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ANOTHER MONETARY CONFERENCE

Tue present period of world-wide commercial depression is
affording to the bimetallists a most favorable opportunity of
agitating their cause, which they have not been slow to profit by.
Within the past few weeks in the German Reichstag a motion
favoring an International Monetary Conference, proposed by
a supporter of bimetallism, was carried by a large majority, and
subsequently we have seen that a similar resolution was passed
by the British House of Commons. The fact that the two
nations which have been regarded as most wedded to gold mono-
metallism should have been induced to originate the proposition
for a Monetary Conference, has been heralded as a great triumph
for bimetallism, since the avowed object of such a Conference
1s to devise a plan for the greater use of silver in the world’s
Monetary systems. Much of its apparent significance disap-
Pears, however, when it is remembered that the resolutions in
both cases were carried by the votes of members who are un-
Compromising opponents of bimetallism, but who are quite wil-
ling to help forward any movement looking to a greater use of
silver—in the currency systems of other nations. Neverthe-
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less the action of these governments does possess some
significance in that it indicates the existence of a feeling,
however well or ill-founded, that a measure of relief would
be afforded by any economically sound plan under which
silver would be utilized to a much greater degree as a monetary
basis for the world’s commercial transactions. That the Con-
ference will result in such a plan being evolved, however,
no one believes, but besides affording an opportunity for
profitable discussion of a subject of vast importance, 1t
will doubtless serve the purpose of demonstrating at least
the futility of the hope that even all the leading commercial
.nations can be induced to enter into the agreement which
would be necessary to the institution of bimetallism.

PRIZE ESSAY COMPETITION, 1895

Tue following are the subjects chosen by the Committee on
Essays for the Competition of this year :

SENIOR COMPETITION

Describe the cause of the decline in the value of products,
and indicate to what extent it has affected the general welfare of
Canada.

A first prize of - - - - $1o0
A second prize of - - - - 60

JUNIOR COMPETITION
Give an account of the resources of the Province in which
you reside, and trace their recent development or decline.
A first prize of - - - - $60
A second prize of - - - - 40
CONDITIONS

Competitors eligible for the Senior Competition will com-
prise Managers and Senior Officers who have had a banking
experience of not less than 10 years.

Competitors eligible for the Junior Competition will com-
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Prise all under 25 years of age, whose banking experience does
Dot reach 1o years.

The essays in the Senior subject are not to exceed 10,000
words, and in the Junior subject 5,000 words. All essays must
be typewritten, having the writer's nom-de-plume or motto, also
typewritten, subscribed thereto, and be lodged with the Secre-
tary-Treasurer not later than the fifteenth day of May.

The address on the envelope containing the essay must be
typewritten, and to insure identification of the essayist, a separ-
flte sealed envelope, with the address also typewritten, contain-
Ing the name, rank, and place of employment of the competitor,
along with his nom-de-plume or motto, must also be mailed.

A Special Committee will examine the essays and decide
the prize-winners.

t' The Prize Essays will remain the property of the Associa-
10m,

The envelopes of successful competitors only will be opened,
€Xcept in cases where a competitor indicates on his envelope
that he would like his identity disclosed.

-

A Correcrion.—In the article upon the late Mr. Stevenson,
I our December issue, the date of his death should have been
8ven as roth Dec. instead of the 11th.



FROM ANOTHER POINT OF VIEW
BEING SOME THOUGHTS ABOUT TRADE AND THE GROWTH OF
CORPORATIONS

As a constant reader of our Journar, I am beginning to
realize what an opportunity its publication affurds to us as
bankers to exchange ideas about subjects of interest and to
obtain the opinions of others upon matters of importance to our
fraternity. The Council of the Canadian Bankers’ Association
very properly decline to be responsible for the facts furnished or
opinions held by the author of any paper published in the col-
umns of the Jour~aL. It is, therefore, open to any member of
the Association to challenge the statements or oppose the argu-
ments of another writer without being considered to array him-
self in opposition to the views of the editors of the JournaL.
Permit me then the use of your pages for the purpose of
courteously reviewing an article which has assisted to make the
December number of the JourNaL the most interesting yet pub-
lished. It is to the positivism of the author of ¢ The Growth of
Corporations” my desire to review his article is owing. Mr.
Fyshe’s manifest belief in the impregnability of his position and
the soundness of his views must have arrested the attention of
many of his readers, and 1 trust that my attempt to express
some of the thoughts engendered by perusal of Mr. Fyshe's
article may be the means of eliciting the opinions of others upon a
subject quite as interesting as any treated of by that clever and
miserable pessimist, Mr. A.J. Wilson. Inarecentnumber ofthe
Investors’ Review, Mr. Wilson discusses the question, ¢ Is trade
going to revive ?”  If the process of impoverishment which,
according to Mr. Wilson’s statement, is ever widening, forbids
any higher prices for the staples of life, if the * drift of events in
this modern world of steam and electricity, unprecedented
capitalization of inventions and pawning of human lives” indi-
cates ‘““descent towards universal decay’ and shuts out all
possibility of a revival in trade, then it is high time that those
engaged in the pursuits of banking and commerce ceased to
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bother about the things of this earth. Out with such gloomy
predictions! Does the history of the world furnish no examples
of recovery after each former crisis in finance and depression in
trade? l

Mr. Wilson, editor of the Investors’ Review, is always
able and ready to tell his readers in a very forcible way what, in
his opinion, the world is now suffering from. Perhaps to dull-
ness may be attributed my inability to find in his utterances
any suggestion of a remedy for the deplorable state of affairs he
seems to delight in dwelling upon.

I have referred to Mr. Wilson's question ¢ Is trade going
to revive ?” (to which I am almost tempted to make the flip-
Pant rejoinder ‘¢ Of course, apples will grow again,”) because I
find something equally irritating in Mr. Fyshe's article upon “The
Growth of Corporations.” The latter also revels in gloom, and
quarrels with the existing condition of things. To enable the
biz men to become bigger he proposes that they should swallow
their smaller brethren. Let us briefly review some of the pas-
sages in ¢« The Growth of Corporations.” It will be noted that
Mr. Fyshe does regard one of his pen pictures as likely to pro-
voke adverse comment. For, after blaming the ‘ great com-
Pleteness and efficiency of our banking system ™ for extending
credit everywhere and thereby creating *a vast army of impe-
Cunious traders,” he pulls himself up with a jerk and adds,
“ This is not a caricature, but a simple statement of fact.” Mr.
FXShe fails to see that even his supposedly well considered
opinion does not of necessity constitute a fact for the rest of the
World to silently accept.

' Hence it is that I quarrel with his positivism upon matters
wh}ch, if differently presented to view, might have far greater
weight with his readers.

If the tendency of the times is towards the formation of big
Corporations ; if individualism in banking, trade and commerce
Is dying out; if the business of the world is in the future
to be conducted by joint stock companies of enormous size,
po‘f"er and importance ; and if the object and intention of these
1e‘Vlathan companies is to prevent competition by what Mr.
Fyshe terms ¢ amalgamation or otherwise,” then it is surely
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time for the peaceful manager of a small bank, or the honest
individual tradesman with a moderate capital, to consider
what haven of refuge the future opens for him.

But, perhaps, there is no occasion for uneasiness, and we
may find in the very positivism of Mr. Fyshe the proof of the
bogey-like character of his article. I, at least, derive comfort,
so far as the immediate future is concerned, from the closing
sentences of Mr. Fyshe’s article. He says:—

‘“We are beginning to see the weakness and waste of
numerous small organizations and the folly of competition. In-
deed, competition, while it has been of much service to the world,
is becoming less and less useful, where not absolutely hurtful,
and now beginsto give evidence that it is approaching the period
of its old age. It was chiefly necessary in order to make up for
the lack of proper organization.. When the latter is achieved,
we may regard the rapid disappearance of competition with com-
parative equanimity.” What a beautiful dream for a practical
banker !

To quote from a well known comic opera, it will also be
for those outside of the big corporations, a ‘ time for disappear-
ing” into comparative obscurity.

It seems to me, having read Bellamy’s pretty picture (“Look-
ing Backward "), that the author of “ The Growth of Corpora-
tions,” although a shrewd banker, sometimes dreams of an dyllic
state of things. Fancy the cold, cruel business world becoming
so Bellamystic as to consent to be catered for by one big Empor-
tum or Universal Trading Corporation, to be willing to leave the
rates of exchange and interest to the fiat of some one enorm-
ously bloated bank, and, in this unique and supposedly happy
condition of things, “regarding the disappearance of competi-
tion with comparative equanimity.”

I venture to think that, when the big corporations attain
their full growth, and succeed in swallowing or amalgamating
all small competitors, instead of competition becoming less and
less useful and showing signs of senility, it will then be at its
best and liveliest, and most useful as a protection to consumers
from the natural rapacity of powerful monopolies.

Mzr. Fyshe refers, at the commencement of his article, to
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Adam Smith’s prediction concerning joint-stock companies
that, save for the purposes of banking and insurance, such com-
panies can seldom fail to * do more harm than good.”

Mr. Fyshe states that this was written by ‘the wisest
man of his time, only 120 years ago,” and then goes on to say,
“to day the most conspicuous economic fact in the world is that
what we may call individualism in trade and industry of all kinds
is rapidly dying out, while its place is being taken by those very
joint-stock companies which Adam Smith deemed so inefficient,
and to the growth of which there seems to be hardly any limit.”
Is it not just possible that Mr. Wilson or any other seer of change
and decay may, 120 years from to-day, prove to have been, with
Adam Smith, * the wisest man of his time,” astray in his opin-
ions, and that Mr. Fyshe’s belief in the rapid disappearance of
competition may yet be found by those of us who are permitted
to enjoy a second term on earth to have been based upon noth-
ing but hope of the extinction, absorption, or amalgamation of
his neighbors.

It is pleasing to observe that Mr. Fyshe does not claim for
a movement having for its object the creation of big corpora-
tions, that it is *fraught with great potential blessing to the
world.” He even refers with some warmth of invective to the
so called Trusts in the United States as being « little better
than vampires,” and admits that ¢ there is no more urgent work
required of our legislators than the enactment of proper restric-
tions and regulations for all joint-stock companies.”

With Mr. Fyshe's ideas concerning the pensioning of
employees, [ am, of course, thoroughly in accord, and his
reflections on the continual battle between capital and labor
form for me the most interesting paragraphs in his article.

But, with his following regret that the borrowers from our
'banks who succeed in making money are thereby rendered
}Pdependent, and by ceasing to borrow drive their bankers back
into the wilderness in search of * new and hungry aspirants to
Position and wealth, who will borrow our money and use it in a
Probably vain competition with their successful predecessors
who are now using their own,” I am simply entertained.

Mr. Fyshe also states, without any apparent regard for con-
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trary opinions, “there will never again be the profit in banking
that there has been,” and adds, ¢for all the really legitimate
business there is to be done in this country, we have about three
times as many banks as are required.”

I'am willing to admit that banks, like grocers’ shops, are
somewhat numerous in certain localities, But the phenomenal
earnings of some of our banking institutions only so recently as
two years ago, when the troubles of our Republican neighbors
enabled some of us to select from sheaves of gilt-edged bonds, etc.,
security for money advanced at a rate of interest practically
named by the lender, leads me to question the wisdom of Mr.
Fyshe'’s statement that apples will grow never again, that
profitable banking is a thing of the past.

Let me now refer to the passing reference made by the author
of “ The Growth of Corporations” to the necessity for “ wise
bankruptey legislation.” W hy such legislation should of neces-
sity result in the restriction of credit, reduction in the number
of traders, and therefore of bank customers, is beyond my com-
prehension. Perhaps Mr. Fyshe lugged in this conclusion as a
means of introducing his opinion that “by some means or other
it would be wise to think of bringing about a reduction in the
number of our banks.”

Even if the officials of our banks fail to find comfort in Mr.
Fyshe’s reference to this age of rapid transitions, and cannot
accommodate themselves to the prospect of being * wiped out
altogether ” when small competing institutions are amalgamated
with or swallowed by the surviving ‘““one or two” unnamed
banks, we have the soothing assurance of Mr. Fyshe that the
banking of the country could then be done much more effect-
ively and economically. I must leave to those who have served
the Bank of Montreal, or some other large institution, to deal
with Mr. Fyshe’s graceful tribute to the managers of successful
small banks when he says, “It is perhaps less difficult to
manage large than small banks, and it should be proportionately
much more economical.” Who rises to respond ?

There is such strong common sense, and effective, if blunt
argument in parts of Mr. Fyshe’s article upon “ The Growth of
Corporations,” that many of his readers must surely share my
regret at finding this recent contribution to the JourwnaL
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disfigured by the positivism which always destroys the best
thoughts and proposals of an extremist. ~Why should Mr.
Fyshe, towards the close of his article, affirm so positively that
the condition of the country does not admit of an increase of
business for our banks, and why should he refer to the
““ wasting competition which threatens to prove fatal to the banks
and public alike” as suggesting amalgamation (much as it
would improve the banking business in his city) as the only
Panacea, the sole chance of salvation? Surely he must realize
that many of his readers will not need to glance at the Govern-
ment statement of the condition of Canadian banks to recall that
some of them (even in the little province of Nova Scotia) con-
tinue to grow and prosper regardless of the * wasting competi-
tion” which, according to Mr. Fyshe, has rendered profits
“so infinitesimal that it would almost require the aid of a
microscope to see them.”

Is the condition of the country to-day to be its condition for
all time to come ? We know to the contrary.

Before closing this brief review of Mr. Fyshe’s article and
the thoughts it has engendered, I wish it to be understood that
I do not view with any alarm the growth of corporations. I do
not fear for the world any evil which we “cannot eradicate re-
sultant from the amalgamation of banks and the formation of
big companies. Personally I would rather be a door keeper in
the banking house of some leviathan institution in Montreal,
with a good pension in prospective for my declining years, than
dwell as a manager of a little money box in Queerboro'—
Providing the salary attached to the former position was in
keeping with the size of the bank and the character of my door
keeping.

But Mr. Fyshe has signally failed, in my opinion, to show
that the growth of corporations betokens for competition the
Period of its old age. 1 am rather inclined to believe, on the
Contrary, that competition is only in its infancy; that the build-
Ing up of big and necessarily rival companies will witness a war
of rates such as will enable consumers to always preserve some
flecent chance of living. For Mr. Fyshe (again resorting to
Invective) has to admit that the present experience of the world
With big corporations, owing to the expenses of management or
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the rapacity of shareholders therein, is calculated to make one
think “they are controlled by men of the buccaneer type. who
run them for plunder or swamp them with watered stock in the
very act of creating them.”

With Mr. Fyshe's sensible wish to witness the disappear-
ance or amalgamation of some of our banks, I am thoroughly
in sympathy. But is not this coming about gradually ? In this
corner of the Dominion we miss the names of SiX or seven insti-
tutions, of say twenty years ago, and the diminution in the
number of Canadian banks is nearly asrapid as in Scotland,
the country named by Mr. Fyshe.

I class Mr. Fyshe’s positive statement, ‘‘we shall never
again see the profit in banking that there has been,” with Mr.
Wils)n’s equally pessimistic prediction that trade will not revive
and that everything indicates ‘¢ descent towards universal de-
cay " and demnition bow-wows.

Trade will revive and our banks flourish long after Messrs.
Wilson, Fyshe and the writer have ceased to fret and worry
about money and clothing. Looking down from our next place
of abode, we shall see occasional periods of depression, as now,
clearing the commercial atmosphere, periodical seasons of sun-
shine in banking circles, followed by days when financial ruin
and disaster are visible on the horizon. In all ages of the world
prosperity and hard times have been known, and those who
truly realize the drift of things will abandon pessimism and cling
to the hope of better days.

Doubtless others than the writer have observed in « The
Growth of Corporations ” the same spirit of fault finding which
is so markedly a characteristic of the editor of the Investors’
Review, Mr. A. J. Wilson, who is a chronic fault-finder, the
Labouchere of the financial world, tilting at real and imaginary
grievances alike, suspicious of everybody and everything, and
always eager to advise upon or moralize about occurrences the
particulars of which are unknown to the general public. He is
the great self-appointed moral censor of the financial world.

I will presently adduce instances of Mr. Wilson’s chronic
fault-finding. Before doing so let me point to the evidence that
the clever and forcible author of ¢ The Growth of Corporations
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is also inclined, perhaps as the outcome of constant reading of
the Investors’ Review, to harbor cynical doubts of the future of
our race, and to find fault with our present condition.

Mr. Fyshe complains, in an article intended to show * the
beneficial results to society which will probably accrue from the
growth of corporations,” of many things. I think it can be
shown that the  unhappy condition of the world at present
has probably been a theme for moralizing about ever since the
garden of Ede . incident, and that incompetent and dishonest
traders, failures and frauds will always harass and vex the souls
of upright and honorable competitors in business.

However, it is to two statements of Mr. Fyshe that these
rambling, ill-expressed thoughts of mine may be attributed.
When Mr. Fyshe states ¢ there will never again be the profit
in banking that there has been,” he is much more positive
about the outlook than was Adam Smith when writing about
joint-stock companies 120 years ago. When Mr. Fyshe blames
“ the great completeness and efficiency of our banking organi-
zation " for creating “a vast armyof impecunious traders,” and
blames an indulgent community for shouldering losses incurred
In business instead of ordering those who fail thereat to be exe-
cuted, he is merely furnishing his readers with proof ‘that an
otherwise excellent article is the work of an extremist and a
disciple of Mr. A. J. Wilson.

Before closing, let me give a few examples of the growing
disfiguration of the Inwestors’ Review, an otherwise readable
magazine, by the chronic and sometimes purposeless fault-
finding of its editor, who believes that the world has nearly
reached ¢ the turning point of a descent towards universal
decay.”

The aim and purpose of Mr. Wilson's editorial life seems
to be fault-finding. His self-satisfied replies to shareholders
Injured by his attacks show that he is not a fair and unbiassed
critic of the companies about the operations of which he must,
of necessity, be frequently only half informed. However, it is
to Mr. Wilson's reference to the colonies I wish, in closing this
article, to briefly refer.

One might find it possible to forgive the attitudinizing of
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Mr. Wilson as the inspired patron saint of investors. But no
true Canadian will suffer in silence the persistent sneering
allusions of this self-sufficient, conceited Scotchman to Canada
as the hot-bed of wild, reckless extravagance and incapacity in
the administration of public affairs, nor tolerate his charges of
political and commercial immorality. I observe in the last
number of the Investors’ Review an article recommending for
Canada political union with the United States.

Who is this Mr. Wilson, that he should consider himself
Justified in writing as follows upon the condition of affairs in the
colony of Newfoundland ? Has he personally learned aught of
the past, present and future of Newfoundland? Let me quote
from Mr. Wilson’s article, ¢ The Ruin of Newfoundland ;"

““Its only currency consisted in the notes of its two banks,
now insolvent ; and when they stopped payment, the slender
amount of specie in one of them was claimed by the Govern-
ment as property of the savings banks whose deposits, with
true colonial recklessness, it first ‘guaranteed ' and then lent
to the other banks without security.  One of the banks which
failed—the Commercial—was found to be a mere empty shell.
Those who managed it had used up its resources and its
‘credit’ also in the approved colonial style.”

By what right does Mr. Wilson seize upon the failure of a
couple of banks in Newfoundland and the weakness of its Gov-
ernment, as the occasion for such a tirade. True colonial reck-
lessness!  Approved colonial style! Mr. Wilson is quite a
pretty picker of phrases. But this chronic fault-finder mars all
the good he might do by the clumsiness of his probing into the
sore spots of this work-a-day world, and the rough and brutal
style of his pessimism. He forgets that any gentleman of
colonial extraction has now the right to ask Mr. Wilson some
questions.  There are little bits of English history which serve
to show from whence the colonists of to-day imbibed some of
their peculiar methods in financing, What also would Mr.
Wilson think of a writer who referred to the disposition made
by his countrymen of a certain king of England as being in ac-
cordance with our ideas of * approved Scottish thriftiness.”

Again referring to Newfoundland, Mr. Wilson states: < The
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business of the place suffered complete paralysis until such
time as the Bank of Montreal arranged a loan to the Govern-
ment and sent along some of its specie and notes. Without
help from London in the shape of a new ‘ Government’ loan
floated here, that debt will never be repaid, for the Government
has no money, and its expenditure habitually exceeds its income.
We should like, then, to know on what terms the Bank of Mon-
treal has made the advance.” Mr. Wilson then winds up his
extraordinary reference to the trouble in Newfoundland by a
startling statement, coming as it does from a representative of a
race usually distinguished for caution, ¢ This is the kind of
thing which has gone on, and is going on, in all the dependen-
cies of the British Crown.”

It does not seem to occur to Mr. Wilson, of the Investors’
Review, that the general manager of the Bank of Montreal saw
no good reason for consulting Mr. Wilson about the business.
of that eminently successful institution, and that his inquisitive-
ness about the terms of ¢ that advance” is the unconscious.
rudeness of ignorance. I have no doubt that Mr. Clouston will
be thoroughly frightened by the positivism of Mr. Wilson when
he states ‘¢ that debt (referring to the loan to the Newfoundland
Government) will never be repaid.”

But I am occupying too much of your space in discussing
Mr. Wilson. When I first subscribed to the Investors' Review,
the editor's vagaries were considered by me to be the eccentri-
cities of a genius. I am now beginning to regard his ravings.
about true colonial recklessness and approved colonial style as.
feeble imitation of Laboucherean audacity, so attractive to many
of the readers of London Truth.

If Mr. Wilson chooses to forget the past history of the
world and imagines he has discovered in the present state of
trade and comuierce a very unique condition of affairs, let him
recall a certain passage from the History of Currency recently
published by Mr. W. A. Shaw.

This studious and thoughtful writer of a work praised by
Mr. Wilson himself, tells of a crisis in the 17th century so-
Severe that ¢ properly speaking, there has been no subsequent
crisis in European history fitly comparable with it.” Again,

’



264 Fournal of the Canadian Bankers’ Association

‘“ by the end of the year (1621) there was no money in the coun-
try, and trade was at a standstill. The ordinary taxes of the
country could not be levied, or, when levied, provided only a
fraction of the estimated amount. The expectation of outbreaks
were great, etc,, etc, ”’

This is almost a picture of the condition of Newfoundland
to-day. But, even as England has known seasons of prosperity
since 1621, so it is not too much to expect that the Colony of
Newfoundland and the Canadian banks now assisting in restoring
the credit and reputation of that island, should receive from Mr.
Wilson words of comfort and encouragement rather than a brutal
opinion that the day of finally winding up Newfoundland (what-
ever that process may mean to Mr. Wilson) may be delayed a
few years longer, “if the population does not in the meantime
die of starvation.” What a pleasant, affable, kindly gentleman
this Mr. Wilson must be,

But let me abandon these thoughts about “The Growth of
Corporations” and Mr. Wilson's question, “ Istrade going to re-
vive?”’  For, despite the gloomy interrogatory of this self-
satisfied editor, the present depression in business will disap-
pear like mist before the sun, and Mr. Fyshe can rest assured
that, even if the phenomenal earnings of our banks in 1893
were not duplicated this year, he is not justified in saying
“ there will never again be the profit in banking that there has
been.” The history of the very successful bank of which he
is the able manager opens such an assertion to the good-natured
comments I have attempted to make upon his recent article in
the JournaL of our Association, and the history of the world
forbids us to treat Mr. Wilson, of the Investors’ Review, much
as I respect a man of undoubted talent, very seriously.

For Mr. Fyshe’s utterances upon all matters of banking and
finance, I have much respect. He has succeeded in building up
a prosperous institution even at a time when Mr., Wilson has
been preaching woe and universal ruin for the colonies, and
bankruptcy for the Empire at large.

But, when considering Mr. Wilson, we must not forget
that he is writing for his patrons, the readers of his magazine,
the British investors and bondholders. He naturally desires to
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impress his subscribers with the belief that their adviser is per-
ennially pregnant with premonitions of trouble, charged with
wisdom and information denied to directors and managers of the
banks, railway companies and other corporations whose man-
agement he so freely criticizes and usually thoroughly condemns,
or, at least, damns with faint praise.

Careful perusal of Mr. Wilson's ¢ Balance Sheet Facts and
Inferences,” in the January and February numbers of the
Investors' Review, will serve to justify my contention that the
best work of this brilliant writer on financial matters is spoiled
by persistent sneering at directors’ reports, and chronic fault-
finding with the condition of the world in general and the
colonies in particular.  Perhaps he is only a very shrewd
Scotchman. Preaching, as he does, almost universal ruin, he
must sometimes ‘“ strike it rich,” and then his admirers feed his
ever-growing conceit with their tribute of ** wonderful Wilson-—
he alone was able to predict this disaster.”

Joun KNiIGHT

HUMORS OF THE CURRENCY REFORM AGITA-
TION IN THE UNITED STATES

IF the fact that the United States Congress has been strug-
gling for some months with a currency plan based in some of
its essential features upon that of Canada, has had a tendency
to render Canadian bankers unduly self-satisfied, the reception
Which this plan has met in some quarters, and the incidental
references of its opponents to Canada and the Canadian system
of banking, are somewhat calculated to subdue that feeling.

. The Empire of Finance and Trade is the name of a journal
Published somewhere in the United States. Itseditor has recently
unburdened himself of some original thoughts as to the working
of the Canadian Bank Currency System, if we may credit a
Quotation by another eminently respectable journal. He objects
Very strenuously to the adoption of any new currency plan in

.
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the United States which in any respect imitates our own, and he
deplores the fact of American financiers being so pressed for
original ideas as to borrow the plan of a British colony in order
to find a new and destructive system.  \We learn from him that
Canada is seeking some plan more suited to its needs than that
now employed, and—more interesting still—that the Canadian
system is but the product of a system remodelled somewhat after
that of the National Banking System, that whatever of good there
isin it is from that system which the United States officials
wish to discard, and whatever of evil is from the Canadian
element still inherent in its make-up. ¢ The only thing that
* makes the system tolerable to even the Canadians is that by
‘it a system of large central institutions, and the use of thor-
“ oughly trained accountants, can be operated | Without these
“the Canadian System of Banking would not answer even in
. ““that British colony.”

The editor of our contemporary believes that *what is
‘“needed in the United States is a thoroughly American system,
“original and complete in itself, one that the Canadians can
“afford to discard their own cumbersome plan for, without
‘¢ loss or regret.”

W. P. S1. JouN, President of the Mercantile National Bank
of New York, before the House Committee on Banking and Cur-
rency :—** I desire further to object to Canada as a criterion for
‘“the United States. Canada will be a criterion for the United
“ States when the eagle takes dictation from the humming bird."”
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THE CANADIAN BANKING SYSTEM
1817 - - - 18go

BY ROELIFF MORTON BRECKENRIDGE, Pu D,

CHAPTER V

PROVINCE OF CANADA, 1850-1867

§ 23.—THE FREE BANKING ACT GOF 1850}

IN the session of 1850, the Honorable William Hamilton
Merritt introduced in the Legislative Assembly a bill “to
establish Freedom of Banking in this Province, and for other
Purposes relative to Banks and Banking.”

The group of large chartered banks which had hitherto
carried on the banking business of the Canadas seemed to the
8eneral public to be insufficiently equipped with capital. Their
efforts, indeed, during the eight years preceding to secure
additional capital authorized by the Legislature, had met
only a partial success. The new banks incorporated in 1841
and 1847, three in all, had failed to secure the capital required
by law before they could begin operations, and had forfeited
their charters by non-user. These facts were not considered as
evidence to the effect that Canada already had all the banking
investments it could attract. Complaints of a lack of banking
facilities were frequent, and there was a wide-spread agitation
for an increase of bank capital, for the territorial extension of
banking facilities, and particularly for the incorporation of small
banks in the lesser towns, where local opportunities for accom-
Modation were much desired.

Important safeguards in the existing system were the large
Capital stocks of the banks, the small number doing business,
the broad fields from which they drew their business, and the
Prudent and cautious manner in which that business was, as a
Whole, conducted. It was thought that in maintaining the sys-
tem it would be very difficult for the Legislature to refuse to in-
x—

p“blisl‘x §§ 23-27, inclusive, have been re-written from the article “* Free Banking in Canada,”

ed in the Journal of the Canadian Bankers' Association for March, 1894.
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corporate small banks for the small towns. But to allow such
institutions the important privileges of the chartered banks,
especially that of circulating notes as only a general charge
against assets, seemed too great a risk. If small banks were to
be established, it was necessary to devise some other plan for
issuing a sound currency.! There was no bank of such pre-
dominant position that to it alone, as to the Bank of England,
the function of issue could be entrusted ; alter the failure of Lord
Sydenham’s proposals of 1841, there was no probability of estab-
lishing a Government Bank of Issue ; and the Government itself
was in such pressing financial need that any step towards relief
would be welcome.?

The Banks of Montreal and British North America then
(June, 1849) exclusively had the account of the Government.
The one refused absolutely to furnish exchange for £10,000 on
the three months’ note of the Receiver-General, to meet interest
payments in England ; the other, in respect to a similar sum, at
first demanded collateral security, and finally also refused. But
when the specie, come by lucky chance into the Government
chest, was produced, both banks found the required exchange.$

Already, in 1830, it had been proposed to establish a
‘“system of banking founded upon capital invested in perma-
nent securities, and limited according to amount of capital stock
so invested.” The plan was then rejected as “ too difficult in
the present state of the Province.”’+ Canadians in the mean-
while had noticed the evils sustained by the public of the United
States from systems of banking which resembled their own, in
so far, at least, as each were chartered systems. More particu-
larly had they observed the banking legislation of New York.

! Journal, Can., 1851, Appendix Ly, p. 202, Memorandum of the Inspector-General
upon 13 and 14 Vic., cap. 31.

2 The whole period, 1847 to 1852, was one ot severe depression for Canada, who had
lost, by the free trade policy of Great Briiian, the advantages enjoyed in the era of protection.
" Three fomths,” it was said, “ of the commercial men are bankrupt owing to fiee trade.”
They had been stripped of their partial monopoly in such commodities as Canada produced.
The people were economically desperate, and highly susceptible tofomentation into political
discontent. In order to meet just demands upon the Piovincial Government, for which the
public funds were insufhcient, it became necessary in 1848 to issue six per cent. debentures
payable in one year afier date, and for sunis as low as $10(£2 108.). (12 Vic., cap. 5.) Atthe
time, of course, these were negotiable only under par.

8 Vide * Reminiscences, etc.,” Hincks, pp. 188, 197, and Journal, Can., 1854, Ap-
pendix, E.E.

+ Journal, U.C,, 1831, Appendix, p. zor, znd Report of the Select Committee on Currency-
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Thus Mr. Francis Hincks, while advocating in 1838 a general
banking law, commented upon the recommendation contained
In the last message of the Governor, and endeavored to show an
analogy between the situation there and in Canada. The ¢ free
banking ” law of New York had been in force since 1838.
After a costly experience, the statute had been so altered and
amended that in 1850, with only United States or New York
Securities receivable on deposit with the State, with a system of
Immediate note redemption, with each bank confined to a single
Place and obliged to exercise there the discount and deposit, as
Wwell as issue functions, and with the stockholders subjected to
double liability, it presented a carefully wrought out system of
banking law.

The commercial relations between the Upper Province and
New York had long been close and important. When the
€conomic conditions of the two countries were compared, New
York, no doubt, appeared to marked advantage. The legisla-
tion of New York, therefore, was not unlikely to be regarded by
Canadians as recommended by the success, prosperity and credit
of the State in which it was in force. Its influence was not
Necessarily the weaker because the judgment as to results was
Dot entirely logical. The emphatic adherence given to tree
banking ! by Millard Fillmore, as comptroller of the State for
1849, was followed by theadoption oflaws drawn on the New York
Model, in Massachusetts, Ohio, Vermont, Wisconsin, and other
American States.? Canadians also remarked that the system

ad worked satisfactorily and that its effect had been to raise
the value of public securities very materially.3
They overlooked the fact that in New York the free bank.
System had been established primarily as (a) an escape from
€ complete monopoly of banking, discount and deposit, as
Well as issue, conferred upon the chartered banks in 1818, and
(4) a femedy for the shameless, corrupt and unendurable prac-

ing

tice of regarding bank charters as spoils for the victorious
Party to deal out as rewards for partisan services.* The char-
—

* Report of the Comptroller of the State of New York, 1849, Pp. 55, 56.

2 Report of the Comptroller of the Currency, Washington, 1876, p. 35.

3 Journal, Canada, 1851, #t supra.
* Comptroller's Report, N.Y., 1849, P. 54+
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tered banks of Canada, on the other hand, enjoyed no exclusive
privilege save in the function of issue. Even in that there was
abundant competition. Nor was there then the suspicion even
of corruption or partisanship in the distribution of bank charters.
But in spite of the lack of analogous conditions, in spite of the
facts that twenty-nine New York banks had failed in the first
five years of the law’s operation, and that the special deposits of
securities realized but 74 per cent. of the defaulted notes,!
Mr. Merritt’s bill was modelled after the free banking laws of
New York. Its objects are sufficiently described as (a) to pro-
vide for the establishment of small banks, (b) properly to secure
their circulation, (¢) to relieve, in part at least, the financial
difficulties of the Government by widening the market for its
securities, and at the same time so stimulating the demand as
to raise their value.

The measure as passed (13 & 14 Vic., cap. 21) first repealed
the old laws of Lower Canada (Ord. L.C. 2 Vic. (3), cap. 57),
““ to regulate private banking and the circulation of the notes of
private bankers,” and of Upper Canada (7 Wm. IV, cap 13),
‘““to protect the public against injury from private banks.”
Henceforth it became lawful only for chartered banks or other
corporations or persons authorized under the new Act to issue
circulating notes, which were to be of the value of 5 shillings or
over. Notes under 5 shillings were prohibited. So also circu-
lation by unauthorized persons was forbidden on penalty of fines
of £100.

The significant provision of the Act is the extension of the
privilege of note issue *“to other persons or corporations thereunto
authorizedas provided for herein.” Individualsor general partners
might establish banks, or joint stock companies might be formed
to carry on the business, but in any case the bank was to have
an office in but one place, and in but one city, town or village.
Of the companies was required a minimum capital stock of
£ 25,000, divided into shares of £10 or more. Articles of agree-
ment in notarial form, showing the name, place of business,
capital stock, number of shares, names and residences of the
shareholders and the time when the company should begin and

1 Report of the Comptroller of the Currency, 1876, p. 23.
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end, were the legal basis for organization. After the articles were
duly filed in stipulated courts of record, the companies became
incorporated, and the liabilities of the shareholders limited to
double the amount of their subscribed stock. The total liabili-
ties of a joint stock bank were not allowed to exceed three times
its capital stock. Every institution working under the Act was
required to keep bond fide an office of discount and deposit, at all
times to keep exposed in its place of business a list of its part-
hers or shareholders, and to make detailed semi-annual returns
to the Inspector-General, as well as to submit to official in-
Spection at the discretion of the Government.

In order to issue notes the banks thus formed were each
obliged to deposit with the Receiver-General provincial securi-
ties for not less than £25,000 currency ($100,000), par value, in
Pledge for the redemption of their notes. Interest on the securi-
ties was to be paid to the depositor as it accrued, and against
the bonds the Receiver-General was authorized to deliver to
the bank an equal amount of registered notes, printed from
Plates furnished by the bank upon paper selected by the Receiver-
General. When signed by the proper officer these notes were to
become notes of the bank. In every case they were to be pay-
able in specie on demand at the bank’s place of business. They
Were to be marked * Secured by provincial securities deposited
With the Receiver-General,” and were to be receivable for all
duties and sums due to the provincial Government, so long as
the issuing bank redeemed its notes. These registered notes
Were exempt from the rate of 1 per cent. per annum levied upon
the average monthly circulation of the chartered banks. The
third or fiscal object of the Act is especially plain in that clause
Which permits the chartered banks to surrender their right of
Circulation against assets, and to secure from the Receiver-Gen-
eral registered notes in return for deposits of securities. Any of
the corporations within the purview of the Act might deposit
additional securities from time to time, and withdraw sums of
Dot less than £5,000, provided that like amounts of the notes
Were returned to the Receiver-General and the required deposit
of £25,000 maintained.

If, in case of suspension of specie payment and protest of the
Dotes, the paper was not paid with interest at 6 per cent. within
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ten days after the requisition issued by the Inspector-General of
the province upon receipt of the protested notes, that officer was
commanded to close the institution and wind up its affairs, should
it have no valid excuse to offer for the default. The process of
liquidation was to be completed by a Receiver appointed by the
Receiver-General. His duty was first to pay off the notes from
the proceeds of the securities on deposit. The remaining pro-
ceeds were then to be applied with the other assets to settlement
of the remaining debts of the bank. But if insufficient funds
were realized from the sale of the securities, the general assets of
the bank were to be applied to the payment of the notes before
they were used for the other claims. This is the first appearance
in Canadian legislation of that principle of making bank notes a
preferred claim, which, 30 years later, was embodied in the Bank
Act of the Dominion.

