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CURRENCY AND BANKING.

HE last question propounded by the Select Com-
mittee of the Senate on the late financial crisisin
Ontario, was as follows:

““ What tegi lation would you suggest a3 calcnla‘ed
“ to prevent a recurrence ot a similar crisis, and to
‘“ g1ve to the country sound systems of currency snd
* banking, adapted to the requirements of its trade
‘* and commerce."”’

To this query, Mr. Ficher replies that it is his iv-
pression that a Government Bauk of Isiue seems to be
open to the ivsuperable oljection of beiug liable to
become a political and dominant machine in the hande
of the ruling party of the day; also that to compel all
the Banks to use legal tenders on the principle of the
recent Act. would subject tho country to the grave
difficulty of a lock-up of & large amount of capital.
- He guggests that, as there is no reason to suppose that
the public are dissatisfind with the prescnt Bauking
system, and believing that it meets the present re-
quirements of the country, in furniching it with an
elas‘ic currency better than any other system that can
be devised, that the Banks still ¢outinue to issue their
own notes, and a concession be made of circulation
being the first charge against their assets in case of
suspengion He also suggests improvement in the
character of the Banks' Statements, provision for suit-
able Government action in case of weakness on the
part of any Bank, and periodical inspection by proper
officers appointed by Government.

Mr. Hague, in bis reply, goes iuto the question at
length, arguing in favour of the present system, with
some additional safe guards. klis reasons we think,
wi.l commend themselves to most people, and seem
to us sound and cngent, both as to the necessity of
continuing to Bauks their present power of circula-
tion, and the comparative safety and security to
creditors of the existing Canadian system. We give
bis remarks in full that our readers may judge for
themselves of thcir va'ue:

“In answer to this questipn 1 may observe at the
oatset, that it isimportant to estimate accurately what
the powers of legislation are in the matter. No legis-
lation has hitherto been devised, and in my opinion it
would b2 impossible to devise any, by which the fail-
ure ot banking establishments would be eutirely pre-
va.ted. The experience of Scotland, Englans, and
the United States, provee that under every system of
baunkiug which has been known, whether private or
public, whether with guaranteed circulation, restricted
circulation, free circulation. or no circulution at all,
there muy be such bad management, that failure is the
iuevitable consequeunce. It does not seem possible 1o
prevent bad management by legislation, and it is cer-
tainly 1mpossibie by any legislution whatever to pre-
vent bad management from producing its natural re-
sults In rpeaking of bad management, 1 refer wholly
to the management -t a bauk's funds in the way of
discounts and loans, inc'uding the purchass of {0’ eign
bilis. 8o tar as 1l am aware thereis no instance on
record of & bank suspending or failing, except from
bad management ot this description, that i3 eituer in
the way ot locking up the tunds of the bauk iu incon-
vertible secu ities, or in the way of loans or discounts
to parties who became insolvent. 1 give it therefore
a2 my opinion, with due refereuce to the wisdom of
the Senate, that it is vain to expect that monetsry dis-
turbances resulting from the failure of banking nsti-
tutions can be wholly prevented by legislation. W hile
clearly perceiving, however, that the powers of legis-
lation in this direction are limi ed, I am equally clear
that messures may be devised, which, though 1hey
cannot wholly prevent reckles« management, will ex-
ert & powcriul restrainiug influrnce on those who
might otherwise fall into it. (Remarks on this branch
of the subject will b - made further on.)

