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Conservation of Credit for War Purposes

Banks Are Urged to Discriminate on Advancement of Credits
to Loans to Facilitate Production or Distribution.

We are in receipt of a pamphlet containing a cireular
left'ﬁer from the President of the Canadian Bankers’ Asso-
Ylation, Mr. E. L. Pease, Managing Director of the Royal

ank of Canada to the general managers of all the chartered
Yanks in Canada on the subject of ‘‘Conservation of Bank-
g Credits for the Purposes of the War,”” which is deserv-
g of the thoughtful consideration of business men and all

08¢ who take an interest in our economic well-being as
Well ag efficiency in the financial administration of war.

The letter is in part as follows:

. The Federal Reserve Board at Washington has recently
SSued a statement with regard to the necessity for the cur-
Alment and conservation of banking ecredits, due to the
Xigencies of the war, which is entirely applicable to con-
ltiong in Canada. The Canadian banks in co-operation
With the Minister of Finance have been, it is true, for some
e past endeavoring to bring about the results aimed at by
the Federal Reserve Board; but the statement of that Board
OW issued so clearly and comprehensively, and on such prac-
'cal Jines, sets out the duty of bankers in the present emerg-
ey that a fresh consideration and a careful observance by
anadian bankers of these directions will materially aid in
€eting the imperative obligations which the war has thrust
“DOn us,
Adapting to Canadian conditions the arguments and re-
fel;’l{lmendations of the Federal Board, your President respect-

L Y commends to your earnest consideration the follow-
g-

—

It is clear that if the war requirements of the Govern-
Ment are to be financed without undue expansion of banking
edits, not only must there be some reduction of existing
:ﬁedits, but there will have to be applied a rigid cheek upon

€ further expansion of credit in directions not clearly es-
Sential for the prosecution of the war and for the health and
feessary comfort of the people. It is no more possible to
up_ﬁﬂ‘impose upon the volume of pre-war credits the im-
fnse volume of additional credit required by the Govern-
fnt for war purposes than to superimpose upon the volume
d; Pre-war production of goods the immense volume of ad-
ltional goods required by the Government. to prosecute the
. . Qur problem is to convert less essential into more es-
“Ntial credit, and to convert less essential to more essential
Yoduction and distribution of goods. The saving of credit
money goes hand in hand with the saving of labour and
Naterials in the programme of adjusting the business of the
ou,ntl‘y to a war basis, and our best hope of avoiding com-
“tition hetween the Government and its citizens for credit,
a Oney, labour and materials, which can only result in credit
d price inflation and higher costs of living, is saving.

3 As far as expenditures are financed by the sale of new
CUrities they are serutinized under the direction of the
Wister of Finance. As trustee of the individual banking

thedlt of the country, however, the baners are charged Wi§h

Org duty of studying and understand.mg that programme, in

v €r that each and every one may in turn educate his bor-
Wers and the people of his community to the necessity of

th"lng credit as well as food and other materials and may
€reby conserve the eredit of his bank for the use of the

b Overnment as far as may be practicable. It will be clear to

fOl? ers, also, that eredit conservation 1S necessary not only

b Government financing, but also for the prosecution and

le:S‘erVation of the banks themselves, 1nd1v1dua_lly and cpl-

eviz“’ely, since undue expansion of ba.nk cregh_ts leads in-

Sto ably to unsafe and unsound economic condltlgns, and. no

t Ne should be left unturned to keep our banking institu-
1S sound and strong.

Whi It is not the purpose to suggest the specific ways in
1ch credit should be conserved, or unnecessary expendi-

tures curtailed ; each banker must determine this for himself.
The subject can only be discussed here in general terms,
with emphasis on the necesity that while eredit conservation
should be undertaken promptly it should be carried out grad-
ually, with reasonable discretion and with the least possible
avoidable embarrassment to the business of individuals and
industries. Proper education of borrowers and customers
to the needs of the situation will accomplish far more than
abrupt diserimination or pressure.

In the absence of any official classification of the more
essential and the less essential things and enterprises it will
be necessary for each banker in determining how he may do
his share in the conservation of eredit to use his own judg-
ment. There seems to be, however, two clearly defined
groups of loans:

(a) Loans to facilitate production or distribution;
(b) Loans for non-productive or non-distributive pur-
poses.
Lioans for non-productive or non-distributive purposes
re usually loans for non-essential purposes. The following

are types of this class of loan: :

Loans for purchasing or carrying property, whether real
estate or personal securities;

Loans for additions to or improvements of property not
used in production or distribution;

Loans to provinces or municipalities for improvements.

By inquiring the purpose for which each new loan is re-
quired, and deelining wherever practicable to grant loans of
these classes, and by gradually causing existing loans of
these classes to be reduced or eliminated, bankers could con-
serve eredit without causing hardship and also give many
people an impetus to save at a time when saving is of vital
importance to Canada. But discretion must be used in not
foreing borrowers to reduce loans to an extent that is un-
reasonable or would cause avoidable hardship or embarrass-
ment; much can be accomplished by sound advice and the
exertion of moral pressure.

The three main groups of borrowers for productive or
distributive purposes are farmers, manufacturers, and mer-
chants.

1. Farmers.—The farmers are being asked to produce
more than ever before and loans for productive purposes
must have the right of way. But the kind if loans which
should be discouraged or declined are:

(a) Loans for carrying over grain, cattle or other mar-
ketable products in the hope of obtaining higher
prices and loans for the acquisition of additional
property, unless the area under production is to be
increased thereby and immediate results may be ex-
pected.

(b) Loans for any construction not necessary to the pro-
ductiveness of the farm within the year; and

(¢) Loans for the purchase of articles of comfort and

luxury.

In sections where farming profits have been large an
endeavor should be made to induce farmers to apply a good
portion of them to the reduection of long-standing loans or to
the financing of their seasonal requirements, thereby con-
serving bank credit.

2. Manufacturers.—Manufacturers who are making
large profits should be urged to reduce or extinguish their
debts rather than increase capacity and output unless the in-
dustry is one which is elearly necessary to the prosecution of
the war. All manufacturers should be urged to carry as
small inventories as practicable; to eliminate from their
products elements which add to its cost but not to its intrin-
sic value and serviceability, or which are introduced simply
for fashion or appearance; and to avoid as far as practicable
introducing new styles during the period of the war.

Manufacturers whose produet is not clearly required
either for the prosecution of the war, or to maintain the