§24.—AMENDMENTS AND SUPPLEMENTARY MEASURES

The ¢ Act to establish Freedom of Banking " could hardly be
called perfect. Time proved it ill-calculated to promote the ends
of the Legislature which passed it. The amendments passed in
the following years show that certain of its defects were recog-
nized. From the very first it suffered severe criticism on the
part of the English Lords of the Treasury. The most serious
defect of the Act, in their opinion, was the lack of guarantee for
the immediate convertibility of the notes on demand. Against
the fancied completeness of Government obligations as  se-
curity,” they cite the fall of Exchequer bills to 35 shillings dis-
count in 1847. Anxious as always that the financial and mone-
tary systems of the colonies should be sound, they warn the
Canadian Government against the reverses following too great
an extension of the facilities which may be afforded by the use of
paper money. The measure might cause Canadian securities
to rise temporarily, but they would also be exposed to the risk of
depreciation should it become necessary to throw them into the
market in order to provide for the payment of bank notes. In
the opinion of the Lords of the Treasury, the great protection
against over issue was the constant maintenance of a propor-
tionate reserve of specie against the outstanding circulation, with
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Government supervision and frequent publication of bank state-
ments. They recommended the requirement of a specie reserve
of one-third of the notes issued, and of monthly statements.?

The following year, accordingly, an amendment was passed
requiring monthly statements from the free banks. (14 and 135
Vic., cap. 69.) It is plain that half yearly returns provided
a basis for intelligent criticism to neither the Government nor
the public. The period of one year in which to retire their
circulation and begin operations under the new plan accorded
by the Act of 1350 to banks or companies whose authority to
issue notes had been withdrawn, was increased to five
years, provided that in each year of the next four they
should retire one-fourth of the average circulation, during 1850,
of notes not secured by a deposit of bonds. The requirement
of a specie reserve of one-third was not adopted.

In the same session, the Assembly passed another Act with

a view ‘to encourage the chartered banks to adopt as far as
Conveniently practicable, the principles of the General Banking
Act in regard to the securing of the redemption of their bank
Notes.” (14 and 15 Vic,, cap. 70.) The real purpose, of course,
Was a further sale of bonds. The means were (a) a remission
during the next three years of one-half the tax on circulation to
those banks willing forthwith to restrict their circulation to the
highest amount shown in the last statement, and at the end of
three years to three-fourths of the average for 1849 and 1850;
(6) at the end of the three years, entire exemption from the tax
to banks with note circulation thus restricted: {(c) permission
to such banks to issue in excess of the restricted circulation
further notes to the amount they should hold of gold or silver
Coin or bullion, or debentures of any kind issued by the Receiver-
General, the value of such securities to be reckoned at par; (d)
€xemption of these banks from the requirement to deposit the
debentures and to secure registered notes. But if failures
Occurred the proceeds of bonds thus held by the banks were to
€ applied exclusively to the redemption of outstanding notes.
mmally, the Act imposed upon the chartered banks the obligation

—

' Journal, Canada, 1851, Appendix, Lv, Letter of C, E, TREVELYAN, June 11, 1851.



274 Fournal of the Canadian Bankers’ Association

to return monthly, instead of half-yearly, statements of assets
and liabilities,

The Act of 16 Vic., cap. 62 (session of 1853), was an attempt
further «to encourage the issue by the chartered banks of notes
secured ” in this manner. They were permitted to issue notes
in excess of the limit laid down by their charters, i.¢., the
amount of their paid up capital stock, to the amount of the sums
held by them in specie or debentures receivable in deposit by
the Receiver-General, although the deposit of the securities was
not required.  The 1 per cent. tax upon circulation, also, was
to be calculated only upon the sum by which the average during
any period of the outstanding notes of a bank should exceed the
average of the securities and specie which the bank had on hand.

For these supplementary measures, the only analogy in New
York legislation is the law of 1849, which permitted the Safety
Fund banks to continue their business after the expiry of their
charters, on condition that they should deposit securities with
the Comptroller and reorganize under the general banking law.?
The Canadian measures, however, seem strongly to reflect the
influence upon the Legislature of Sir Robert Peel’s Bank Act of
1844, and the statutes of 1845, which dealt with the Scotch and
Irish banks. The plan of restricting that part of the circulation
‘“unprotected " by special security, the extension to the banks
of the privilege of indefinitely increasing circulation beyond
that limit, provided equivalent values in specie or debentures
were held, and the repeated efforts to provide as much as pos-
sible of the fiduciary currency with bond security, are not, to be
sure, conclusive evidence of this influence. Such regulations
might have been adopted after independent consideration, or to
reach other ends than those sought by Lord Overstone, Sir
Robert Pecl and their followers. 1In Canada too the financial
purpose, though the laws failed to afford the anticipated help,
was highly influential,?

But the inference that English example was followed is
greatly strengthened when we revert to the position of Mr.
Francis Hincks as Inspector-General at this time and mem-

t Bank Statistics, 1849-50, 315t Congress, 1st session, H. R. Executive Documents,
No. 68, p. 132.

2 Journal, Can., 1851, PP. 209 and 216.
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ber of the Executive Council, and to the influence he enjoyed in
the Legislative Assembly. Ten years before he had supported
the proposals of Lord Sydenham to regulate the Canadian note
circulation by means similar to those suggested by Lord Over-
stone.! He wrote an energetic defence of Peel’s Bank Act
in 1847.2 As late as 1870 his views were unchanged.? Mr.
Hincks, as one of the leaders of the Government, was chiefly
responsible for the legislation of 1851-1853.¢ The inference is
practically confirmed by the fact that in June, 1851, the colonial
office itself advised the Canadians to adopt, as far as possible, the
principles of Peel’s Bank Act in their regulation of banking and
currency. In Sir C. E. Trevelyan’s letter for the I.ords of the
Treasury, transmitted through Downing Street, it is remarked :
‘“Although the establishment of a bank in connection with the
Government appears to have been impracticable or inexpedient,
it does not follow that some modifications of the scheme adopted
in the United Kingdom with respect to the circulation, the lead-
ing feature of which is a limitation to the amount of notes issued
on the credit of securities, and the maintenance of a deposit of
Specie equal to all issues exceeding that amount, might not still
be attainable in Canada.”® The authority of the officials in
Downing Street and the promptness with which their recom-
Mmendations were usually carried out in the Province leave no
doubt of the marked effect of this factor on the supplementary
legislation in regard to * freedom of banking ”’

§ 25.—FAULTS OF THE SYSTEM

The possible dangers or faults of the original Act, pointed
out for the Lords of the Treasury in the same letter, and noted by
Us on a preceding page, were not, on the whole, the source of
Mmuch trouble in the working of the system. Very few banks, in
fact, began operations under the law. The system of chartered
banks remained predominant and characteristic. The obstacles
——

1 “Reminiscences of his Public Life,” by Sir Francis Hincks, p. 69.

2 Montreal Pilof, 23rd October, 184;.

8 Parliamemary Debates of the Dominion of Canada, Vol. L., p. 216,

4 Journal, Canada, 1851, p. 209; 1853, p. 1040,

% Journal, Canada, 1851, Appendix L.
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to a thorough trial of the so-called * free banking” were, first, the
diminution rather than increase of banking facilities which
its introduction would have brought about, and, second, the in-
ferior opportunity which it offered for banking profits. The
obstacles will be examined in their order.

The bonds receivable on deposit as note security bore interest
at 6 per cent. The minimum deposit for a bank beginning busi-
ness was £25,000 currency, or $100,000. The small banks,
however, which it was expected to establish under this Act,
would seldom need a capital greater than £ 25,000, and, even if
they needed it, a greater sum would be hard to getin the locali-
ties whence the demand for such institutions came. But before
a bank could begin business this hardly-gained capital was to be
removed from the locality and locked up in debentures, In re-
turn for these, the free bank was to receive an equivalent amount
in registered circulating notes, A chartered bank, on the other
hand, acquired by the privilege of circulation a power of loaning
to the community, in addition to its capital stock, the amount of
its authorized note issue. To meet the needs of its district the
free bank in our example was to derive from capital and circula-
tion combined a fund of only £25,000, i.c., the amount of its
note 1ssue, or rather so much of it as could be kept in circula-
tion, a proportion which rarely reached go per cent., and in
some cases did not exceed 50 per cent. In brief, £25,000 of
the capital of the district was to be taken bodily away and re-
placed by notes, of which only a part were available for loaning
purposes. If carried out, the scheme to provide banking facili-
ties for poor communities was destined actually to diminish the
loanable funds in the districts for whose benefit it was devised, !

Intimately connected with this fault js the fatal defect of
the Act—the slight inducement to investment afforded by its
provisions. With its capital locked up in debentures there re-
mained to the free bank, besides its deposits, which need not
be considered here, the £25,000 of registered notes for accom-

! Cf.,, the remarks of WASHINGTON HunTt in an official letter from the office of the
Comptroller of New York, dated 1s¢ May, 184y, “The tendency of the change (from the
Safety Fund system to Free Banking) is to diminish materially the banking faciiities en-
joyed by the community, To the extent that the chartered banks are required to transform
their present capital into perianent securities, as a pledge for the redemption of their bills,
they must depiive themselvcs of the means now employed in the regular operaticns of
banking.” Quoted in Bank Statistics ut supra, p. 139.
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modation of the local public. Of these, we have seen that only
50 to go per cent. constituted the actual loaning fund which
could be turned over several times a year in banking operations,
and from which could be derived the additional and incidental
profits that banks, in spite of usury laws and other hindrances,
will contrive to secure whenever the markets permit. From an
equal sum invested in one of the chartered banks could be
gained the banking profit on the capital itself, and the circula-
tion issued upon the credit of that capital. The advantage, in
favor of the chartered bank, apart from the important consider-
ation of its control of much larger means—none of its capital
being locked up in debentures—was approximately the differ-
ence between the banking profit on the amount of its capital and
the interest on an equal amount invested in Government se-
Curities. In other words, the chartered bank would get the
§reater return from both circulation and capital; the free bank
from circulation alone, its capital being invested, by law, at a
lower rate of interest.

This higher gain to be had from employing their funds in
their own business, also caused the chartered banks, as a rule,
to reject the encouragement offered by the Legislature so to in-
Vvest those funds in debentures as to make them practically a
Permanent loan to the Government. And in a country where
the best bank profits were moderate, other investors were slow
and unwilling to engage in a form of banking in which the
chances for gain were still more restricted.!

§ 26.—STATISTICAL VIEW OF THE FREE BANKS

Among the chartered banks the Bank of British North
America alone appears in the statements published according to
the free banking laws. A supplementary charter enabled it to
enjoy under these enactments a valuable privilege withheld from
1t by the original Royal charter, but exercised by the other banks
under their colonial charters since the time of the first incorpor-

——

8 .1 Cf. on this point, the remarks of Mr, MERRITT, the author of the bill, on the 4th March,
thSD, In the Legislative Assembly: * The cause why the banks have not succeeded under
e Free Banking Act, was because h's (the Minister’s) predecessors had abandoned the
g"hc}’ they had commenced * * * Why did not other banking companies seek charters
Nder the Free Banking Act? Simply because they made more money under the old system.’
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ation. This was the right to issue notes for less than four
dollars.  Until the banks surrendered their small note issye in
1870, the British Bank appears to have continued its issues
under this Act. At the close of 1854 three other banks were
doing business under the Act, Following is the return :—1

— “\%\x‘ R\R
|

Bank of Niagara | Zimmer-
British | Molsons’ District man
Norh Bank, Bank, St. Bank, Total

America | Montreal Cath'rines| Clifton

e ————

£ £ | £ £ £

Capital in Provincial Deben-
tures deposited with the
Receiver-General ... .. .. .. 162,125 | 50,000 | 50,000 25,000 | 287,125

Amount of registered notes|
outstanding and delivered to
the banks by the Inspector-

General ........... ... . 153,750 | 50,000 | 49,999 24,500 | 278,249
Circulation ...... .. ... """ 37,861 | 46,169 | 22,000
Liabilities, including circula-

tion.............0. 85.446 | 67,615 29,321
Assets...,..... e, 136,840 | 101,642 | 49,031

I
-

The next year operations reach the highest figure in the
whole history, though only four banks appear in the Statement.?,

\MN

Bank of Niagara | Zimmer-
B. N. Molsons’ | District man Total
America Bank Bank Bank
Capital in Provincial Deben- £ £ £ £ £
tures deposited with the
Receiver-General . ...... .. 170,708 | 50,000 | 50,000 | 40,000 310,708
Registered notes outstanding .| 169,750 | 419,794 49.999 [ 40,000 | 309,549
Circulation ........... .. . 24,332 | 69.050%| 40,000
Liabilities .................. 24,332 | 77,761 | 48,817
AsSets.. ..o 79,100 | 133,285 | 54,585

After 1855 there was a steady falling off in the amount of
securities deposited, notes outstanding against them, and notes
in circulation. In the statement of 1856 the Provincial Bank
and the Bank of the County of Elgin first appear, the former
with a deposit of securities for $120,000 and notes for the same

1 Public Accounts, Province of Canada, 1854, p. 225.
2 Ibid. 1855, p, 264.
3 Also issues under charter,
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amount, the latter with securities for $100,000 and notes for
$79,950.  The Molsons’, Niagara District and Zimmerman
Banks, which were chartered in 1855, appear to have been re-
tiring their secured notes. The total bond deposits are
$1,114,633.33 (£278,658) and notes outstanding $1,080,684
(£270,171).1 In 1857 the figures have fallen to $770,319.33 and
$769.730.2  In 1858 they are $730,503.33 and $729,531, and
the Molsons’ and Zimmerman Banks disappear from the
list. In 1859 the bond deposits are $730,503.33, and notes out-
standing, $699,531; in 1860, $562,603.33, and $495,631, of
which the British Bank stands for $440,933.33 and $373,964,
about $100,000 less than in the statements for 1857 to 185¢.3

By December, 1861, the Niagara District Bank had nearly
withdrawn its provincial securities, and the Provincial and
County of Elgin Banks had only $2,000 and $20,440 of bonds,
respectively, on deposit.4 At the end of 1862 the British Bank
held securities for $436,933.33 ; its registered notes amounted to
$336,964, of which $130.505 were in circulation. But the Pro-
vincial Bank had deposits and circulation of only $9,729, and
the Bank of the County of Elgin had disappeared both from the
Government statement and the world of business. To all
intents and purposes, free banking in Canada had run its
course,

§ 27 —REPEAL OF THE ACT TC ESTABLISH FREEDOM OF BANKING, AND
DISAPPEARANCE OF THE BANKS ORGANIZED UNDER IT

The failure of the system had received the attention of the
Legislative Assembly at least five years before. On March
6th, 1857, the Hon. Wm. Cayley introduced a bill to discon-
tinue the incorporation of joint stock banks and the issue of re-
8istered notes. The merchants and monied men of the pro-
vince were generally in favor of the old chartered system, he
said, and even in 1853, the Assembly had decided to perpetuate
———

1 Ibid, 1856, p. 237.

2 Ibid, 1857, part ii., PP- 94-95.
8 Ibid, 1860, part ii., p. 88.

+ Ibid, 1861, partii., p. o4.

s Ibid, 1862, part ii., p. g6,
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it. Its decided superiority had been shown by the action of the
three banks which had retired their registered notes and con-
tinued their business under charters.! Wm. Hamilton Merritt
was still in the Assembly, and in reaffirming his responsibility
for the first free banking Act, he declared with a lofty disdain
of the facts, that it was the *best system adopted in any coun-
try from the beginning of the world to the present time.” ¢ The
sole cause of its being inoperative in Canada,” he contended,
‘ was that it had not been honestly carried out.”s Mr. Cayley’s
bill did not come up for the third reading, for what reason the
debates give no evidence.

The Minister of Finance, the Honorable A. T. Galt, pro-
posed the repeal of the law in 1860, but the other proposals to
which this was coupled were so radical and far-reaching that
action upon the whole group was indefinitely postponed.? Six
years after this, and sixteen years after its first passing, the “Act
to establish Freedom of Banking ” was finally repealed by the
Provincial Note Act of 1866. (29-30 Vic., cap. 10, § 16.)

Six banks in all had taken advantage of the Act. To one
of these, the Bank of British North America, the privileges ac-
quired under the Act were doubtless of considerable value.
The others did not thrive. Two of the companies working
solely under the free banking laws wearily struggled for three
years (1856 to 1858) against the competition and prestige of the
chartered banks, and then began to retire their issues and wind
up their business. The three banks earliest started under this
Act soon applied for charters and secured them. (18 Vic., cap.
202-204.)

Of these, the Zimmerman Bank had the shortest life.
Founded in 1854 by a person of means, it was, to an unusual
degree, the creature of one man. It seems to have been well
and honorably managed by the capitalist whose name it bore,
but after his death in December, 1857, the notes and debts of the
bank were redeemed by his executors and the stock and plates
transferred to a Chicago firm of the name of Hubbard & Co. 1In

1 Toronto Globe, 7th March, 1857.
2 Jbid.
8 Thompson's Mirror of Parliament, 1860, pp. 22, ¢t seq.
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1858 the charter of 1855 was amended by changing the name of the
institution to the ¢Bank of Clifton,” and extending the time for
the subscription and payment in full of its capital stock. (22 Vic.,
cap.129.) Theextraordinary privilege ““that the bank notes and
bills in circlation shall be of whatsoever value the Directors
shall think fit to issue the same, but none shall be under the
value of 5 shillings ($1),” was a feature of the amended charter,
In 1863 its charter was repealed for reasons which will presently
appear. (27 Vic., cap. 45.)

The Bank of the Niagara District, with its head office in
St. Catharines, Canada West, found difficulty from the first in
securing the capital required by its charter. The Act of 1855
required subscription and payment in full of the million dollars
in five years. In 1857 an indulgent Assembly extended the
term to 1861 ; in 1861 to 1866 ; in 1863 the capital stock require-
ment was reduced to $400,000, and the time for paying it up
extended to 1865. The bank had a fairly successful career until
it suffered large losses through the failures of Jay Cooke & Co.,
and others, in 1873. Hardly able longer to carry on an independ-
ent business, it was amalgamated early in 1875 with the Imperial
Bank of Canada. The shares of the Niagara District Bank
Were exchanged for those of the Imperial, according to the
relative value of the two stocks, and thereafter the former bank
disappeared as a separate institution.

Out of the five originally ¢ free banks,” but one, the Mol-
sons’ Bank, of Montreal, has survived, and is now an institution
of standing and importance.

528.-CONTINUATION AND AMENDMENT OF BANK CHARTERS

As early as November, 1854, there came before the Legis-
lature the question of permitting the chartered banks to increase
their capital stocks. In this connection Mr. Francis Hincks
admitted that the public had not shown any great disposition
to take advantage of the free banking law. He said further:

" First. He thought that the public wanted a large increase of banking
Capital.

Second. There was not money in Canada to furnish that capital.

Third. The country must get this capital from foreigners, and the
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people of Canada would have to consult foreigners as to the manner in which
it should be done.

Fourth. The county knew that no English capitalist was disposed to
furnish money to Canada through the agency of private banks. But English
capitalists would recognize the large chartered banks, because these banks
had been known for many years as a safe means of investing capital. * * *
Capitalists had confidence in them, but they would not have confidence in
private banks established under a new banking system. Ifthe people wanted
to increase their banking capital they must do so through the existing
banks.”

The question as thus presented was in essence the alterna-
tive whether or no to retain the old system and give up the new.
Banks with a “secured” circulation cannot long survive, in a
time of specie payments, the competition of banks issuing notes
upon their general credit. They have not the earning power
to maintain the contest on equal terms. This principle was
illustrated in Massachusetts, it was acknowledged in New
York,? it was recognized in the United States, it has been
proved in Canada. After 1834, the fate of the free banks was
inevitable ; the Assembly decided not to give up the chartered
system which had served so well.

Accordingly bills were passed permitting additions to capital
stock amounting to £2,010,000 for the six banks who applied
(18 Vic., cap. 38 to 42, inclusive). A few amendments were
added to the charters. The Bank of Montreal, e.g., taking
warning from a case decided shortly before,? secured the right
to hold mortgages on ships, steamships and other vessels by way
of additional security. The shares necessary to qualify as a
director were raised to twenty, and discounts bearing names of
directors were limited to a tenth of the total discounts. Provi-
sions permitting the transfer of shares and the payment of divi-
dends in Great Britain were included in most of the Acts.
Ostensibly as a security to the public, really as a brace to the

1 Cf. Mg, FILLMORE’s remark: “ It cannot be expected that banking under this (the
free) system will be as profitable as under the Safety Fund system.” Report of the Comp-
troller at N.Y., 1849, p. 57. It will be remembered that the latter system, the banks of which
had a privilege of issué similar to that of the Canadian chartered banks, disappeared from
the State, not through the action of competition, but because the State ceawed to grant
charters and those expiring after 1849 were not renewed. The banks were forced to re of-
ganize under the general banking law or go into liquidation. The principle referred to in
the text received most striking recognition by the United States in the 10 per cent, tax upon
State bank notes imposed in 1863, 13 U. S. Statutes at Large, p. 469.

2 McDonald vs. the Bank of U.C,, U.C.Q.B,, Hilary Term, 13 Vic., P. 264.
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debenture market, all the banks were required, in case they
availed themselves of the permission to increase their capitals,
to invest one tenth of their paid-up capitals in debentures of the
Province or of the Consolidated Municipal Loan Fund. The
charters were continued to the 1st January, 1870, and the end of
the then next session of Parliament. ‘

Againin 1855, when the tide of sudden and remarkable pros-
perity which followed the Reciprocity Treaty of 1854 was be-
ginning, the Legislature decided to increase the number of char-
tered banks. The Molsons’, Zimmerman, Niagara District, and
Eastern Townships Banks were incorported with authorized
capitals of £250,000 each, £ 50,000 to be paidin each case before
the bank should begin business, and the whole in five years. The
St. Francis Bank was chartered with a capital stock of £100,000,
and the Bank of Toronto with £500,000. In these charters it
was provided that, instead of voting by scale, the shareholders
should have as many votes as shares. But in the Acts to amend
and consolidate the charters of the Bank of Montreal, Bank of
Upper Canada, and Commercial Bank, passed in 1856 at the
request of these corporations, the old voting scale was retained.
(19 Vic.,cap.76,120,121.) The Quebec Bank obtained a similar
Act in 1858 (22 Vic., cap. 127); the City Bank in 1863, (27 Vic.,
cap.41). Thedirectors were in each caselimited to one-twentieth
of the total discounts. By another Act of 1856 chartered banks
Wwere permitted to charge not more than one-half of one per cent.
on ninety day paper, in addition to the legal rate of discount, for
the expenses of agency and collection, when the security was
Payable at a place different from that where it was discounted.
(19 Vic,, cap. 48.)

Penalties upon usury had been abolished in 1853 by a
law according to which contracts and securities were to be void
With respect only to the excess of interest above six per cent.
(16 Vic., cap. 80.) But the Act did not apply to the banks or.to
the corporations, such as loan companies or building societies,
authorized to borrow or lend at a higher rate. Until 1858,
banks taking or accepting or receiving the rates higher than six
ber cent. were liable to forfeit treble the value of the money
lent or bargained for, half to the Crown and half to the person
Suing for the penalty, The Act 22 Vic,, cap. 85, however, per-

9
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mitted, in general, that any rate of interest agreed upon might .
be exacted, but prohibited the banks from taking or stipulating
for a higher rate than seven per cent. per annum. When the
paper discounted was payable at another of the bank’s own
offices, the charges for agency and collection on paper payable
at another place’ than that where it was discounted, were re-
duced for short time discounts to correspond with the rate of
one-half of one per cent. for securities payable in go days.

In 1859 another general Act applying to the chartered banks
was passed for the avowed purpose of granting additional facili-
tiesin commercial transactions. The measure had been strongly
urged by the banks.! It was the first step of the legislation,
afterwards much developed, enabling the chartered banks, in
discounting bills of exchange or notes, to take as collateral
security bills of lading, specifications of timber, or receipts given
by carriers, whether on land or water, keepers of coves, wharf-
ingers and warehousemen. The banks were empowered to
acquire title to the grains, goods, wares or merchandise described
in the face of the instrument, by indorsement of the owner or
person entitled to receive them, subject, of course, to the right of
the indorser, upon his paying the debt, to have the title
re-transferred.

In case the debt were not paid when due, they were author-
ized to sell the commodities, deduct their claim, costs and
interest, and return the remaining proceeds, if any, to the
indorsor. But no such transfer of title was permitted unless the
bill, or note, or debt was negotiated at the same time with the
indorsement of the collateral security. The bank might not
hold the goods for more than six calendar months, In case
they were to be sold, it was obliged to give ten days notice to
the indorser. The important restrictions were the last two but
one. These, it was believed, were sufficient to keep the banks
from engaging in trade or risking their capital by speculative
investments in graded merchandise. :

Seven more bank charters were added to the list in 1856
and 1857. The authorized stocks amounted to £2,966,666
currency, thus making a total of twelve banks incorporated be-

1 Journal, Can., 1859, Apc{)endix No. 67, Evidence of the Bank of U.C., Bank of Mont-
real, Bank of B.N. America and Commeroial Bank.
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tween 1855 and 1857 inclusive, and of £6,326,666 currency
added to the authorized banking capital of the province. This
Was more than double the total paid-up capital of the banks in
1851, and nearly equal to their actual capitalin 1861. These fig-
ures indicate the mannerin which the expansion and speculative
Movements were affecting people and Legislature. Events soon
Proved that so many banks were not needed. The Union Bank
and St. Francis Bank never began business, and three other
charters granted in this period were repealed in 1863, the banks
having failed to fulfil the duties required by law. For the
banks which managed to survive, the Legislature was obliged
to relax its policy of requiring from each bank a capital stock of
£250,000, and greatly to extend the time for paying up the re-
duced stocks.

§ 29.—1857 - 1863

One explanation of the large increase in banks has already
been given in the mention of the great agricultural and commer-
cial changes which were plainly apparent in 1855. The Reci-
Procity Treaty, in furnishing the Canadians with a large market,
Casily reached, for the products of their fisheries, farms and
forests, was undoubtedly a powerful factor in the new prosperity.
But long before the success of Lord Elgin's diplomacy, foreign
Capital was beginning to come into the colony, agriculture was
Teviving in the West, population was increasing rapidly, vast
Public works were started, large additions to the railway system
Were commenced.! Government assistance was granted to the
trunk lines. The Grand Trunk Railway, the Great Western
Railway and some eastern roads together effected an increase
of 1,563 miles of road between 1852 and 1858. The railway
mileage of Canada was increased over 1,500 per cent. The

tter prices for produce obtained after the Treaty turned the
Attention of investors to land speculation. Excessive prices
Were given for wild lands. Schemes for new villages and towns
Were everywhere afloat. Harvests were abundant in 1853,
1854, 1855; the price of breadstuffs high; and yet, in 1857, the
&

! Cf. Bankers® Magazine, Vol. 2, p. 441; Vol. 12, P. 368; Vol. 13, p. 538.
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farmers were more deeply in debt than in 1853. They had sold
for cash, and bought largely on credit. Considerable additions
were made to improved farming lands, but many tied up their
capital by speculating in unproductive real estate. Trade was
stimulated to an unprecedented degree, and bank accommoda-
tion stretched to the utmost limit. Excessive and extravagant
importations occurred in 1856 and 1857. The Municipal Loan
Fund, a scheme whereby the Province guaranteed the borrow-
ings of the towns and counties, served to swell the inflation.
The pressure for money was very strong in 1856; there was a
prospect that both public works and railway expenditures
would soon be ceased.

Then came the bad crop of 1857. The commercial crisis in
Great Britain, Europe and the United States was at its height.
The suspension of specie payments in New York on the 14th
October compelled the Canadian banks to guard against an ex-
traordinary drain of gold. They ceased discounting. Some
five or six weeks elapsed before they could safely grant the
advances necessary to bring the crops of the year to market.!
This delay of produce operations alone caused great loss. Asa
result of the crisis elsewhere the Canadians next suffered a
heavy falling off in the demand for their grain, ashes, timber, etc.
Then followed numerous commercial failures, a fall in all values,
the collapse of the real estate boom, a contraction of credits, a
second bad harvest in 1858, and two years of black depression.?

But in 1859, the Provincial Parliament was again addressed
by petitioners for new bank charters. To secure evidence by
which to guide the policy of the House with respect to banking,
a select committee on banking and currency was struck on the
motion of the Minister of Finance, Mr. A. T. Galt. In the evi-
dence presented by this committee, and chiefly obtained from
the leading bankers, there was much pointed criticism of the
existing banking system. It was objected, e.g., that the law
had allowed the creation of banking capital beyond the needs of
the country. The privilege of circulation was conferred without
the necessary safeguard. A dishonest bank could begin business

1 Thompson’s Mirror of Parliament, 1860, 27th March, -

2 Journal, Can., 1859, Appendix No. 67, Report and Proceedings of the Committee on
Banking and Currency, is the leading authority for the facts detailed in the last two paragraphs.
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merely by investing £10,000 in debentures; there were no
means to assure the full payment of the required capital, and
this minimum was often too small. There was no obligation
to publish the names of stockholders. The plan of limiting cir-
culation to the paid-in capital, plus specie and debentures, was
delusive, as either of the latter could be gotten only by purchase
with capital or deposits. If capital were used, then so much of
the capital was displaced. The law thus treated as distinct
from capital what was really a part of it. If deposits were used,
then the bank was allowed to base an additional liability upon
What it was already bound to pay.

There was insufficient motive provided for an active interest
on the patt of the directors. It was urged that a larger holding
of paid-up stock should be exacted of them.

The effects of the crisis had been aggravated somewhat
by the restriction on the rate of discount chargeable by the
banks. The banks could give no warning of approaching diffi-
culty by raising the rate. It was necessary peremptorily to
refuse discounts to some applicants, and to confine their accom-
modations, as far as possible, to wealthy and independent cus-
tomers, and those with ¢ valuable accounts,” 7.e., customers from
whom incidental advantages of exchange, agency charges, large
deposits, undoubted security, and the like might be derived.
The result was that inferior customers, and those who, very
Possibly, most needed the assistance to tide them over, were the
least likely to get it.

But it also appeared that in every district of any import-
ance the banks had planted agencies and brought to the door of
such communities liberal advantages, with the power and
Security of the same large monied corporations which served
the cities. The branches had not indeed quieted the demand
for small banks. But small banks, so the experience of the
United States seemed to teach, were unsafe. Besides, it was
Perceived that the cry for small banks was one seldom voiced
~ by the lending part of the community. As a Province, Canada
Vvery properly refused the eternal task of quieting borrowers’
claims. The Minister himself acknowledged that as a rule the

banks had been well and -wisely managed.! During the panic
—_
! Thompson’s Mirror of Parliament, 1860, p. 21.
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in the United States, Canadian notes were received there with
the same readiness as specie in payment of notes which the local
banks were called on to redeem.! And yet the Minister was
not satisfied. He had used the committee to conceal the pur-
pose which he revealed in 1860.

This was the establishment of a Bank of Issue, or Treasury
Department, for which he introduced resolutions on the 27th
March. He wished, he said, ‘to put the currency on a per-
fectly sure and safe footing, by separating it from the banking
interest, and by removing it from the possible suspicion of being
affected by political exigencies.” But his solicitude was insin-
cere, his monetary theories false. His ultimate object was
assistance to the Provincial finances; his proposed means, the
emission of legal tender, though convertible, Government notes
asthesolecurrency. Theresolutions found slight approval as the
order for their consideration in committee was discharged the
18th May.? They are interesting now only as the forerunner of
the Provincial Note Act of 1866, the provisions of which were
largely due to the monetary fallacies and financial exigencies of
the same Minister.

The policy of the Legislature was steadily to extend the
system of chartered banks on the old lines. In 1858 the Bank
of Canada (afterwards the Canadian Bank of Commerce) was
incorporated. (22 Vic., cap. 131.) In 18359, three charters were
granted,among them that of La Banque Nationale,situate at Que-
bec. (22 Vic., cap. 102-104, 2nd sess.) In 1861, the Merchants’
Bank and La Banque Jacques Cartier were created in answer to
the petitions of Montreal capitalists. (24 Vic., cap. 89 and go.)
The Royal Canadian Bank was chartered in 1864, the Mechanics’
Bank, the Union Bank of Lower Canada and one other concern
in 1865, and two more stil in 1866. Fourteen charters and
amending acts, authorizing capital for $19,460,000, were the
record for the nine years, 1858 to 1866. Payments amounting
to $1,475,000 were required on the twelve charters before the
banks could begin business.3 Only the seven banks named in

1 Journal, Can,, 1859, Appendix, No. 67.
3 Journal of the Legislative Assembly of the Province of Canada, 1860, pp. 114, 452.

3 After 1857 the denominations of the decimal currency are used almost exclusively in
Canadian legislation.
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the text took advantage of their charters and began a corporate
life of some duration. The charters of the Banks of Clifton and
of Western Canada, like those of the International and Colonial
Banks, were repealed in 1863. The International and Colonial
Banks had failed in 1859, without, however, inflicting much
loss.1 All had suspended their payments and discontinued
operations, and the Legislature then deemed it advisable to pre-
vent their fesumption on the terms and conditions embodied in
their charters. (27 Vic., cap. 45.)

1 Thus the last return made to the Government by the Zimmerman Bank (changed to
the Bank of Clifton), was for October, 1857, of the Colonial and International Banks (situate
at Toronto) for October, 1859:

Average of the Assets and Liabilities of the

Zimmerman Colonifal ' Imernlz;\tional \%12&:;
Bank, for Bank, for Bank, for
) ) " . d f
LiaBILITIES Oct., 1857 B Sept., 18*53. Sept., 1859 Cﬁ;:'eﬁhg:r
Capital Stock paid-in.....c.ccoenes $453,500 $112,000 $132,500 $101,750
Notes in circulation 33,991 751300 119,021 5,210
Balances due to other banks......... 27,711 3,061 5,097
ash deposited not bearing interest 10,809 21,517 9,968
Cash deposited bearing interest... 99,200 | reeeerins | eeereereees
$171,712 $09,878 $134,087 $106,960
ASSETS
Coin and bullion .... $2,723 $18,769 $20,030 $1,115
anded property .. 1,453 262 2,423 3,871
Government securities ... 35,000 13,200 15,000 12,000
Notes and bills of other banks 936 5:928 9,590 3,786
alance due from other banks 573 54,713 19,011 25,000
ills and notes discounted............ . 596,559 119,245 201,875 61,186
|
\‘ $636,254 $212,118 $268,331 $106,960

Vide Canada Gazette, vol, xvi,, p. 2,678.
I . “ vol. xviii., p. 2.497.
" « ‘ vol. 2X., p. 1,624.

The Bank of Clifton, as such, never made any returns to the Government. Hubbard
of Chicago was “succeeded by one Callaway, formerly of Toronto, as President. Some
Circulation for its notes was obtained in the Western States by advertising in a bank note

eporter that the * notes of the Bank of Clifton, incorporated by the Parliament of Canada,”
would be redeemed at a broker's offire in Chicago. En-uzh notes were paid to get credence
or the statement and then the supply of funds was stopped. Over #$s,000 of the paper thus
repudiated was sent to Clifton, but there was no money to meetit. The Bank of Western
anada was controlled by one Paddock, a New York tavern keeper, w o, by payiig Tor his
Stock, secured a respectable old man at Clifton to act the stool pigeon as President of the
ank 'but he had no check on the issue of notes. Effcrts were made to float them in
linois, Wisconsin and Kansas, with some success, but the notes were never redeemed.
eed, of Lockport, N.Y., a man of bad repute, owned nearly the whole stock of the Inter-
E‘i‘-!qnal Bank in Toronto when it failed, and was connected also with the Bank of Clifton.
1 A committee of the Assembly reported in 1862 that the position of the two banks first
raqu was such that it was discreditable to the Legislature to allow their charter= to
l.::l.’uam in existence any longer, Action vyas.postpoqed, however, till a committee of 1863
thp""Ed that ** consi.jerations of public policy imperatively demand the immediate repeal of

Ng (:haners of these four banks.’ Vide Journal, Canada, 1863, p. 109 ; ibid, 1862, Appendix
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None of the charters granted between 1858 and 1866 per-
mitted the beginning of business with less than $400,000 capital
subscribed and $100,000 paid up.  As evidence of its bond fide
payment, it was usually required that before the new bank
should issue notes, its paid-in capital should be deposited, as
specie, in some existing chartered bank of the province. One
year from the passing of the Act was the ordinary time in which
a charter became forfeited by non-user. In some cases the limit

~ of one-fifth the paid-in capital stock was imposed upon the cir-

culation of notes under five dollars; in others, of those under
four dollars. Differences are also to be noted in the application
of a scale, or the rule of one for each share, to the voting of the
shareholders. In requirements of larger stock investments by
the directors, proof that capital is actually paid in, and the like,
the charters embody important corrections suggested to the
Committee of 1859. It hardly need be said that they contained
all the safeguards and provisions previously adopted, in compli-

ance either with Imperial recommendations or the teachings of
colonial experience.

It was impossible, even for the seven banks finally started,
to secure the payment of their capitals in the time limited by
their charters. The Parliament accordingly consented to
relax these requirements in a manner very like that in
which we have seen it indulge the Niagara District Bank.
The laws of 1858 had contained no less than five extensions
of the times prescribed for banks previously chartered, to
secure full subscription and payment of their stocks. And simi-
larly, between 1862 and 1865, the Merchants’ Bank, the Cana-
dian Bank of Commerce, the Eastern Townships Bank and the
Quebec Bank were all oblig\ed to secure extensions of the
periods in which the payment of their original or additional capi-
tals was required by the Acts authorizing them.