- In considering the subject of bavking and car-
repey in Canada. it is to be observed that tﬁe question
cannot be considered simply in thelight of an abstract
proposition, and as if a system had to be inaugurated
de novo. We have in existence a humber of chariered
institutions with whom sare inext:icably associated all
the fluancia! juterests of the country; the commerce,
both toreign and domestic, the agricaltural, the manu-
jactures, the fisheries, the mining, the shippiug, the
railwa; s of the Dominion, all stand iu such intimate
connection with our existing chartered banks, that no
measure can be taken either to enlarge or 1estrict their
fuuctions, either to jeopardize or benelit their interests,
but must tell through pumerous chanunels upon every
dejartment of Lus ness, and act at unce on the reve-
bues of the government itself. I hese considerations,
while they should not operate to prevent meusures
being taken tor the improvement and rerormation in
the coustitution and churters of our bauking corpora-
tiouk, 60 »8 to give greater security to the public,
should undoubted y lead to caution, lest in endeav..ur-
ing to remedy evil- in one direction, othersof & graver
sud nore dangerous character are not brought to pass,
1n such an imporiant matter it seem the part ot pru-
deuce to proceed cautionsly, and guided gy the light
of'expe:ience, in the wu¥I of modification and improve-
ment, rather than in that of revolution sud tunda-
mental change, seeking to remedy proved evils, and
to guurd against known dangers, ruther than to give
effect to urtried theorios; tollow'ng the wise exampic
of Great Britain in having a due regard to existing
Interests, considering well whether it is within the

power of legislation to accomplish what is proposed,
weighing the peculiarities and circumstances of this,
as distinguished from other countries, and those of
each portion of it as distingushed from the rest.

“ Approaching this grave and important question in
this spirit, it may be well to inquire at the beginning
wh: ther the system of banking and currency now in
operation in Canada, has been proved in its main es-
gentials not to be a sound and eatisfactory one? [am
aware that it may be eaid that a system cannot be
called round and satisfactory under which two large
in:titutions have failed within two years. Allowing
this argument its full weight in the determioation of
the quertion, we may estimate what that weicht is on
ccns:dering that these are the only two failures ot any
importance which lave taken place for more than
twoenty years; that in oue case every abligation is now
being paid in full with a large surpius for the stock-
holders, while in the other theré has never been a de-
preciation in the value ot claims to the extent ot more
than 104. in the £, while uitimately payment is cer-
tain beyond a doubt. It i3 errential, also, to remem-
ber that during this perind Cauada passed through
two severe commercial revulrions: omne pnucipaily
oppressing the kast and the other the West, and both
producing effects which were protracted with most
depre=ring effect through m«ny sub-equent years. It
is all important to remimber, when considering whe-
ther the system is responsible for these failures, that
during the same period there were numerous tailures
of bankers and banking iustitutions in Scotland, Eng-
land, and the United States, of a far more disastrous
character than there in Canada, und this und-r every
kind of banking system; and that both the Bspk of
England and the Bauk of Freuce dusing the xame
period, have been saved from suspending &pecie pay-
ments only by the direct interference of the Goveru-
ment. Such considerations aud comparisons are es-
gential to a fair estimate -of the importance to be at-
tached to these failures; and, in view of them, the
question may be fairly considered whether failures at
1. ast equal in extent would not have taken place un-
der any other system? Cousidering how revere and
grotrncred the revulsions of 1847 and 1857 were, and

ow every iuterest of the Xust in one cade, and the
West 1n the other, was deranged for years, 1 ask
whether the small extent of bank disaster, in the midst
of such mercontile derangement, does not prove the
system in ita essential features to have been round.
And when the small amount of loss sustained by note-
holders is placed against the impurtant public interest
that have been served by the bauk circulation through
a long course of years, I respectfully submit whether
a case has been made out for the inauguration of a
radical and fundamental change,

“ The banking system of (anada is like that of
Scotland and Ireland, and uclike that of Englaud
and the United States. It coneists of a rmall number
of institutions with a large capital in proportion to
their liabilities and business, the couutry districts
being -erved by means of branchiee This system har
generally had the preference with practical and ex-
periencrd bankers over ons of small Bauks, each
serving its own district or neighbourhood, und being
mn a state of isolation. The system ot iarge banks
with branches leads to the greatest pos-ible economy
of capital; a matter of paramount importance in a
country like Canada It gives to country di-tricts
the security of large institutions, and reuders possible
a far better style ot managemeut. Much as has been
said of the failure of two banks duriug the last two

