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LOANS' AND DISCOUNTS SYSTEMS

01 Europe and America Compared - Difference in
Methods--Two Classes of Loans Coinmonly

Employed Overseas.

The ineen cst of the souindniess af any boua or credit
is its ablilîty at wnaturity ta Jiquidate, itse]f. Sa spake Mr.
J. T. Taibert, vice-presidenit of the National City Bank in an
address beforc tise Amýierican Inistitute ai Banking. Rie pointed
out the differYene, brtwee(n the Amierican and particularly the
U.S. syste a lo n and discounts and that which exista la

Alr roan ;a a present advançe of cash or of credit against
a belie£ lu its future paymient. Credit means belief. A loan
may bie either ln tho, formn af a cash adlvance, or of a eredit
upan an open accounit, or against a written promise ta pay,
-whîch in the ordinary formi la the promlissarr note ai commerce.
The effeet af a loa lathe samre, lu whaItever armtitimay bermade.
When a Joan la made a credit thereby is created, a new power
ta purebase gonds or to payv detat la barn, an active and pa-
tential force is set ia motion, and that farce exista and con-
tines ta exert aa Influence until it la quieted by the extinguish.
ment oi tise debt.
Ability to Liquidate.

. .Tie inherent test ai the soundueë,s af ny loa or credit
19 ita ability nt inaturity taf liquidate itself. New we begia
te arrive at an underatnanding af the reason why mercantile
loana ai high elas are, everywhere canidered desiruble. It la
because oi their inherent power ai self-liquidation. A secured
lolin May be iimmieaaurabîy sznfer againat riait ai eventual los$,
becaluse af thýe aecurity plce bhind it, but such loas maybe faur lesa desîýrable as- banlcing riakas becouse ai the uneer-j
tainty ai their repaymient withaut sacrifice nt a given tie.j

l3eeinig iiow tise aaifetyý of trade boans, and tise reasona fromt
a banker's point of view why they should bc se5 regarded, wecolme to consider two classes ai loas (growiug out ai legiti-
mate trade transactions) whîch aire commnaly emptIloyed in
J-uiropec. It is aur purpose ta caitrat, the use made ai thesecreditai in Euoewith that made ai actual trad(e imans ia this
cauatry. The, first of'these two classes. af course, la aecept-
aneea, whether miade by brnks or by firmal, Thse seond is the,
ordinary trade note, mnade on short titre and beatring two orMare signatures. In Eujropei it la the uisual practice wherc,
credit la extended between tradeamnen ta settle the transaction
by ane or tise other ai these miethodas. The resuilting paper
ruas aay'where front 30 ta 120j days, aithaugs fromt 60 ta 9~0 daYs
la the custom.
Tisree Kinds oi Acceptances.

Acceptances are af three kinda. AI i ebady the samieprlieiple, and invoive but slight modifications lu detuil. A
merchant instead af borrowlag cash or tuking book credit ai
bis~ bunkers inuy arrange ta barraw the use of the bunks credit
for a certain length ai time and uip ta a certain amnount. Ta

iSe thi, credit uvallable he drawa his tinte drafts on the
baik. The batik accepta these drafts for a commission vurY-.iug with the cîrcumstances, but thse eustoaiury charge la 1/ af1. per cent, Aiter procurlng tise bankis l acceptane"- themiercisant, nay use these credits directly ln the settlemernt aibis trade bille,' or hoe aay Aeil the. acceptances thraugis billbroltera la tise apen market. Ia the case ai acceptancee mnadeby primo banka (that is batiks la the highest standing and

cei)the puper always finds a rerady sale ut advuntugeous
rates, If lnstead ai selling thse aceepted bill ia thse open mnarket
the trudesmnan choasei ta iicoulit it with anaother tradequman,
tise maerchant reivlng it may readily rediscount sacis a bill at
bis owa bunker 'a, or he mnay seil it thraughi braisera-, wlith or
withaut bis endorsemient.
Credita are Safely Absarbe&.

Drafts flow iu front ail quarters ai the earth wisence goads
oar rte and teeeredits are silentlly and safe]y absarbed.