§ 30—FAILURE OF THE BANK OF UPPER CANADA

The period between 1852 and 1857 was a time not only of
great economic expansion but also of great economic change.
The development had been over discounted by sanguine
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Canadians, and hence values collapsed when the crisis arrived.
Of the long depression that followed a leading cause must be
sought in the slowness and difficulty of the adjustment to new
conditions brought by the introduction of railways, extension of
public works, roads and bridges, shifting of the routes of com-
merce and alterations in the chief industrial pursuits of im-
Portant districts. The statement may be made with especial
force, of Upper Canada, or Canada West, where the real estate
excitement had been higher and the increase of railways greater.
Many of the towns placed for water communication were left on
one side by the railways or deprived of their importance. Co-
bourg, Sandwich, Dundas, Burlington, Kingston, Niagara,
Brockviile and others, once the centres of flourishing trade,
either failed to recover from the depression or lost heavily to
more favored situations.  Lumber getting and real estate im-
Provement were pushed backward and northward to make room
for more settled industry.

In the early days of the province the Bank of Upper
Canada had been the provincial bank. It had given assistance,
Comparatively enormous, to the development and commerce of
the country. Land was then the single valuable security
Possessed by its customers in any quantity. It was therefore
Necessarily more or less a land bank in a disguised form. Its
Managers and clerks were often British immigrants who lacked
the intimate knowledge of Canadians and Canadian trade that
life-long familiarity would have given. In many instances, too,
they failed to exhibit acquaintance with the simplest of banking
Principles. Discounts were freely extended to lawyers and
legislators, the gentry and professions. ¢ Accommodation ”
Paper was common. Loans were made to civil servants and to
Politicians. No one will deny that the bank was guilty of much
})ad Practice, that it paid high rates of dividend when it could
il ?«ff'Ord, that 1t failed to write off accrued losses, that it im-
Paired its capital by extravagant bonuses, that its internal
°r_ganization was defective, and that its management was often

lind, reckless and ignorant.

Still the bank survived. It was invested with the dignity,
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it enjoyed the prestige, of a Government institution. Its credit
was always high, its ‘“green notes” held in great esteem.
Quantities of notes issued twenty years before, and as bright as
they came from the press, were found in due time stored away,
like gold itself, in the chests of Canadian farmers. For them
the bank was as the Bank of England. A position in its service
was a post of honor and consequence. Its name was the very
synonym of strength. The confidence of the public was rein-
forced by their gratitude. The bank had been the instrument of
men of broad ideas and large purpose, ambitious, enterprising,
hopeful pioneers. The good they did lived after them, but at
the time of the bank’s demise it had not reached the enjoyable
stage.

Up to 1857 the Bank of Upper Canada had grown steadily.
Dividends of 6, 7, 7, 8, 8, and 7 per cent. were paid in 1852-
1857. The capital was increased in 1855, and a 12% per ceat.
bonus paid to the old shareholders. In 1858 the capital paid in
amounted to $3,118,000. The dividend that year was 8 per
cent, and the rest was reduced but $40,000, to meet the josses
of 1857. For a bank which had worked in the midst of the
land speculation, had undoubtedly joined in it, and lost heavily
when property taken as additional security fell to the lower
values, this was utterly inadequate.? Their mistake was recog-
nized by the directors in 1861. Thos. G. Ridout, cashier since
1822, retired, and Mr. Robert Cassells, a banker of high reputa-
tion and eminent ability, was employed at the salary of $10,000
per annum, in the hope that he would succeed in saving the
Bank. In compliance with his suggestions, permission was
obtained of the Legislature to reduce the paid-up stock to some-
thing over $1,900,000, the par value of the paid-up shares from
$s50 to $30. (25 Vic,, cap. 63.) For twelve years or more the
bank had kept the Government’s account. During this time it
was usually a considerable debtor to the Treasury. But the

! Twenty years and more after the event Senator Alexander revealed an incident in
urther explanation of the bank’s losses. In 1858 or 1859 the Grand Trunk Railway Com-
pany were indebted to contractors to the ex ent of a million dollars. To enable the Com-
gany to pay these claims the bnk was induced to make advances of that amount on two

ills of exchan :e for £100,000 each, drawn upon the Railway Company’s London bankers,
the Barings and Glyns. These houses, however, had closed down upon the Company, and
the bilis were dishonored, the result being that a good part of the million was whoily fost.—
Debates of the Senate of Canada, 1885, p. 35.
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debt to the Government was fixed by an Order-in-Council of
the 12th August, 1863, at $1,150,000, and transferred to a
Special account.! Some slight general deposits were allowed to
femain, but most of the Treasury balances were, by November,
transferred to the Bank of Montreal, which became henceforth
the Government’s banker.

The deep rooted belief in the bank entertained by the
Public was still strong, but after 1860 the monthly
Teturns give unmistakable signs of retrogression on the part
of the bank itself. The general business had fallen off heavily
as the old towns in which the bank was established lost
their prosperity to the centres growing up in the new industrial
districts and along the altered routes of trade. Another cause
of the reductions is to be found in the efforts of the new man-
agement to get the business down to a solid basis. Its circula-
tion, which averaged over $2,100,000 between 1857 and 1860,
fell in February, 1862, to $1,696,000,and in August, 1863,
to $988,000. Non-interest bearing deposits dropped from
$1,920,ooo in February, 1862, to $640,000 in August,
1865; deposits at interest from $2,644.000 to $1,059,000 ;
discounts from $6,186,000 to $3,231,000; but the landed
Or other property of the bank rose from $503,000 to $1,473,000.
In this last item we find the prime cause of the trouble, the col-
!aPSe of 1857-58, in the real estate of Canada West.? Neither
N 1864 nor in 1865 were any dividends paid. The task of saving
the bank was become clearly impossible; some of the assets were
Worthless, some locked up in land. By an Act approved the
I5th August, 1866, permission was granted further to reduce
the capital to $1,000,000, in fully paid-up shares of $20 each.

efore this could be acted upon, the bank was further weakeued
by the withdrawal of deposits, and its stock fell to $3 per share.
he loan of $ 100,000 obtained from the Government on special
Securities in the first fortnight of September was of slight avail.3
On the 18th the Bank of Upper Canada stopped payment.

k

! Sessional Papers, Canada, 1867-68, No. z7.
2 See Note 1, page 130.
3 Sessional Papers, Canada, 1867-68, No. z7.
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On the 12th November the bank, by the consent of the

and Febiuary, from 1857 to 1866 inclusive, from the Canada Gazette.

U The course of the bank’s busine
to 1866, compiled from the Canada Gazette :
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shareholders in general meeting, was assigned to trustees.
Previously to the gth of the same month reductions from the
average liabilities of August had been effected as follows :

Average 0s
{000.00 omitted) fox; ézggg, Ag(i;]u%ggfd:é'ﬁ%n’ Reduction
Notes in circulation .... $813 $722 $or
Balances due to other
banks ............ 416 299 1197
Deposits not bearing in-
terest.............. 571 { 395} 81
€posits bearing interest| 1,754 || Due to the Government 1,149 7
Total.............. $3.555 $2,566 $989
Which was evidently provided for as follows :
. . I
Coin and Bullion, or
cash in banks .... $244 $42 $202
Landed or other pro-
perty ............ 1,673 1,673 [
Govt. securities ...... 196 17 179
Notes and bills of other
banks ............ 61 e 61
Balances due from other
banks ............ 26 . 26
Notes and bills
discounted . .$2,488 Bills and judg-
Other debts due j ments...... $2,225
to the bank.. 874 Railway and
3,362 other bonds 35
Mortgages .. 62
——%2,322 1,040
——
$5.565 $4,056 $:1,500

The statement for the gth November may be taken very
Dearly to represent the condition of the bank at the time of its
failure. Liquidation of the estate proceeded slowly. In
DeCember, 1867, the trustees were incorporated, and provision
Made for the appointment by the Government of two trustees,
t0 represent the interests of the creditors, and of one by the
shareholders to act in their behalf, (31 Vic,, cap. 17.) The three
New trustees took hold of the estate on the 16th March, 1868.
In December, they reported that no steps had been taken to
enforce the double liability, and that the apparent surplus of
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assets over liabilities had been reduced from $1,375,797 in
March to $477,161 on the 31st December, through the following .
operations :

Written off as irrecoverable debts rtreerestieaeecinaaii. . $623,076 51
Losses on lands assigned to Glyn & Co. and sold by their trustees 111,918 87
Net loss on lands sold by the Bank of Upper Canada Trustees. . 93.411 83
Sundry items........,........ L, 70,228 34

$898,635 55

This loss had been incurred in realizing about $307,998 upon
$1,266,633 of the assets as they had been valued in March., It
was expected that $1,019,000 of bills and judgments would pro-
duce some $513,000; that real estate valued at $979,000 would
net say $588,000. A deficiency of nearly $500,000 would
probably occur,! and the trustees believed that the trust could
not be profitably closed up before five years. Meanwhile it was
costing the estate $14,280 a year, besides the interest on certain
outstanding debts.

““No creditor of the bank has been paid the amount of his
claim, either in full or in part, excepting some trifling sums that
could not otherwise be disposed of,” the trustees reported.
According to the deed of assignment, they were compelled to
receive claims against the bank at their full value in payment
of debts due to the bank; but as an inducement to facilitate the
negotiation of real estate, after the 16th March, 1868, claims
were received at from 6€ to 75 per cent. of their par value, in pay-
ment of lands taken in settlement by the bank’s creditors.2 The
trustees continued their operations until the whole estate and
powers vested in them weretransferred to the Crown by an Act of

1 Sessional Papers, 1869, No. 6. Correspondence, Bank of Upper Canada.
2 Ibid, p. 6.
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It appears from this that the liabilities of the bank to the
Canadian public (deposits and note circulation) stood in Novem-
ber, 1866, at $1,117,826, and were reduced by the end of 1868
to $468,583 (including certificates of deposit issued by trustees)
by 1870 to $99,161, and by 1882 to $3,000 (estimated). The
Government continued to redeem its liabilities at 75 cents on
the dollar after the property was vested in the Crown. Sup-
posing the redemptions previous to December, 1868, to have
been at the average rate of 70 per cent., regarding only the
direct capital loss, and making no allowance for the extra dis-
counts to which needy note holders or depositors were obliged
to submit, I calculate that the Canadian creditors of the Bank
of Upper Canada lost at least $310,000 by the failure. The
stockholders lost the whole of a capital which was once
$3,170,000; the Government, and through it the taxpayers, lost
all but $150,000 of deposits amounting to over $1,150,000.!
For proprietors and creditors combined the results of the failure
was the disappearance of a principal which cannot be reckoned
at less than five millions of dollars, a sum equal to 17 per cent.
of the entire banking capital of the Province. Such a loss to
the Canada of those days, and to Canada West, where the
larger amounts were involved, was not merely severe; it was
€normous.

One of the questions suggested by the facts I have recounted
is, “ Why was not the double liability of the shareholders
enforced ? ”  But the true answer will not be found in the docu-
ments. The trustees reported on the three thousand share-
holders in December, 1868, thus :—2

Stock

Executives, guardians and minors....................... ... $129,360
Trustees ... ‘337,500
Municipalities.................... .. ... 00 12,810
Females and persons living abroad ....... .. [ ///777"" 585,165
Residents in Canada, not known ....... ... 00 """ 172,220

i . “ believed tobe bad.. . .............. .. 139,900

“ “ “ including females, believed to be good.. 562,890

$1,939.845
It is true that loss had fallen upon many of those least able .

—_—

1 Sessional Papers, Canada, 1882, No. 108 a.
2 Sessional Papers, 1869, No. 6, p. 5.
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to bear it, widows, orphans, women and aged investors of small
means, who had put their little all into the stock of what was
once the Government Bank, and suddenly found themselves
stripped both of principal and income. It is true that the Gov-
erament, as the largest creditor of the bark, had secured the
‘“opinion of the best legal authority " that any contribution
from the shareholders under the double Hlability clause could
Dot be enforced by law until the entire estates had been realized.
For that process, it was thought, in 1868, that five more years
would be needed. Itis also true that the Government care-
fully abstained from an effort to secure judicial decision upon
the question. And there is no doubt that the Government of
the years in which the Bank of Upper Canada was still sol-
vent, and the knowledge of its losses had not reached the
Public, having the bank at their mercy in consequence of the
heavy indebtedness to the Treasury, abused their position, and
compelled the bank to make many advances for political
reasons which resulted in very heavy losses.! It isnot denied,
of course, that there must have been grave mismanagement to
bring the bank into a condition in which it had to submit to
such demands, or that the chief cause of the failure was the
collapse in Ontario in 1858. There is no doubt that all four
factors, the contributory responsibility for the failure which
the Government could scarce avoid, certain political motives,
never yet revealed, of the party in power, the distressed condi-
tion of many shareholders, and the opinion of the Government'’s
legal advisers, combined to prevent the effort to enforce the
double liability.

Instead tremendous efforts were put forth to prevent a
full inquiry, attempts were made to silence the press, and
they were not without success.? The liquidation wunder
trustees was costly, absorbing, in all, some $90,000 a year. The
Government, although the largest creditor, has received no divi-

1 1 do not pretend to cite the documents for this or for a number of other statements
ade in relation to the Bank of Upper Canada; but I have them from contemporary
authorities as credible as exist in the Dominion of Canada, and members, some of o: e, some
of another party, Many of the bank's books were destroyed after the failure, and
legal evidence of the misdoings referred to is not procurable, Very few of those who
could speak from personal knowledge are now living.

s Monetary Times, Vol, II1., p. 126,
I0
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dend on its claim, the assets were insufficient to meet the liabili-
ties of the bank. But it was thought that the Government,
having no taxes to pay, and being able to wair, would succeed
in securing more from the real estate than could be had by
private manipulation. Accordingly the Act of 1870, already
mentioned, was passed. In 1871 not more than $250,000 were
placed at the disposal of the Governor-in-Council to pay off
claims upon the bank, provided its assets contained ample se-
curity for reimbursement. (34 Vic., cap.8.) Eleven years later
$ 5,000 more were similarly voted. The course of the subsequent
liquidation is familiar. It remains now merely to remark some
of the valuable effects of the failure. Blind popular beliefin the
safety of banks as banks, was corrected, and a popular criticism
was created and thereafter applied to the management and ac-
counts of the banks which served the province. To managers
and directors it gave a wholesome warning, not only to look to
the inner organization of their banks, but also to guard against
loans whatsoever on real estate security. Finally it opened the
way for two or three clean-handed young banks, who were des-
tined, partly in filling the Upper Canada’s place, to take rank
among the leading banks of the Dominion.

§ 3I.—THE PROVINCIAL NOTE ACT OF 1866

The Government in which the Honorable (afterwards Sir)
A. T. Galt acted as Minister of Finance was obliged, in 1866, to
raise some $ 35,000,000 to discharge the floating debt. The credit
of the Province had suffered in the English market, on account
of the renewal, from time to time, of the balances in arrears.
The Minister averred that the Canadian banks were unwilling to
extend to the Government a loan amounting to 15 per cent. of
their capital.? The Bank of Montreal was already a creditor
for $2,250,000, and was pressing for payment. The Government
would not trust to the chance of meeting the engagements of the
country by large loans at high rates of interest. * The Govern-
ment,” said Mr. Galt, “should resume a portion of the rights
which they had deputed to others, and meet the liabilities of the -

1 Toronto Globe, 4th August, 1866, Ottawa Times, 4th August, 1866.
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country with the currency which belonged to it.” In short, he
acknowledged the primary cause of all paper currencies emitted
by governments—government needs. But he professed to offer
to Parliament the choice between issuing two year debentures
at 7 per cent., receivable for public dues, and establishing a
Government currency. The offer of the alternative was as
insincere as his solicitude, in 1860, for the security of the bank
note circulation. It was asserted in Parliament, and not denied,
that note plates had been engraved two years before the bill
was introduced, and that clerks were actually engaged in sign-
ing the notes while the bill was under discussion. The pro-
posal to issue debentures was a sham and a delusion.? Further-
more the Minister’s justification of his real plan was unsound.
For those who wish it, the discussion of this contention will be
found in the note at the end of the chapter.

In Canada, a proposal to establish a provincial monopoly
of the note issue would have conflicted with the convictions of a
People inveterately suspicious of all monopolies, and taught by
long years of colonial struggle to be particularly jealous of the
executive. The Minister, accordingly, did not dare to propose
the complete and instant abolition of the bank note currency
used by the people for forty years. But he had his party behind
him, he had pressing demands to meet, and he lacked, apparently,
the courage to borrow, at the market rate of interest, the neces-
sary funds. Shorn of the fallacy and verbiage with which he
introduced it, his plan was simply to extend the activities of the
Government in the economic field, by assuming the right to
1ssue, under the authority of the Governor-in-Council, not more
than $8,000,000 of provincial notes, payable on demand in specie
at Toronto or Montreal, as they might be dated, and legal tender
except at those offices. The Act received the Royal assent the
15th August, 1866. (29 Vic.,cap. 10.) The compulsory retirement
of the bank note circulation provided for in the original Bill was
struck out in the House of Commons. Partly in its stead were
adopted provisions for inducing the banks to surrender their cir-
culation and to take up the issue and redemption of provincial
Notes. The consideration offered was the payment of 5 per cent.
——

3 Ottawa Times, 4th December, 1867.
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per annum on the amount of notes outstanding the 3oth April,
1866, until the expiry of the charter of any bank which might
accept the conditions of the Act and withdraw its own circula-
tion before the 1st January, 1868, compensation to be paid from
the date of such withdrawal. For the service of issue and re-
«demption, one quarter of one per cent. was to be paid at the end
«of every three months, upon the average amount outstanding
.during that period of provincial paper issued by the bank. As
:a further inducement, banks giving up their issue rights were
‘accorded exemption from the obligation to invest ten per cent.
of their paid-up capital in provincial debentures, and were
allowed to exchange them at par for provincial notes. Thelast
was the offer of a decided bargain, for debentures were then
worth not more than 83. The Receiver-General was obliged to
hold specie for the redemption of the notes to 20 per cent. of the
circulation under $35,000,000, and 25 per cent. for the circulation
in excess of $5,000,000. He was to issue and hold provincial
debentures for the full amount by which the reserve of specie
should fail to cover the circulation outstanding. Proceeds from
the issue operations were to be turned into the Consolidated
Revenue Fund, and expenses lawfully incurred under the Act
were to be charged upon it. The Free Banking Act was re-
pealed save as to the privilege of issuing one and two dollar
notes enjoyed under it by the Bank of British North America,
and all the chartered banks were relieved from the penalties re-
tained in the Act of 1858 for taking interest above 7 per cent.!

§32.——EFFECTS OF THE PROVINCIAL NOTE ACT

The condition of the money market and ot trade in the
autumn of 1866 was such that all but one of the banks were
unwilling to reduce their resources by that retirement of their
Dotes from circulation which acceptance of the Government’s
offer would have rendered necessary.? That single bank was

1 These penalties were those imposed by the Acts 51 Geo. 1IL, cap. 9, U.C,, and 17
Geo. 111, cap. 3, L.C.. viz.,, For taking, exacting, accepting or receiving interest above the
authorized raté, forfeiture of thiice the value of the money, goods, wares or merch ndise
sent or bargained for, one-half to the Crown (later to_the support of the Civil Goveinment 0!
the Province), and one-half to the person suing therefor. Since 1866, the only starutory
restriction upon the rate of interest chargeable by the banks has been the impossibility o
.gollecting atlaw the excess above legal rate.

s Parliamentary Debates, Canada, Vol. 1, p. 8oz2.
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the Bank of Montreal. As fast as it withdrew its own notes it
was able to replace them by notes of the Province.? These
were set off against the two and a quarter millions owed by
the Government, the previous locking up of which may be pre-
sumed seriously to have crippled the operations of the bank.
Or they may have been obtained in exchange for the $600,000
of debentures, worth about 83, formerly held by the bank
according to charter, but now redeemed by the Government at
par. The position of the Bank of Montreal was unquestionably
improved by the change. Nearly three millions of assets,
which for some time had been unavailable for immediate pur-
poses, were put into liquid condition.

The effect on the total circulation in the hands of the
public during the first year of the Bank of Montreal’s opera-
tions under the Act, was inconsiderable. It received compen-
sation upon $3,130,818, the amount of its outstanding issues
on the 3oth April, 1866; from November, 1866, to the 31st
December, 1867, the average of provincial notes in circulation
was $3,147,180.2 The profit to the Government during this
period and the following year was also inconsiderable ; according
to some calculations, a direct loss was incurred under the Act,
but this point is not now pertinent.

What was the effect of the Act upon the banks and the
country ? A general answer must be postponed until the re-
sults of this legislation have been studied in detail.

First, then, while assets amounting to some $2,800,000 had
been locked up in Governmeni debt, the Bank of Montreal, it
was said, had been sorely pressed by the Quebec and British
Banks and La Banque du Peuple.3  After the passing of the
Provincial Note Act, it was put in a position to use its strength.
It had been the practice to settle balances arising from the ex-
changes between the banks and branches in different parts of
the country by drafts on Montreal or Toronto. Owing to its.
Possession of the Government accounts, these balances were
usually in favor of the Bank of Montreal. Asthe arrangements

1 Journal of the Senate, Canada, 1867-68, Appendix 1, p. 7.
¢ Monetary Times and Insurance Chronicle, Toronto, Vol. L., p. 369.
3 Ibid, p. 101, :
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for balances were merely conventional, it had the power in this
case to exact gold, unless its debtors happened to be stocked
with legal tenders. But that was unlikely, as the demands on
bank reserves were largely for export, and for this they needed
gold. When the balances were against them the Government'’s
bankers couldpay ingold or in legal tenders. They had a direct
interest in getting as many of the latter into circulation as they
could. By threatening to exact settlements at all points in
money, instead of in drafts upon the financial centres, the
Bank of Montreal was able to coerce sundry of its competitors
into holding regularly at least $1,000,000 of Provincial notes in
sums ranging from $50,000 to $200,000, under arrangements
which practically set these sums apart from the funds available
for banking purposes.! For those who yielded to the threat the
diminution of banking resources was considerable if viewed in
relation to specie reserves, inconsiderable if in relation to their
funds for discounting, but still a diminution. Banks with many
agencies who refused to enter such arrangements were obliged
either to hold larger reserves and distribute them more widely,
while pari passu their power to discount was diminished, or to
restrict their business to the volume which, under the new con-
ditions, could be safely based upon the old reserve.?

Second, ¢ the Bank of Montreal, having withdrawn its
own notes from circulation, and substituted for them the notes
of the Province, it was no longer interested, in common with the
other kindred institutions, in maintaining unimpaired the credit
of all; the effect of that Act (the Provincial Note Act) was to
place the interests of the Bank of Montreal, the most powerful
monied institution in Canada and the fiscal agent of the Govern-

! Journal of the Senate, Canada, 186768, Appendix I, PP. 3, 7, 14, 19, 24. The Bank of
‘Toronto held $100,000 of notes which could not be presented for redemption without fifteen
days' notice, “ to promote the financial interests of the Government and to secure favorable
arrangements with the Bank of Montreal as to the settlement of balances,” p 7.

‘The %200,000 held by the Bank of British North America under a formal arrangement
with the fiscal agents of x;;e Government was availabie at all times for ordinary business,
but “it must be made good in twenty-four hours and paid for by exchange, gold drafts on New
York, or specie.”” It was terminable on seven days’ nofice and “was entered into to facili-
tate settlemeut of balances throughout Canada with the financial agents, and because it was
agreeable to the Government,” p, 28. The italics are my own.

t MR, JAMES STEVENSON, cashier of the Quebec Bank, said that ordinarily one-fifth
of the circulation and deposits, and one-seventh the amount of time deposits, were sufficient
money rescrve, but that a demand for settlement in gold or legal tenders at all the agencies
of an extended bank would compel the bank to keep at least one-fourth of the circulation
and ordinary deposits as a reserve. 1. bid, p. 24.
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ment, in antagonism to those of the other banks.”! This con-
clusion of a Select Committee of the Senate is not refuted by
the returns made by the several banks to the Government.
Between the 30th September, 1866, and the same day of 1867,
the proportion of specie or its equivalent held by the Bank of
Montreal against immediate liabilities had fallen ; the amount
of notes issued by it and outstanding in the hands of the public
had decreased, and so had the bank’s public deposits.? The
aggregates of the other banks showed an increase in each of
these items. Assuming that there had been a general stagna-
tion in business prior to October, 1867, the Bank of Montreal,
compared to the other banks, was unprepared to meet heavy

v Ibid, pp. 1, 2. The document cited is the second report of the Select Committee
upon the Causes of the Recent Financial Crisis in the Province of Ontario,

* The foll wing figures are taken from a Government return dated rrth March, 1868,
uoted in the periodical named below, and the usual “Statements of banks acting under
charter,” in the Canada Gazette :
Exracts from the Statements of Chartered Banks in the Province of Canada for 3oth
September, 1866, and 30th September, 1867, exclusive of the Bank of Upper Cauada

Bank of
Bank of | Bank of | Montieal, Other Other
Immediate Liabilities Montreal | Montreal | as Gov't | Banks, Banks,
1866 1867 Bank, 1866 1867
1867-71

Bank notes in circulation ..
Provincial notes in circulation ..
" “ in Bank of Mon

] ] $
3,187 995 657,862 00000n.iininne 6,716,324

8
8,477,058

“ ‘  other banks .
Deposits by the public........
“ ¢ government..
‘“ provincial
notes on hand ........coooeereeceermmmnnencen e, 2,120,987
Deposits by the government on issue
account

351,995

300,000

Due foreign banks . ...coveerinenne SR . e 84,279

Total ..ocveeevivirsaenienereninicinieins 12,281,809] 10,636,045 3,385,693 21,365,207| 28,512 525
Spect Quick Assets ] 8 $ 8 3

PECIE ........ovivieiiiiniiiiiirreneias sreeiises 1,845,325 545,308 ciriniiiienenne 3,479,260) 4,334,454

Specie held for redemption of provin- |

cial notes . ... e
Provincial notes . ..
otes and cheque: banks.
Due by Commercial Bank ...
* " Poreign banks .........eceaveenreen

300,000 M
976,26 1541,3

2,201,006 677,138 6,1 x6;68

Percentqge of specie or its equivalent. 19% 24 %
ange in specie, 1866-1867 —$622,879 4+ $855,104
incirculation ... — 530,133 .. .| 41,760,734

in public deposits

«w|— 573,56Ii.. ..| 45,002,305
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demands by the public. But if we adopt the Committee’s con-
clusion and assume that there was general prosperity and sound-
ness in trade, involving increased circulation and heavy
deposits, the bank’s position was such that, provided confi-
dence in itself were undisturbed, a general discredit of the other
banks would be, a priori, not only desirable but profitable.!
Such a discredit would tend to increase the circulation of pro-
vincial notes, to attract depositors to the security of the
Government bank, and to bring the “valuable accounts” of
merchants to the great institution that could afford them
discounts,

Third. In 1858 and 1859 the Commercial Bank furnished
large advances for the current expenses and completion of an
American railway, the Detroit and Milwaukee R.R., on the faith
of a grant of £250,000 stg., secured from the London Board
of the Great Western Railway. The bank supposed that the
loans were made to the Great Western Railway, but under the
Commercial’s system of cash credits evidences of that corpor-
ation’s liability were not secured at the time of each advance.
‘“ The advances were made by overdraft on current account,
and the headings of the ledger as made by a clerk, as he carried
the account from folio to folio, were so indefinite as to leave
room for endless dispute.”2 The agreement was that traffic
receipts of the D. & M. should be deposited with the bank, and
exchange on the London Board of the G. W. R. Co. given
monthly to cover deficiencies. Only about £82,620 stg. of this
exchange were drawn. By the end of 1859 there was a large
balance in favor of the bank. The Great Western’s London
directors contended that the credit was given to the D, & M.,
or to their own Canadian colleagues, who were managing the
American enterprise, as individuals. Suit for a million odd
dollars was brought against the English company in 1862.3
The Court of Queen’s Bench decided in favor of the bank. On
appeal it was held, in 1864, that so much of the £ 250,000 loan

) Cf. the arguments in the Mon;tary Times, Vol. 1, p. 419.

2 Bullion on Banking, with notes and observations by a Canadian bank manager,
Toronto, 1876, P. 24, note.

3 22 U.C. Queen’s Bench Reports, p. 28s.
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as had not been drawn for could be recovered by the bank, that
the lower court should have so declared the liability of the
Great Western Company, and that, as it had not done so, there
should be a new trial, unless the parties settled on this footing
or ascertained the amount by a referee.?

During the litigation the capital, of course, was still locked
up, and neither principal nor interest was settled for until the
autumn of 1866. The bank then obtained $1,770,000 of Detroit
& Milwaukee 30-year bonds, bearing interest at 7 per cent.,
$100,000 of which were payable annually.? But instead of sell-
ing them promptly the bank waited to realize upon the bonds,
and thus failed to set free its locked up funds. The community
suspected that the capital had been impaired. Distrust, in-
spired by the failure of the preceding year, was still strong. It
became known that the bank had been obliged to give security
to several of its largest depositors. A run was then started
upon the deposits. A loan of $300,000 upon collateral, se-
cured by the help of the Government's request from the Bank
of Montreal, averted immediate danger. This was the 16th or
17th September, 1867. A month later another run upon de-
posits was begun. The representatives of all the banks in
Canada West met at Montreal the 21st October. The Com-
mercial Bank asked for an advance of $750,000, one-half at four,
and one-half at six months, and offered the D. & M. bonds as
security. A discussion ensued as to the amount to be contri-
buted by each bank, the representatives of the Bank of Montreal
and the Bank of British North America contending that the shares
should be in proportion to circulation and deposits; the others
for contributions in proportion to capital. The Bank.of Montreal
offered to advance two-thirds of the money necessary to sustain
the Commercial, provided the other banks would guarantee it.
The British Bank offered the other third on the same terms. This
Plan ‘was rejected by the other banks. The two Montreal banks
Fhen withdrew from the meeting, the Bank of Montreal agree-
Ing in the meanwhile not to discredit the Commercial, but re-
fusing, practically, to grant assistance on the same basis as the

other banks. An unsatisfactory understanding reached at noon
——

1 2 Error and Appeal, p. 285,
¢ Toronto Globe, 23rd October, 1866.
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was objected to by some of the head offices at five o’clock.
Then the Bank of Montreal declined to accept the responsi-
bility of taking in hand the affairs of the Commercial and pro-
tecting the creditors.! The Government was anxious to avert
the failure, but as they were again owing the Bank of Montreal
two millions and a half, they could not urge it to act. It is not
apparent from the returns or circumstances that the latter had
any interest in maintaining the credit of the Commercial or
of other banks. The Privy Council did not feel justified further
to interfere, and on the morning of the 22nd October the Com-
mercial Bank of Canada stopped payment.2

Over $2,000,000 of notes and deposits were paid in the
thirty-five days after the Igth October. By the 31st December
its total liabilities, averaging $4,657,000 in September, were re-
duced to $1,871,173. The amalgamation of the Commercial
with any other bank or banks was authorized by the Dominion
Parliament the 21st December, 1867. (31 Vic.. cap. 17.) The
contract with the Merchants'Bank of Canada, by which the share-
holders got one share in the Merchants for three in the Commer-
cial, was confirmed the 22nd May, 1868. (31 Vic., cap. 84.) Al
its liabilities were redeemed in full. The rapidity of this redemp-
tion, as well as the course of the bank previous to the sus-
pension, can best be read in the table appended.3

Its shareholders lost two-thirds of their investments, and
another ofthe Upper Canadian banks succumbed to the fate which
overtook them all. But the failure of the Commercial Bank was
honorable. It was the result, as we have seen, partly of one
large and bad account, partly of the suspicion caused by the
bank disaster of the year before. If, however, we accept the
explanation given by its President, it must be said that the
‘“real and ultimate cause was the measure which had been in-
flicted on all the banking institutions of the country.” 4

_—
! Toronto Globe, 28th October, 1867. Ottawa Times, 13th December, 186y, Mr. Galt's
explanations respecting the Commercial Bank failure.
® Ibid,
2 See Table next page.

* Ottawa Times, 4th December, 1867, Speech of Sir Richard J. Cartwright, upon the
Commercial Bank Bill. I bave hesitated to use this quotation because, though none other
were published, the press reports of the debates in these years are somewhat unreliable.
The distinguished speaker gave evidence to the Committee of the House of Commons in
1869, in which he remarked: © No appreciable disturbance was caused by the effects of the
Act, the failures of the Bank of Upper Canada and of the Commercial Bank being clearl
traceable to causes wholly unconnected with and unaffected by that measure.” Vide Journal, -
1869, App. I, p. 41.
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AVERAGE MONTHLY STATEMENT of the Commercial Bank of Canada for the months ot
‘August and February, from 1857 to 1867 inciusive, from The Canada Gazette.
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Fourth. As the event was not altogether a surprise, the ex-
citement occasioned by this failure soon subsided. But shortly
i » the Bank of Montreal sent a
confidential telegraphic caution to jts branch managers against
some of the western banks who, as individual concerns, were not
in the strongest possible condition. Qn the 24th October a run
was started on several of the Ontario banks. It increased the
next day, the Royal Canadian being the most affected and the
Gore next.  Towards the afternoon of the 26th the run nearly
ceased. Then came the alarming report that the Government’s
bankers were refusing the notes of the Upper Canadian banks
except for collection. The Panic returned with increased
violence, Money rose from 9 per cent. to 12 per cent. in Mon-
treal. The Royal Canadian managed to meet all the demands
upon it, paying out over $400,000, but the panic abated only
after the Government agents in all parts of the country had been
instructed by telegraph to receive the notes of all chartered
banks except the two that had failed (Upper Canada and Com-
mercial).

The rumor that revived the panic was not, to be sure, ex-
actly correct. The explanation of the action by the Bank of
Montreal, offered through its General Manager, Mr. E. H.
King, was that none of their agents had refused the notes of
specie paying banks of Upper Canada, ““where they had
agencies,! except the manager of our Kingston branch, who
acted under misapprehension and was immediately corrected by
telegraph.”® Two or three agents did decline to receive, except
on collection, notes of the Royal Canadian Bank at places
where they had no office.? The notes at Kingston had been
thrown out of the deposit of a railway company, whose agent
immediately warned all the officers on its line not to take the

! The italics are mine.

2 The news of the action of the Bank of Montreal reached the Government at 2.30
p-m., 26th October; that of the correction of the Kingston Manager, given by the Bank’s
head office, at 3.45 p.m. the same day. Ottawa Times, 13th December, 1867, loc cit.

® Journal of the Senate, 1867-68, App. 1, p.34. Asa matter of fact, the notes of the
Royal Canadian Bank were lefuseg, except for collection, by agents of Mr. King's bank at
Belleville, Brockville, London, St. Mary's, Brantford and Stratford, as well as at Kingston.
Toronto Globe, 28th and 30th October, 1867,
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paper of that bank.! The damage was done long before the
correction from the Bank of Montreal could reach Kingston.

Those who gave evidence to the Senate Committee of
1867-68 were nearly unanimous in testifying that trade from the
1st of September to the middle of October was in a very satis-
factory state; the yield of staple crops, if a little less than the
year before, was still good, and the quality excellent, prices were
high, money plentiful, and importations not excessive. The
timber trade was somewhat quiet, but not enough so to affect the
general prosperity. After the bank failure and the subsequent
Panic, uncertainty as to the attitude and intentions of the Gov-
ernment’s fiscal agent, compelled the other banks, in great
measure, to withhold the advances obtained in the autumn by
produce dealers and others. Yer at this time of the year an ex-
Pansion, both of discounts and circulation, was not merely
normal, it was economically necessary. Trade, therefore,
suffered ; produce operations were suddenly interrupted ; money
was scarce and held at high rates; the value of the staple pro-
ducts of the Province was depreciated. The business activity
of September was changed in November to business stagnation.
If the failure of the Commercial Bank is counted the third of
these results to which the Provincial Note Act contributed, the
situation in which the panic was revived and commercial de-
Pression induced, must be taken as the fourth.

Fifth. The panic, I have said, was quieted by the action
of the Government. The larger number of runs resulted in
drains of not more than three per cent. of the total liabilities of
the several banks affected. In the heaviest run, not more than
ten per cent. of such total was called for. It isnot to be supposed,
however, that distrust vanished immediately. In this connec-
tion a comparison of the bank statements for the 3oth Septem-
ber and 30th November will be instructive. The table herewith
indicates the changes in each direction to be noticed in the
November statement from that of two months previous,

1 Ibid, p. 15, Evidence of MR. WooDSIDE.
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D1rFERENTIAL CoMPARISON of the Statement of Banks acting under charter in
Ontario and Quebec, for the months of September and November re-
spectively, 1867}

Bank of Montreal Other Banks

i
§
|
1

Increase Decrease| Increase Decrease
Liabilities ] .

Gov't deposits on General Acct...| $679,997 [-+vvvueuloneenrneidine i .
“ ‘  on Provincial Note

Account .................... 502,540 jerevennefiivnnn i fiiann..

Notes in circulation..............[.......... $113.365).......... $317,504

Deposits by the public. ........... 1,201,424 |+ v eveenn]iennnnnaas 1,842,818
Due by Commercial Bank on special

foan......oooii e 300,000

Balances due to other banks......|...c.covvifenennn.. $420,500 .. .. ....

Assets

Specie and provincial notes ......| 1,447,869 |........ 558,860 |........