ears, 1 am convivced that the consequences have

een of the most trifling character compared with
what would have beeun the case in 1847 and 1857, had
Canada been covered with banks of small capital.
such banks, in this country, could neitler make their
depositors secure, nor give accommodation to the
public. They could no! ¢arry on their business with-
out constant re-discounting; they would generaily
be in a state of uneasy depeudence; they would pot
make adequate returna to thei- stockholders, aud the
ultimate result would be that back failures would be
as common 8s the f:ilures of merchauts. Such a
condiiion of the banking ijuterest is the most unde-
sirable possible, even were the note holders ultimately
protezted, for deposotors would be constantly ex-
posed to losser, men ot business to iuterrup'ion of
their discounts, and commerce to uunecessary fluctua-
tions, while bunking cuarges wou'd necessarily be
higher. No one who is acquainted with the working
of Canadian Bavking for the last quarter of u century
wou'd wisn to exchange it for a system like this. Such
8 system might give the banks with large capi al a
cousiderable powor of ¢ ntrol and surveillance over
those rmall loca! institutions; but it does not follow
that such control and surveiila:ce would be a public
beuefit,

Approaching now the imporiant subject of a circn-
lating currency, 1 muet again take the libeity ot call-
iug attention to the potition in which the country is
placed. At rresent neariv all the banks of Canaua
circulate their own notes. ‘The only importaut ex-
ception ir that of the Lank which rece.ves the Gov-
ernment deposits, and transacts the Government buer-
ness, including the agency for issuing and red: eming
Provincial currency. This institution ceased to irouc
its own notes about eighteen months ago, and since
then has beeun issuing only 1bLe notes ot the Govern-
ment, I have already po:nted out that the position in
which this institution stood with the Government,
enabled this change to be carried out withsut disturb-
ance toits general busicess. It would, however, be
tar different with the otbey bauks which have a large
circulation, On this circalation is founded a jarge
amount ot the banking Luriness of the I'rovince of
Ontario, and to destroy it would necersitute so large
a curtajilment of business faci:iti s, thut & repetiticn
of the revulsion o1 1866 would be inevitable. On this
eubject I may quote from that able and practical
bauvker, Mr. Gilbert, and I do 8o the more readily,
because every person of reflecrion, and especially
every banker will at once perceive the justness of the
observations made,

Giving evidence before a Committee of the House
of Commnns. he observes:

“1 speak the opinions of the Joint-Stock Banks
when I sa: that the abolition of the couatry circula-
tion would cause very coun-iderable distress; would
limit the power of the country banks to grant the
same accommaodation to their cust- mers; wou.d com-
pel many of thewr cu-tomers to eelt their property
thus lessoning the value ot real property; that country
bankers would be compelled to increaxe their charges
to their custemers; and, in #ome cases, that those
bankiug establishments would be altogether abolished,
in ¢consequence of not beiny able to supply suflicient
profit for carrying them on; that, in some other cases,
however, the country circulation would be substituted
or superseden by a bill ciren ation, nevertheless con-
siderable distress would exist throughout the country
banks themselves, but their customers and the public
in gereral, would be subject to very considerable loss
a1 d inconvenieuce.