Let us examine now inito tise secret afi the mnatter.' Tt la not
a miysteýryý ta bunkers engagedl lu international trade, but it la
none the tesq a subjeet ai abaorbing interest ta ail wisa study
it. There are twa explauations ai this enarmaus aud apparent-
ly easy power ta absorb tradeo indebtedness. The power ai a
b)aÈl ta ccp a draft enablea it ta make use ai, and ta seli
for a legitimate pr-ofit, its credit on short time without parting
with ite reserve moiley. Througis the sale af thia credit tradeI
goea on anid i3 flnauciied -while the banka' cash reservea are held
ta meet current demianda or ta serve as a ais for direct loans
and advuncea. Tise aceptanees ai leading Landau batiks
umtount vormally ta, about twcnty mnill ion pounds sterling, or
say roughly êio0,OWOW. London baniks, therefare, tisraugh
their power ta grant aceeptincePs are enabled ta Tend for legit-
ilmate uses lu trade vat soims witisout depleting tiseir reservea
one pound and without impairiug ta tise extent.ai a single
iarthing their po'wer to mak' additiona«l boans or cash advancea
directly ta borrowers. The saine la true iu practicully ail the
great Europeufl countries. In aur own country, because banka
are not pcrnsitted ta Tend tiseir credit, the granting ai $100,-
0"0,000 ai edditioniil loas in any central reserve city wauld
mean tise iminediate witisdrawal fromt tise chanRela of trade
aud thse locking up Of $25,00,000 ai gold or legal te-nder znaney.

In the U5. S. there is, no systemn of aceeptance at ai
drafts drawn by foreign shippers on American importe
ail go to London for acceptance. American banks are d
of that business because they are denied the rlght to
drafts or to lend their credit. Sa drastic is the law in
of thia in the case of national banks that it la made a
offence ta accept a draft or a check on open aecount,
againat securities in hand, or under any circumastances
againet an actuel balance subjeet ta check on the bank
at the credit of the drawer. This law was, of course,
signed by its freiners to hamper legitimate trade trait'abut snob la its effeet in actuel practice. No distille
sueli cases la made between actual trade drafts or choc
those, which represent speculative operations. Therefg
operationa of lending and of discounting are confined
our baniks ta advances of cash or of book eredita te
tomter, subject to his check, against which, of course, a
must bie carried; or to the purchase af notes, misnamed
merciai paper,"1 which may be offered in the open mai
note brokers, generally on single naines aud unsecure(
purchase of such securities involves the necessity of
out by the bauk of the total amnount of the proceeds
ýnotes to thie depletion of its cash reserves and tu a corr
ing extinction of its power to land. Trade paper beari
or. more nattes of the better clses practically is unkn
America, 
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CABLED NEWS FROM. LONDON.

Canadian Northern Issue FulIy Subscribed-Reci
and Investinents.,

(Cable Correspondence by Specia4 Arrangement with The Montrc

March 16.-The Canadian Northern issue of £t
wasý fully subscribed. In order ta securc its succe
bankers adopted the unusual course of ha1ving th,
tsnder-writtcn firre.

Aniother issue is noted, that of the India Govi
of a new 3,1 per cent. loan Of £3,500,000 at 96.

Uniderwritinig arrangements in progreas fore
mnmerous isusby various, industrial LompIIanieS.
is alsoi a good deal of private selling of bonds of
kinds in the money market, and reports are curreuit
placing of a line of 4 per cent. deblenture stock of ti
adian Northertà Railway at a little under loi, wîîth p;
and interest gzuarantee(d by, the Pîrovince of Ma\nitobaj
Rolproolty and iflvestmêents.

Two or three leading financiers, when askecd, att
the fewness of transactions now taking place in Dc
govOrnment stock to the reciprocity agreement, The
ts alsO slow for provincial governrnent and mnunici
curities.

These authorities recal] how easily the Bricish i
was led to desert the South African market and tu sag
intý*trest in Argentina.

Canada's. present favor is largely due to the greaeý
of hier securities, including governament stocks of
kind,1, municipal issues. railways, mines and idust,
great variety.

Wliat somte of the most conservaîve-minded fin
hiere fear chiefiy is the girowing tendency Io draw
British investors into purely speculative Canadian co
A temporary setback in Canadian conditions and the
quent failure of these concerns'ta earn -dividends muu
believe, set. up a mild kind of. general anti-Caada
here, and put an effectuai check upon the flow of
capital into Canadian developments of aIl kinds.

March i8.-Application has been made to the
Stock Exchange ta list the following Grand Trunk sec,
£700,000 guarantecd 4's, and £r,400,37, p)erpetuai
Ife In Hudmen BaYa.

March z.-The rise ln Hudson's Bay shares on
ican account la attributed herc ta the 'belicf that the
will be split; by agre-ement with chè boaTd at the
meeting ln june, blut 1 have thse highcst authority t,
that the question has flot even been discUssecj arno
,directors. nor is it likely ta be, ceÎtainly flot witjh
of action in the near future.

New comparties registered here ficlude thse Sydney
Breton and Montreal Steamsisip Company, capital ;ýTh- pa;rties concerrsed are E. F. and W. Robert of
pool, Bowring & Company, and thse Dominion CeaI col
British Columbia Rallway Issue.

March 22.-Sbscription lista were Openie
day for £600,000 4U per cent. perpetual consolidated
turc stock of the Br'tish Columbia Electric Raiiway Co
at par.
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