Government securities ..........0..c.....u.. 766,239 | o vvennn. 56,672

Commercial Bank loan repaid ....|.......... 300,000 (.0 uivneiininnans

Due by other banks............... 464,228 | ..ol

Notes and billsdiscounted.....o..| 1,304,134 [cereenee|oneern.n., 2,103,827

The increase and decrease in the immediate liabilities and
quick assets of the Bank of Montreal and the other banks of
Ontarioand Quebec (Upper and Lower Canada), were as follows :

Aggregate changes from the September average in the
November average

Circulation Deposits Discounts

Increase | Decrease| Increase | Decrease | Increase | Decrease

Other specie- $ $ $ $ $ $
paying banks?| 533,753 | 851,347 | 410,502 2,253,280 749,506 | 2,853,333

Bank Montreal..| 389,1843(........ 1,881,400%| ........ |1,304,134 e s

We have seen that in the months from September to De-
cember, there was, between the Bank of Montreal and the other
banks, a difference of responsibilities, interests and position. The
Government was depositing large sums in the Bank of Montreal,

! Cf. The Monetary Times and Insurance Chronicle, Toronto, 1867, Vol. L, p. 457.
2 Exclusive of the Commercial Bank.

8 As the provincial note circulation was profitable to the Bank of Montreal, it figures
under the item of circulation as the bank's own, and is, by consequence, deducted from the
deposits made by Government.
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there to let them rest for some time.! The consequence of the
distrust prevailing in the months mentioned is plainty apparent
from the tables. The gain of the one bank, the loss of the others,
must be reckoned the fifth result for which, in great measure, the
Provincial Note Act was directly responsible.

The remoter consequences of this law will occasionally
appear in subsequent pages. The more immediate effects de-
tailed above were well summarized in a single sentence
by Sir Richard J. Cartwright, delivered in the Dominion House
of Commons the 3rd December, 1867:2 ¢ A statute more offen-
sive, or more deliberately mischievous, or more calculated to
Prejudice Upper Canada, it was impossible to conceive.”

In the discussion just concluded I have ventured somewhat
beyond the strict limits of this part of our history. The Pro-
vince of Canada came to an end the 1st July, 1867, when the
territory which it comprised was divided, under the British
North America Act of the Imperial Parliament, into the Pro-
vinces of Ontario and Quebec, and these two were united with
Nova Scotia and New Brunswick into the Colonial confedera-
tion of the *“ Dominion of Canada.”

To sum up the growth of the banks under the Union, a
Comparative table for 1841, 1851, 1861, and 1867 is annexed.

—

1Statement of average daily bal-
ances for month at credit of the
Receiver-General in the Bank of
Montreal

Average weekly balances of the
Receiver-General’s Issue Account
with the Bank of Montreal

CREDIT DesIT
x867—}une . % 875,372 $ 164,800 ...
uly..... . 363,277 345,393
August . 639,137 336,995
Septembe . 1,653,482 230,105
October ....... .. 1,977,619 742,793
November. .. 2296986 802,734
December. . 1,728,622 893,034
1868—January .... .. 1,010,247 1,186,742
February . .. 1,331,311 517,034
March.... ... 1,816,591 293,090
April . .. 1,632,148 28,500 e
May.... . 1,032,980 .. $305,840

. June .. 1,510,214
Sessional Papers o

2 Reported in the Ottawa Times.

10, 52,740
he Dominion of Canada, 1870, No. 38, pp. 6-8.

1
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NOTE.——-RELATION OF THE BANK NOTE ISSUE TO THE PREROGATIVES OF THE.
STATE

The right to issue promissory notes, payable on demand, for circulation
as money, was not originally a Government or Crown prerogative either in
Great Britain or the colonies. It was the common law right of any one who
chose to exercise it. The prerogative of drawing cheques or bills of exchange,
of giving deposit receipts or promissory notes payable at a time futare,
could have been claimed just as logically as that of issuing biils for circula-
tion. These instruments are all the documentary evidence of rights to
demand, and all are available, all are used to effect transfers of rights to
money or to goods expressed in terms of money. They are distinguishable,
Dot by their function, but merely by their form and the different degrees of
credit and transferability with which the different forms are endowed. The
differences in the legal rules respecting them rest on the differences in the
place, time and manner of payment, the persons to whom the payment is
Made, and the persons immediately or secondarily liable for that payment.
In questions touching the economic essence of transactions in such paper, the-
legal rules are the same. Thus, e.g., where the transfer is without indorse-
ment, whether it be a sale of the bill or note, or an exchange, or by way of
discount, or where the assignee agrees expressly to take it in payment, he
can neither recover against the assignor upon the bill, nor recover back the
amount given for it, on account of failure in the consideration, unless, indeed,
the assignor knew the bill or note to be that of an insolvent when he assigned
it.:  The same principle obtains with regard to bank notes.*

But the difference between the notes of a solvent bank and coined
Metal or a legal tender Government currency, is one that cannot be too often
Or too strongly insisted upon. The one is an instrument of credit, a mere
Tepresentative ; the others, lawful money, the legal standard of value and the
legal means of payment. Bank notes circulate and are used in money’s
Stead, with like effect, only by virtue of convention. Current bank mnotes
are a lawful tender in payment of debts only when the creditor does not
object to them, as not money, and demands payment in coin. But an offer
of corrent coin or Government currency endowed with forced circulation,
Whether or no it be convertible into specie, is a legal tender unconditionally,
.In short, bank notes may be, money must be accepted as payment. There
1S, therefore, no true analogy between the issue of promissory notes, payable
On demand, and the determination and issue of the standard of value and
the legal tender, as an exercise of the State’s sovereign power. To premise
Such an analogy and to deduce from the mint prerogative the exclusive right
of the State to issue a convertible fiduciary currency, is a process, specious
Perhaps, but illogical, unhistorical and dangerous. The true explanation
of State interference with matters of banking and the issue of bank notes is
\——_

! Daniel on Negotiable Instruments, Fourth Edition, New York, 1891, § 739.

u s 1bid, § 1677. ., also, WEIr, The Law and Practice of Banking Corporations
nder Dominion Acts, Montreal, 1888, pp. 145:163.

I1
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to be found in the general powers of supervision and regulation exercised by
Government in the supposed interest of the public, and in the conditions
which Goevernment has been able to exact in return for the concessions sought
by the banks.!

It follows that two of the propositions implied by Mr. Galt when he
urged that the Government should resume a portion of the rights which they
had deputed to others, were radically incorrect. These propositions were :
first, that the right of the banks to issue notes had been originally derived
from the Government ; and, second, that the prerogative of issuing a fiduciary
currency pertained to the Government,

The right to issue bank notes existed and was exercised both in Lower
-and Upper Canada before banks ever became a subject of legislation. It was ex-
ercised by private banks, and without legislative sanction, for a considerable
period after the early charters were granted. And in 1837-38 both Pro-
vinces interfered with the private note issue, not as an infringement on Gov-
ernment prerogative, but as a menace to the public security. Upper Canada
recognized the worthy private banks and permitted them, under supervision,
to continue their business. Lower Canada, through the Special Council,
prohibited only such banks as would not obtain licenses, furnish and publish
returns, and submit to the regulations imposed by law. The chartered banks
had accepted Government regualation in return for the concessions of incorpor-
ation, the currency of their notes in the revenue, assured protection against
forgery, the power easily to enforce stock subscriptions, and the like. The
charters confirmed and limited the right to issue notes, but they could not de-
pute it. For the Lower Canada banks, at least, it was a pre-existing right
which they had already exercised. The first proposition implied by Mr.
Galt is, therefore, not to be accepted.®

1 CHITTY on the Law of the Prerogatives of the Crown (London, 1820) contains no
mention whatever of prerogatives in respect to the currency other than the establishment of
the standard of value and the minting of specie. The lack of the prerogative of note issue
in the positive public law of Great Britain was satisfactorily est .blished by Tookg, in his
History of Prices. Cf. also, WaGNER Die Geld u. Credit-theorie der Peel'schen Bank Acte,
Wien, 1852, pp. 65, 73, 74- i . .

Confirmadon of the principles just formulated in the text will be found, for the
first, in the preamble of the Act to pratect the public against injury from private banks,
quoted 'on p. 101; for the second in the statements of the petitions for incorporation pre-
sented to the Legislature of Lower Canada in 1821, and in the preambles of the charters
passed in answer to the prayers, p. 11, supra.

2 1 am aware that this position is quite opposed to that held by the late Premier of the
Dominion, Sir John A. Macdonald. Speaking to the House of Commons, the 4th April, 1880,
in reply to Mr. Mills, of Bothwell, upon the currency resolutions brought down by the Min-
ister otyFinam‘.e, Sir Leonard Tilley, he said. ‘‘If it was admitted that the =ame power,
sovereignty and nation had the right to issue gold or any other circulating meaium, it must
of necessity have the right, if it chose to claim it, of issuing what was equal to zold and
silver.” Then, after a 1eference to the undisputed prerogative of the State to prepare or
cause to be prepared coins of gold, siiver, copper or what not, and give them legal currency,
“if paper prumises to pay were accepted as equal to gold and silver, the argument was
clear.” He had always thought the people and the government synonymous. The banks
had no vested rizht to issue, the right to make money is in the Crown—in the people. “ It
was a matter of grace, of expediency, of legislation, by which the Crown gave up a portion of
its exclusive right to issue what was called money to the banks, whether private or public.”
Bat it is easy to judge from this how, by a false analogy, the great statesman confused money
with those instruments of credit which, in a popular sense, are often spoken of as mency,
and are conventicnally used in substitution for it Resting, as it does, upon this fallacy,
even Sir John Macdonald’s reasoning cannot be approved. We must still reject the theory
of a Crown prerogative of issue.
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In the second place, the power to issue a fiduciary currency concurrently
with the banks, or even the right to emit a legal tender paper, had never been
independently exercised by a Canadian Government either before or after the
Union. The Army Bills of 1812-15 are not a pertinent case, inasmuch as in that
affair theinitiatory steps were taken by the commander of the troops, sent out
from England, and the transactions conducted largely under his direction,
What the local legislatures did was to give the bills currency, I will not deny
that the right existed, for in Nova Scotia there were some £100,000 of legal ten-
der provincial notes in circulation. But to the theory of its possession by the
Upper Province before the Union, the refusal of the Imperial authorities in
1839 to allow the issue of legal tender notes payable in one year after date, is
2 serious obstacle of fact. Lord Sydenham’s proposals in 1841 were for the
Creation of a Bank of Issue, not of a currency issued directly by the Govern-
Mment. The nearest approach to Mr. Galt's scheme was the device employed
by Sir Francis Hincks in 1848-49, viz., the payment of current debts of the
Government in short date, interest-bearing debentures for small sums, nego-
tiable only under par. Yet this, or anything else revealed by rather careful
research into the history of Canada previous to 1866, will not satisfactorily
establish the actual existence of a government right to emit fiduciary cur-
Tency. Much less will it justify the pretence of a government prerogative of
Dote issue. The second proposition implied by Mr. Galt fails as completely
as his first.

For the discussion of a bank note currency, or of any currency, it is in-
dispensable to rest upon the correct theoretical and legal basis. Once it is
Tecognized that the business of issuing notes for circulation, promising pay-
Ment, and payable upon demand, is essentially similar to any other business
In instruments or forms of credit—once it is seen that, historically and prac-
tically, note issue is no more a prerogative of Government than life insurance,
Teceiving deposits at call, or drawing foreign exchange, the way is barred to
Many a fallacy and delusion. The cry that ‘“ the profits of the circulation
should belong to the Government,” then appears no less ridiculous than the
plaint, ** the profits of the flour mills, the shoe factories, the building societies,
should belong to the Government.” The business of note issue, rightly con-
ducteq, requires capital just as other economic activities ; like them, it pays
Profits, for the saving of the interest on a currency of intrinsic value ac-
Crues, in the first instance, directly to the issuers. The public, however,
derive advantage from this saving, as they gain from other economies
and improvements in production, viz., through the reduced costs of produc-
tion and the consequent lower prices to consumers. Those who deal with
fhe banks get their services at rates which, without the issue profit, would be
mpossible. With those who do not so deal, the gains of those who do are
divided through the cheapening of the commodities exchanged or produced
ith the assistance of the banks, Under a régime of competition, the capital
lvested in a bank issue cannot, in the long run, earn a higher return than
Other capital invested at equivalent risks.

The contracts which result from issue operations, must be enforced,
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like other contracts, by the legal and judicial organization of the State. To
provide for the security of such contracts, prevent frauds and avert public
injury, the Government may regulate and supervise the note issue as it does
the operations of common carriers, insurance companies and monied corpora-
tions of other kinds. The gain from the note issue, in common with other
income, will be a legitimate subject for taxation, but not for such as violates
the canons of equality and uniformity,  If a necessitous government is con-
strained to derive greater revenue from the note issue than is possible by
leaving it in private hands, it may by the exercise of sovereign power, exclude
all but itself from this department of economic activity. This practically is
what many European states have done. But those who guide a nation's
policy may well weigh carefully the commercial disadvantages attending such
a usurpation, and the tendencies towards forced circulation, fiat money,
depreciation and repudiation which it is likely to release.




CHAPTER VI

NEW BRUNSWICK AND NOVA SCOTIA

5334——THE BANK CHARTERS OF NEW BRUNSWICK

Tue first bank established in this Province was chartered
as the President, Directors and Company of the Bank of New
Brunswick, by an Act of the local Legislature, which received
Royal assent the 25th March, 1820. As expressed in the pre-
amble, it was the opinion of the House of Assembly that ¢the
establishment of a bank in the city of St. John will promote
the interests of the Province by increasing the means of circu-
lation.” (60 Geo. IIL cap., 13, N.B.) The capital stock was
limited to £30,000, and the payment of the whole required
within eighteen months. In 1821 the stock limit was reduced
to £30,000, and four years later raised again to £50,000, on
‘“account of the increase of the trade of the Province.” The
President, Directors and Company of the Charlotte County Bank,
to be situate at St. Andrews, were incorporated in 1825, with a
Capital stock of £15,000, all to be paid up within a year and a
half. (2 Geo. IV, cap.20.) Both these banks were smaller
than those established in Montreal, Quebec and York in
1817, 1818, and 1822, and it is manifest that they were
intended to be local affairs, but the New Brunswick charters
are different in only a few essential respects from those passed
in Upper and Lower Canada. The limitation upon the total
debts which might be owed by these corporations was more
Strict, being twice the amount of their paid-in capital stock, and
the term of their charters was twenty years. In 1834 the Cen-

tral Bank of New Brunswick was incorporated, and provfsion

made for establishing it at Fredericton. (4 Wm. IV., cap. 44.)
The Act of incorporation contained a number of new provisions
Similar in effect to those recommended by the Committee for
Trade of His Majesty’s Privy Council in 1830 and 1833.

No bank bill, e.g., was to ‘be issued until £7,500 (one-half

(v
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the authorized stock) were paid in. The Governor was em-
powered to appoint commissioners who should count the money
in the vaults and ascertain whether it were bona fide capital. -
(This authorized stock was raised in 1836 to £50,000.) The
stockholders were made chargeable in their private and indi-
vidual capacities for the payment and redemption of any bills
issued by the corporation, and for the payment of all debts at
any time due from the corporation, in proportion to the stock
they should respectively hold, but not to exceed the amount of
the stock actually held by them, nor in exemption of the joint
stock of the corporation from Hability for its debts and engage-
ments. Loans on the pledge of the bank’s own stock were for-
bidden. Provisions were introduced with respect to the distri-
bution of the capital stock and profits among the shareholders in
case of dissolution of the bank, and to the continuation of their
liability to redeem the notes in circulation for two years and no
longer after the date of the dissolution. Debts of the directors
to the bank, either as principals, sureties or indorsers, were
limited to one-third of the paid-in capital stock, and semi-
annual returns to the Secretary of the Province were required.
No note or bill offered for discount was to be excluded by a
single vote. A list of the delinquents was to be furnished to
the Board upon discount days, and the presence of his name in
the list was to disqualify any director from sitting on the Board.

In 1834, the Commercial Bank of New Brunswick was in-
corporated by Letters Patent,! The charter of the St. Stephen’s
Bank passed in 1836 (6 Wm. IV., cap. 32) created a corpor-
ation capitalized for £25,000, and subjected to the provisions
already described. It added the rules that no stockholder
should own more than twenty per cent. of the capital stock and
that ‘“no action shall be brought or maintained upon any bank
bill or bank note issued by the corporation, before such bill or
note shall have been presented at the bank for payment, and
default in payment thereupon shall take place.” Upon shares
seized and sold under execution, the bank did not enjoy the
prior claim for stockholder’s debts which it could enforce be-

1 The Charter Acts ot the General Assembly of the Province of New Brunswick,
1853, p. 81.
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fore transfers of stocks in other ways became valid. The limi-
tation upon total debts was altered by excluding deposits from
the amount which should exceed twice the capital stock paid-
in, The City Bank was incorporated the same year. Its loca-
tion was to be St. John; its capital £100,000, half to be paid
in one year, and half within five years. But the City Bank had
a short existence. The Bank of New Brunswick received per-
mission to double its capital in 1837, and was subjected to new
Provisions similar to those detailed. (6 Wm. IV, cap. 57.) By
an Act of 1839 the City Bank was united to the Bank of New
Brunswick and merged within it. (2 Vic., cap. 26.)

The year 1837, however, was not altogether one of dimin-
ished banking competition. The Legislature in this session
granted the Bank of British North America powers to sue and
be sued in the name of a local officer, and facilitated its busi-
Ness in other ways. (8 Wm. IV, cap. 16.) Afterwards, be-
tween 1841 and 1866, various additions to the capital stock of
the four existing banks were permitted, and their charters ex-
tended to dates between 1870 and 1876. The Shediac Bank
Was incorporated in 1856 (19 Vic., cap. 66), the Miramiéhi_VB_zxtjn;k
in 1857 (20 Vic., cap. 28), and the People’s Bank of New
Brunswick in 1864. The Miramichi Bank was proposed for
Chatham, N.B., and the authorized capital was £20,000. The
_I,’\eggle_,’,s‘_@gvnk was established at Fredericton with a capital
stock of $60,000.

In this and the subsequent legislation, provision was made
for increasing the capital stock of the banks upon the initiative
of the shareholders and without further legislative sanction.
New stock was always, according to law, to be disposed of at
uction, and the premium paid upon it divided pro rata among
Rew and old shareholders. But in other respects the bank
charters granted in 1856, 1857 and 1864 are in no way different
from those of 1834 and 1836, All the banks, however, had been
forbidden by an Act of 1838 (1 Vic., cap. 18), to issue notes of a
less denomination than five shillings or notes of denominations
7ot multiples of that sum. For violation of the Act there was
‘mposed a penalty of £25, recoverable in courts of competent
Jurisdiction by the first person suing therefor, one-half for him-
self and one-half to the use of the Province. Receiving the

L



<

892 Fournal of the Canadian Bankers' Association

notes and checks denounced by the Act rendered one liable to
forfeit a sum equal to the nominal value of the instrument.

Some years previous to 1865, the Charlotte County Bank
ceased its operations and business and \paid off, so far as they
had been presented, all claims upon it. In the year named it
was authorized, after newspaper notice for twenty-four months,
to wind up its affairs, and divide the assets remaining among the
shareholders, the further liability of whom for the debts of the
bank was thereupon to cease and determine. (28 Vic., cap. 44.)
A similar Act was passed in 1868 with respect to the Central
Bank of New Brunswick. (31 Vic., cap. 56.) In the sessions of
1865 and 1867, on the contrary, the establishment of a number
of new corporations was authorized; the Albert Bank, the
Woodstock Bank, the Northern Bank, the Merchants’ Bank of
New Brunswick and the Eastern Bank of New Brunswick were
all granted charters. I am not aware, however, that to any of
these undertakings was subscribed and paid the capital required
by law before they could begin business. In this they
were as unsuccessful as the Miramichi and Shediac banks of
the preceding decade.

At the time that New Brunswick entered the Confederation
the Bank of New Brunswick, the Commercial Bank of New
Brunswick, the St. Stephen’s Bank and the People’s Bank were
in operation, the Westmoreland Bank in liquidation, and the five
other charters just named were still available.

§ 34.—Nova scoTia

The banks in Nova Scotia were neither so many nor so old.
The establishment of a bank at Halifax had been mooted, to be
sure, in 1801, and £ 50,000 of the capital subscribed, but it was
proposed in this connection that no other bank should be estab.-
lished by any future law of the Province during the continuation
of the corporation. The feature of monopoly was probably fatal
to the plan’s success,! as the bank was not started. Another
Project for a joint stock bank was published by the Halifax Com-
mittee of Trade in February, 1811, but no action was taken in

1 MurpocH, History of Nova Scotia, Vol. 3, p. 205.
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the matter by the Assembly.? In 1825, however, a private bank
of issue, discount and deposit, was started in Halifax, the adver-
tisement of opening, upon the 3rd September, being signed by
eight partners.? This was the Haleax _Banking Company,
which in 1872 was sold out to the present chartered bank of the
same name.

There can be little doubt that the extension of the banking
System was somewhat delayed by the circulation, as money, of
the Treasury notes of the Province. Since 1812 the Province
had had in these a paper currency which was seldom, in large
amounts, immediately convertible into specie, and never, in
point of elasticity, comparable to a bank note circulation. Yet
it sufficed to work a certain economy of specie, to give some
help to the Treasury, and to serve the colonists as a medium of
exchange at a time when the specie circulation was neither
abundant, uniform, nor satisfactory.$

Finally, the Legislature became convinced that the  estab-
lishment of a public bank will be greatly advantageous to trade
and commerce, and otherwise advance the interests of the Pro-
vince by increasing the circulating medium of business, and
Promoting a more extensive and beneficial employment of the
resources and industry of all classes of its inhabitants.”4

To further such purposes, and to grant the prayer of certain
petitioners, the Bank of Nova Scotia, the first chartered bank
in the Province, was incorporated by an Act approved the 3oth
March, 1832. (2 Wm. IV., cap. 50, N.S.) Its authorized stock
was £100,000 in 2,000 shares of £50 each. Business mlght
begin when £50,000 were subscribed and paid up in specie or
Treasury notes. Land might be owned in fee simple to the value
of £5,000. But loaning upon the bank's own stock, upon mort-
gage or upon real estate, was prohibited. Each director was
required to hold twenty shares, and might not be a director in
any other bank either within or without the Province. Share-
holders with one to two shares had one vote. For more than
——

) 1bid, p. 308.
* Ibid, p. 538.

¥ The principal details ot the Treasury Notes legislation are given in the note at the
end of this chapter.

4 Vide preamble, 2 Wm, IV,, cap. 50, N.S.
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two shares they voted according to a scale, by which the holder
had one vote for each two shares above two and not above
twelve, for each three above twelve and not above thirty, one
vote, and for each five above thirty, one vote ; but no share-
holder was allowed more than fifteen votes, or to hold more
than three proxies. :

In case of loss or deficiency in the capital stock of the bank
on account of the official mismanagement of the directors, the
shareholders were liable for debts of the bank in their private
and individual capacities, but not liable to pay a sum exceeding
the amount of stock actually held by them respectively, in addi-
tion to the stock so held. This was the Nova Scotian expres-
sion for the double liability of stockholders, adopted by New
Brunswick in slightly different phrase a few years later. The
debts of the corporation, exclusive of the sum due on account
of deposits, were limited to thrice the amount of the capital
stock paid in. As in New Brunswick, this restriction was the
only limit upon the amount of the notes which might be issued.
In case of excess, both the corporate property, and the directors
in their individual and several capacities, were to be liable.
The bills and notes of the corporation were to be payable on
demand in gold and silver. Notes for less than twenty-six
shillings were forbidden. If the bank should refuse to redeem
its notes in specie, it incurred the penalty of paying interest at
twelve per cent. per annum upon their face value, from the time
of refusal to the time of payment. A statement of the bank’s
affairs was to be made to the annual meeting of the shareholders,
and a copy sent to the Secretary of the Province. Either by
order of the Governor-in-Council or by a joint committee of the
Legislative Council and House of Assembly, the bank might be
investigated. And if it should then appear that the capital
stock had been diminished by loss and bad debts to half the sum
subscribed, it was provided that the corporation should be dis-
solved.

Such were the important provisions of the first bank charter
passed in Nova Scotia. The structure of the corporation, its
powersand the restrictions upon it were of the same general type
as of the banks of the other Provinces. There is no need to
describe in complete detail legislation so like that already fami-
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kar. But in () the stipulations for payment of capital, (b) the
double liability of shareholders, (¢) the minimum placed upon
the denomination of bank notes issued, (d) the penalty for
suspending specie payments, and in (¢) the provision for wind-
ing up the bank in case the stock were badly impaired, the
charteris distinctly in advance of any previously passed by other
British North American Provinces, and in force in 1832, Inthe
first three of these peculiar restrictions, the reader will unques-
tionably detect the influence of the suggestions made by the
Committee of the Privy Council for Trade in 1830. The pur-
pose of the fourth and fifth is evidently the same as that sought
by the Imperial authorities, viz., maintenance of redemption and
preservation of a capital guarantee, but the means most closely
resemble those adopted in the legislation of Massachusetts.

For five years the Bank of Nova Scotia was the only char-
tered bank in the Province. In its first ten years it divided
among the shareholders profits at the average rate per annum

of 8.9 per cent. of its capital and increased that capital to

£140,000.0  After 1842, however, dividends rarely exceeded
6 per cent. _ .

One reason was the competition of the Bank of British
North America, which had begun business in Nova Scotia in
1837, and secured the right to sue and be sued in the name of
a local officer in 1838. (1 Vic., cap. 24.) Then there was the
Statute of 1834 (4 Wm. IV, cap. 24), which prohibited the issue
of bank notes for sums less than £5, and thus closed to the
banks the profitable and important business of circulating the
One and two pound notes necessary for retail exchanges. It
also provided that all bank notes should be made payable in
gold and silver to the amount of their face value to the bearer
or holder of the undertaking and upon demand, or bear interest
at 12 per cent. per annum from the day of refusal to the day of
final payment.  Notes payable to real or fictitious persons and
transferable by indorsement were made negotiable by delivery
Merely and the indorsement declared unnecessary, The pen-
alty of £10 imposed for each note, bill of exchange, draft or
check issued for less than £5. was recoverable by action for debt,
————

! Journal of the House of Assembly of the Province of Nova Scotia, 1846, Appendix 18.

("
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one-half to the prosecutor and one-half to the Crown. Forgery
of the notes was punished by not more than seven years in the
Bridewell at hard labor, and all the costs of prosecution ; theft,
by the same penalties as were imposed for stealing other things
of equal value.

Another cause of the lower profits of the Bank of Nova
Scotia may be found in the constitutional struggle which was
carried on in the Province in the earlier part of this period, and
the commercial disturbances due to it. To compel the Execu-
tive annually to convene it, the Legislature adopted the policy
of continuing necessary Acts for one or two years only. Be-
tween 1841 and 1846 the charter of the Bank of Nova Scotia and
the amending Act of 7 Wm. IV., were thus continued no less
than five times, in order annually to prevent their expiry.

At last, in 1847, the charter was continued for 10 years.
The form of semi-annual returns to the Government recom-
mended by the Lords of the Treasury was adopted, and the
penalty of charter forfeiture imposed for note issue in excess of
the statutory limit (thrice the capital stock paid up). (10 Vic,,
cap. 57, N.S.) The charter was again extended in 1856 for a
period of 15 years, and permission granted to increase the capi-
tal stock to £400,000. (19 Vic., cap. 95.) By another Act of
the same session, the Legislature incorporated the Union Bank
of Halifax. In 1859 the Bank of Yarmouth was chartered ; in
1864 the People’s Bank of Halifax, and the Mutual Bank of
Nova Scotia ; and in 1865 the Commercial Bank of Windsor. !

These later charters repeated almost verbatim the provi-
sions of the amended Act governing the Bank of Nova Scotia.
The banking system as originally worked out caused so few
difficulties and promoted so much the convenience and pros-
perity of the colonies, that they felt very little temptation to
change it. The banking history of Nova Scotia, therefore, is

1 For these banks the charters provided

Required to

Authorized Charter be paid up

Capital Expires before begin-

ning business
Union Bank of Halifax.................. £250,000 1871 £50,000
Bank of Yarmouth............ 50,000 1871 12,500
People's Bank of Halifax . . $400,000 1879 $160,000
Mutual Bank of Nova Scotia . ......... 1,000,000 1869 250,000

Commercial Bank of Windsor 200,000 1885 50,000




The Canadian Banking System, 1817-18g0 327

not eventful. The private banks carried on all branches of
banking, including note issue, in competition with the chartered
banks. Their proprietors were men of wealth; they enjoyed
the confidence of the community, and conducted their business
according to recognized banking principles. The currency law,
with its penalty for suspending specie payment, sufficed to keep
the note circulation secure and within proper bounds. Down
to 1873 a bank had never failed in the Province of Nova Scotia,
nor had the finger of suspicion been pointed at any of them,
either chartered or private.! When the province joined the
Confederation five banks were acting under local charters, viz.,
the Bank of Nova Scotia, Bank of Yarmouth, People’s Bank of
Halifax, Union Bank of Halifax, and Merchants Bank of
Halifax ; the charter of the Commercial Bank of Windsor
was still available.

[} 35.—RELATION OF BANK LEGISLATION IN THE MARITIME PROVINCES TO
THAT OF THE DOMINION

I. In the two greater Provinces whose bank charters have
been discussed, we found that the first legislation was shaped
on almost the same lines as that of the Canadas. Still, the
banking history of Nova Scotia and New Brunswick is much
simpler. The system originally established was subjected to
no such energetic and repeated attacks, either by scheming in-
dividuals or by the Government of the day, as we meet in the
Provinces of Upper Canada and Canada. On the other hand,
we may detect a certain similarity in theforces moving in the later
stages for the improvement of the system Whether the safe-
guards latterly inserted in bank charters were a purely local
development, is a question that hardly needs to be raised in the
cases of New Brunswick and Nova Scotia. The constitutiona]
governments of these Provinces were in no substantial respects
different from that of the Canadas. The Eastern colonies
were kept in pretty much the same sort of tutelage by the
Colonial Office in Downing Street as those in the West. We
know that the Treasury regulations were transmitted, as cir-

1 Journal of the House of Commons, Ca.nada, 1869, Appendix I, p. 62, Evidence of
MEssrs, RowLey, KiLLaM and LEWIN,
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culars, to the colonies generally, with instructions for their
observance. Lord John Russell's despatch of 1840 appears in
the legislative documents of New Brunswick. Reference to
the actual statutes shows that subsequently to the receipt of the
Treasury regulations, provision was made in bank charters that
the spirit of the more essential rules should be observed.

II. As Newfoundland is no part of the Dominion, it is un-
necessary to treat of banking there. Prince Edward Island,
though within the Confederation, is of no such importance that
its banking laws could have affected the measures adopted by
the Domimon. We may, accordingly, disregard the banking
history of this colony until it becomes a part of the broader
study.

III. Even Nova Scotia and New Brunswick, before the
Confederation, were, in great measure, self-contained com-
munities. Though exporting some natural products and buy-
ing manufactured supplies abroad, they were not, on the whole,
strongly affected by the commercial movements in other parts
of the world. Nova Scotia, for instance, suffered practically
nothing from the crises of 1837 and 1857. New Brunswick,
however, experienced severe comnmercial depression in 1848, in
consequence of heavy importations during the preceding period,
and a falling off in the demand for its principal exports.

Banking was chiefly confined to the cities of St. John and
Halifax, and two or three of the seaports next in importance.
The other towns carried on their business through the cities.
Branch banking had not yet received that extension which,
since Confederation, has brought the office of a strong bank to
every town and almost every considerable village. Besides the
ordinary business of receiving deposits, issuing notes, and dis-
counting. for local purposes, the banks enjoyed a profitable busi-
ness in exchange. The trade with Upper and Lower Canada
was small, but they bought and sold large amounts of bills upon
Boston, New York and London. During the period of Recipro-
city the American trade was especially important, as that mar-
ket for fish and timber was wide and active. Indeed, the prin-
cipal business of Nova Scotia at this time was shipping fish and
timber to the West Indies and the United States. The returns
from these shipments were mostly in sterling exchange, which
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was sent to London and drawn against to pay for dry goods,
hardware, and other colonial necessities. The banks also ob.
tained large amounts of sterling bills from the Imperial authori-
ties at Halifax, in exchange for specie to pay the troops and buy
supplies for the garrisons.

The growth of business between 1832 and 1841 was especi-
ally remarkable in New Brunswick, It is best illustrated by the
Teturns made to the Provincial Governments in these years.
For purposes of comparison, returns for 1851, 1861 and 1867 are
given in the same table. Such returns of Nova Scotia banks as
I have been able to secure are also given. They are few, as
there appears to have been no regular publication of statements
from the chartered banks of Nova Scotia, either in the legisla-
tive documents or the Royal Gazette of that Province.
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IV. Finally, the Provinces of Quebec and Ontario were to
enjoy in the councils of the Dominion a certain preponderance,
as well on account of their greater wealth, population and trade,
as of their larger representation in Parliament. Where the prece-
dents and laws of the Maritime Provinces differed from those of -
the Province of Canada, the legislation of the Dominion was
generally drawn up according to the Canadian lines. Especi-
ally is the effect of this tendency to be remarked in the legislation
Wwith regard to the banks. Those in Canada, both in the aggre-
8ate, and for the most part individually, were superior in power,
Tesources and influence, to those of the Maritime Provinces ;
their efforts to preserve the continuity of their own development
Were destined to prevail over similar attempts by weaker rivals.
It is the more necessary, accordingly, to know well the charters
8ranted in Canada, and the forces there at work. This study
Was the purpose of the chapters 11 to V.

For the four reasons offered in the preceding paragraphs, a
further study of the banking history of the Maritime Provinces
heed not be undertaken. It cannot materially serve our present
Purpose to trace the development of the banking system which
Prevails in Canada to day.

NOTE.—THE TREASURY NOTES OF THE PROVINCE OF NOVA SCOTIA

The Treasury Note issues began in 1812. The first amounted to
£712,000 of notes bearing interest at six per cent., receivable at the Treasury
for public dues and not re-issuable. Warrants on the Treasury were made pay-
able in gold, silver or Treasury notes, at the option of the payee. (52 Geo. II1.
®ap. 7, N.S.) The subsequent legislation is an example, in many ways, of the
Course usually run by fiduciary issues of governments. The ultimate re-
demption, however, was somewhat more creditable than the average.

This issue of 1812 was withdrawn in 181 3 and a new issue authorized of
£20,000 in non-interest bearing and re-issuable notes. There wers provisions
for funding the notes in amounts of not less than fr1o0, by interest-bearing
Certificates, in case the Treasury had no gold. The notes issued under this
Statute were not payable on demand in specie until three years after the date
of publication of the Act. (53 Geo, IIL, cap. 15.) Thus in the second vea
of its existence this government currency became irredeemable on demand.

In 1817 a new issue of £50,000 was authorized, the notes bearing date
the 30th April, and being payable on demand in gold or silver after the 3rst
De‘-‘ember, 1817. They were non-interest bearing, fundable quarterly and
Te-issuable in like manner as the preceding issue. (57 Geo. II1., cap. 17.)

10,000 more notes of denominations of £1, £2,and {5 were authorized in

12
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1819. Loan offices, under the direction of commissioners, were established
at Annapolis, Halifax and Kings, for loaning in amounts of not more than
£200 to each borrower, the notes upon real estate security at the interest of
6 per cent. Repayment of one third of the principal was to be exacted at
the end of three, six and nine years after the 315t December, 1819. Loans
were made only upon unencumbered estates of treble the value of the sums
secured. Provision for funding the notes at six per cent., after 1822, and
cancelling all thus retired, was included in the statute. Notes unpaid or un-
funded after the 315t December, 1820, were made payable on demand in gold
and silver, and thereafter not re-issnable.

The next year (1820) an issue of {20,000 more was authorized, the
notes being payable the 31st December, 1822. At the same time the total
circulation was limited to £70,000. (60 Geo. III., cap. 18.) During the
session of 1820-21, the circulation was further limited to £66,227 in notes for
five shillings, ten shillings, £1, £2, and £5. The notes bore no interest, were
tobe dated on the first Monday in January or July, according to the half year in
which they were issued, were re-issuable and payable on demand in specie after
three years from the day of date. The Treasury being then unable to pay it
in gold and silver, was empowered, as usual, to fund the notes with certifi-
cates at 6 per cent. (rand 2 Geo. IV,, cap. 4.) In 1826, new commissioners
were appointed to issue some [40,000 of Treasury notes and to cancel the old
ones in circulation. These were also re-issuable, receivable for public dues,
and fundable after three years. But the notes were now made payable in
payment of warrants upon the Treasury, whenever the Treasury should not
have the ncedful gold and silver. The payee being deprived of his
election between specie and Treasury notes, the notes, therefore, became a
legal tender in discharge of Government debts. (7 Geo. IV, cap. 14.) Two
years later the Provincial Treasurer was directed to apply what gold and
silver should come into his hands exclusively to the payment of the funded
debt. In 1829 the limit of the circulation fixed at £40,000 in the preceding
year was raised to £535,000, and in 1832 to £80,000. (g9 Geo. IV., cap. 3; 10
Geo. IV, cap. 43; 2 Wm. IV, cap. 64.)

