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A N4EW PORM 0P 13ATK STOCK.-
At the recent meeting of the l3ankers' Associationi at

Quebec, a paper %vas rend by Nlr. Farvell, generai
inanager of the Eastern Townshîips Bank, on "L Ieposit
Stock."

lie niakes iiî it tlic proposai to issue a liew forîni of
bank stock. Thlis is to be effectcd by the conversion
of deposits juta stock, wli %vouldl bear a fi xed rite of
intcrest, and carry no responsibihity like ordinary
shares, iior confer the privilege or righit of voting nt
any ilicetiiîg of stock ioldcrs. The advautagcs claiiîed
for this novel arrangement are, first, tlle banks %vould
hiave a large ainount of their deposits miade permanent,
and niot liable ta suddcîîwithdrawval iii timies af panic -
second, as these ftnnds woulcl not bc sa liable ta be
witlîdrawn, there wvould be no iieed ta hold an>- cash
reserves for thieir p)rotectioni,.and prompt convcrtibility,
b>' wliich menus thieir ictive resources %votld bc pro-
portionately eiilargeti. 'flic proposai is beset ivitli
practical difficulties, !;,%Ie of which the author of the
paper scerns iîat ta ]lave realh-.ed. The first and maini
objection is, that the ]lank Act mnakes nîo provision for
sncli a neiv forin of stock, iindecd its issue would, be a
direct infriîîgcment of the Act. The Inn' is that the
capital stock can only be «inicreasedl fromn timie ta lime
hy sncli percentange or sncbi antount as is cietcriîîied
tipon by' by-laiv passed by tlic sharcliolders, at the
anuai meeting. or any special getieral mîeeting called
for tie purpose." Thiis nctiah issubjed ta flic appraval1
of the Trensury Board. Thei capital stock ean only be
recluced under sixuiilar conîditions. If a bail], isqued
'ldeposit stock," it woulcl ;need ta have thlpoere ta
raise ar depress the niionîit of its capital froîîî day ta
day nt lte -%vih1 a ofi hManager. We subînit thant nio
body of slinrcholclErs vrould approve af sucli a power
being vestei ii, anv officiais, it woulcl bc a serions anid
dangerotîs iinfrinigc~ent of their righits. Nor would
the governînient sanction a sehierie whicli ses aside its
present veto power on the extension or contraction af
batik capital. Thl an' provides for the calling up af
paynients from stock lioldert ta iake gooci ny imîpair-
ntient of the capital af a bnk, and the shînrelolders are
liable ta, such calls ta tlle exteîît af thicir iiîvcstiiîent.
If l'deposit stock " lind such liabilities it would; îîot be
accepted by depositars, andi, if tlîcy were inot ta bc sub'
ject ta such liabilitics, thc other sharebaolders %vould
decline ta grant snich discrimination.

Depasits iiiider esxistilig conditions are practically ail
<' Payable an dcmiaud'l, the tinte condition requiring
niotice af3o or6a daysiot beiingenifarceci. Ikesides, the
liabilities ta calis ta inakile np lasses af capital, andi ta
pay creditars vhîeîx liquidation is liecessary, the stock.
hliers are lhable ta Ixoic t1heir stock without gutiig
any divicleîd. But the ',deposit stock " is ta be gil.-r-
nteed a pernmanent div'idencl, besics bciing t'ree fraîn
liabilities. We aire satisfied that, legislation wvould
not bc sanctioîec b>' existing stockholders wlîich miade
any sncli provision.- Sa nîncli for legal difficulties.
Depasitors r.aw place thecir iiianey witi Ille assurance
af its beinig available nt ny moment. Thîis it is wliich,
induces thîei ta acccpt ainoderate rate of interest. If,

OCrronEn 1, 1995

liovever, tlicir cleposits were coni'erted inta stock, irre-
d1enable nt cati or on short notice, the>, would i atur-
ahly expeet ta be rcinuunerated for the restriction by a
iiniîcli liigler rate of intercst. 'lo secuire an additional
lialf per cent., as is propoyed, for 'ldeposits " being
turned iat stock," seis ta uis a whoiiy iinadequiate
rccoipense for (leposits be.ng inconvertible, wvhen the
convenience ai the oinier requires bis mione>. If then
baik" gave ail additional, anl adequate rate for deposits
ini the forîin af stock, the>' would lase flic profits niow
derived fromn deposits at a Ion' rate. P>ermnîent depo-
suts at a hiiher rate than pramptiy convertible ones
would tiiemi bo lia adi'antage ta the batiks. The liold-
ers of snch 1' deposit stock " would ]lave ta put such,
stock oA the mnarket, and go thirougli the fornialities
and inceur ltme expeuîses of a transfer, before they could
realize on thien. As th --great mnass of depositors are
farniers, :and sncb persans as arc ixot at ail familiar with
stock buisinless, we na>' bc certaini that the prelim-
mlaries ta gcttimg timeir deposit nmiomîcy would be exceed-
igiy unlpopular, a-id certain ta be inisunnderstood.

Basks n'oulc run inmminent risk of a mnl on 'their ordi-
inary deposits if liolders af 'ldeposit stock " found it
difficuit la couvert sucli stockz inta money promptiy.
rhxis danger Nfr. Farweli sceins îlot ta bave considered,
but it is onc wvhich is quite ciiougli iii itself ta prevent
balîkers approviimg of 1« deposit stock,." Deposits. noîv
rr open ta wvitlidrawal ini conveniemt aniaunts, îvhich,
ean be replaced at any lunie. If thiey were converted
inito the liew forn af stock Ibis could niot bc donc, as
fractions ai a sîmare could tiot be sold, and the amount
Illc owîîer ineeded nîiglit niot ineet %vith, a buyer at the
mîomnt af ]lis îîeed. It is truc the stock couid be bar
rowcd iipon, but sucli lans would carry more interest
thian hIe stock, andc the full face value could flot be ob-
îanie b>' a loai. This aperatian ta tic bulk ai depo-
sitar-s would lie exceediîîgly distasteful, as tlîey usually
are very careful miat ta let ailiers kniow wvhmt thîey have
an deposit iii a bank. If Ille batiks ivere gmaiited
poiver ta boan oui tîjeir 0wn (leposit stock, we iear they
wouîd be put ta snch, trouble, especially at certain per-
iodic scasonis, and in iicns îvbenl confidence ivas dis-
turbcd, as w'ould render xîugatory any advanitage pas-
sible ta bc dcmivcd frouin a portion of tlicir deposits

bein niale prmannt.If holdlerso a ibstcck ,could
only borrow up a certain percentage af its face value,
Uic impression would be crented that the depasit itsehf
ias niot worth its face nînaunt, Nvliich wvanlc çu'catc dis-

trust, andi leaci ta withdrawals afordinamy depasits. As
ta tie beniefit wluich, it is -illeged, would arise ta batiks
froin hanving a portion af thecir cash reserves reîeased,
we (Ia iiot v'alue it as worthi inucli, as xve doubt îvhether
aur ptrudlent bankers wauld rezduce thecir cash and
avnailblc resaurces belowtUic presnt averages. These
cansicierations are, we subnmit. anîply suflicient ta cause
bankers la regard the proposcd conversion af depasits
iîîto 1'deposit stock," as iîîadvisable, even if it %were
practicable, wvbicli is moare thian cloubtinl. The Banik
Act is a iniost excellcent onîe, the proposed scienic is not
ai juistifyinig cause for its being reniodelled. WhVleu a
incasurc ivas subtitted ta, Lord Meibourne--one of the


