporarily with the permanent regulations 

of the chartered banks." He went on to point out that bank 

charters come up for renewal at ten-year intervals at whioh 

tiae banking praetloes are critically examined by the House 

of Cosnons Standing Committee on Banking and Commerce. The 

maximum rate of interest which banka may charge is fixed by 

ths Bank Act aa are all their powers. 

"As control over banking, money and credit is now 

aaple in Canada," MY. Beaudry Letaan, president of La Banque 

Canadlenne Matlocale, told the members of ths Sherbrooka Board 

of Trade on October 26th, 1944, "further curba on freedom of 

enterprise Bight well bring about stagnation and discourage 

initiative and the Incentive to take reasonable risks." The 

saae could be said of all 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 

ths situation which ho depicted In his address. 

Finally, to encourage the banks and industry in the 

post war period it ia desirable that the Government sate 
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la ao equlvosal terms that it undertakes to proaote the 

welfare of ell private enterprise, that no discrimination 

sill bs ahown against investors who risk their capital in 

the bops of securing a profit, and that labour will be freed 

of laseourlty by the provision of adequate social insurance 

asasurea* Individual initiative is ths best hops that Can-

ads has of ths 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 reconstruction of Canada, the bonks aust do a certain 

aaount of pest war planning. Many have already done so but 

much remains to be accomplished. Being closely associated 

with industry, agriculture and individuals in every field of 

endeavour, they have a unique opportunity to influence the 

saving and spending habits of their customers. Every effort 

should be exerted to encourage clients to save now with a vie?? 

to spending in ths years following ths cessation of hostilities 

when goods sill bs available in normal quantities. Having during 

wartime haa beeoas a national habit and it is not iapoaaiblo that 

many individuals will hesitate to dissipate the credit balances 

sbieh they have accumulated ia their deposit accounts. By stim­

ulating saving now with a vies to sper ding later the banks will 

also benefit by an expansion ia consumer loana induced by ths 

unsatisfied wants of customers who have felt the urge to spend. 
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Taa disposition of the record volume of savings 

aseasslated during the war will determine the direction and 

outcome of many post war factors* Much, therefore, depends 

on the extent to which the bonks influence their customers. 

Savings as such ars statio and do not become dynamic purohas-
the 

ing poser until/ owners are assured of a steady income in the 

fora of a well paid productive job after the war. r̂ penrflng on 

durable or non-durable goods will be withheld as long as 

insecurity of eaployment exists. There rauet, therefore, be 

ths fullest possible measure of employment in the post war 

period* Ths banks can help to bring this about, first by 

leading to consumers and producers to provde credit and create 

jobs, and second by stimulating the translation of savings into 

purchasing poser whioh, when mobilised for action, will in it­

self create jobs* 

Many banks in the United States have set up 

machinery to encourage their clients to save for specific post 

var purchases which will stimulate eaployment. Special deposit 

accounts ars opened in which customers deposit regularly a cer­

tain part of their excess earnings which will provide them v,ith 

a down payment or the entire purchase rice of one or more items 

of durable goods. One such plan is In operation at the Merchants 

National Bank and Trust Coapany in Syracuse, Hew York. A client 

she intends to purchase a car or refrigerator, for cstamplct, after 
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the war eoasenoea to provide the /.eeesaary funds now. The 

bank determines how auch he must save weekly or monthly over 

a eriod of one or two years to reach his objective. Hpeclal 

passbooks are used to indicate to hia at a glance how rcuch 

progress he is making. Most depositors of this type will 

likely become eligible for consumer credit to finance the bal­

ance of the cost of their projected purchase. 

Other banks In the United States have similar arrange­

ments to encourage customers to save for modernisation of their 

homes or for the construction of new residences. The plan is 

often extended to retail store owners to encoura^f thess to 

modernise tneir shops after the war. Because banks have the 

necessary machinery for influencing saving and spending they 

are the b st operators of such a scheme. 

If all the basks in Canada were to inaugurate a program 

of "save to spend", and if they were to open special accounts for 

this purpose, the total potential purchasing power oarmrked for 

spending after the war would reach Many millions of dollars. 

These savings would start the wheels of Industry tu nlng without 

the necessity of sslling Victory Loan Bonds to finance the oeace. 

Sever before has such an opportunity been presented to the banks. 

Many of thea undoubtedly are aware of this foot but few have 

published any extsnsive plans to aid ths national recovery effort* 
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Xt aast be said, however, that the chartered banks 

have been consistent ia giving leadership to the people of 

Canada through ths medium of the annual addresses of the pres­

idents and general managers to the shareholders of their insti­

tutions. In recent years much thought has tone into the pre­

paration of speeches covering subjects such aa "Taxation After 

ths War", "Canada's Foreign Trade", "Nationalization of Banking", 

"Post War Kmployment*, etc* Many concrete suggestions have been 

aade sbieh, if adopted, would do much to maintain the volume of 

employment built up during the war and the accompanying level of 

national income* 

unfortunately, these addresses ore given but once 

a year and it is doubtful if the publicity given to them at that 

time is adequate to influence any large body of public opinion. 

While verbatim reports appear In the leading dally newspapers 

of the Dominion, many people are of the opinion that such 

extensive aeoonnts are merely propaganda for the banks and hence are 

not worth reading. Such is not the case as a careful survey of pres­

idential speeches will reveal. It la suggested that the Canadian 

Bankers' Association might profitably oonsolllate the beet of the 

nmnytl addressss and publish thea in the form of a review of econ­

omic developments ia Canada. Distribution should be widespread 

and should supplement ths publication of those addresses in ths 

respective banks' annual statements* 
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Finally, the ahartered banks whioh are represent­

ed la the British Isles, the United States, the West Indies 

and la Sooth America have a worthwhile opportunity to con­

tribute substantially to ths expansion of Canada's foreign 

trade after the war. Through their representatives abroad 

they can be of considerable service in placing their foreign 

and domestic oustoasrs ia teach with one another and with 

market conditions at bone and abroad* Ths development of these 

oonteete sill ia the long run react to ths benefit of the coun­

try aa well as to ths banks theaselves* 

This survey of banking ia wartime has necessarily 

been confined shiefly to the activities of the ten ohartered 

banks for it is they whioh fora the backbone of the financial 

structure of Canada* An attempt has been aade to show bos 

they have been affected by the economic forces sot in motion 

by ths oncoming of a gigantic world struggle, the extent to 

which they have contributed to the part taken by Canada and ths 

role which they aay bs expected to play in the post war *riod. 

Canada is fortunate in possessing a banking system 

sstablishsd oa firm foundations, and one whioh has on the whole 

served the country extremely sell in time of war as in time of 

psase. If anyone is doubtful of ths validity of this staterseat 
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let him glance at the banking history of other nations. 

He need go no farther than south of the border to recall 

that ia the early years of the Great Depression thousands 

of saall banks closed their doors, never to open them 

again. The loss to depositors was enormous} in iwny cases 

the lifetime savings of clients disappeared overnight. Hot 

one Canadian bank was forced to suspend business during this 

period of economic upheaval. Mo banking s.stem was better 

prepared to respond to the exigencies of war than that of 

Canada and none is better equipped to serve the country in 

the post war era* Its contribution to the war effort has 

been incalculable} its contribution to the peace will be of 

equal magnitude if its leaders ars men of vision and are not 

hampered in their efforts by the deadening hand of Government 

regimentation* 
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