The next year the defective state of the currency and the desire to pro-
vide for its specie redemption led the Legislature to enact that the payment
of customs duties should be in gold and silver alone. The Treasurer was in-
structed, whenever he had the specie, to pay treasury notes in sums of {10,
upon presentation ; when notesin sums of {100 or over were presented for
payment, and sufficient gold or silver were lacking, the holder was entitled to
receive interest bearing certificates for like amounts. When the Treasurer

: ted both specie and notes, the commissioners provided for the payment of
¢ crnment dues, certificates of funded debt which bore interest at 4 per
cent., and were limited to an outstanding total of £20,000. The commissioners
might issue new notes for amounts equal to those retired by certificates, and
these new notes were payable in discharge of warrants upon the Treasury.
(3 Wm. IV, cap. 38)

According to an Act of 1834, the notes were received for customs duties
at the rate of 16s. cy. per £ stg. (4 Wm.IV. cap.1.) In 1835 the interest on
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certificates by which the notes were funded was reduced by statute from six
to five per cent., while the interest on f£r1,500 of the certificates of funded
debt, issued under the Act of 1833, was raised to five per cent. The Legisla-
ture further provided for funding the notes, prohibited the re-issue of notes
funded, and limited the amount of certificates issued under the Act and out-
standing to £18,500, while pledging the payment of the whole sum by the 1st
Januvary, 1838, or as soon as possible thereafter. (5 Wm. IV., cap. 22.) The
Province was still liable in 1846 for some £30,000 upon certificates, a large
amount of Treasury notes were outstanding, and the Government owed £27,000
to the Savings Bank at Halifax. The former laws relating to Treasury notes
were repealed, and the substitution of a new issue for the notes in circulation
authorized. But according to the new statute, the notes were still payable to
holders of warrants upon the Treasury, if there should be no gold or silver
available. They might be re-issued. The amount in circulation was limited
to its then figure. Notes were receivable at the Treasury, and by Collectors
of imposts and light duties at their par value. Customs duties were payable
in gold, silver and Treasury nates only. (g Vic., cap. 14.) This, apparently, was
discrimination against bank notes. The banks, indeed, already suffered some-
what by the partiality of the Legislature for Treasury notes, for they were
Prohibited by an Act of 1834 (4 Wm. IV., cap. 24), from issuing notes for less
than /5 currency.

Under the law of 1846, notes were issued down to the time of Confeder-
ation. Assistance granted to railways in 1854 was the excuse for an addition of
£50,000in notesof 20 shillings, to the {100,000 currency, or thereabouts, already
in circulation. (17 Vic., cap.3.) These, like the issue of 1846, were nominally
Payable on demand in gold or silver, The form of the note was as follows :—

One One
Pound, £1 Pound.

Province of Nova Scotia.—The bearer hereof is entitled to receive at the
Treasury, Twenty Shillings.

Dated at Halifax the........ ..dayof..........18...,

Commissioners. P Treasurer.

But practically the Treasury notes of Nova Scotia were irredeemable ; large
Sums could not be converted into specie at the option of the holder; nor
Could they, for example, be safely used by banks as a part of their reserves.:
The only transactions in which, so far as I can discover, they were legal
tender, was in payment of warrants upon the Treasury, when there was in-
sufficient gold or silver to meet the debts of the Government. A qualified
Tedemption was kept up by the possibility of using the notes at their par
value in payment to the Government ; but this did not suffice at all times to
Prevent a depreciation. The indebtedness of the Province upon this paper
Was assumed by the Dominion of Canada in 1867. The amount was then
5,859 12. Redemption was so rapid during the next five years that by
1872 only $61,685 were still outstanding, and by 1890, $39,743. (Public Ac-
Counts, Canada, 18go, p. 38.)
\ﬁ_

! Journal of the House of Commons, Canada, 1865, Appendix I, p. 46, Evidence of

Messgs, Lewix and RowLEY.



CHAPTER VII

BANKING REFORMS 1867-1871

§ 36.—PRELIMINARY MEASURES

By the British North America Act of 1867, the Parliament
of Canada was given exclusive legislative authority in all mat-
ters coming within the subjects of currency and coinage,
banking, incorporation of banks and the issue of paper money,
savings banks, bills of exchange and promissory notes, interest
and legal tender.?

“An Act respecting Banks” (31 Vic., cap. 2), was the
earliest statute enacted under these powers which concerns the
present study. This was merely a temporary measure, the
expiry of which was fixed for the end of the first session of Par-
liament, after the 1st January, 1870. Yet some interest
attaches to it as an early indication of the force with which Can-
adian precedents influenced the legislators of the Dominion.
1t first extended the powers of banks previously incorporated by
any of the Provinces to the territory of the whole Dominion.
Banks in Nova Scotia and New Brunswick were subjected to
the tax of one per cent. upon the excess of their average circula-
tion, above the average weekly amount of coin and bullion kept
in their vaults, and reported, with other items, semi-annually to
the Dominion Government. The remainder of the law is prac-
tically a re-enactment for the Dominion of Canada of thegeneral
legislation upon banks previously in force in the province of
the same name. Banks were empowered to hold and dis-
pose of mortgages taken as additional security for debts trans-
acted in the usual course of their business, to purchase and hold
lands thus mortgaged to them, to bid in lands as auctioned at
their suit, acquire absolute title therein, to act on power of
sale, etc., etc.

The Dominion Parliament also adopted the law as to loans

&
1 Imperial Statutes, 30 and 31 V., cap. 33, section g1, clauses 14 to 16, 18 to 20 inclusive.
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on warehouse receipts, described in the last chapter but one.
The period for which the banks might hold the commodities
described by the instrument was limited to six months, except in
the case of timber, when a twelve months’ holding was allowed.
Section g of the Act provided for the case where the warehouse-
man and the bérrower were one and the same person; section 10
declared that advances granted by banks upon the security of
warehouse receipts, bills of lading, specifications of timber, and
the like should have priority over claims of the unpaid vendors.
Both these features had been added to the Province of Canada
statute in 1861, the first because the courts had decided that the
warehouseman, etc., must be the bailee and not the owner of the
goods; the second, in order to make the law certain, as the un-
paid vendor previously had the prior lien in some cases.! All
banks were exempted from penalties for usury, but were not
Permitted to recover at law any higher rate than 7 per cent.
Graduated charges for the expenses of agency and collection,
not to exceed one-half per cent. for ninety day paper, were per-
mitted to banks discounting notes payable at some office of
their own, other than the place of discount. The usual charge
of one-half per cent. in addition to the regular rate of discount,
Was permitted when the note should be payable at any other
Place and not at a branch of the same bank.

A second re-enactment of Canadian legislation occurred in
1868 : « An Act to enable Banks in any part of Canada to issue
Notes of the Dominion instead of issuing notes of their own.”
(31 Vic., cap. 46.) It was the Provincial Note Act of 1866,
Phrased in the same general terms, extending the same general
offers, But aside from its fiscal object, it was manifestly in-
tended merely to continue the arrangements with the single
bank which already had charge of the Government issue under
Such an agreement that, even had they wished, it would have
been impossible for other banks to take advantage of the
Government’s ostensible offer.? The eight millions of Province

) ! The whole development is fully treated by Z. A. Lasu, * Warehouse Receipts, Bills

of Ladmg, and Securities under Sec. 74 of the Bank Act,” Fournal of the Canadian Bankers'

Assocmtion, Vol. L., p. 54. The work first came to my notice after this and the subsequent
eferences were written.

2 Journal of the House of Commons, Canada, 1870, Appendix 2, P. 5, A Letter of Sir

A
Francis Hincks, Minister of Finance, to R. B. Angus, Esq., general Manager of the Bank of
Ontreal, 14th February, 1870.
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of Canada notes prepared in 1866, and the five millions thereof
in circulation in 1868, were declared to be Dominion notes, for
which the Dominion alone should be responsible. It was also
provided that the Governor might, in his discretion, establish
branches of the Receiver-General's department in Montreal,
Toronto, Halifax and St. John for the issue and redemption of
Dominien notes, or might make arrangements therefor with any
chartered bank or banks, and allow for such services a com-
mission of not more than one-quarter of one per cent. for every
three months upon the average amount of notes in circulation
during that period. Owing to the difference of currencies, notes
made payable in Halifax were legal tender in Nova Scotia only,
and at the rate of $5 per pound sterling.

In 1869 their charters being about to expire, the Parliament
continued till the end of the first session of Parliament, after the
1st January, 1870, the corporate existence of the Quebec Bank,
City Bank, Banque du Peuple, Bank of Toronto, Ontario Bank,
Bank of Brantford, Canadian Bank of Commerce, Royal Cana-
dian Bank, La Banque Nationale, the Gore Bank and Niagara
District Bank.

§ 37.—THE QUESTION OF BANKING REFORM

By the measures of 1867-69, time was gained to consider
the great problem of assimilating the currency and banking
systems of the several provinces, and of creating out of the
diversity one general, uniform system for ;the whole country.
Upon the day that Confederation became a fact, there were
eighteen banks carrying on business in Ontario and Quebec,
under charters granted by the Province of Canada, five working
under Nova Scotia charters, and four under Acts passed by
New Brunswick.! The Bank of British North America, acting
under its Royal charter, operated in all the Provinces, but it
also was to be subject to such Dominion legislation as did not
interfere with the single liability of its shareholders, and a few
other peculiar features of its constitution. Of charters granted,
not yet forfeited for non-user, and still available for future oper-

1 See Note 1, next page.
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ations, there were in Canada three, in Nova Scotia one, in New
Brunswick five.?2 If the interested banks were to continue
their business, the renewal of seventeen of these charters would
become necessary before the 1st July, 1871,

But the problem confronting Parliament, and interesting
people, was more than the renewal of certain bank charters.
In the case of new banks, it was more than the passing of cer-
tain private Acts, framed on the lines which hitherto had been
followed in the several Provinces. It was more, indeed, than
the amendment of charters in such manner and details as
experience might have suggested. The creation of the Con-
federation and the establishment of a united Parliament marked
the close of one period of Canadian history. Acts and decisions
iInmediately subsequent, and the earlier legislation passed by
uthority of the British North America Act, became, to a
—_——

1 ONTARIO AND QUEBEC Capital Paid-up

Bank of Montreal..... $6,000,000
Quebec Bank ............ 1,476,250
Commercial Bank of Canada 4,000,000
City Bank... 1,200,000
Gore Bank 809,280
Bank of British North America . 4,866,666
Banque du Peuple ......... . 1,600,000
Niagara District Bank 279,376
Molsons’ Bank ...... 1,000,000
Bank of Toronto ,000
Ontario Bank ......... 1,999,100
Eastern Townships Bank 375,386
Banque Nationale........ ... 1,000,000
Banque Jacques Cartier ... 953,135
Merchants’ Bank of Canada 941,182
Royal Canadian Bank............ 806,626
Union Bank of Lower Canada 748,865
Mechanics' Bank .................. 227,725
Bank of Commerce 384,181

$29,467,773

Nova Scoria

Bank of Yarmouth ................. . $128,600
Merchants' Bank 64,000
People’s Bank . 309,789

Union Bank ...
Bank of Nova Scotia

Bank of New Brunswick ..................
Commercial Bank of New Brunswick
St. Stephen’s Bank ...
People's Bank

200,000
80,000

$1,480,000

Lo * These were, in Canada, the charters of the Bank of Northumberland, the Bank of

N Ndon and the Bank of Simcoe; in Nova Scotia, the Comfercial Bani? 57 Windsor; in

B W Brunswick, the Albert Bank, the Woodstock Bank, the Merchants’ Bank of New

C"lnimck, the Northern Bank and the Eastern Bank of New Brunswick, Vide supra,
hapters V. and V1.

v’
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great extent, precedents for guidance of the future. No
stronger example could be adduced than the statutes with res-
pect to banks. The question, therefore, as it appeared to the
first Parliament of the Dominion, was serious, difficult, moment-
ous. Upon their decision depended not only the temporary
continuance of the banks, and the security of the public’s
claims, but also the permanent efficiency of the system, the later

policy of the Government and the future development of bank
legislation,

The discussion by people and press had been stimulated
by the failure of the great Commercial Bank, and the financial
crisis that followed in October, 1867. We are already familiar
with the result of the meeting of representatives from the
various banks held upon the 21st of that month, with the hope
of arranging for some plan to assist the Commercial Bank and
prevent its failure. The official account of this meeting was
published upon the 28th.r But it did not disarm popular and
newspaper criticism of the Government’s fiscal policy. The
Hon. A. T. Galt, Minister of Finance for the Dominion, became
convinced that public opinion in Ontario to some extent held
him responsible for the loss which had been suffered by investors
in the Commercial Bank ; he felt that his usefulness was
marred, and that he could not expect the same support from
representatives of Ontario that he had previously been accord-
ed.? On the 7th November, 1867, he resigned his seat in the
Privy Council.

On the 15th November appeared explanations which the
Board of the Bank of Montreal had embodied in resolutions
adopted the 4th.3 The directors, apparently, had felt con-
strained to publish them with some hope of mollifying the
bhostility to their bank, which the events of the autumn had
only served to increase among the people of Ontario. The

t Toronto Globe, 28th October, 1867,
2 Ottawa Times, 8th November, 1867.

2 Most of these explanations, to be sure, were denied by the President of the City
Bank, Mr. William Workman, in a letter published in the Toronto Globe of the 14th Novem-
ber, just as the Ministerial explanations were criticised and riddied on their a%peaf'
ance. The sources for an account of the Commercial failure and the action of the banks
and the Government in regard to it, are more contradictory than the evidencein a case at

admiralty law. Their further consideration would be interesting doubtless, but not particu-
larly advantageous,
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original cause of the unpopularity, no doubt, was the restrictive
policy followed in Canada West after 1862-3, at the instance
of the extraordinarily able man then at the head of the
bank, Mr. E. H. King. The western business was regarded as
thoroughly unsound, being based on accommodation paper.
Mr. King had. no reverence for *‘names ” upon securities
offered for discount ; he resolved to bring the business downtoa
solid basis. And so he did, although at the cost of more than a
million doliars, written off between 1863 and 1866, by the Bank
of Montreal on account of bad and doubtful debts in Upper
Canada. Canada West also suffered by the process, and much
of its loanable capital, accumulated as deposits in the Bank of
Montreal, was drained away from the producers of the Province
either to supply the importing merchants of Montreal, or to be
sent to New York, there to serve the bank’s exchange and gold
speculations in Wall Street.!

In spite of these facts, the influence and power of the bank
were relatively enormous. Two of its great competitors, the
Commercial Bank and the Bank of Upper Canada, had fallen
victims to the stress of events and their own mismanagement.
The Bank of Montreal had nearly a fourth of the total paid-up
banking capital in Ontario and Quebec; its assets were 19/72
of a like total, over a fourth; and its liabilities by circulation,
deposits, etc., were nearly a third of the $39,000,000 owed by
all the banks. By adding to these, the facts that the bank was
the Government’s depositary and fiscal agent, and that it en-
joyed peculiar advantages as the sole issuer of provincial notes,
one has ample explanation of the remarkable prestige enjoyed
by the Bank of Montreal and its leading officers.

Now, at the same meeting of the 4th November, the Board
had approved a memorandum of a proposed system of banking
submitted by the General Manager, E. H. King. “ The Gen-
eral Manager,”’ it ran, * believes that the interests of the coun-
try will be best served by the diffusion of banking interests in
different localities, leaving to the greater banks, in large measure,
the care of the mercantile and foreign trade of the country, and
to the lesser in their own districts the care and support of local

1 The Shareholder, Montreal, sth September, 1890, Reprint of the article on the Bank
of Montreal, Toronto Globe, 15th November, 1867.
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enterprise.  He sees no reason why there should not be perfect
freedom and equality in banking, and why the greater and
smaller banks could not exist in harmony, each within its own
sphere contributing to the general prosperity.”!  The sugges-
tion of “ free banking,” given in these words, becomes unmis-
takeable as the scheme is unfolded. It was to extend the Gov-
ernment’s issues ; to deprive the banks of their powers of circu-
lation ; to allow only the issue of notes prepared by Govern-
ment, and delivered to banks only after the deposit of Dominion
Government bonds, to be held as special security for the circu-
lation ; to permit the establishment of local banks with small
capital in each county; and to provide for elasticity of the cur-
rency, by means of maximum deposits of bonds as note security,

and by the periodical movement of currency from east to west,
as in the United States.

The author of this scheme was not the only Canadian to be
won over to the National Banking System. To bring 1,600
banks and $420,000,000 of banking capital under uniform legisla-
tion and to achieve the reforms which the founders of the National
System could justly claim, had been no mean task. So far, more-
over, the system had worked well. There was a decided attrac-
tion in the much vaunted security of the National Bank note,
an attraction that often overshadowed the rigidity of such a cir-
culation, and the lack of any daily test of convertibility. Then
the pleasant notion that a local bank, founded on local capital,
and managed by local magnates, is best able to assist the local
interests, had often appeared in Canada as an argument for in-
creasing the number of banks, and received frequent acceptance,
particularly among the more needy borrowing classes. Further-
more, the National Banking Law had created a market for
nearly $340,000,000 of United States bonds. Free Banking was
believed to have increased, in New York, the demand for the
State’s securities, and thus to have raised the price. Canadian
leaders were anxious in every possible way to strengthen the
credit of the new Government, and they were inclined to

favor any practicable plan for the creation of new financial
resources.

1 Toronto Globe, 15th November, 1867,
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The Select Committee of the Senate struck in the session
of 1867-68, roundly condemned in their report the Bank of Issue
system, started under Mr. Galt, and recommended the return to
the system of banking that obtained previous to 1866. Whether
they were influenced by the scheme of Mr. King, or converted
by the American experience, it is needless now to enquire ; as a
pis aller, however, they did approve of the American plan. It
will be best to quote literally the statement of their position.
« Your Committee recommend that if the financial requirements
of the Dominion should induce the Government to desire the
introduction of a new system, including the taking possession of
the currency of the country' (which your Committee would
strongly deprecate), the issue of a paper currency be based upon
the deposit with the Government of the public securities of the
Dominion under a system analogous to the National Banking
System of the United States, but redeemable on demand, the
Government regulating the issue under the authority of Parlia-
ment ; the banks through which the notes are issued being re-
sponsible for their instant redemption.”’!

On the 14th April, 1868, the Hon. John Rose, successor to
Mr. Galt as Minister of Finance, proposed to the House of Com-
mons the appointment of a Select Committee upon Banking
and Currency. It would be the duty of the committee, he said,
to inquire into the position and circumstances of all the banks
in the Dominion. Mr. Rose himself anticipated that the House
would agree upon at least two great fundamental principles,
viz., that the amplest security should be given, not only for the
circulating medium in common use, but also for the deposits
confided for safe keeping. He proceeded then to review the
charters in force in the different provinces, and the questions
growing out of them. In neither part was his speech distin-
guished for accuracy as to facts or correctness in theory. But
his committee was struck, and the Minister appointed
chairman. The Committee then drew up questions covering
subjects as follows : the past services of the existing banking
system ; expediency of issuing Government paper, practicability

1 Journal of the Senate, Canada, 1867-8,‘Appendix I.
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and advantages of introducing a system of banks issuing cur-
rency based on deposits of Government securities analogous to
the American system; the practice and business of the Cana-
dian banks ; the defects of the Canadian system, and the means
of improvement. Among others, eleven high bank officials, in-
cluding one president and ten cashiers, three eminent public
men, three boards of trade, and five capitalists and leading
business men, replied to the questions submitted by the com-
mittee, The testimony was by no means unanimous, but the
weight of it was no wise in favor of the system of specially
secured bank issues, for the introduction of which events
proved the Committee to have been barely more than a
cloak.

We need no more than mention the faults they found with
the plan of Government issues suggested by the questions ; the
temptation to extravagant expenditure arising from such sudden
and easy sources of financial aid; the principle that the Gov-
ernment should borrow in the open market at fixed times of
maturity, for which provision could be made without disturb-
ance; the fact that every existing Government currency was
then at a discount ; the absence of any sympathy between the
demand for currency and a bureaucratic source of supply, Gov-
ernment issues being ordinarily emitted in payment for public
works, or, perhaps, the current expenses of the state, rather
than in provision for exchanges about to occur; the fact that
Government issues are not subjected to the regular redemption
made necessary for bank notes by the daily repayment of loans,
the accumulation of deposits, and the competition of the
issuers ; that the convertibility of the Government issue is pro-
tected by no regular replenishment of the reserves or constant
liquefaction of the assets of the issuer, as in the case of bank
notes; and that, finally, to abolish the bank circulation would
lead to a great contraction of discounts.

§ 38.—THER CASE AGAINST BANK CIRCULATION SECURED BY PLEDGE OF BONDS

In their criticism of existing charters, the bankers were even
more explicit and full than when testifying to the Senate Com-
mittee of the previous session, but this was constructive criticism,
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to follow which would have been to better Canadian bankinglaw.!
Against the implied proposals of the Committee, on the other
hand, they objected that the system of banking and currency
there suggested was costly, rigid, comparatively inefficient and
calculated to diminish rather than increase the loanable funds
ordinarily at the disposal of the commerce and industry of the
country. The question now was not one of bank extension,
and the creation of local facilities, nor did it turn particularly
upon the functions and prerogatives of Government. So it was
necessary to urge the more strictly economic objections
against “free banking,” and that possibility of a further
increase of Government paper which the question also implied.

As an economic question it was of the highest significance.
In their business of issuing notes, receiving and employing the
spare funds of the people, discounting commercial paper and
bills of exchange, and making miscellaneous advances, the
banks were in close relations with nearly all classes of the pro-
ducing, trading, and lending communities which then made up
Canada. The loanable funds of the banks were derived from
their capital, deposits and circulation. To force the banks to
furnish bond security for the notes previously issued upon their

1 The following are the chief improvements suggested by the bankers, the list bein,
compiled, for the most part, from the replies of MESSRS, CARTWRIGHT, Hacug, LEWIN an
STEVENSON ; the replies of any one witness, of course, never comprising the whole list.

i (a) To establish a minimum capital to be required from newly chartered banks, and to
limit the number of branches in proportion to the paid-up capital stock.

(b) To preventthe beginning of business until a certain part of the capital stock is paid
up, held in specie, and the fact certified to by a Government officer.

(c) To make the double liability available in case of need within a reasonable period,
e.g., by assessment of shareholders far the deficiency at the end of say six months after sus-
pension, and by provision that the subsequent proceeds form the dividend ot the sharehold-
ers, rather than the creditors.

(d) To make transfers within three months of the suspension, and at any time there-
after, void.

(¢) To require such statements of accounts as would check illegitimate operations.

(f) To prohibit any but moderate dividends till a reserve fund should be accumulated,
such to be made good if impaired.

(g) To make the circulation a first charge upon the assets of an insolvent bank,

(k) To prohibit the issue of notes for less than four dollars.

(i) To require a certain proportion of demand liabilities to be held in specie, say
twenty per cent.

(j) To limit the circulation to paid up capital stock and Government securities, and
provide that any excess should be covered by specie in hand over and above the amount re-
quired to fulfil the previous recommendations.

(k) To require each half year the publication of a certified list of the shareholders.

(} To prohibit the reduction of capital stock, and to compel the stock-holders to make
good the capital if it should be impaired.—Vide Jourpal of the House of Commons, Canada,
1869, Appendix I. .
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general credit, would be to close one of the sources of supply,
and by consequence to diminish the amount of capital employed
in furthering commercial enterprise. For in order to get the
bonds, value of some sort must be given—and the portion
available for loans, either of capital or deposits, would inevi-
tably be lessened, even though circulation remained at the
same height. Bank profits, probably, after paying the first cost
of adjustment to the new conditions, would not materially suffer.
The rate of discount would rise sufficiently to recoup the loss of
working in less favorable circumstances. But the financial
interests of the country, the shipping and the railways, the com-
merce, domestic and foreign, the industries of the farms, fac-
tories, fisheries, forests and mines, were too closely and strongly
connected with the banks, too dependent upon them, to be
unaffected by the conversion of eight to ten millions of dollars
of active banking capital into Government debt.

So far as men could foresee, the change was altogether
likely to produce a commercial stringency, and the mercantile
failures that follow a great and swift contraction of credit. A
complete recovery would scarcely be possible. From the trade
and the development of the country there would have been
withdrawn a part of the accustomed measure of bank accommo-
dation. Should the change be gradual, a positive diminution
of banking funds might not occur, e.g., should the completion
of the change be delayed till capital stock plus deposits should
equal the total (in 1868) of capital stock plus deposits plus circu-
lation. The pressure in this case would be more slowly applied,
and n=ver so great ata given instance; but during the period
of transition, the business of the country would be deprived ot
all benefits from that increase of accumulation which is a feature
of any progressive national economy. Increasing bank capital
during such a period would not make up the deficiency. The
moneys available for the purpose, it was argued, were already
help by the banks as deposits. To take from deposits to add to
capital stock would hardly improve the financial situation.?

Under the system of issue against special security, less

\ Vide Monetary Times

and [ hroni i . ted
at a meeting of bankers, nsurance Chronicle, Vol. 2, p. 614, Resolutions adop!

held in the Merchants Bank of Canada, on the 17th April, 1869.
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attention is apt to be paid to the safeguard of requiring a large
paid-up capital from each bank within the Legislature’s juris-
diction. The tendency is to permit the establishment of small
companies, who often lack the means to extend their business
bevond the locality of their principal office, and frequently have
no wish to do so. By the original free banking legislation,
branches were forbidden. Less stable, more dependent upon
the prosperity of the single district whence comes their sup-
port, less ably managed, because the salaries paid by a great
bank would be ruinous to a small one, the little local banks are
more likely to suspend their payments, and more likely to be-
come insolvent in times of difficulty, than larger, stronger insti-
tutions. Americans need but recall the crisis of 1893 to find
the statement of the Canadian bankers confirmed. The risk
from loose banking is merely shifted from note holders to the
depositors and other creditors; it is not avoided. Then, too,
the Canadian Government would be liable under the proposed
system to redeem the notes of failed banks, by no means a fri-
volous obligation when the needs arising from a crisis should
drive in the notes to be exchanged for gold, and the call for
ready money was breaking the market even for the Government
securities held against the bank circulation.

A stronger argument than the insufficient guarantee for the
immediate convertibility of bond-based bank notes and Govern-
ment issues, was the lack of elasticity in such systems of cur-
rency. This objection, presented by the bankers and others
with especial force in 1869, has since been emphatically proven
by the experience of the United States during the last two
decades with National Bank notes. The tendency of him who
issues bond secured notes is to invest only so much of his
capital in bonds as will, with his capital otherwise invested,
bring in the maximum profit on the whole amount. The motive,
therefore, to the issue or retirement of notes is only remotely
governed by the number and amount of payments to be effected
by this medium of exchange. On the contrary, the motive is
directly dependent upon the rate of interest borne upon bonds
receivable on deposit—a rate determined by the Government,
and in large measure arbitrarily determined.

For the automatic expansion of a currency issued upon the
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general credit of the issuer, the attendant profit, always equal,
practically, to the market rate of interest, is aninfallible impulse.
It is doubly effective, because it permits an increase of his
credit, and thereby an added gain to the issuer, which generally
could not otherwise be enjoyed. But when the commercial
rate of discount is higher than the interest paid on the Govern-
ment debt, the banker has no inducement to divert his capital
to the purchase of bonds to exchange for notes. Nor will he
have until the supply of loans shall have been so increased by
proffers of capital and the loanable credit which is based upon
capital, and utilized, e.g., by the creation of deposits, that the
rate of discount falls to a point equal at most to the interest
borne by the bonds. This contingency has seldom happened
where a Government is solvent and in good credit. The con-
sequence is, as in New York and the United States, that the
bankers working under free banking laws retire almost as- many
notes as the law will permit, in order more profitably to use the
capital by which they were secured. Expansion of the bank
note currency then occurs only in circumstances of peculiar
stringency, when, as in 1893, a money famine forces the banks
to use every availabie device for increasing the currency,
though not so much for profit as to oblige their customers.
With the currency system reorganized on the American
plan, there would be no satisfactory provision for the periodical
expansion and contraction, the causes of which were con-
veniently summarized as ‘ moving the crops.” Mr. King, to
be sure, relied upon a regular movement of money from East to
West and back again, such as occurs each year in the United
States. But this plan concentrates large sums in the financial
centres at one time, and stimulates speculation, only to draw
them off at another, and tighten money. The process is costly,
and highly artificial. It cannot be used without considerable
friction. The tasks of moving the crops and meeting other
periodical demands of the community for increased currency
and credit, e.g., for marketing the wool clip, paying import
duties, negotiating the lumber cut, buying the cargoes of the
fishing fleet, paying dividends, etc., were not those which would
employ through the whole year the funds of the banks who
undertook the work. In each of the provincesthe demands
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caused by the harvest and the fall trade were the greatest, and’
the circulation highest, in October, November or December..
The difference between the highest and lowest amount of notes
outstanding at any time during the year, was from twenty to
fifty per cent. of the minimum.

The ability of the banks to meet these brief but periodical
and heavy demands wasderived from the elastic qualities of the
form of credit in which the advances to lumbermen, farmers,
produce buyers and the like were made. Deprived, however, of
the advantages arising from an expansion of their circulation,
the banks would have slight inducement to provide for a busi-
ness active during only three months of the year. That they
should, for this purpose. be content to receive during eight or
nine months the meagre rate of interest paid by Government on
an amount of capital equal to this expansion and invested in
bonds, was not to be expected. Yet this was the essence of the
- proposed provision for elasticity by deposit of government
securities to cover the maximum circulation. The banks would
find more attractive investments in the commercial paper of
manufacturers and importers engaged in a steady business, and
usually requiring money throughout the year. The larger banks
might still have the money for moving the crops, in the heavy
reserve funds kept in London and New York, but they were un-
likely to withdraw these sums unless moving the crops were more
profitable than loaning at call in New York or London. Dur-
ing the autumn of 1868, gold was worth 1/16 to 1 per cent., per
diem,in New York.? The substitution of a bond-based for a
credit currency, and the forced retirement of the latter neces-
sarily involved comparative rigidity and lessening of discount
accommodation. For the farmers and those dependent upon
them, the most important class, numerically at least, in the
whole community, these results meant scarcity of money during
harvest time, reduced prices for cereals and other products, and
serious annual injury.

In yet another way were the interests of the farming com-
munity opposed to the introduction of the American system.
Upon this point I prefer to quote the admirable discussion by

\ Ibid, reply of MR, JAMES STEVENSON: to question 9.

13
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Mr. George Hague : ¢ The question of bank circulation is essen-
tially a question for the agricultural districts, and the small
towns and villages which derive their existence and support
from them. Withdrawing bank circulation or covering it with
Government securities, would be felt far more severely in such
districts than in commercial centres. There is no considerable
volume of circulation in large towns and cities, either in Canada
or anywhere else ; business being transacted mostly in cheques,
and the system of depositing in banks being almost universal,
very little interruption would be caused to business there by the
withdrawment of circulation, except by reaction from the smaller
towns. But in the country districts bank circulation is a mat-
ter of vital importance, for the banking facilities which are
essential to their development are largely derived from it. In
case of an alteration of the currency laws, there can scarcely be
a doubt that the loans of the banks in country towns would be
largely cut down. Many agencies would become so unprofitable
under this process that they would be discontinued altogether,
and all of them would be injuriously affected.”!

§ 39.—MR. ROSE’'S BANKING SCHEME

It would be hard to estimate in what measure the Minister
of Finance was influenced by the evidence obtained through his
Committee. The characteristic points of the currency and
banking resolutions, which he presented to the House of Com-
mons on the r4th May, 1869, were decided upon, it is highly
probable, before the original Committee was struck. The reso-
lutions had been prepared under the supervision of Mr. E, H.
King, and as in the memorandum approved by his Board of
Directors a year and a half before, the leading feature was the
reconstruction of Dominion bank law upon the model of the -
“ National Bank Act” of the United States.?

The Government proposed to leave the banks alone until
the 1st July, 1871, but after that (a) to oblige them gradually to
reduce their unsecured circulation by 20 per cent. a year, until

1 Ibid, Reply to question 2.
s Letter of Mr. GRorgE HAGUE, Montreal Gazeite, 3oth January, 18go.
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the whole should be retired; (b) to permit the banks to issue
instead, up to the amount of their capital stock paid in, notes of
uniform appearance, furnished by the Government, and bearing
on their face the statement of their being secured by the deposit
of Dominion securities; these notes were to be procurable by
the deposit of gold or Dominion notes with the Government,
whese officers were, in return, to furnish the bank with notes to
an equal amount, and to hold against them securities issued for
the purpose, and bearing interest for ten years after the 1st July,
1871; (¢) to make the secured notes, so long as they were
redeemed in specie, legal tender throughout the Dominion,
except at the office of the issuing bank, and a redemption office
to be established and kept at Montreal, or the capital city of the
province in which the bank should be situate; (d) to require
the banks to hold reserves of specie equal to 20 per cent. of the
secured notes in circulation, and one-seventh of the deposits at
call; (¢) to make the notes the first charge upon the assets
of the bank in case of insolvency. the deposits at call and not
bearing interest, the second charge; (f) to impose upon the
banks a variety of safeguards and restrictions similar to those
already in force, and to others recommended by the bankers; to
prohibit note issue, except by incorporated banks and the Govern-
ment, to grant no new charter, and to renew no old one except
upon the conditions set forth in the resolutions.!

In the speech introducing his resolutions, Mr. Rose averred
that the Government had no hostility towards the banks, and
felt that for the important commercial operations essential to
the country’s prosperity, it was indispensably necessary that
the banks should be prosperous. The Government, he said,
had no especial object of its own to gain by the substitution of a
system of banking different from that then existing. For the
Proposals which I have included under group f,” there is
neither time nor need to analyze his arguments.  These ques-
tions must be treated further on. With respect to the proposed
changes in the system of note issue, the Minister declared that,
“ It is the duty of the Government not to interfere with bank-
ing proper, but to see that the circulation which the public at

1 Hamilton Spectator, 17th May, 1869.
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large is bound to take, should be placed on as sound and whole-
some a footing as possible.”  Or again, “ It is of essential im-
portance to the interests of the country that the circulating
medium should be placed on a sound and uniform basis.””t If
the conclusions of Chapter V.,? as to the legal and economic
character of bank notes, are correct, we cannot accept the Fi-
nance Minister’s implication that the note issue is not a func-
tion of banking in the strictest sense of the term. As to his
protest that ¢ the Government has no especial object of its own
to gain; the. Government is not embarrassed by any pressing
wants,” it will be well to remember that, by the terms of the
British North America Act, the Dominion was obliged to
construct the Intercolonial Railway between Quebec and the
Maritime Provinces. The twelve millions odd which could
have been obtained by requiring the currency of the country
to be covered by Government bonds, may or may not have
affected the attitude of the Minister of Finance towards the
banking system. The reader can judge.

Further than that the currency of Canada should be secured
and uniform throughout the Provinces, Mr. Rose found little to
say. These desiderata were certainly important, and we may
acknowledge now that during the next twenty years they would
have been more nearly gained under his plan than under the
policy that finally prevailed. But they would have been secured
at the cost of elasticity and adequacy in the currency, relative
shrinkage of discount accommodation, and artificial rise in the
average rate of discount. So great a cost can hardly be com-
pared with the few losses caused by the nominally unsecured
currency that Canada retained.

Some intimation of the Government’s plans had gotten. out
before the resolutions were presented. On the 17th April, 1869,
the banks of Ontario and Quebec adopted resolutions,—¢ That
in any renewal of the charters, it is important for the best inter-
ests of the public that no changes of fundamental character be
made in thesystem, and particularly that the note circulation be

1 Ottawa Times, 15th May, 1869.
* Vide Note at end of Chapter V.
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preserved.”! On the same day the Halifax banks declared
that the system in force in Nova Scotia had proved satisfactory,
that any change was neither asked for nor desired. During the
session, some seventy-two petitions, either against the resolu-
tions of Mr. Rose, or,  that no changes of a fundamental char-
acter be made in the present system of banking,” or, ‘ that the
circulation of the banks may be preserved on substantially the
present basis,” were presented to the House of Commons. Of
these petitions, some ten, to be sure, came from the banks ; the
others were from the leading towns, cities, boards of trade,
and the like, throughout the Dominion, and respectable as well
for the number of signatures as for the character and influence
of the signers.

On the 1st June, the resolutions came- up for consider-
ation. Mr. Holton believed that such radical changes in the
long-established banking system of the country should not be
made without mature deliberation in Parliament and in the
country. He immediately moved, in amendment, to postpone
the consideration of the resolutions until the next session.?
The debate that followed was acrimonious, able and suggestive.
Mr. Mackenzie seconded the motion, and bore witness to the
nearly unanimous opposition of the press to Mr. Rose’s policy.
As a whole, the scheme had been universally condemned.3
Mr. Cartwright conceded the few tolerable arguments that
the Government had urged, and thus conceded all they were to
urge, for in his first speech Mr. Rose quite exhausted his arsenal.
But, Mr. Cartwright objected, the plan involved a radical
change. If the Government should issue new securities to cover
the notes, the loan was practically compulsory. The measure
would especially affect Ontario, where the annual expansion of the
currency and the need for it were the greatest. The proposal
utterly wanted provision for elasticity. Mr. Rose had miscal-
culated the amount necessary, after his plan became law, to
restore the banks to their previous position. In Ontario, alone,

1 Monetary Times and Insurance Chronicle, Vol. 11, p. 614. -
s Hamilton Spectator, 2nd June, 1869.
s Ottawa Times, 4th June, 1869.
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it would need eight or nine millions.! Mr. Galt argued that the
National Banking System had never been tried by the sufficient
test of working on the gold basis. He objected to the plan for
maximum deposit of security as unlikely to work, and declared
the time unpropitious for so radical a change. Friends of the
Government, among them Mr. Tilley, spoke in reply. Debate
was continued with spirit until midnight. General and strong
opposition to the plan, even by staunch supporters of the Gov-
ernment, was thoroughly and ably manifested.