¢« Those banks in Canada whose circulation is much
larger than the amount hev have invested in Govern.
raeut Securitics, cannot redeemn that circulation with-
out calling inJoans and digsounts from the customers
to a sufficiently large extent to enable them to do so.
From my knowledge of the busine<s of the I'ruvince
of Ontario, I shonld estimate that the ticilitie- aff nd-
ed to its merchants and men of businers would re juire
to be curtailed nearly one-third; a measnre, or reries
of measures, which could not be undertaken wiihout
producing the result above reterred to, and leaving
every interest in the country pros‘rate. Coneidering,
therefore, what must be the certain consequences of
th abolition of bank circulation, it is well to reflect
what bens fits are proposed to be s -ught at the risk of
such certain dang re. It it is stated that the princi-
pal benefits souuht are convertibility, and ultimate
security, it shiould be reinsrabered that all expe icnce
shows that it is imp wsihle to prevent bank notes being
sometimes inconvertible.  The bank actof Sir Robert
Peel, in 1844 had for it principal nbject the securing,
at all times, the instant redemption of the Bank of
England note  Yet on three reveral occasions since
the passivg of that act, intensity of pa.ic was xo
great, that had it not been for the interr 1ence ot the
executive, the bank note must have become incon.
vertible within twenty-four hours. 1t is weil kuown
that in May of last year, the Joint Stock Bauks of
London had it in their power to inake the bank note
inconvertible by withdrawing thei~ deposits, aud thet
they tlhireatened to do 8o if the operation of Sir
Rob-rt t eel’s act was not suspended. In two cases
the bank notes of (‘anada have been inconvertible
within twenty or thirty years, and this when the
mercantile system of the country, i 8 credit, capital
and trade were bayond all comparison, weuaker and
more tull of unsoundness than those of the mother
country, Yet #0 stable has been our banking system,
that we have had a far rmal.er average ot banking
disasters. and loszes by bank notcs. ‘o attempt to
secure absolute inconvertibility will resait, mm my
opinion, in entire failure, whilw it i3 certain that in
making the attempt losses and disasters will be brought
ubout, compsred with which the 1 kses by the banke
which have failed are not to be mentioned. In en-
deavouring to provide for the nltimaie security of the
no'e circwiation, the Legisluture propores to itselt an
olject which it is undoubtedly in its power to accom-
p'ish, The Levislature of the Uni'ed Kingdom pre-
vides for safety of the creditors of baiks of issue, by
rendering every stockholder liabl2 for the full amount
of his property. In Canada the sama object Las been
sought, by providing that stockholders snall be liable
for the debts of the corporativn to an amount equal
to double their shares. This provision in my opinivn,
together with others to be found in t“e Bank Char-
ters, and some, which m.y be incorporat-d therein,
will make every yrovision for the security of note
holders and depositors which can be required. Itis
essential, however, that a mode be devised of making
the doubleliability opera‘ive. Uuder such an arrangc-
ment, the ultimate security of note hotdurs will be as
great, as is likely to be attained, even under a system
of Government iseues, or issues based on Goveri-
mental secuvities. l'or uuder the turmer, there is
nothing to prevent the uUovernment, in a time of
pressure, from relieving itselt by suspending gpecie
payments 7The note iu this case_will immediitely
dec'ine in value, precizely as the Notes of our sus-
pended institutions have done. Under the latter, the
fluctvations in the value of Government securities,
e-pecially in times of political distuibance, may reuder
that security most imperiect.

« I consider, th-n, that our present nystem, with
certain improvements to be named Lereatter, is capa-
ble of fuilling everv reasonahte demand, both of con-
trovertibility and security. It is free from certain ob-
jections which lie against other systems of circulation,
and its continusnce wouid #ave the country from a
protracted financial revulsion. 1t produces the g eat-
et economy of capital; it enab’es the largest amount
of facilities to be giveu to trade and commerce; and
it provides, vaturally and easily for those expuvsions
and coutractions which periodically occur in agricul-
taral communities, It s sound in principle, being
based on red mption ingold on derand; and the cer-
tainty that excessive issues must immedia‘ely return,
is au efficient check on irregularity. A Goverument
issue of circulating notes, even if 1t could be subst-tut.
ed tor our bawvk circulation without disturbance, is
open to grave financial and political objections (Of
the former the gravest, in my juadgmeut, is that in a
periogd ¢t pressure the Government could, at pleasure,
suspend payment of its notes in =pecie. A baok cun-
not suspend payment of its not s in apecie without
ruin, Its very existeuce, therefore, i3 bound up in
muintaining specie payments inviolate; but no such
pressure would weigh upon the Government, whose
o, erations under suspension of specie payments would
go on undisturbed. ‘L he political objections to such &
system are perhaps graver still. With regard to &
eystem by which the bank ciroulations is based on
Government securjties, I may observe that it iz in



