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FINANCE AND INSURANCE REVIEW.

NlONTREAL, NOVEMBIR 17, 1882.

THE DOMINION NOTE RESERVE.

When promising in our last issue ta
reply to the article in the Montreal
Gazette in which a new mode of redeeming
Dominion notes was recommended to the
Government, we ventured to express a
hope that it did not express the viewvs of
the banks. On the 30th September the
B3anks held rather over fourteen millions
of dollars in deposit from the Dominion
Government, of which nearly seven
millions was on call and of course not
bearing interest. Of this amoutnt about
$4,660,000 was held by the Bank which
keeps the Government account. Snch
being the financial position of the Govern-
ment, the Gazette lias suggested that it
vouild be expedient that it should place

upon the London market a portion of the
lebentures which it holds against the

Dominion note issue, or, ta put the advice
more plainly, that the Government should
pay interest upon a new loan merely ta
relieve the banks fron the inconvenience
of paying their deposits. It would doubt-
less be a most convenient and profitable
arrangement for the banks, but we con-
fess that w'e can hardly imagine how a
Finance Minister would be able to justify
it ta Parliament.

The Gazette states that in the months
of February and March, 1875, the Canadian
banks "found themselves short of ex-
" change, and unable with the specie

reserve then held ta ieet the deniand
of importers for sterling bills. lI that
predicament the Government was
looked ta to supply the deficiency,

"and the Dominion notes held by the
Ibanks in excess of the amount required
"by law were presented at the oflice of

the Receiver General for redemption.
"Did the banks find that the Dominion

note reserve was equivalent ta specie ?
So far from that being the case the
moment the banks demanded] gold from
the Government, in redemption of the
Dominion notes, the Governnent de-

imandedl gold from the banks in payment
of deposits. In other words the banks
were shown to practically hold the
specie reserve of the country, and the
idea that the Dominion notes were
equivalent ta gold, and held merely as a
convenient substitute, was proved ta be
fallacious?1 It would be difficult ta hit

on a more unfortunate illustration. It is
not alleged that the Government applied
to the banks for loans, but sinbly that

by calling for its own nioney held in
deposit on cal], il gave the banks ta
understand that they must rely on their
own resources ta supply their customers
with exchange. At the period referred
ta by the Gazette the usage was entirely
different from what it is at present., At
thiat time a portion of the Dominion note
reserve consistedl of batik deposits, and it
is certainly not sirprising that when
called on ta redeem its circulating notes,
the Government should have checked on
deposits held expressly ta meet them.

The Gazette lias selected a certain
period, viz., February and March, 1875, ta
illustrate the inconvenience which may be
felt by the banks and the public w'hen
there is an abnormal demand for foreign
exchange, such we may remari enpassant,
as seens impending on us just now owing
to the failure ta move the late crops.
Now ie have examined very carefully the
batik returns for January, February, March
and April, 1875, in order ta discover
whether there really was any just ground
of complaint. We find that in January'
1875, the bank deposits on call were
$3,666,751 in February, $4,219,949 in
March, $4,376,394, and in April, $3,502,-
746. These figures do notjustify the asser-
tion that the banks were unduly pressed j
by the Government. We shielb noir direct
attention ta the available assets. In
January, 1875, the Dominion notes were
$7,924,091; in February, $7,593,902; in
Marci, $7,793.480, and in April, $8,002,523.
The gold did not vary more than fr'om
$300,000 ta $400,000 du'ing the four
months. The balances in the hands of
foreign agents in New York were, in
January, $7,290,703; in February, $5,899,-
807; in .March, $6,203,963, and in April,
$q,745,527. The call loans on stocks in
Canada were, in January, 84,879,328 ; in
February, $4,391,693 in March, $3,917,-
815, andin Apîil, e3,951,082. The figures
establishsed verv clearly, first that there
was no very serious demand on the re-
sources of the banks- secondly, thiat a
very moderate call on their loans an
collaterals in New York and Canada was
suflicient ta meet it, andi, thirdly, thîat the
reduction in deposits was tritling. The
difference between January and April is
little over $150,000, and alihough proba
bly the batiks would have preferred
that the Govern ment sBhould have allowed
them ta retain their deposits and keep
their call loans afloat, it will not be pre-
tended by any reasonable banker tbat
such would have been an equitable mode
of dealing with the matter.

The consideration of this subject has
reninded us of a crisis in the Montt'eal
money market early in September, 1871,

when a leading bank, doubtless for reasons
satisfactory ta itself, suddenly called ii
its loans on collaterals, the consequence
of whiclh was the sudden shrinkage in
stocks of from 5 to 10 per cent. %We Sin-
cerely hope that there ivill be nooccasioâ
ta resort ta similar measures, but we
admit that althougli as regards the banks
call loans on gootd collaterals are as avail'
able in Montreal or Toronto as in New
York, it wodti be a very serious matter
for Canada that there should be a large
demand for the payment of call loans
here, whbereas such a call in New York
would probably have very little signifi-
cance. We have no idea of the probable ré-
quirements of the Governmentin regard
ta exchsange, but they have an enormous
amount at present on deposit, and when a
demand comes those whio are carrying
stocks on borrowed money will have ta
meet it ta a great extent. On the 30th
September last the twenty-three banks
in Ontario and Quebec, exclusive of the
Bank of Montreal, helid Government
deposits payable on denand aggregating

$1,261,266, or on an average $55,000 each,
while the same banks held in Dominion
notes $5,655,896,aor an average of $245,000
each. It is obvious, therefore, that if it
should be necessary ta send gold to New
York, the trifling deposits of the Govrn.
ment would be no obstacle, even if, under
the altered mode of holding the Dominion
note reserve, a denand for gold should
lead ta a îvithdrawv al ofdeposits. In point
af faot the preseni'arriangements regard.
ing the réserves are suci as ta render it
improbable that any call for gold would
have the least effect an the deposits.

WTe should be glad if the Gazette would
refer ta somae recent instance af tle Ga-
ornment drawing on ils deposits oaving ta
a demand for gold an its rIesetves. That
it has done so to pay for excliange is quite
probable, but lias no bearing on the ques-
tion at issue. The Gazette's advice we
shall quote in its own words: "lfinsîead
"of looking to He banks foi' gold welin a
"shortage of excliange is discovered, and

the Dominion notes are presented for
"rerlemption, the Government would

place oni tIe Londor market the resrve
of debentures, and sa furnish the ex-

t change sthat 'is required, then the
"Dominion notes wouli actually form the

equivale t of a specie reserve, but not
t otherwise." Place debentures on the
market with over fourteen millions or
deposits lying idle I f f

The progress made in eiectric ighting
although not so effective as anticipated,
bas drawa more of general attention to