The next day the resolutions were considered in the Privy
Council, and rumors of a cabinet disagreement became current
in Ottawa.? Certain it is that during the next fortnight, many
of the earlier converts lost faith in the banking theories of Mr.
Rose. The Government had more important ends than forcing
a rejuvenated currency scheme upon the country, approved
though it was by their own Finance Minister, by the general
manager for their fiscal agents, and even by worthy statesmen
in the great republic on their south. They could ill afford to
imperil their majority, and they left the banking question
undisturbed until the 15th of June. The Minister of Finance
then announced to the House of Commons that ¢ the Govern-
ment would have been glad if there had been a ready acquies-
cence in the principles involved in the resolutions, But, believ-
ing as they still did, that the reforms embodied in them were
such as to meet with the general acceptance of the country,”
the Government was willing temporarily to withdraw their pro-

! In case the plan was carried through, and the banks accepted it, said Mr, Rose,
they would need, to cover maximum circulation, as

On the 315t October, 1868.... ... e e #15,120,000

20 per cent. of the maximum circulation 1o be ecie
TESEIVE....oiviiiieerererreeeinnns rrrrtenernn  eterree e e 3,024,000

1/7 ot deposits at call, not bearing iuterest, to specie
TESEIVE ... (iiivvecrs vereiemrennninns L PUPRORN 1,968,000
$20,112,000

Less specie, Dominion notes and Government debentures,
already held by thebanks............... treeneens 11,785,000
Difference under Mr. Rose’s Plan ...t e, $# 8,327,000

equivalent to 7.05 per cent. upon the highest circulation, for seven years {the3 period of transi-
tion), or 2.03 per cent, upon the highest figure yet reached by theitem of discounts (Ottawa
Times, 15¢h May, 1869.)

., Mt Rose, however, omitted ali account ofthe large amounts of unissued notes, which
as till money in the hands of branches, were ample and costless substitutions for equal
amounts of specie, and yet never appeared in the returns of the “ Notes in Circulation.” This
advantage would have been lost under hisscheme, as well asthe peculiar benefits derived by
couatry districts from branch banks and the note issue according to the existing system.

* Hamilton Spectator, 3rd June, 1869.
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posals. In the next session of Parliament the Government

would again bring before the House the consideration of these
resolutions.”?

Two and a half months later, the Hon. John Rose had
resigned the Ministry of Finance. Upon his departure from the
Government, the defeat already inflicted on the dangerous bank-
ing policy which he advanced, became certain and, in great
measure, permanent.

§40.—THE BANKING POLICY OF SIR FRANCIS HINCKS

Neither the precedents of Mr. Galt nor the plans of Mr.
Rose were followed by the next Minister of Finance. Sir Fran-
cis Hincks, having spent the preceding- fifteen years as a
Crown Governor in the British Colonial service, was now
returned to Dominion politics, and had accepted a seat in the
Cabinet. Sir Francis resolved to consult the banking experts
before he prepared his proposals for a general Dominion Bank
Act. In the conferences which were held the bankers found
opportunity to express their views directly to the Government.?

What, probably, was the attitude of the bankers towards
the question in 1870? They believed, presumably, that good
banks were conducive to the general well-being of the country,
that upon this well-being their own prosperity was largely
dependent. The natural and preferable view is that the prin-
cipal object of the bankers was to secure the revision of banking
Jaw best calculated to promote the soundness, security and
efficiency of the banking system. Whatever their ultimate pur-
poses in 1859, 1868 and 1869, it was not the advantages which
they might themselves enjoy under carelessly constructed legis-
lation that appeared to determine the proposals for reform sub-
mitted by the several banks. It was the desire for restrictions
upon loose, unsound and illegitimate practice by their rivals and
competitors. The same remark is true for 1880 and 18go. One

1 Hamilton Spectator, 16th June, 1869.

« I am informed by the Department of Finance that of these meetings no minutes
were kept, From the student’s point of view, the lack of such records is most unfortunate,
They would, no doubt, have filled many volumes; a vast amount of contemporary evidence
upon that stage of Canadian banking would have been preserved, and much light thrown
upon the real position both of the bankers and of the Government.
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may conclude, therefore, that had their ends in 1869-71 been
purely selfish, the practical action of the bankers would have
been no different from what might have been expected according
to our other view of their motives. We should have had then an
apt Canadian example for Adam Smith’s observation of man’s
strife for personal gain: « By pursuing his own interest, he
frequently promotes that of the society more effectually than
when he really intends to promote it.”’! ,

The policy of the Government was indicated in the speech
with which the Governor-General opened Parliament, the 16th
February, 1870: “ A measure intended to secure safety to the
community, without interfering with the legitimate operations
of the banks, will be submitted for your consideration, and will,
I trust, be found calculated to place these important interests
upon a sound and stable basis ’? On the 1st March, Sir Francis
Hincks brought down to the House of Commons his Resolu-
tions on Banking and Currency.? In the speech introducing
his measures the Minister of Finance emphasized the need of
adopting a general and uniform banking law for the whole
Dominion, a need rendered the more imperative by the charters
about to expire, and the petitions then before Parliament for
new incorporations. The safeguards about the currency were
different in the different Provinces, and the limitations upon
issue different.  Experience taught that the note holders
should have greater security. Yet the peuple were used to the
credit accommodation based upon the note issue, there being
not less than eight or nine million dollars of such loans in On-
tario and Quebec alone. . Owing to the necessity, under the
American system, to withdraw this accommodation, it was not
expedient to have the currency covered by deposit of Govern-
ment securities. Public opinion, said Sir F rancis, was against -
a Government Bank of Issue, and he disclaimed any plan of
that character. He deprecated appeals to sectional feeling.

1 Wealth of Nations, Bk. IV,, Chap. ii.

s Parliamentary Debates, Canada, Vol. L., p. 27. Thisis the first of the two volumes

of reports published as a private undertaking before the official series began, and ordinarily
known as * Cotton Debates.”

. 3 The resolutions are to be found in the Canadian newspapers of the znd March, 1870,
and inthe report of the Debates for the previcus day.
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And that they might be brought to the greatest possible per-
fection, he urged the House to treat the resolutions in an un-
partisan spirit.?

The debates in the House turned mostly upon questions of
minor detail. It is characteristic of ministerial government that
the trenchant and decisive discussions are frequently carried on
and concluded in council chambers or departmental offices long
before the final measure is submitted to the Legislature. Under
Sir Francis Hincks, moreover, the banking policy of the Gov-
ernment had been almost completely reversed within the year.
The retention of the bank note issue against general credit, for
which the Opposition fought in 1869, was now conceded. Still,
the resolutions were in some respects a comproimise, and, as a
compromise, open to objections. .

One of the more important contests occurred over the
minimum of capital on which a bank should be permitted to
begin and to continue its business. This. discussion was
stimulated by Sir A, T. Galt, who objected to the original pro-
posal of the Minister to require $1,000,000, of which §200,000
should be paid up before the beginning of business, and twenty
per cent. in each year thereafter. Branch banks, he said, were
not the best provision for rural districts; in times of pressure
the larger banks contract their rural loans to meet urban
drains. Others said that managers of local banks are more in-
terested in the welfare of the surrounding country, and know
more of rural necessities. Local banks, they thought, better
serve the country. Rural districts cannot raise the larger
capital, and have no business which requires it.? To permit
the existing small banks to go on, and not to provide for new
ones, was to perpetuate an objectionable anomaly.3

Sir Francis replied that it was necessary, under the system
of note issue adopted, to provide the security of a large paid-up
capital. Any person desiring to invest in banks would have no
difficulty in obtaining shares in some of the established banks.
“ There was no difficulty in establishing agencies in all places

1 This condensed exposé of the Minister’s principal motives is collated from his intro-
ductory speech, and the remarks afterwards made by him in the course of the debate.

2 Debates u¢ supra, pp. 265, 267, 311, MEssrs. GALT, CoLBY and Pickarp.
9 Ibid, MEssrs. MACKENZIE and CARTWRIGHT.
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where agencies should be established. His impression was that
both in the United States and in this country, where you found
in any district a demand for small banks with small capital, the
truth was the people who wanted it were borrowers and not
lenders. * * % * * Fyisting banks could get their char-
ters renewed without increasing their capital.”? Small banks,
he concluded, were always looked upon with a certain amount
of suspicion. But in the Maritime Provinces, local banking
was in more general favor and better established than in Ontario
and Quebec. Chiefly to meet their needs, Sir Francis Hincks
conceded the reduction of the minimum authorized capital to
$500,000, the payment of 40 per cent. of which was required be-
fore the corporation should begin business.

The clause of the resolutionslimiting the total liabilities of any
bank to thrice the paid-up capital stock, plus its specie and
Government debentures, was withdrawn. It was not the same
restriction upon‘the debts of a bank which appears in the Pro-
vince of Canada charters and the circulars from Downing Street,
for, according to that, deposits with the bank were expressly ex-
cluded from the reckoning. The sole effect, had it been retained,
would have been to prevent a large accumulation of deposits in
one bank. Depositors are influenced by the bank’s reputation ;
to limit the amount of deposits would have been to impair the
motive to enhance that reputation by careful management.

When he first took up the question, Sir Francis Hincks
believed that the banks should be required to hold as minimum
reserves an amount of specie equal to a fixed proportion of their
liabilities. But in the conferences with the bankers, the Finance
Minister was convinced by the unanimous opinion and strong
arguments offered against such a provision. The regulation was
omitted from the resolutions, and the omission justified by the
principle that a reserve which must not be used is no reserve at
all, that if the proportion required were only moderate, the ten-
dency would be to regard that as sufficient, and that all of the

immediately available funds of a bank, e.g., the New York and
London balances, are not specie.?
1 Ibid, p. 310.

* GEORGE _HAGUE, “ Bank Reserves,” Fournal of ‘the Canadian Bankers' Association,
Vol. L, p. 107; Debates, ut supra, p. 217,
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The scheme to give increased security to the note holders
by making its notes a first lien upon a bank’s assets in case of
insolvency, was also rejected. The bankers had officially sug-
gested it in their resolutions of the 17th April, 1869 ; they had
mentioned it in evidence given to several of the Parliamentary
Committees. It was also approved by such publicists as the Hon.
R. J. Cartwright and Sir A. T. Galt. Sir Francis Hincks held to
the view that through such a provision the stability of the banks
would be jeopardized by the tendency of depositors to start runs
in order to convert their ordinary claims into privileged liens.

Some objections were made to the plan by which the banks
lost the right to issue notes for sums under $4, but the banks
deliberately and avowedly surrendered this right for valuable
considerations, to wit: aboliticn of the tax of one per cent. per
annum upon their note circulation, and repeal of the require-
ment to keep one-tenth of actual capital in Dominion securities.
For some years, moreover, the bankers had not thought the
privilege an unmixed benefit. In times of difficulty the small
notes always gave the most trouble. The majority of holders
were usually poor, ignorant, or easily alarmed; a run upon a
bank once started, they always joined the attack in great num-
bers, and among them the fear of loss reached its most violent
manifestation. The restriction had been frequently urged by
bankers themselves as a necessary reform.

The severest struggle of the whole.debate occurred on the
question suggested by the preceding change, and closely con-
nected with it. Pursuant to his policy of placing all the banks
upon the same footing, the Minister, on the 14th February, 1870,
notified the Bank of Montreal of the Government’s desire to
terminate at the end of six months the arrangement made with
it for the issue and redemption of provincial notes. The plan
of paying for that service by commission was disadvantageous
to the Government.! Sir Francis now proposed that the Govern-

! He had further freed the Government from the agreement of the gth November,
1865, by which they wereobliged to keep from $400,000 to $500,000 at their credit in the Bank
of Monireal without interest, not to retire their account without six months’ notice, not to
give such notice while the bank was under advances to the Government, and not during the
same term to deposit the public moneys elsewhere than in the Bank of Montreal, To Sir
Francis Hincks is also due the competition in buying or selling Government exchange,
established by the practice of inviting telegraphic tenders from all the banks. Previous to
this one bank had enjoyed a scarcely qualified monopoly. Vide Journal of the House of
Commons, Canada, 1870, Appendix 2, pp. 4,5 and 10, ’
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ment should assume the issue, as Dominion notes, of the paper
currency under $4, and that the banks should be required to
hold 50 per cent. of their cash reseves in Dominion legal tenders.
He had devised a system of regulating the Dominion note issue
different from the onein force.

The principle of this regulation was that admired and
advocated by the Minister, even before it was adopted by Sir
Robert Peel in the Bank Act of 1844. He believed that the
“ functions of the Issue Department should be automatically
confined to the exchange of gold for notes, and vice versa :
that an amount can be established which may, with perfect
safety, be issued upon public securities, and all beyond that
fixed amount should be held in gold.”! The practical measures
embodying this principle were :

(a) The management of the Dominion note circulation directly by the
Government ;

{6) The establishment of branch offices of the Receiver-General's De-

partment in Montreal, Halifax, St. John and Toronto, for the issue and re-
demption of notes ;

{c) The authorized extension, by Order-in-Council, on report of the
Treasury Board, of the issue to $9.000,000, in amounts of not more than
$1,000,000 at a time, and at intervals of not less than three months ;

(d) The requirement that the Receiver-General should hold specie and
Dominion debentures to cover the outstanding circulation ; the debentures
to be issued and held for the purposes of the Act, or to be disposed of tem-
porarily or absolutely in order to provide specie for redemption ; the deben-
tures not to exceed 80 per cent. of the circulation; the specie,
as a rule, to be a sum equal to 25 per cent. of the debentures, and never less
than 15 per cent.

{e) Provision for the issue of any amount required by the public con-
venience, so long as the excess over $9,000,000 should be covered by equiva-

lent amounts of specie.*

The Opposition favored the provision concerning bank re-
serves as little as they did the plan to augment the legal tender
issue. Mr. MacKenzie advocated the policy of non-interference
by Government, emphasized the tendency of Government issues
to depreciate, and accused Sir Francis of resorting to the pro-
posed increase as a help in concealing the million dollar deficit

- 1 Monetary Times and Insuramce Chronicle, Vol, VIL, p. 725, Letter of SIrR FrRANCIS
INCKS,

3 Statutes, Canm:la, 1870, p. 41, 33 Vic., cap. 9, “ An Act to amend the Act 3t Vic,, cap.
46, and to regulate the issue of Dominion notes.”
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which Mr. MacKenzie detected in the country’s finances.!
Mr. Cartwright objected to the first proposal, because, first, it
tended unduly to diminish the amount of gold reserves which
should be held in the country; second, it was a scheme to
borrow a large sum of money at call, or at short time ; third, it
appeared to him to be an expedient of somewhat objectionable
morality in a political sense. Others complained that the rule
would be simply a means of forcing from the banks a permanent
loan equal to half their reserves. Their arguments will be more
or less approved according to the reader’s point of view.

In any case these measures of the Government must be re-
garded as a fiscal expedient rather than a banking reform. The
Government, without doubt, was obliged to do something with
Dominion notes already in circulation. The Minister’s plan for
regulating the issue was a marked improvement on that adopted
by his predecessors. Even had he so wished, he would have
scarcely been able to provide the means for redemption of this
debt. Furthermore, the banking interests demanded certain
privileges, among them, a monopoly of the circulation of the
country. Sir Francis felt obliged “to contend in the interests
of the public at large, that they were entitled to some share in the
profits of the circulation.” Though, in the preceding pages, we
have not accepted this view of the State’s relation to the cur-
rency, it must be said, nevertheless, that to many the reserve
requirement seemed only a fair price for the concessions
granted by the Government to the banks. The regulation was
modified slightly while under discussion and finally adopted by
Parliament in the following form: ‘¢ The bank shall always
hold, as nearly as may be practicable, one-half of its Cash
Reserves in Dominion notes, and the proportion of such reserves
held in Dominion notes shall never be less than one-third
thereof,” (33 Vic., cap. 2, § 5.)

§ 41.—THE ‘‘ ACT RESPECTING BANKS AND BANKING,” 1870

The * Act respecting Banks and Banking,” embodying the
resolutions prepared by the Minister, was passed by the House

1 Debates ut supra, pp. 256 and 822; ibid, p. 504.
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of Commons the s5th April, by the Senate upon the 12th, and re-
ceived the Royal assent the 12th May, 1870. (33 Vic., cap 2.)

It provided that in any Act establishing a new bank, or
renewing the charter of any existing bank, the following restric-
tions should be incorporated, certain exceptions being granted
in order to confirm peculiar features in the charters of the Bank
of British North America and La Banque du Peuple:

{a) The bank shall not issue notes or begin a banking business till
$200,000 of its capital shall have been bond Jfide paid up, and the fact certi-
fied to by the Treasury Board.

{6) Twenty per cent. of the subscribed capital shall be paid each year
after the beginning of business.

(¢} The notes in circulation shall not exceed the amount of the bank'’s
unimpaired paid-up capital, and no note shall be issued for less than $4.2

(d) Notes of the bank shall be received in payment at any of its offices,
but shall not be payable in specie or Dominion notes at places other than
where they may be made payable. One of such places shall always be the
bank’s chief seat of business.

(¢} Usnally half, and not less than one-third, of the cash reserve shall
be held in Dominion notes. '

{(f) No loans or discounts shall be made on the security of the bank’s
own stock, but the bank shall have a privileged lien for any overdue debt on
the shares and unpaid dividends of its debtors, and may decline to transfer
such shares until the debt is paid.

{g) The paid-up capital shall not be impaired by any division of profits.
Directors concurring in such impairment shall be individually liable for the
amount as for a debt due to the bank. Capital lost shall be made up forth-
with by calls on the shareholders for any unpaid portion of the subscriber’s
capital stock, and by application of all net profits. * * * (This clause
was designed to prevent that reduction of capital stock on account of losses
which had been a potent source of evil in the past.)

(k) No division of profits by way of dividend or bonus shall exceed 8
per cent. per annum until the rest or reserve fund, after deducting all bad
and doubtful debts, shall equal 20 per cent. of the paid-up capital stock.
* * * (An obstacle to such extravagant and disastreus divisions by way
of bonus as characterized the policy of the Bank of Upper Canada.)

({) Suspension of payment of any liabilities as they accrue, continuing
for ninety days, shall constitute the bank insolvent and determine its charter,
except for the purpose of making certain calls, and for winding up the
business. .

(/) The property and assets of the bank being insufficient to pay its
liabilities, the shareholders shall be liable for deficiency to the amount of

! By a separate statute, the banks in Nova Scotia acting under provincial charters,
were empowered to issue notes for $4 and upwards, $20 having been the lowest denomina-
tion permitted by the laws of the Province. (33 Vic,, cap. 12.)

N
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their respective shares, in addition to any amount on those shares not yet
paid up. This liability shall be enforced to the extent that the directors
“deem necessary to pay all the debts of the bank, without waiting for the
collection of debts to the bank, or the sale of its property. The directors
shall make calls for not more than zo per cent. of each share at intervals of
thirty days, and on notice given thirty days prior to the day on which the
call shall be payable, as soon as the suspension shall have continued for six
months, the first call to be made within ten days after the expiry of six
months. Shareholders failing to pay any call as it becomes payable shall
forfeit any claim in the assets of the bank without preventing the recovery of
such a call, or of further calls, In the case of a bank en commandite, the
unlimited liability of the principal partners shall accrue against them imme-
diately, without waiting for any preliminary proceedings whatever. * *
(This improvement in the double liability clause, largely one of procedure,
was a highly important reform, the need for which had been well taught by
the failure of the Bank of Upper Canada. Under the amended law, it be-
came possible immediately to enforce the liability of shareholders, and
promptly to pay off the debts of the banks. The hardship of waiting for
dividends had formerly oppressed the bank’s creditors; it was now justly
transferred to the bank’s proprietors.)

(k) Upon shares the transfer of which shall have been registered within
a month of the bank’s suspension of payment, the lability of the transferors,
saving their recourse against the transferees, shall continue as if the shares
had not been transferred.  Directors, refusing to make and enforce calls, or
to concur in such action, shall be guilty of misdemeanor, and personally
liable for damages suffered by their default.

(!) The bank shall be subject to any general winding up by Act passed
by Parliament.

(m) Each shareholder shall have, whenever shareholders’ votes are
taken, one vote for each share held by him during the previous three months.
No person, not a shareholder, shall act as proxy, and no bank employe shall
hold proxies or vote in person or by proxy.

{n) The shareholders shall have power to regulate, by by-law, matters
incident to the management and administration of the bank, but thedirectors
shall not be less than five, or hold in the aggregate less than one per cent. of
the paid-up stock. They shall be elected annually by shareholders, and be
eligible for re-election, and the discounts or advances to any director, or firm
of which the director is a partner, shall not exceed one-twentieth of the total
discounts of the bank at the same time.

(0) Certified lists of shareholders, the stock respectively held by them,
and their residences, shall be transmitted to the Minister of Finance each
year before the day appointed for opening of Parliament.

(p) The monthly returns to the Government of bank’s assets and liabili-
ties shall be made according to an expanded and improved form.?

J The form of these returns appears in Appendix 1.
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(g) The making of wilfully false statements in such returns shall be a
misdemeanor, and bank officers signing, approving, or concurring therein,
with intent to deceive any person, shall be responsible for damages sustained
by him in ccnsequence.

() Giving unfair preference to any creditor shall be a misdemeanor on
the part of an officer of the bank.

(s} The charter of the bank shall run to the end of the session of Par-
liament next after the first of January, 1881, and no lenger.

The directors of any existing bank were permitted, on
authority of the shareholders given in general meeting, to apply
for an extension of its charter with amendments subjecting the
bank to the first eighteen restrictions outlined above. The
Governor-in-Council was empowered, upon favorable report of
the Minister of Justice and the Treasury Board, to continue the
amended charter, by Letters Patent, from the date of its expiry
to the established date in 1881. The charter was to take effect
either from the date of its expiry, or, the shareholders consent-
ing, from any earlier time fixed for its commencement. If it
were shown, at the time of the application for the renewal, that
the capital stock of the bank was impaired, the Governor-in-
Council might permit a reduction, not to exceed 25 per cent. of
the amount paid-up, and not to reduce that amount below
$200,000. This regulation, apparently a reminiscence of the
free banking which he supported twenty years before, was a part
of his policy specially favored by the Minister. He insisted
upon it as essential to his banking measures, and also wished to
provide for granting new charters by Letters Patent. But
Parliament would not consent thus to strip itself of jurisdiction
in the matter.

The monopoly of issuing notes for circulation was assured
to the banks by imposing on private or unauthorized issue a fine
of $400, recoverable with costs in any court having civil juris-
diction, one-half for the person bringing suit, and one-half for
the public uses of the Dominion. Previous legislation in con-
flict with the present Act was repealed, and the * Act respect-
ing Banks ™ of 1868 continued to the end of the session of 1872.

§ 42.—' THE ACT RELATING TO BANKS AND BANKING,”" 1871

The account of Sir Francis Hincks’ banking policy is
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incomplete without some reference to his financial measures.
He was a Minister fertile in schemes to keep the Treasury full.
One of his measures, for the passing of which he relied, proba-
bly, more upon a disciplined majority than on the arguments ad-
vanced in its behalf, I have already noticed in his increase of
the Dominion note circulation. The cognate plan to secure the
permanent loan of one-half the cash reserves of the banks in the
Dominion is also familiar. Another device, adopted in 1871,
was the assumption of the Government savings banks estab-
lished in the maritime provinces before Confederation. He
further provided for starting new offices, and for converting
Savings Bank deposits into five per cent. debentures. (34 Vic.,
cap. 6.) Post Office savings banks had been provided for
under his predecessors. :

The competition of the Government savings banks was a
serious factor in the general banking situation for many years.
The high interest (4 to 43 per cent.) paid on deposits, and the
lack of adequate restriction on the amount which individuals
might deposit, diverted a considerable part of the sums ordin.
arily kept by the banks to the chests of the Government. Only
in 1886 were precautions taken to correct these faults and limit
the banking functions of the Government to custody of the
savings of the poor, ignorant, and those unable to judge for
themselves as to the security of their investments.

By a third scheme, chartered savings banks were now
obliged to reorganize under general legislation, to provide a
comparatively large paid-up capital, and to invest it in Govern-
ment debentures. (33 Vic.,cap. 7.) Insurance companies, both
domestic and foreign, had been compelled in 1868 to maintain
deposits with the Minister of Finance. All these measures were
supported by the plausible plea of guarding the public interest,
but it is not unlikely that they served that interest as much
by helping to find the Government of the day with ample funds
as by protecting individuals from loss.

The last item of the list, though hardly a financial measure,
is quite as germane to our subject. In a statute of 1871 (34
Vic., cap. 4), provision was made for (a) expelling from the
circulation the large amount of American silver by which Can-
ada had been flooded since the suspeunsion of specie payments

. 14
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in the United States; (b) substituting therefor, the Canadian
silver coinage in pieces of five, ten, twenty-five and fifty cents,
and copper coinage in pieces of one cent, the silver being
legal tender to $10, and copper to twenty-five cents; and (c)
for establishing throughout Canada as the compulsory money
of account, an uniform currency in the dénomination of dollars,
cents and mills, at the equivalence of $10 Canadian = the
American eagle, coined since 1832, and weighing 10 dwts., 18
grs. Troy, and $4.86% Canadian = the British sovereign, the two
coins mentioned and fractions thereof being made a legal tender
in Canada.

On the 3rd March, 1871, the Minister explained to the
House of Commons that in only one single instance had a
charter been renewed according to the Act of the previous year.
“ Banks,” he continued, *almost unanimously expressed them-
selves in favor of having Parliamentary charters. When this
was ascertained, and it was only quite recently, the Govern-
ment determined that they would endeavor to embody in one
general banking Act, not only the provisions of the previous Act
of the last session, but also the general provisions of what he
might term the internal regulations of banks, and which they
themselves seemed desirous should be, as nearly as possible,
assimilated. This was the extent of the Government'’s inten-
tions, but there seemed to be a very general desire that in the
Bank Act the charters should be extended for ten years.”?

The Act drafted in accordance with this purpose was passed
with very slight discussion in either House, and, on the 14th
April, received the Royal assent. (34 Vic., cap. 5.) This statute
was the first general law under which the banks really worked,
and may be regarded as practically the first Bank Act of the
Dominion.  Still, the measure of 1870 contained the essencé of
the Government’s policy. We have to note one change in the
capital requirement, no new bank being now permitted to issue
notes or begin business with less than $500,000 capital bond fide
subscribed, and $100,000 similarly paid-up. - The payment of a
further sum of $100,000 was required within two years from the
beginning of business. An idea of the comprehensiveness of the

1 Parliamentary Debates, Canada, Vol. I, p. 255.
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Act may be gained from the titles, General Regulations §§ 4 to
16, Internal Regulations §§ 17 to 29, President and Directors
$§ 30 to 38, Powers and Obligations of the Bank (loans, interest,
advances on warehouse receipts, etc.) §§ 39 to 54, Bank Notes,
Bonds, etc. §§ 55 to 56, Insolvency §§ 57 to 59, Offences and
Penalties §§ 60 to 67, Notices § 69, Future Legislation §§ 70
to 71, Special Provisions as to certain banks §§ 72 to 75, Re-
pealing and Saving Clauses §§ 76 to 77.

The law as to loans on warehouse receipts and similar docu-
ments was thoroughly revised, difficulties of procedure removed,
and some amendments added. A considerable advance was
made here in the legislation which allowed banks making advances
to take, instead of personal security, the security of commodities
stored against the time to market them, passing into, out of, or
through Canada, or undergoing conversion from the raw state to
products such as pork, bacon, hams, malt, flour and sawn lumber.
How important this possibility was, not only to the development
and maintenance of the country’s trade, but also to the safe con-
duct of banking, will appear as the careful attention to the
<« warehouse receipts” clauses and the wide extension of the
underlying principle, are noticed in later pages.

It was also declared that the bank might acquire and hold
as collateral security for any advance, ‘“shares in the capital
stock of any other bank, the bonds or debentures of municipal
or other corporations, or Dominion, Provincial, British or foreign
public securities.” If the original debt were not paid when due,
the bank might dispose of such collateral after thirty days’ notice
to the debtor.

A further discussion of the statute is unnecessary. It would
be tedious to repeat at length the substance of its seventy-seven
sections, and twenty-four octavo pages; to amend the Minister’s
description of its purpose would be difficult. And in the end, we
should have discovered almost no provision completely unfamiliar,
a large part of the Act being devoted to the re-enactment and
consolidation of legislation with respect to banks already in
force. Aside from certain technical amendments in 1872, 1873,
and 1875, the Bank Act remained without change until 1879.

The achievement of first bringing the Canadian banking
system into the form on which later legislators merely built, has
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frequently been ascribed to Sir Francis Hincks. It is true that
he proposed certain reforms to Parliament, that his Resolutions
were adopted with little substantial change, that the Act of
1871 is still the basis of the statute governing banks and bank-
ing. But the characteristic provisions of the Acts of 1870 and
1871 did not originate with Sir Francis Hincks, One of the
few features for the invention of which the Minister was respon-
sible, viz., the renewal of charters by Letters Patent, failed
within the year ; another, the reduction of the minimum capital
to $100,000, adopted probably for political reasons, was after-
wards changed, and was never found to exact sufficient cash
guarantee of intention to carry out a bond Jide business ; a third,
the power to loan upon stock of other banks, was proved per-
nicious in less than three years, and was repealed in less than
eight. The bank reforms of Practical value which he introduced,
had all been suggested and justified by bankers, investors in
banks, and business men, some one, some two, and some eleven
years before they were adopted by the Government. To unify
the banking system, the Minister extended the law of old
Canada to the Provinces of Nova Scutia and New Brunswick ;
to reform it, he followed, not original schemes of his own, but
the suggeslions of the bankers called in consultation. Yet the
banking policy of their successor formed a distinguished and
admirable contrast to Mr. Galt’s injurious attempt to establish
a currency of Government paper, and to Mr. Rose’s effort to
revolutionize the system of bank note issue. They wished to re-
model it according to personal hobbies ; he allowed the Cana-
dian banking system to keep to the natural lines of its growth.
Of the wisdom of his decision, each year of the twenty-three
since elapsed has afforded new and stronger proof.




NOTES ON THE ORIGIN OF MONEY TERMS—94% AS
THE PAR OF EXCHANGE

Tue Editor’s note at the foot of a contribution in the Decem-
ber number prompted a research by the writer into the precise
facts bearing upon the origin of the present par quotation for
sterling exchange, the result of which research is appended,
together with a few preliminary notes on currency terms, which
will not lack interest for some Associates,

The Origin of Money Terms, etc.—Authorities differ as to
the origin of the term « sterling” as applied to British currency.
It is ascribed by some to the circumstance that about the time
of Richard I. money coined in the East of Germany was noted
in England for its purity and was called Easterling money, those
Germans being called Easterlings, and that shortly afterwards
some of their best coiners were sent for by the English Govern-
ment, from which time the money was called Easterling and
sterling, The other account derives the word sterling, Esterling
or starling (as according to one writer it was sometimes called)
from the little stars which were frequently on the English penny,
and the weight of evidence appears to be in favor of this origin.
Among other testimony to the latter effect, it is cited that
David I. of Scotland, who reigned before coiners were ever said
to have come from the east into England, ordained that the
sterling should weigh 32 grains of wheat.!

A “pound” sterling was originally, and for 234 years after
the Norman Conquest,a pound weight of standard silver, and
this was coined into 20 shillings. The shilling underwent a
succession of degradations after this period until in 1601 a pound
of silver was coined into 62 shillings, which division was adhered
to until 1816, when it was altered to 66 shillings in order that
silver should be token money only. It is possibly due to the
fact that the earlier degradations were surreptitious, that 20
shillings continued to be termed a pound long after they had

t DE Morgan, “ Notes on the History of the English Coinage.”
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ceased to be equivalent to that weight of silver; but at any rate it
is not difficult to surmise the process by which a “pound” in
money came to be dissociated from its original meaning and to
signify first 20 silver shillings, and afterwards, with the change
to a gold basis, to stand for the unit of value, i.c., the weight of
fine gold contained in a sovereign, which at the time of the
change of the monetary standard was of the same actual value
as 20 shillings.

The word “dollar” was first applied to a Spanish coin,
though the Spaniards have no such term, their word for the coin
to which it was applied being peso, for the piece of eight reals.
These coins were formerly called in English ¢ pieces of eight,”
hence the sign § for eights. ¢ Dollar” is said to be of German
origin, being equivalent to thaler. The first coinage of the latter
was issued in 1518 from the mining district of Joachim-thal
(Valley of Joachim) in Bohemia, whence it was called thal-er.

Origin of the par of “91.”—The first money used by the
colonies in America consisted of Spanish and French coins,
principally the former. The Spanish peso, or piece of 8 reals,
called a ““dollar,” had a legal value attached to it widely differ-
ing according to the colony, a condition of affairs which led
the Imperial Government to pass an Act in 1707 declaring
the value of the Spanish and Mexican pieces of eight reals to be
4s. 6d., at which value £1 sterling was equivalent to $4.44%,
which was thus made the (old) par of exchange. This
valuation was, when declared, not strictly accurate. Silver was
at this time the standard of value in England ; 20 English shil-
lings contained 1,718.709 of pure silver, and the Spanish peso
containing 385 grains pure, the value of the latter coins
in English money was 4s. 5$4d. within a fraction, or a par of
$4.46} about. But the Spanish-Mexican dollar, as coined in
1772, contained only 377.06 grains pure silver, so that the par
of 4s. 6d., which was only approximately true of the earlier coin,
was now quite far astray ; nevertheless, by an Act passedin 178g,
the same value was attributed to the debased coin. Conse-
quently arose the practice at this time apparently of quoting the
currency equivalent of a pound sterling at so much per cent.
premium upon the legal par of $4.444, the premium based on
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the relative value of the coins being at this time, as will be seen,
about 23%.

The Act establishing the United States Mint was passed in
1792. It authorized the coining of gold eagles to contain 247.5
grains pure metal, and silver dollars to contain 371.25grains pure.
The Act recited that the latter was “the same as the Mexican
dollar ” as then current (i.e. the coin issued in 1772), but this
weight (371.25 grains) was arrived at by assaying a large
number of coins in actual circulation and which had been
reduced by abrasion to nearly 1.6 below the standard at which
they were issued from the mint. The actual par of sterling
exchange thus became still further removed from that fixed by
the Act of 1707, and affirmed by the law of 1789, and the quota-
tion representing par was simply in terms of an increased per
cent. premium.

In 1837 the quantity of pure gold in the eagle was reduced
to 232.2 grains, which altered the ratio of value between the
two metals in the coinage from 15.1 parts silver to 1 part gold,
to 15.988-1. This was an undervaluation of silver, and it
brought about such an expulsion from circulation of that part
of the currency as to leave gold practically the standard of
value. Silver had been demonetised in England in 1816, and
between that date and some time after 1837, the money of *
account in the one country being gold and in the other silver,
the real par of exchange depended from time to time upon the
market value of silver, but with the expulsion of silver which
ensued upon the depreciation of the gold eagle in 1837, the rate
of exchange came to be reckoned upon the pure gold contained
in the sovereign and the 1o part of the eagle respectively. The
Sovereign was first coined in 1817, to replace the guinea, and by
€nactment ever since in force it was to contain 113.0016 grains
bure gold. Pre-Victorian sovereigns were deficient in weight
(the mint ¢ remedy ” prior to 1829 allowing of their issue from
the mint at 112.14 grains), and the actual par of exchange based
upon them was about 9% premium on the old statutory par of
$4.44%, but the currency equivalent of the full weight sovereign
is Precisely 4.866564, or 9.497% premium upon the old legal par
——approximately g4.

It will be seen that the custom of quoting the par of ster-
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ling exchange at g} came about quite naturally. The only
difficulty is to understand the reasons which induced the
American legislators of 1789 to declare the legal par at the old
rate of $4.444 to the £, since such a real par had ceased to
.exist in 1772, as already shown.

But though the custom has come about naturally, it is
‘nevertheless on its face a most curious thing that in buying or
selling a sterling bill of exchange we should quote its par value
—instead of at $4.86% to the pound—at 949 premium upon a
par of $4.44% which came into existence in 1707 by virtue merely
of an inaccurate valuation attributed by law to Spanish-Mexican
coins, a par which quite ceased to be recognizable as early as
1772, even as related to Mexican coins, and which was never
within 4% of the real par as between any American coin and the
legal tender coins of England.

The quotation lasted in the United States until 1873, when,
owing to an agitation which had gone on for several years,
Congress passed an Act rendering null and void all contracts
based upon an assumed par of $4.44%, which Act came into
force on 1st Jan., 1874. Newspaper reports of that period show
that the old quotation was adhered to until the last legal day,
and ceased of existence on the first day of the operation of the
new law.

ASSOCIATE

CORRESPONDENCE

THE BANK OF UPPER CANADA

To the Editing Committee:

Dear Sirs,—In the very interesting and valuable resumé
of ¢ The Canadian Banking System 1817-18g0,” by Mr. Brecken-
ridge, published in your number of December last, a doubt is
raised as to a statement of mine respecting the manner in which
the capital, necessary to start the Bank of Upper Canada, was
obtained.

Mr. Breckenridge remarks that ‘“the evidence for this has
not yet been advanced.”

1
o
1
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This is true enough, and for the very good reason that the
statement has never been disputed.
The facts of the case are these:

At the first meeting of the stockholders of the Bank of
Toronto—nearly forty years ago—the Hon. Henry John Boulton,
in contrasting the ther condition of banking with what he had
known it thirty years before, stated as a fact of his own know-
ledge that after the promoters of the Bank of Upper Canada had
obtained their charter, which required them to have £10,000
currency paid up before they commenced business, their utmost -
efforts in collecting subscriptions from the stockholders all over
Upper Canada yielded only £8,000; and that in the last ex-
tremity an advance was obtained from the Military Chest of
the £2,000 required to enable the bank to commence opera-
tions.

This was Mr. Boulton's statement. I remember his words
to this day.

That he was well qualified to speak from actual knowledge,
every one that knows who he was will readily admit.

1 have more than once, both in speech and writing, referred
to this incident as an illustration of the extraordinary growth
of wealth in the Province of Ontario. And certainly it is strik-
ing enough, when we consider that it was beyond the power of
the whole Province, in 1821, to pay up forty thousand dollars—
contrasted with the very many millions it has raised for the same
and kindred objects since, with perfect ease.

Yours truly,
G. Hague
Montreal, 1st Feb., 1895



NOTES AND REVIEWS

WAREHOUSE RECEIPTS AND SECURITIES UNDER SEC. 74 OF THE
BANK ACT

THE January number of The Barrister contains an article
on warehouse receipts and other securities on goods under the
Bank Act, by Mr. George Kappele, who writes from an ex-
perience as solicitor for one of the larger Toronto banks.  The
ground he covers is in the main, as far as practical questions
go, that which Mr. Lash went over in his important paper, and
Mr. Kappele’s article need not, therefore, be discussed at any
length. There are a few points on which his deductions may
be questioned, or in which he has not stated the law with suffi-
cient definiteness, and it may be useful to point these out.

We pass with a mere mention the statement, evidently
made through an oversight, that the Privy Council has deter-
mined that the Dominion Government has exclusive jurisdiction
respecting warehouse receipts and bills of lading. It has that
jurisdiction so far as banks are concerned; can declare what
constitutes warehouse receipts or bills of lading for banking pur-
poses, and the power of banks in connection therewith, but
with this exception, the authority of the provincial legislature in
such matters is supreme. We need also mention only the state-
ment that these securities are transferable by endorsement or
delivery. If the latter means delivery after endorsement, or
delivery of a document made in favor of the bank, the statement
is of course true; delivery otherwise would make a very
unsatisfactory title.

The definition of a warehouse receipt as that of a bailee in
good faith, who is in real possession of the goods, is well ex-
plained, but the statement that the goods must be in premises
kept by the bailee for the purpose of warehousing goods in
general, or the goods mentioned in the receipt in particular,
whichever is meant, is erroneous and misleading. A receipt
granted by any person who has actual possession in the sense ot
the Act, and is not the owner, is valid, whether he keeps a ware-
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house or not; e.g., if a person puts some furniture in his neigh-
bor’s house, and takes a receipt in proper form therefor, that
is a warehouse receipt under the Act, though not a desirable
banking security.

The difficulty Mr. Kappele finds with regard to the party to
whom a receipt is given is one which does not trouble bankers in
practice. We cannot conceive of a case where a receipt would
be made in favor of anyone but the owner or his agent, or, at
the owner’s request, of a bank or other lender of money. If the
owner procured its issue to a private lender, the rights of the
latter would be governed by provincial law; if after a receipt
had been thus issued the owner wished to have it transferred to a
bank, we think the circumstances would be sufficient to consti-
tute the private lender the agent of the owner, and so bring the
receipt within the terms of section 73 ; and if the private lender
himself wished to borrow on the security, it seems clear that a
bank could acquire it from him as holder as security for an
advance. This, of course, on the assumption that the receipt
he holds is a warehouse receipt within the terms of the Bank
Act. Much more difficult points arise in cases where the ware-
house receipt is a valid document under the Ontario Mercantile
Amendment Act, and not under the Bank Act; but this point
need not be discussed here.

The comments on the new form of security provided by the
Act, best described as ¢ Assignments under Section 74,” are
useful. On the practical point of the form of the security we
must, however, differ from the cast-iron rule suggested, that
Schedule C should ¢ never be departed from.” Aform ¢ tothe
like effect ” might be framed which would leave much fewer
blanks to fill, and so avoid the risk of error always present when
such documents have to be filled up by clerks of perhaps
limited experience. Schedule C, in addition, is not well fitted
for an advance made by discounting a promissory note, for the
advance in such a case is the net amount of the bill or note
after deducting all charges, and it would, in most cases, be
highly inconvenient if this had to be calculated before the
assignment could be completed.

As to the nature of the ¢ Written Agreement” to give
security, there is admittedly much room for trouble in this, and
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until the point has been judicially discussed it is difficult to say
how rigidly the courts will construe this part of the Act. They
might say that there must be an express promise referring to
the particular note, and covering expressly the security after-

ward acquired ; as e.z., “In consideration of your discount-
ing my note dated ......... for «.von.... payable ........ after date,
I agree to give you as security John Smith’s warehouse receipt
for ......... bushels wheat, stored in his warehouse at ......... ”

Such a promise would be quite satisfactory, but it would almost
be impossible to work a grain or produce account in that way.
An advance made to a grain dealer with which he goes on the
market to buy whatever grain comes to hand, oats, peas, wheat
or what not, would clearly seem to be within the line of trans-
actions which it was thought that the Act would cover, but the
borrower’s written promise to give security could in such a case
be of the most general kind only. However, following the line
of reasoning which Mr. Kappele adopts, based on the practice
and law in kindred questions about chattel mortgages, it would
seem that a promise to give security on “all the grain” which
the borrower might at any time have in his warehouse, would be
a proper promise on which afterwards to base an assign-
ment of all such grain, described in the identical terms of the
promise, and that description, as Mr. Lash and Mr. Kappele
have both pointed out, is a highly satisfactory one.

There is one slip in the more theoretical part of the article
to which we may refer; the assertion that the policy of the law
is to confine banks to the safest lines of business, and that,
therefore, they are not allowed to lend on real estate, is not
sound, nor is it quite true that the Australian banks made such
a mess of their business merely because of their power to lend |
on real estate. The boards of direction of our banks could pro-
bably conduct a business of lending money on real estate as
safely as the best of our loan companies who make that their
specialty ; the objection to such loans is not on the point of
safety, but of availability. The business of banks is to provide
means for handling the commerce and manufactures of the
country ; their obligations are practically all payable on
demand; their capital, deposits and circulation represent a mass
of credit which is or should be constantly flowing in and out (as
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Mr. Kappele says), and he covers the real situation by the state-
ment that *the money of the bank must be easily available,
and its assets must be of the kind that are most readily liqui-
dated.”

A RECENT DEVELOPMENT IN MUNICIPAL TAXATION

It has become quite common in the last few years for muni-
cipalities in granting or renewing franchises to public compan-
ies, such as street car iines, light and water companies, to
stipulate that a percentage of the receipts should be paid over
to the municipality, and in at least one of our Canadian cities
we have been accustomed to hear a similar arrangement with
a street railway corporation spoken of as a masterpiece of
municipal policy, the yield to the city from this percentage
being regarded as so much extracted from the pockets of a
monopolistic corporation on the people’s account. It is un-
doubtedly a method of taxation which tends to protect the
public as a whole from paying too dearly for a service rendered
by a Company controlling a natural monopoly under a public
franchise, but whether it is the best method of attaining this
very desirable end is extremely doubtful.

In a brief article in the January number of the Annals of
the American Academy of Political and Social Science, by
JeroME Dowp, this subject is thus referred to :

«There is a large school of thinkers who advocate this scheme of tax-

ation as an easy means of bringing in revenue. The idea seems to be a
popular one and a number of cities already derive a considerable portion of
their income from this source.
. ‘Nevertheless, it is a species of indirect taxation and very unequal in
its bearings upon individuals. The revenue from franchises and percent-
ages on gross receipts, had better be left in the pockets of the people who
Patronize the monopolies. The highways belong to the people of the city,
and to tax themselves for using their own highways is an absurdity. It
would seem more statesmanlike to require the monopoly to serve the people
at the lowest price that would bear a given dividend. 1If the special taxes
were removed from car lines many of them could afford to reduce the fare
from five to three cents, which would effect a saving to the wage-earner of
ten to twenty dollars per annum.”

In the case of the municipality referred to above the bear-
ing of the last point is very important. Perhapsin no city are
the street cars patronized by a greater proportion of the working-
men. And if it were true in this case that with a removal of
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the special tax on their gross receipts, the railway company
could afford to make so great a reduction in the fare as the
writer quoted claims, then the percentage system, as compared
with a reduction of fares, is equivalent to taxing those who are
compelled to patronize the cars, the workingman and the more
well-to-do man of business alike, four cents a day each towards
the general cost of municipal government—a very ill-propor-
tioned distribution of the burden.

Select Chapters and Passages from the * Wealth of Nations” of
Adam Smith. Edited by Pror. W. ]J. Asurey. New York
and London, MacMillan & Co. ; Toronto, The Copp, Clark
Co., Ltd. 8vo., $o.75.

Or Adam Smith’s Wealth of Nations Bagehot said, writing
in 1876, it ¢ still, in its effects more than in its theory, occupies
mankind.”  Written, however, over 100 years ago, it naturally
contains some propositions that, by the light of modern economic
development, require to be modified. The fruit of ten years
absorbed and exclusive attention, its dimensions are formidable.
Abounding in historical and descriptive passages, with a wealth
of elaboration and illustration, it is calculated in these days to
engage only a mind bent on a much broader study than that
merely of the author’s economic theory; and the student inter-
ested as to the latter has in many instances been deterred from
pursuing its study by the magnitude of the task it involved.
Thus it is that a work that earned for its author the title
¢ founder of the science of business” has now comparatively
few students. '

These are no doubt the considerations which prompted
Prof. Ashley to undertake the work of selection and elimination.
The portions now printed make up between a fifth and a sixth
of the book. They have not been selected, the editor states,
as containing necessarily the most interesting or well-written or
important parts of the book, the intention being rather ¢ to
present in a brief compass a general view of the whole of Adam
Smith’s economic philosophy,” and nothing has been omitted
which he believes to enter into the real structure of the argu-
ment.
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It is a matter for congratulation that the task fell to be
undertaken by thoroughly competent hands. Of the publication
itself we need only say that we regard it, for the purposes of the
ordinary student, as one of the most welcome additions to
economic literature that has been made for a very long time.

It is issued in unique binding, the typography is very
good, and altogether it is a most attractive little volume.

Honest Money. By ArTHUR I. Fonpa. New York, MacMillan
& Co.; Toronto, The Copp, Clark Co., Ltd.

Tuis is one of the most extraordinary contributions to
monetary literature that it has been our privilege to peruse.
The author’s preliminary statement of certain fundamental
economic principles, and his outline of what a fair standard of
value should effect, seem to promise that the proposal to follow
for an “ honest money " will possess merit, even if it may not,
as its author believes, ‘““meet requirements.” Its sole merit,
however, consists in its originality.

The proposal is based on the assumption that gold and
silver are in no way necessary to foreign commerce or domestic
trade, and it contemplates their shipment abroad in payment of
debt, and the replacement of the money now in use by a new
paper currency to be issued by the government, and to consist
of promises to pay a ‘dollar of value,” the latter meaning
whatever the exchange value of a dollar of gold might be at the
inception of the new system, as arrived at by averaging the
price of a number of important commodities. The new money
could be made redeemable in any of the commodities on which
it would be based, but this « would be only a form and might be
“omitted, as of course the government would never be called
“on to so redeem money, since the holder could exchange it for
“ the commodity wanted in the open market to equal advantage.”

A Government money bureau would be started whose busi-
ness it would be to examine from day to day the course of prices,
to promptly check any tendency of the latter to fall, by an increase
of the volume of « promises to pay value,” and to withdraw these
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promises from circulation whenever prices required correction
the other way!!

Among the merits of the plan, as enumerated by the
author, apart from the furnishing of a standard of value as
nearly invariable as it is possible to obtain in practice, is that
of being ¢ wholly American.”

MISCELLANEA

Early Notions Concerning Bank Notes.—The story has been
oft repeated of the Irish mob, who being incensed at the officers
of a bank for closing its doors, sought revenge by gathering
together all the notes of the bank they could lay hands upon and
with them creating a bonfire, but the following episode
having its origin nearer home, and for which we are indebted
to an old number of Harper's, is equally worthy of preser-
vation :

About the beginning of the present century the old Bank of
Albany, since defunct, then presided over by thirteen distin-
guished representatives of fatherland, issued its first circulating
notes. Immediately after their receipt from the printer an
application for a loan of a few thousand dollars was made to
the bank, by a drover well known in Albany for his ability and
financial soundness.

The loan was “passed” by the Board, and the cashier
ordered to pay the money, who, like a faithful officer, bethought
himself as to what kind of money he would pay—whether their
own currency or gold. The currency was new ; so he re-con-.
vened the directors at once, and laid the subject before them.
Chairs were drawn to the great fireplace, thirteen clay pipes
were lighted, and discussion ensued upon the proposition to pay
out the new currency. No satisfactory conclusion was likely to
be arrived at until the following speech was made by one of the
number :

“ Gentlemen of the Board: These bills of ours, received
“to-day, have cost this bank a large sum of money. The
‘“ engraver, the printer, the papermaker, and incidentals, all
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“ have to be paid. The thought of these expenses, so justly
“incurred, does not stagger me in the least; for the bills are
¢ very fine and an ornament to the bank. But, gentlemen, when
“it is proposed to send these new bills into the far West, there to
“ be traded for cattle, torn, soiled, and perhaps utterly de-
“stroyed, I, for one, most solemnly protest. I venture this
“ moment, gentlemen, to assert the opinion that should you be
50 unwise as to allow these new bills to be sent North and
“ West, beyond Lansingburg, Schenectady, and away to the
«other side of Utica (as I understand this man proposes to
“ take some of them), you will never see them again so long as
“«the Bank of Albany has an existence or a name !”
The motion was lost, and the gold was duly paid.

The Scotch Deposit Rate—The lament of the Scotch de-
positor over the recent deduction of the deposit rate to one per
cent., is thus versified by a contributor to the Pall Mall Gazette :

Ye banks that prey on ony loon,

How can ye act sae gey unfair ?

How can ye gie me ane per cent.

And I sae weary, fu’ o' care?

Ye'll break my heart, ye grasping banks
That wantonly my interest’s shorn,
Ye'll mind me o’ departed rates,
Departed—never to return.

QUESTIONS ON POINTS OF PRACTICAL
INTEREST

QuEsTioN 6.—A Miss Smith has a store. She marries, and
the day before her marriage she gives a power of attorney, wit-
Iéessed by an unmarried woman only, to her sister, Miss M.

mith.

The store will be carried on in Miss Smith’s name by her
sister, Miss M. Smith. Acceptances come on Miss Smith as
usual, and are accepted under power of attorney by Miss M.
Smith. The firm is registered in the old name I believe.

Does this in any way affect her banker or the other bank
which presents acceptances?



880 Fournal of the Canadian Bankers’ Association

Answer.—We presume the statement that the firm is
registered in the old name is an error ; there being no firm, but
simply one person carrying on business, no registration is neces-
sary. As to the main point, the marriage of Miss Smith does
not rescind the power of attorney, and if she chooses to carry
on business in her maiden name, she is quite free to doso. The
liability is her liability, and the only question involved is one of
identification.

QuEesTioN 7.—Is there any law relating to part payment of
a bill (by promissor or acceptor or his agent) held by a collection
agent 7 A case came to my notice where a part payment was
left with a baok to apply on a bill payable there, but held by
another bank. The bill was duly presented, and the part pay-
ment left by the acceptor was offered to the collecting bank and
refused by them. The bill was protested and returned for non-
payment, and the money intended as a part payment returned to
the acceptor. What I would like to know is if the bank did
right, according to the law, in refusing to accept a part payment.
Is any liability or risk incurred in accepting a part payment,
endorsing it on the bill, protesting (if necessary), and returning
the bill along with the remittance? This latter is the
course I should think to be the best business, but I have been
unable to find a law covering the point.

Will you kindly tell me the publishers of the following, and
could you suggest other books that would be of practical use in
the banking profession: Notes on Canadian Banking, Hague ;
Gilbart on Banking ; Byleson Bills; The Country Banker.

Answgr. —There is no direct statute that we know of
relating to partial payment of a bill. It is established, however,
that the holder may accept partial payment without in any way
affecting his claim on the drawer or endorser for the balance,
provided he does nothing otherwise that would release him, but
he is quite free to refuse to accept anything but payment of the
whole amount of the bill, and this appears to be the English
practice. We think, however, that the plan suggested is quite
permissible, namely, to take the money tendered, if offered
strictly as a partial payment, and then protest the bill so as to
retain recourse against the other parties to it—indeed under
some circumstances any other course might be prejudicial to
the interests of the owner of the collection.

With regard to the last clause of the enquiry, Notes on
Canadian Banking is an annotated edition of Bullion on
Banking ; the lafter work is fully covered by The Country
Banker, which is by the same author (Rae). We recommend
The Country Banker as probably the best book of its kind yet
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issued. There is a smaller publication entitled On the Bank's
Threshold (Miller), which is in some degree useful.

For legal text books, we would consider Chalmers’ Law
of Bills of Exchange and Promissory Notes much the best, for
the reason that the author was the framer of the English Bills
of Exchange Act, which is almost identical with our own, and
the last edition of his book is practically a commentary on each
separate clause of the Act. It is much more useful for our
purposes than Byles on Bills.

Of the commentaries on the Canadian Act, that by Mac-
Laren is the fullest, but we are not in a position to express an
opinion as to which of them is otherwise the best. These books,

and the others named, can be obtained by ordering through
local booksellers.



Legal Decisions Hffecting Bankers

EDITORIAL NOTES

Assignments under Sec. 74.—We had intended reporting at
length in this number the case of the Banque d’ Hochelaga v.
Merchants Bank of Canada, which came up inthe Court of Queen’s
Bench, Manitoba. The case has been a good deal discussed, as
being the first important judgment in respect to security under
Sec. 74. We find, however, that the question really involved was
the right of the Merchants Bank to retain certain goods of which
they had taken possession by virtue of an assignment, and we
learn that the provisions of the Bank Act in such matters did
not necessarily come into the case at all. The assignment
under which the Merchants Bank claimed was not authorized
by the Bank Act, but that held by the Hochelaga Bank was
equally defective, in the former case having been taken in sub-
stitution for previous assignments, and affecting a different lot
of goods; while in the latter the security was taken for a pre-
existing debt. The facts were briefly as follows: Prior to the
27th March, the Merchants Bank held certain notes of one
Allen, secured by certain assignments of goods in his possession,
which goods had been partially removed and other goods sub-
stituted without the knowledge of the bank. On that date they
amalgamated the notes into two, and took a new assignment of
goods to secure the amalgamated debt. These goods were set
apart by Allen in the presence and with the approval of the
manager of the Merchants Bank, and marked with their mark.

On the 1st May, Allen gave the Hochelaga Bank an assign-
ment of goods to secure a pre-existing debt. There is no reason
to believe that he had enough on hand to represent the quantity
assigned to the two banks.

Between March z7th and June 21st all the goods on hand
at the former date had been sold, and new goods substituted,
without the consent of the Merchants Bank, but the substituted
goods were marked with their mark.

On the 21st June, because of a visit of the officers of the
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Hochelaga Bank, a portion of the goods marked as the property
of the Merchants Bank was shifted and marked as the property
of the Hochelaga Bank. These goods were examined and
approved by the officers of that Bank.

About this date Allen absconded, and the Merchants Bank
took possession of the goods still bearing their mark, and also

of those moved from their piles to be marked for the Hochelaga
Bank.

The facts indicate that the assignment to the Hochelaga
Bank was taken to secure a pre-existing debt, and as no mention
is made of any * written promise ”’ in connection with their debt,
it may be assumed that the security was invalid under Sec. 75.

Bank of Hamilton v. Shepherd, which overruled the case of
Bank of Hamilton v. Noye, may be taken as settling the law that
to substitute a new assignment for an old one, as security for a
note which is a mere renewal of an existing debt, is not authorized
by the Bank Act. Had the Merchants Bank relied only on
their assignments, and had the Banque d’ Hochelaga obtained a
judgment and execution, the latter would no doubt have suc-
ceeded in an attack, as an execution creditor, on the security of
the former.

Under the circumstances that existed, the learned judge had
simply to settle the relative rights of two claimants, each hold-
ing an assignment of goods which was good in Common Law
between the parties, but not under the Bank Act, these rights.
being further complicated by the fact that the goods which had
been set apart for the Merchants Bank and had been accepted
by them, had all been removed, that other goods had been set
apart in their place by Allen, but without their knowledge or
consent, and that of these goods a portion had again been
removed by Allen and set apart for the other Bank.

The finding of the Court was that the assignment of the
Merchants Bank was earliest in date, that by virtue of the
assignment and of the setting apart of the goods which took
place on March 27th, when it was given, the bank acquired a
valid title to the goods, that the Bank had never consented to
the removal and substitution that took place, and was entitled as
against Allen and his subsequent transferees to the substituted
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goods, and that the assignment to the Hochelaga Bank was
ineffectual, inasmuch as it could not convey goods the title to
which had already passed to the Merchants Bank.

As there is no question of preference under any insolvent
Act to be considered, this case resolves itself into a very nice
point of the respective rights of two assignees under the
common law. Had the Merchants Bank taken possession on
the morning of the 21st June, before Allen set apart goods for
the Hochelaga Bank, there could be no doubt that they would
have thereby made good their title beyond question ; the defect
up to that time was this, that while Allen had appropriated the
substituted goods to them by the marking, they had not
accepted the appropriation, and the act of taking possession
would have been an acceptance. Whether at Common Law
such an appropriation without any privity on the part of the
assignee of the property is good, is, we are advised, an extremely
doubtful question, but the fact that possession followed would
have much weight. The learned judge took the view that the
Merchants Bank had a good title to the substituted goods,
quoting in support of the principle involved C. W. R. Co. v.
Hodgson, 44 U.C.R., and the Bank of Hamilton v. Noye
above referred to, and gave judgment in their favor.

There are certain other points in the judgment of interest
to bankers. Reference is made to the description of the goods
in the assignments as probably not in conformity with the form
in schedule < C.” Thisisa point on which it is clear that much
more definiteness than is customary among banks is desirable,
if not absolutely necessary.

On another point the learned judge says:

I agree with the contention of the plaintiff’s counsel that
in lending money to the classes of persons and upon the security
of the goods mentioned in Sec. 74, the bank is not limited to
taking security in the form set out in the schedule, but may take
it in any form known to the law. The clause as to the form is
permissive only, and cannot, I think, control the general enabling
powers contained in the earlier portions of the section.”

He refers to Sec. 64, prohibiting loans on security except
as authorized by the Act, as affecting the substance and not the
form of transactions under Sec. 74.
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On the question of the value of an assignment at common
law, the following remarks possess interest :

« | also agree with the contention of the plaintiff’s counsel
that instruments in the form in the schedule to the Act do not
depend for validity upon this statute, but would be apt to pass
the legal property in the goods at Common Law.”

On the question of the transfer of goods without delivery
he takes the following view:

« A gift of chattels does not pass the property, unless made
by deed, without an actual or constructive delivery of the chat-
tels. But the reason of this is explained by Sir Wm. Black-
stone in his Commentaries, vol. 2, page 441. Until delivery the
transaction is considered to be executory only, and being with-
out consideration it cannot be enforced unless made by deed.
* * % But an agreement of present sale of goods where the
property is sufficiently designated passes the property, though
made by parol. The principle is that parties by parol agree-
ment for consideration can pass the property in goods as between
themselves without delivery. The only question is to ascertain
whether the parties so intend. These instruments are expressed
to be for consideration, and the word ¢assign’ and the general
tenor and object of the instrument appear to me to indicate
sufficiently an intention to pass the property at once.”

On these principles he finds that when Allen set aside and
appropriated certain goods for the Banque d’Hochelaga, and the
Bank's officers accepted the appropriation, then as between
Allen and the Bank, the property passed to the latter, but on
the same principles this appropriation was not good as against
the Merchants Bank, because at that time the property in the
goods was in the latter.

Fraudulent Alteration of a Bill of Exchange.—In noting
the judgment in the English case of Scholfield v. Londesborough,
in our December number, we expressed the opinion that it con-
flicted with the generally accepted view of bankers in Canada as to
the law in such cases. Since then the Court of Appeal (Lord
Esher, M.R., and Rigby, L.J.; Lopes, L.]. dissenting) has con-
firmed the judgment of the Lower Court. It is clear, therefore,
that Banks are by no means as well protected in cases of bills of
exchange which are fraudulently dealt with before reaching
their hands, as has commonly been supposed. On another page
we quote the judgment, which is of great importance, especially
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because of its criticism of the principle laid down in the case of
Young v. Grote, which has hitherto been the leading case on
this point. The facts in the latter were as follows: The plain-
tiff delivered some printed cheques to his wife, signed by him-
self, but with blanks for the sums, requesting her to fill the
blanks up according to the exigency of business. She permitted
one to be filled up with the words  fifty pounds, two shillings,”
the «fifty” being commenced by a small letter and placed in
the middle of a line. The figures “ 50, 2" were placed at a
considerable distance from the printed ¢“ £.” In this state she
gave the cheque to her husband’s clerk to receive the amount,
whereupon he inserted the words ¢ three hundred and” before
the word “ fifty,” and the figure ““ 3" between the * £ and the
“50.” The banker having paid the cheque in the usual course
of business, it was held that the loss must fall on the plaintiff
on the ground that the customer had misled the banker by want
of proper caution in drawing the cheque in a manner which ad-
mitted of easy interpolation.

In the course of one of the Gilbart lectures delivered at
King’s College, London, the lecturer, ]J. R. Paget, Esq., B.A.,
LL.B., remarked that he confessed to a feeling of regret when-
ever he saw the authority of an old banking case on the wane,
such as that of Young v. Grote, which had been cited authorita-
tively since 1827. Examining the effect of the decision of the
Court of Appeal in the case of Scholfield v. Londesborough, that
such a breach of duty (supposing there to have been one) as
was charged against the defendant, did not work an estoppel
because it was not connected with the endorsement of the inno-
cent endorsee—a fradulent act intervening, Mr. Paget remarks:

“ It means that no negligence is to be regarded as the
proximate cause of a loss. No negligence is to be taken into
account for the purpose of turning the scale as to which of two
innocent persons should suffer. It can never now be said that
a person accepting a bill has facilitated a felonious act, and that
therefore upon him the loss should fall. In other words, no one
is bound to anticipate the possibility of a felony. By the pre-
sent case this doctrine is established, and entirely upsets the
authority of Young v. Grote. Unless and until the House of
Lords reverses this decision, it must be regarded as settled that
there is no estoppel on the ground of negligence, where that

|
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negligence would not have entailed any loss had it not been for
the commission of a felony, even if that felony would not and
could not have been committed except for negligence.

« ]t appears that a bank customer may now accept a bill
on a stamp sufficient to cover a bill of any amount in such a way
as to facilitate fraud, and when the natural result happens, can
refuse to be responsible beyond the original amount ; tell the
banker he was not bound to anticipate a felony, and was not
negligent, but that if he was negligent, the felony, and not his
negligence, was the proximate cause of the loss.

« The decision will work great hardship on bankers. There
is scarcely any case of negligence of a customer for which
they will not have to suffer, since nearly every loss which
has its start in negligence will have its culmination in felony,
and a consequent loss to the bankers.

« Was it reasonable to suppose crime to be suchan abnormal
thing that, however much negligence invited it, that negligence
could never be the proximate cause of the loss if crime inter-
vened ? The nearest cases on the point were those of Evans’
Trustees v. Bank of Ireland and The Merchants’ Staple v. Bank
of England, in each of which the negligence consisted in the
Corporatior: entrusting its seal to a person who used it for pur-
poses of fraud. There it was held that the negligence was not
the proximate cause of the loss, but those cases were scant
authority for the general proposition. There was high author-
ity, the lecturer said, for going thus far—if the felony itself
were the natural, or likely, or direct consequence of careless-
ness, that negligence estops. Might it not be said, despite the
decision in Scholfield v. Lord Londesborough, that if a man
draws a cheque or bill with blanks left in it, which no reason-
able person would regard to be other than a premium on fraud,
the natural, likely, or direct consequence will be that a fraud
will be committed ?”

Mr. Paget said, if a case arose in which a cheque thus
carelessly drawn was presented to and paid by a banker in good
faith, he would not despair of seeing a court uphold the banker’s
right to debit.

« The difficulty would be in knowing where to look for the
banker’s protection against similar risks, but the one which
commends itself more than others is that of the implied contract
between banker and customer. Assuming the relationship of
principal and agent, the banker might have right to be indemni-
fied by his principal in the event of his incurring loss owing to
ambiguous instructions having misled him. Lord Macnaghton,
in the Vagliano action, recognized this in referring to the case
of a principal introducing among genuine bills an indistinguish-
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able counterfeit : but that doctrine does not go far enough, for a
cheque with blanks is not a counterfeit. What is wanted is
a rule laid down that the agent is entitled to indemnity when-
ever the principal by his own act enables a fraud to be com-
mitted, and by which the agent suffers damage. But there is
no such authority, and the relation of principal and agent
therefore gives no real help, neither is help derived from the
principle of a course of dealing. Could any assistance be
derived from the implied contract between banker and
customer 7 On the part of the banker there is an implied
contract that he will not disclose the state of the customer’s
account. If that arose simply on the general principle that he
should do nothing to damage his customer, then the same prin-
ciple would establish the customer's reciprocal obligation not

to draw cheques or bills in such a way as to entail loss upon the
banker.

Equities Affecting Overdue Notes.—The case of MacArthur
v. McDowall, the chief points in which are reported on another
page, is very suggestive of the ease with which a bank may drift
into a very serious position with regard to securities.

MacArthur, the appellant, bought from the assignee of the
bank’s debtor, certain notes which were held by the bank as
security. The bank took MacArthur's note instead of the
debtor’s, and to all appearance held the same security as before,
with a new obligant for the debt. But one of the chief securities
was an accommodation note of McDowall’s, which had been
used in breach of an agreement with him, and the effect of
what was done was that instead of having a claim on McDowall
for this note, neither the bank nor MacArthur, after the sale to
the latter, had any title to it. If, as might readily have been
the shape which the transaction took, MacArthur had bought
the notes from the bank, with the approval of the assignee, this
result would not have followed, as he would have acquired the
bank’s title.  As it happened, the loss in this particular case
fell on MacArthur only, as the bank was otherwise fully secured,
but the result might have been quite the opposite.
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CourT oF APPEAL, ENGLAND
Scholfield ». Earl of Londesborough
Liability of acceptor for amount of altered bills negligently drawn.

Appeal from the judgment of Charles, J.,in favor of the
defendant.  The action was to recover £3,500 on a bill of
exchange drawn by one Scott Sanders upon and accepted by
the defendant.  The plaintiff was the holder in good faith and
for value. When the defendant accepted the bill it was for
£ 500 only, and afterwards and before endorsement it was fraudu-
lently altered by Sanders into a bill for £3,500. The bill bore
a £2 stamp, sufficient to cover £4,000. In the left-hand corner
at the time of acceptance were the figures ¢ 500 " preceded by
the sign “ £.” Between the £ and the 500 was a space suffi-
ciently wide to admit of another figure being inserted. The
body of the bill was in three lines. On the first were the words,
« Three months after date”; on the second the words, ¢ Pay
to me or my order the sum of " ; and on the third, « Five hun-
dred pounds for value received.” After the word “ of” in the
second line there was sufficient space for the addition of another
word, and before the word “ Five’ in the third line there was
also space for the addition of another word without carrying the
line further to the left then the word “Fay in the line above.
Sanders, having obtained the defendant’s acceptance, inserted
the figure « 3 between the £ and the 500, and in the body of
the document added the words ¢ Three Thousand,” writing the
“ Three” after the word “of ”’ on the second line, and the
“ Thousand  on the third line, and in this shape he negotiated
it. The defendant paid £500 into court. Charles, J., held that
the defendant was not estopped, either by having accepted the
bill with the blank spaces in it or with a stamp sufficient to
cover £4,000, from setting up the truth, and that he was not
liable for the £3,500, but that he was liable under section 64,
sub-section 1, of the Bills of Exchange Act, 1882, upon the bill
for £500. The plaintiff appealed.

The Court (Lord Esher, M.R., and Rigby, L.].; Lopes,
L.]., dissenting) dismissed the appeal.

Lord Esher, M.R., said that no evidence had been given
as to the circumstances at the time the acceptance was obtained.
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Before the Bills of Exchange Act, 1882, the defendant, if he
were not prevented from setting up the truth, would not have
been liable on the bill at all. But by section 64, sub-section 1,
of that Act, the defendant was liable on this bill for £500. But
it was said that the defendant was estopped from setting up
what really did happen, and must, therefore, pay the £3,500. It
was not said that the defendant made any representation to the
plaintiff. It was said that the estoppel was founded on negli-
gence in accepting the bills with gaps in it, and with a stamp
large enough to cover £4,000. Negligence consisted in the
neglect of a duty, and the plaintiff must show that the defend-
ant owed a duty to the plaintiff not to accept a bill so drawn.
What was the position of the acceptor ?  Before acceptance
there frequently was a contract, express or implied, between
him and the drawer, that he would accept the bill. The con-
tract was distinct from the contract created by the acceptance.
The drawer would draw the bill, and he was the master of its
form ; and the proposed acceptor agreed to accept the bill as
drawn. A bill was often negotiated before acceptance. It
might be that the drawer himself would present the bill for pay-
ment. Theacceptor had no control over the persons into whose
hands the bill might pass. By the acceptance the acceptor
agreed to pay the amount of the bill which he had accepted to the
drawer or to the person to whom it was transferred. There was
a promise to the drawer to pay that bill, and the drawer could
only transfer what he had himself. There was no duty towards the
drawer not to accept the bill with spaces left in it. The drawer,
therefore, could only transfer the promise to pay the bill as ac-
cepted, and, therefore, he owed no duty at all to the indorsee
except to pay the bill he had accepted. But, even supposing
that there was such a duty on the part of the acceptor, where
was the negligence ?  The alleged duty was that he ought not
to accept a bill in such a form as to render a forgery easy. It
was suggested that the acceptor was bound to anticipate that
the bill might get into the hands of a dishonest person, and that,
therefore, he ought to have filled in the spaces. It was either
conclusive evidence of negligence, or it was evidence from which’
a jury might infer negligence. If the latter, then one jury
might find one way and another jury another way upon the
same facts. That would paralyze business altogether. He pro-
tested that the question was not one of fact for a jury. In his
opinion, even if there was such a duty, there was no evidence
of negligence. But again, even assuming negligence, the alleged
neglect of duty did not work the estoppel, because it was not
connected with the indorsement to the indorsee, and therefore
was not the immediate cause of the loss, the felony of the drawer
intervening. As regards the decision in Young v. Grote (4 Bing.
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253), that was a case between banker and customer. That case
seemed to have been decided upon the principle that the cus-
tomer was estopped. But if that was the true principle, what
became of the other cases which said that the interposition of a
fraudulent act by a third person prevented the negligent act
being the immediate cause of the loss. The only way in which
that case could be supported was by saying that the customer
had signed a blank cheque, in which case the person into whose
hands it got would have authority to fill it in. That was not
estoppel. If that was the ground of the decision, it was not
worth quoting -as an authority. ~ Young v. Grote, therefore,
could not be supported for the doctrine laid down by it. That
case ought not any longer to be quoted. The defendant, there-
fore, was not estopped, and the code applied, and section 64
made him liable only for £ 500.

Lopes, L.]., dissented. He thought the acceptor of a bill
owed a duty to subsequent holders. Bills were negotiable
instruments intended to pass readily from hand to hand. The
acceptor owed to subsequent holders the duty of taking reason-
able care that the document should be so framed, when ac-
cepted, as not to offer obvious opportunities for the commission
of a crime. The decision in Young v. Grote involved that,
and that case had been recognized in subsequent cases.  That
being so, in his opinion there was a breach of that duty, that is,
such negligence by the defendant in accepting the bill framed
as it was as disentitled him to set up its alteration in material
particulars as a good defence to the action. The negligence was
in the transaction. There was an absence of such care as a
reasonably prudent man would and ought to take when accept-
ing a negotiable instrument. Estoppel might not be the correct
legal ground upon which torest the decision in Young v. Grote.
He adopted the language of Cleasby, B.,in Halifax Union v.
Wheelwright (23 W. R. 704, L. R. 10 Ex. 183), that 2 man
could not complain of the consequence of his own default
against a person who was misled by that default without any
default of his own. That, in his opinion, was the principle of
Young v. Grote, a case which had been recognized in the House
of Lords in Bank of England v. Vagliano (39 W. R. 657;
1891, A. C. 107). The defendant here by his want of care had
enabled Sanders to commit the forgery, and he must suffer the loss.
The last question was whether the negligence was the proximate
cause of what happened, namely, the leading the plaintiff into
the belief that the bill indorsed to him was for £3,500. In his
opinion the interposition of a crime did not make the negligence
the less the proximate cause. The forgery was the result to be
anticipated from the negligence. He therefore thought that
judgment should be entered for the plaintiff for £3,500. He
agreed with Charles, J., as to the stamp objection.
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CoURrT oF ApPEAL, ENGLAND

Wegg-Prosser v. Evans

Where there is an unsatisfied judgment in respect to a dishonored cheque
given by one of two guarantors for the amount of the guarantee, the
creditor is not debarred from proceeding against the co-surety for pay-
ment of the amount due under his contract. ’

This was an appeal from the judgment of Mr. Justice Wills

On a guarantee given by the defendant Evans, for the payment

of the rent of a farm, for which one Williams was joint surety

with one Thomas. The plaintiff applied to Thomas for half a

Year'srent which wasin arrears, and received Thomas’ cheque for

the amount. The cheque was dishonored, whereupon he sued

Thomasand got judgment, which, however, remained unsatisfied.

He then brought the present action against Evans to recover

the half year's rent. The defendant contended that as the plain-

tiff had already recovered judgment against the other joint guar-
antor, the cause of the action against himself was extinguished.

The Court held that the cheque was not taken in payment of

the debt, but only as a conditional payment, and that the pro-

ceedings on the cheque did not affect the plaintiff’s right to look
to the defendant under hig contract of surety, The judgment of

the Court was delivered by Lord Esher, M.R.:

When the tenant of the farm did not pay the rent the

plaintiff might have brought an action upon "the guarantee

against both the joint guarantors. If he had sued one joint
guarantor upon the guarantee, the one sued could have taken
out a summons to have the other joint guarantor joined as
defendant. The plaintiff, instead of suing upon the guarantee,
took a cheque from Thomas, one of the joint guarantors. Tak-

ing that cheque was not a satisfaction of the debt, but only a

conditional payment. If the cheque were paid, that would” be

Payment of the guarantee, and the present defendant could not -

have been sued upon the guarantee, though he would have been

liable to a claim by Thomas for contribution. The present defend-
ant’s position was not altered in the slightest degree by the cheque
being given, The cheque, however, was dishonored, and judg-
ment was obtained upon it against Thomas, but that judgment
was unsatisfied. The cause of action on the cheque was that

prevented the plaintiff from suing the defendant upon the guar-
antee. That rule of law was mere technicality, and, unless he
(the Master of the Rolls) was bound by some decision, he would
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not apply it to this case. If the plaintiff had already sued
Thomas upon the guarantee instead of upon the cheque, and
recovered judgment against him, according to the rule of law
laid down in King v. Hoare, and by the House of Lords in
Kendall v. Hamilton, the plaintiff could not have sued the
present defendant. Was there any case which said that when
the judgment against the one joint contractor was not upon the
guarantee, that rule of law applied? The case of Drake v.
Mitchell was directly to the contrary, a case decided in 1803
by Lord Ellenborough and three other great judges. That
case showed that the action must have been for the same particu-
lar cause of action. There had been no judgment recovered
against Thomas in respect of the particular cause of action up-
on which the present action was brought against the defendant.
The former cause of action was upon the promise by Thomas on
the cheque to pay on demand. The present cause of action
was upon the guarantee, and Thomas had nevcr been sued in
respect of that cause of action. No doubt the decision in
Cambefort v. Chapman was contrary to this view. Which
decision ought the Court to act upon? Drake v. Mitchell
had been standing since 1803, and his judgment went with that
case, and not with Cambefort v. Chapman and the earlier
case had not been overruled or touched by Kendall v. Hamil-
ton. The argument that the defendant could not have Thomas
joined as a co-defendant in the present action, and that there-
fore the plaintiff ought not to be allowed to recover in the pres-
ent action-against the defendant, was not well-founded. The
present action was upon the joint contract, and the defendant
could have taken out a summons to have Thomas joined, but
he did not doso. The case was within the decision in Drake
v. Mitchell and the decision in Cambefort v. Chapman was
wrong and must be overruled.

Ropes and Rigby, LL. J]J., delivered judgment to the same
effect.

CoURT oF ArpEAL, ENGLAND
Wigram v. Buckley

The'doctrine of lis pendens is inapplicable to choses in action and to all per-
sonal property other than chattels real.

The plaintiff, being first mortgagee of the book debts owing to the defendant,
brought an action to enforce his mortgage, and obtained the appointment
of a receiver and an injunction to restrain the defendant dealing with the
book debts. This action (which was still pending) was registered as a lis
pendens. Neither the plaintiff nor the receiver gave any notice whatever
to the book debtors of the defendant, nor did the receiver take possession.
Afterwards the defendant executad another mortgage of the book debts to
B., who thereupon gave notice to the book debtors. B. had then no
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notice of the mortgage to the plaintiff, or of the pending action, or of the
appointment of a receiver, or of the injunction.

On seeking to enforce his mortgage, B. first became aware of these facts, and
thereupon took out a summons in the action pending between the
plaintiff and the defendant, claiming priority over the plaintiff’s mortgage.

Held (1) that B., being the first to give notice to the book debtors, was primad
Jacie entitled to priority over the plaintift; and (2) that such priority was
not prevented by the fact of the registration of the plaintiff’s action
against the defendant as a lis pendens, nor by the appointment of a re-
ceiver and the granting of an injunction in that action, B. being no party
to that action and having no notice of these facts.

The facts in this case are for our purpose sufficiently set
out in the head note abuve. The judgment in the Lower
Court delivered by Mr. Justice Chitty, was in favor of the
plaintiff, the first assignee of the book debts, on the ground that
because of his action and lis pendens, the subsequent assignee
did not acquire any right to the property in litigation which
would be prejudicial to the claim of the plainiiff.  This decision
was reversed on appeal, the view of the Court being set out in
the judgment. This was delivered by Lindley, L.]., concurred
in by the Chancellor, as follows :

It was not disputed that if the plaintiff’s action had
not been registered as a lis pendens, and if there had
been no injunction or receiver, the banking corporation,
having no notice of the plaintiff's title, would have acquired
a better title than the plaintiffs to the debt assigned to
them, although they were comprised in the plaintiff’s
earlier security.  This was conceded on the authority
of Dearle v. Hall, and is not open to controversy. But the
plaintiffs contended, and the learned judge held, that, as the
debts were the subjects of an action to recover them, and such
action was registered as a lis pendens and a receiver of those
debts had been appointed, and the defendants had been re-
strained from dealing with them, the title of the defendants
could not be allowed to prevail over that of the plaintiffs, The’
doctrine involved in this decision is very far-reaching, and is of
great practical importance to business men, and it requires
very careful examination. For the reasons which I will state,
I am clearly of opinion that the doctrine is unsound and cannot
be supported.

The learned judge then discussed at length the practice
with regard to lis pendens in respect to actions affecting real
estate, and reaches the conclusion that so far as goods and
chattels are concerned the doctrine that no title can be made to
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them by an unsuccessful defendant, pending proceedings for
their recovery, had no foundation in common law. He adds:

Any such doctrine would, if logically carried out, prac-
tically greatly embarrass ordinary trade, and be, to say the
least, highly inconvenient to every one except plaintiffs claiming
goods. It the doctrine of lis pendens were applicable to personal
property generally, bankers and others could not safely make
advances on ships or goods and that which represents them in
commerce—e.g., bills of lading, dock warrants, wharfinger’s
receipts, nor upon stock and share certificates, nor upon deben-
tures or policies, nor even on negoiable securities, without
making searches in the Judgment Registry Office. Such a
doctrine would paralyze the trade of the country, and there is
no warrant for it either in the statutes relating to /is pendens or
in the decisions ot the courts. The first statute on the subject
is 2 & 3 Victoria, c. 11,s. 7. The language of this statute shows
that the Legislature was dealing with ¢« estates”” —i ¢., land and
land only. ** Again, reliance was placed on the practice of con-
veyancers who advise purchasers and mortgagees of personal
estate to search the lis pendens registry. This is intelligible and
reasonable enough. Conveyancers advise on abstracts of title
and always try and keep their clients out of difficulties and
possible litigation. If an abstract of title to personalty 1s laid
before a conveyancer, he naturally advises an intending pur-
chaser or mortgagee to make such inquiries as experience shows
to be prudent in order to avoid trouble and vexation in the
future. There is no case in the books which warrants the notion
that the doctrine of lis pendens applies to personal property
other than leasehold property. * * *

Upon principle and authority I am of opinion that the
doctrine in question is inapplicable to personal property other
than chattel interests in land. The inconvenience of extending
the doctrine to ordinary personal property is so extremely
serious, that it would, in my opinion, be very wrong so to
extend it now for the first time, even if such extension could be
justified by reasoning from well-established general propositions
which might serve as premisses for arriving at such a conclusion.

But then it is said that in this case there was not only a
registered lis pendens, but an injunction and a receiver. But of
these the present appellants had no notice whatever when they
advanced their money and obtained and perfected their security.
Their title is in no way affected by those orders, nor have the
appellants, the bank, been guilty of any contempt of court.
The case would have been different if the bank had had notice
of the order appointing the receiver or granting the injunction,
or even if the receiver had given notice to the debtors to pay
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their debts to him. Such a notice would have been equivalent
to notice by the plaintiffs of the assignment to them.

Lastly, I am of opiniqn that,. in .addition to all_other

» nor of the injunction, nor of the
appointment of the receiver, They left the defendants to carry
on their business and deal with the debts owing to them as if no
assignment of them had been made. The action was not pro-
secuted with diligence; no step was taken in it between July,
1892, and the end of November, 1893, by which time the bank
had not only acquired and perfected their title, but had obtained
Jjudgment and sought to enforce it.  This laches alone is fatal to
the plaintiff’s case, and would be so even if the doctrine of /s
pendens could be invoked by them: see Sugden’s Vendors and
Purchasers, citing his decision in Drew v. Lord Norbury, 3 Jo.

& Lat. 267, The appeal must be allowed, with costs here and
below,

Davey, L.J., delivered judgment to the same effect, in
which he specially dissents from the judgment of Lord Romilly
in Berry v. Gibbons, that the doctrine of lis pendens applied to
goods and chattels as well as land, In discussing the general
aspect of the case, he remarked :

Is it reasonable or .in accordance with the habits of
business persons who deal in shares of joint-stock companies,
bills of exchange, bills of lading, book debts, and other similar
broperty, to search the register of /is pendens before concluding
any contract of sale or mortgage, at the risk of losing their
money, if the property in question is the subject of an action or
of an order for an injunction or a receiver ? Suppose an action
to enforce a trust against the legal registered holder of shares
in a railway company; he sells them, in breach, perhaps, of an

injunction,” and the purchaser (probably not the immediate -

purchaser from him}) takes a transfer. Would it be right or just
to hold that transferee subject to whatever equitable rights may
ultimately be established in the action? Could the multifarious
business of life be carried on on such terms? Real estate and
leasg:holds stand on a different footing, because they are the

oty o
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QueeN’s BencH, ENGLAND
Daun & Vallentin v. Sherwood

When no payee is named in a promissory note, the note will be valid and
payable to bearer if it contains a definite promise to pay, and is handed
to another person,

This was an action brought by the plaintiffs, against the
defendant, as one of the makers of a joint and several promis-
sory note. The instrument upon which the action was brought
was as follows:

London, Star and Garter Hotel,
2gth Oct., 1889 Kew-bridge
We separately and conjointly promise to pay one day after demand the

sum of Five Hundred Pounds at the rate of Five pounds per centum per
annum for value received.

It was contended upon the defendant’s behalf that the in-
strument was not a promissory note as the payee was not named
in it. The instrument had never been endorsed or negotiated
in any way.

Mr. Justice Kennedy, in the course of his judgment, said :
—The action is brought upon a document called a promissory
note, signed by the defendant. The defendant raises, among
others, the defence that the documentis not a promissory note.
The document was handed by the defendant to the plaintiffs’
agent with the intention that it should operate as a promissory
note. Isit a promissory note ? It is objected that there is no
specified person in the document, nor are the words ¢ to bearer ”
in it. I do not think the absence of the words ‘¢ to bearer ”
1s fatal to the promissory note if, in fact, it is a promise to pay,
and it is handed to another person. I think in such a case I

ought to treat it as payable to bearer, because that is the
natural legal effect.

QuEEN’s BEncH, ENGLaND
Criddle v. Scott

A bill of sale in which consideration is erroneously stated as now paid, is
invalid.

In this case a bill of sale was executed, in which it was
stated to be given to secure £ 30 now paid. The money was in
fact not paid for three days afterwards, when the bill of sale was
registered. In the County Court the security was declared to

~be bad, and the Court of Appeal upheld the view of the County
Court judge.
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Mr. Justice Wills said the consideration of the bill of sale
was stated to be £30now paid ; but dropping the word “ now,"
the money was not “paid” at the time of execution. The
money was in a bank from which the lender proposed to draw

it out in three days. But there was nothing to prevent him

from keeping it in his pocket for three months, and there was
nothing to make it the money of the borrower at the time of
the granting of the bill of sale. There was only a promise or
agreement to pay it at some indefinite future time. The con-
sideration, therefore, was not truly stated; and the learned
Judge was right in holding the bill of sale bad.

"QuEeeN’s BencH, ENGLAND
T. and H. Greenwood Teale v. William Williams
Brown & Co.

A banker with whom a customer has opened several accounts, has a lien up-
on all the accounts except (1) where there was a special agreement, (2)
where specific property of a third person had been paid to the bank, and
(3) where the banker had notice that when a customer drew upon a
particalar account it would be a fraud or breach of trust.

The plaintiffs in this case were solicitors, and the defendants
bankers, both carrying on business in Leeds, and the claim was
for £5.287 alleged to be moneys received by the defendants to
the use of the plaintiffs. In 1887 the late Mr. Thomas Green-
wood Teale, then a partner in the plaintiffs’ firm, opened three
accounts with the defendants, to be kept under the heads (1)
“ office account,” (2) * deposit account,” (3) ¢ private account.”
At the time the accounts were opened the defendants were told
by Mr. Teale that the deposit account would be mostly clients’
money. On December 30, 1891, the deposit account was closed
and transferred to the office account. From that time down to
the final balance being struck in June, 1893, the plaintiffs paid
clients’ money into the office account alone, and during the whole
course of dealing the office account was in credit and the private
overdrawn. In June, 1893, the office account was in credit
£5,287; but the debit balance on the private account far exceeded
that sum, which the defendants now claimed they had a right to
set off against the credit balance on the office account.

It was contended for the defendant bankers that it must
be shown that the bankers were informed that Mr. Teale had
no right to open the account with the bank in his own name,
that it was money of clients and earmarked as such. If it were

W
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trust money, the cestui que trust could not follow the money in-
to the hands of the bank, unless he could show that it was ear-
marked as trust money. For the plaintiffs it was argued that
when a solicitor opened several accounts, it must be assumed
that one of them was opened for the purpose of paying clients
money, and that the heading of the account should have given
the defendants warning of the nature of the moneys held.

Mr. Justice Wright, in giving judgment, said, as he under-
stood the law, a banker with whom a customer opened several
accounts had lien upon all the accounts except (1) where there
was a special agreement ; (2) where specific property of a third
person had been paid to the bank; (3) where the bankers had
notice that when a customer drew upon a particular account it
would be a fraud or breach of trust. In this case there was no
special agreement. The correspondence showed that the bank
and Mr. T. Greenwood Teale treated the account as one on
which the bank were entitled to a lien. With regard to the
third exception, such a case could not arise where it was merely
the office account. It would be a strange thing if a bank was
called upon to assume that moneys standing to an office account
were affected with a trust. There was nothing to put the bank
upon inquiry. The bank was justified in treating the accounts
as mixed accounts, as having been opened by Mr., T. Green-
wood Teale personally, and that he had authority from his
partners to deal with them. The bank, in claiming a lien upon
the office account, were treating Mr. Teale as having a right
to charge that account. There must, therefore, be judgment
for the defendants, with costs.

SurreME CourT orF CaNaDA
MacArthur v. McDowall

An agreement between the maker and payee of a promissory note that it
shall only be used for a particular purpose constitutes an equity which,
if the note is used in violation of that agreement, attaches to'it in the
hands of a bond fide holder for value who takes it after dishonor. Strong,
C. J., and Taschereaun, J., dissenting.

Appeal from the Supreme Court of the North-West Terri-
tories. The facts of the case are these:—MacDowall had given
Knowles, a private banker, his accommodation note, which the
trial judge found was given on the express understanding that it
was only to be used to meet any demands for deposits, and then
~ discounted only at the Bank of Ottawa.

It was, however, deposited, with other notes, as security for
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advances from the Commercial Bank of Manitoba. Knowles
made an assignment to one Coombs for the benefit of his
creditors; subsequently Knowles negotiated with the Bank and
Coombs for the purchase of all the notes held by the Bank,
which purchase was carried out between Coombs as assignee
and MacArthur, not between MacArthur and the Bank, although
the notes were never out of their possession. The Bank
acquiesced in the arrangement; on the assignee’s instructions
they held the notes for MacArthur’s account, and made him an
advance thereon, with which his cheque in favor of Coombs for
the value of the notes was covered.

It was held that the effect of this dealing was that the
advances of the Bank to Knowles were paid off, that the note
made by McDowall then came back to Knowles or his assignee
subject to the special agreement above referred to, and that
MacArthur did not acquire a good title to it by virtue of the
transfer from the assignee.

The Chief Justice dissented from the judgment of the
Court on the ground that MacArthur was entitled to receive the
note with whatever title the Bank had, as in effect he had paid
his money to the Bank :

Assuming as I must on the findings of the Court below
that the note was given on the particular agreement which the
respondent states, it is clear that the appellant had no notice,
and I do not consider a holder for value who takes a note signed
and delivered by the maker upon such an agreement as this, in
good faith, without notice, though overdue, can be affected by
any collateral agreement controlling the use which was to be
made of the note, though it may have been negotiated in fraud
and in violation of that agreement. It appears to me that the
appellant was not entitled to recover the full amount of the-
note, but was entitled to stand in place of the bank who were
paid off with his money, that is, he is entitled to be subrogated
to the rights of the holder from whom he acquired title. *

It is pretended, however, that the appellant acquired his
title to the note not from the Bank, but from Coombs, the
assignee in insolvency of Knowles. The evidence establishes
directly the contrary of this proposition. Coombs was, it is
true, an assenting party to the arrangement in pursuance of
which the Bank transferred the notes to the appellant, just as a
mortgagor is, on a transfer of a mortgage property, made for
precaution an assenting party to the transfer, but beyond this
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the transfer was not a transaction between Coombs and the
appellant, but between the latter and the Bank. Theappellant’s
money paid off the Bank and the securities were handed over
directly by the Bank to the appellant. Neither the law, busi-
ness usages nor common sense authorize us to characterize such
a transaction as a payment of the note by the maker and its
re-issue by him. The circumstance that the draft and cheque
for the amount paid to the Bank passed through Coombs’ hands
can make no difference; it is clear that the appellant intended
to acquire, and supposed, as he had a right to do, that he was
acquiting, the title from the Bank directly to himself. Iam
therefore of opinion that by force of the explicit statutory pro-
visions I have referred to, the appellant was entitled to recover
the amount for which the Bank, as pledgee of the note, could
have maintained an action against the respondent.

After discussing the legal principles involved the learned
Chief Justice adds:

If therefore the evidence fails to establish, as I think
it does, that there was a payment by or on behalf of the
maker, and a re-issne of the note, the law clearly entitles
the appellant to recover the amount for which the Bank as
pledgee was entitled to a lien on it. I donot refer the appellant’s
title 1o recover to the general doctrine of subrogation merely,
but to those independent rules of the law merchant which I
have pointed out, rules founded in commercial convenience,
and necessary, not only to protect holders in good faith of
negotiable paper, but also to ensure the negotiability of such
securities.

Guwynne, ¥—1 am of opinion that this appeal must be dis-
missed. The sole question in the case really is whether the
plaintif MacArthur purchased the note sued upon from the
assignee of the insolvent estate of Knowles, the payee of the
note, or from the Commercial Bank of Manitoba. If from the
assignee of Knowles the action cannot be maintained, for there
can be no doubt that the note was given to Knowles under such
circumstances that he never could have maintained an action
upon it against the defendant, and the plaintiff MacArthur

ecame purchaser of it after it had become due. I cannot
entertain a doubt that the transaction was one of purchase by
the plaintiff MacArthur from the assignee of Knowles of a whole
batch of notes, including the one sued upon, as part of the
estate of the insolvent Knowles. MacArthur, it is true, knew
that the draft which he gave to the assignee of Knowles for all
the notes which he purchased would go to the Bank, but that
Was necessary to enable MacArthur's title as purchaser from
the assignee of a portion of the notes which were held by the
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Bank to be made perfect. The oral and documentary evidence
is, to my mind, absolutely conclusive upon the question.

The learned judge discusses the facts at full length, bringing
out the numerous references in all the negotiations to the fact
that MacArthur was dealing only with the assignee for the pur-
chase of the notes, and concludes thus :

Now upon this evidence there cannot be entertained a
doubt that the transaction whereby MacArthur acquired the
note sued upon was one of purchase from the assignee of the
Knowles estate of the whole batch of notes, amounting in the
whole to $16,086 and including the note sued upom, as one pur-
chase for the sum of $13,673.56, for which he gave to the
assignee of Knowles his draft upon the Commercial Bank.
Upon that draft being accepted by the Bank, and the amount
being by them applied to the credit of their claim against the
estate of Knowles, the Bank ceased to have any claim or title
to or interest in the note which became the absolute property of
MacArthur, but his title, as the note was overdue when pur-
chased by him from the assignee of the Knowles estate, was
only such as could be acquired by purchase of a chose in action
belonging to the estate of Knowles in the hands of the assignee
of that estate for sale, and as the transaction between Knowles
and the defendant upon which the note was made by the
defendant was such that Knowles could not have recovered
against the defendant in an action brought against him, so
neither can MacArthur, and the appeal must be dismissed with
costs.

Patterson, J., also delivered judgment affirming the decision

of the trial court.

Cuancery Division, H. C. J., ONTaRIO
Henderson ». Bank of Hamilton

‘The damages recoverable by a non-trading depositor in the savings bank
department of a bank, who has made his deposit subject to special terms,
on the wrongful refusal of the bank to pay it to him personally, are
limited to the interest on the money.

A bank having received a deposit subject to certain notice of withdrawal, if
required, cannot set up as a defence to an action for the deposit the
absence of such notice, unless the refusal to pay was based on that ground.

The defendants having paid into Court twenty cents less than the correct
amount due by them, the plaintiff was held entitled to full costs.

This was an action tried before Street, J.. at Stratford, in
October, 1894, for the recovery of moneys on deposit, and for
damages for refusal to pay the same. The facts of the case are
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set out in the judgment, which was in favor of the plaintiff, as
follows :

On December 20th, 1893, the plaintiff had at his credit in
respect of deposits in the savings bank department of the defend-
ants the sum of $657.34, all of which was subject to certain
special terms, amongst which were the following :

«w#¥% The bank reserves the right to require fifteen days’
notice when all or any portion of a deposit is withdrawn.”

On December 2oth, 1893, the plaintiff personally applied
to the defendants’ manager to withdraw $100 of the moneys at
his credit. The manager refused, upon instructions from the
head office, to allow any part of the money to be withdrawn,
claiming a lien upon it for some costs of a litigation then in pro-
gress between the plaintiff and the bank in connection with
another matter. The plaintiff required the $1co in order that
he might lend it to a third person, and he so informed the manager
at the time. Failing to get it from the manager he took a train to
a brother of his living at Blyth, and paid $1.10 railway fare, and
procured the amount. He made a further demand on the bank
for the $100 on December 27th, when it was paid to him. The
plaintiff on January 4th, 1894, demanded the remainder of his
money, and was refused, the bank claiming to be entitled to hold
it as security for the costs above mentioned, and this action was
brought on January 8th, 1894, to recover it. In it the plaintiff
claims his money and damages for the trouble, loss and disgrace
to which he alleges he has been put by the defendants’ refusal to
pay him his money. After the commencement of the action,
namely, on February 3rd, 1894, the plaintiff gave the defendants
an order on his account for $236.96, being the amount at which
certain costs payable to them by him had been taxed, and on
the same day he gave security for $235.54, the amount of cer-
tain other costs which had been taxed against him on January
oth, 1804, pending an appeal by him to the Court of Appeal.

On February 12th, 1894, the defendants filed their state-
ment of defence, setting up the terms of the deposit, and brought
into Court $322.21 as being the balance of the deposit account,
with interest to date, and $3.66 for other damages, and offered
to pay the plaintiffi’s costs. The plaintiff joined issue, and
replied that the defendants never put their refusal to pay the
money upon the ground that they were entitled to notice, nor
did they notify the plaintiff that they would require the notice,
and that in any event more than fifteen days had elapsed between
the first demand and the issuing of the writ, * * *

A trader who gives a cheque to his creditor upon a bank
at which he has funds, is almost necessarily injured in his credit
by the dishonor of the cheque, for it is a slur upon it of a
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similar character to that which is caused by the utterance of a
slander throwing doubt upon his solvency. In both cases
he is allowed to recover substantial damages without proving
any special damage. But a clergyman or other non-trader who
has opened a savings bank account with a bank, and who goes
to withdraw a part of it, is put, by the refusal of the banker, to
no greater or other loss than is experienced by any ordinary
creditor of any ordinary debtor when the debtor answers the
creditor’s demand by saying that he cannot or he will not pay.
The damages in the one case as in the other must be limited to
the interest on the money.

The defendants, however, admittedly had in their hands
on January 4th, 1894, when the plaintiff demanded it, a sum
of $320.38 beyond the $236.96 at which the defendants’ costs of
appeal in the other action had been taxed. It is true that they
had judgment against the plaintiff for a further sum for costs in
the Divisional Court which had not at that time been taxed,
but they had no right at the time to set off these costs against
the plaintiff's demand, because the amount had not then been
ascertained, and they had no right at the time of the trial to set
them off because payment of them had after taxation been sus-
pended by the giving of security in the Court of Appeal for their
payment. The plaintiff then when he made his demand, when
he issued his writ, and when the action came on for trial, was
entitled to payment of this $320.38, with interest from the time
of his demand on January 4th, 1894. The defendants might,
upon his making his demand, have required fifteen days’ notice,
but they did not do so—their refusal to pay was put upon other
grounds, and as they have only reserved in their conditions a
right to require it, which they have not exercised, they are in
the same position as if they had reserved no such right. At the
date when the defendants paid into Court $322.21, namely, on
February 12th, 1894, as being in full satisfaction of the plaintiff’s
deposit and interest, he was entitled to $320.38, with interest
from January 4th, 1894, at 6 per cent., that is thirty-nine days,
and the interest would amount to $2.05, making the plaintiff’s
proper claim $322.43, or 22c. more than the amount paid in.
The plaintiff did not take out the amount, but went on with his
action. Both parties are standing on their strict rights, and the
defendants cannot complain if the plaintiff has refused to take
an offer which is a tittle less than he was entitled to recover.

I think the plaintiff should recover $320.38, with interest
from January 4th, 1894, and his costs of an action to recover
that sum, and that the claim to unliquidated damages should be
dismissed with costs, which are to be set off, Money in Court
to be applied pro tanto in payment of plaintiff’s claim.




UNREVISED FOREIGN TRADE RETURNS, CANADA

(o000 omitted)

IMPORTS
Quarter ending Sept. : 1893 1894
Free ..occvveveeenneinonnauness vo. $12,768 $12,275
Dutiable....c.ovvvieiienen weeneses 19,089 15,288
. . 31,857 27,563
Bullion and Coinieverenerenonnenns 2,404 $34,261 3,376 $30,939
Quarter ending Dec'r :
Free..ooviiiereiniinnnnaannaasnns $12,375 $10,685
Dutiable ....covvvrvrvvreneasvacess 13,756 12,759
i $26.131 $23.444
Bullion and Coin ..vuvvenesnnans o1  $26,632 189 $23,633
Total six months..... e $60,893 $54,572
ExXPORTS
Quarter ending Sept. :
Products of the Mine.............. $ 1.428 $ 1,515
“ w Fisheries.......... 3,986 3,970
" “ Forest........o.... 10,588 9,529
Animals and Produce............... 11,088 11,647
Agricultural Produce.......c..ooens 3,717 2,588
Manufactures....coovneennneeonnnn 1,941 1,025
Miscellaneous ..covvveeenase Ceesees 54 46
$32,802 $31,222
Bullion and Coin........... eenaes 717 $33,519 449  $31.671
Quarter ending Dec'r :
Products of the Mine.............. $ 1.502 $ 1.617
b “ Fisheries .......... 3,737 3,493
. “ Forest.....-couvun. 6,823 6,341
Animals and Produce............ ... 11,640 12,960
Agricultural Produce .............. 8,782 9,608
Manufactures. ... ovveereevennnsnnes 2,207 1,995
Miscellaneous ....ocoovvvvnvreeneaens 46 34
. $34.737 $36,048
Bullion and Coin....eocueen. eeees 292 $35.029 826  $36,874
Total six months........... $68 548 $68,545
SUMMARY (actual figures)
Total Imports for six months, other
than bullion and coin.......... $57,988,305 $51,007,489
Total Exports for six months, other
than bullion and coin .......... 67,540,439 67,268,623
Excess of EXports .....o.ceses $ 9,552,134 $16,261,134
Net Imports Bullion and Coin.... 1,896,159 2,289,997
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STATEMENT oF Bawnks acting under Dominion Government
charter for the month ending 31st Dec., 1894, with

comparisons :
LIABILITIES
Dec., 1894 Nov., 1894 Dec., 1893
Capital authorized............ $ 73,458,685 $ 73,458,685 $ 75,458,685
Capital paidup.............. 62,510,552 61,669,355 62,099,243
Reserve Fund................ f7,47o,ozé 27,287,526 26,459;??

Notes in circulation .....,... .$ 32,375,620 $33,076,868 $ 34,418,936
Dominion and Provincial Gov-

ernment deposits ....,. eeee 7,684,148 5,134,883 6,377,276
Public deposits on demand.... 68,917,542 69,364,659 62,594,075
Public deposits after notice. . .. 113,163,127 113,842,322 107,885,149
Bank loans or deposits from

other banks secured ........ 6,272 27,820 ...,
Bank loans or deposits from
other banks unsecured ...... 2,534,463 2,947,418 2,421,394
Due other banks in Canada in
daily exchanges ............ 158,380 158,087 200,476
Due other banks in foreign ‘
countries ...........0...... 166,115 156,752 166,966
Due other banks in Great Britain 3,531,682 3,089,477 4,151,804
Other liabilities ........... e 368,128 799,520 446,796
Total liabilities ........ $228,905,558 $228,507,876  $218,662,965
ASSETS
Specie ....... IR TR $ 8,018,151 $ 7,958,432 $ 7.691,331
Dominion notes .............. 15,209,730 14,790,407 13,287,292
Deposits to secure note circu-
lation ....... e eeeeaiaa 1,810,736 1,810,736 1,818,571
Notes and cheques of other
banks ............iii..... 8,614,221 7.343,825 8,323,753
Loans to other banks secured. . 6,272 27820 ..., ..
Deposits made with other banks 3,065,345 3,789,942 3,630,883
Due from other banks in foreign
countries .................. 25,299,086 25,274,625 18,229,248
Due from other banks in Great
Britain................ e 3,097,628 4,401,819 3,540,220
Dominion Government deben-
tures or stock.............. 3,124,594 3,124,844 3,191,383
Public municipal and railway
securities ..... e 18,352,643 18,508,488 15,674,536

Call loans on bonds and stocks 17,791,638 17,722,565 14,236,629




Bank Statement for December with Comparisons 407

Dec., 1804 Nov., 1894 Dec., 1893
Loans to Dominion and Pro-
vincial Governments........ $ 1,424,196 $ 1,296,720 $ 2,263,712
Current loans and discounts... 195,836,141 195,823,973 200,397,498
Due from other banks in Canada

in daily exchanges......ss.. 107,672 146,324 173,697
Overduedebts.... ....coeeass 31425752 3,457,178 3,040,078
Realestate ........... trenene 919,938 893,260 834,480
Mortgages on real estate sold. . 575,679 603,895 636,640
Bank premises .....ccovceese 5,480,573 5,459,813 5,132,156
Other assets ....eececsesnoasce 1,750,899 1,741,257 1,129,385

Total asSetS.eeeesesssses$313,911,995 $314,176,123 $304,231,606
O N ——

Average amount of specie held

during the month ......... . $7.723.589 $7,748.339 $7,511,931
Average Dominion notes held

during the month.......... 14,765,140 15,164,916 12,901,539
Loans to directors or their firms 8,034,039 7,978,669 8,380,891
Greatest amount of notes incir-

culation during month ...... 34,450,532 35,640,491 36,850,205

STATEMENT OF Banks acting under Dominion Government
charter for the month ending 31st Jan., 1895, with

comparisons :

LIABILITIES
Jan., 1895 Dec., 1894 Jan., 1894
Capital authorized........... .$ 73,458,685 $ 73,458,685 $ 75,458,685
Capital paidup «..cooieiienn 62,510,552 62,510,552 62,103,027
Reserve Fund.............. oo 27,545,341 27,470,026 26,580,282
———— ————— ————
Notes in circulation ..........$ 27,545,341 $ 32,375,620 $ 35.571.375

Dominion and Provincial Gov-

ernment deposits .......c.. 8,502,928 7,684,148 6,821,516
Public deposits on demand.... 66,601,119 68,917,542 60,152,080

Public deposits after notice. ... 114,269,862 113,163,127 108,966,924
Bank loans or deposits from

other banks secured ........ 69,103 6,272 eeeseees
Bank loans or deposits from
other banks unsecured ...... 3,384,740 2,534,463 2,361,656

Due other banks in Canada in .
daily exchanges ...eeseesess 151,324 158,380 271,184
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Jan., 1895
Due other banks in foreign

countries .............. vees $ 153,708
Due other banksin GreatBrltam 3,627,031

Other liabilities .......... . 268,431

Dec., 1894

$166,115
3,531,682
368,128

Total liabilities ....... - $225,945,606

ASSETS
Specie ...... sereciesinian $ 8,466,410
Dominion notes ............. + 15,579,051
Deposits to secure note circu-
lation ..... et et iiatneana . 1,810,736
Notes and cheques of other
banks ............... veeee  6,935631
Loans to other banks secured. . 69,103

Deposits made with other banks 3,653,529
Due from other banksin foreign

countries .................. 23,949,166
Due from other banks in Great
Britain ........... ceareanas 3:452,532

Dominion Government deben-

tures or stock .............. 3,006,674
Public municipal and railway

securities .....,....... +e 18,238,007
Call loans on bonds and stocks 18,086,905
Loans to Dominion and Pro.

vincial Governments ........ 1,100,140
Current loans and discounts .. 193,754,865
Due from other banks in Canada

$228,905,558

$ 8,018,15f
15,209,730

1,810,736

8,614,221
6,272
3,065,345

25,299,986
3,097,628
3,124,594

18,352,643
17,791,638

1,424,196
195,836,141

107,672
3,425,752
919,938
575.679
5:480,573
1,750,899

Jan., 1894

$188,480
4,174,864
296,245

$213,804.414

$ 7,400,013
13,918,640

1,818,571

6,520,505

3,082,626
17,570,408
3,356,703

3,188,463

17,339,570
14,013,729

1,974,925
198,037,104

67,003
3,167,026
798,381
641,712
5,200,167
1,461,771

in daily exchanges ........ .. 96,441
Overdue debts........ tesesees 3,406,348
Real estate ......... s . 927,269
Mortgages on real estate sold .. 575,028
Bank premises........... cevee 5,486,265
Other assets........... veseses 2,058,462

Total assets ......... «+-$310,742,757
—

Average amount of specie held

during the month .......... $ 8,358,817
Average Dominion notes held

during the month .......... 15,102,715
Loans to directors or their firms 7,734,021
Greatest amount of notes in cir-

culation during month ., .. .. 32,146,473

$313,911,995
T ——

$ 7.723,589

14,765,140
8,034,039

34,450,532

$290,557,507
R —

$ 7.348.904

12,496,372
8,245,956

34,166,689
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STATEMENT OF Banks acting under Dominion Government
charter for the month ending 28th Feb., 1895, with com-

parisons :
LIABILITIES
Feb., 1895 Jan., 1895 Feb., 1894
Capital authorized............ $ 73,458,685 $73.458,685 $75,458,685
Capital paid up ......... veees 62,510,552 62,510,552 62,105,409
Reserve Fund ......cccenvees . 27,545,341 27,545,341 26,655,024
. . — ———— ———
Notes in circulation ...v......$ 28,815,434 $ 27,545,341 $ 30,603,267
Dominion and Provincial Gov-
ernment deposits.......o.0n 8,754,475 8,502,928 6,533,882
Public deposits on demand.... 64,555.:403 66,601,119 50,561,162
Public deposits after notice .... 11 5,083,710 114,269,862 108,570,761
Bank loans or deposits from
other banks secured........ 67,781 69,103  seseescs
Bank loans or deposits from
other banks unsecured...... 2,999,779 3,384,740 2,370,423
Due other banks in Canada in
daily exchanges ......... . 234,293 151,324 201,277
Due other banks in foreign
countries ceececscecccos cesee 156,427 153,708 156,572
Due other banks in Great Britain 3,691,063 3,627,031 4,666,497
Other liabilities ..... seevesnnn 781,024 268,431 276,704
Total liabilities ........ $225,139.473  $225,945,606 $212,040,625
ASSETS
Specie ........- eeeeeereaaas $ 8,058,278 $ 8,466,410 7,521,281
Dominion notes .......... ves. 15,863,550 15,579,051 13,951,326
Deposits to secure note Ccir-
culation......... I .. 1,812,301 1,810,736 1,818,571
Notes and cheques of other
Danks coriveenenannanenae ... 5,865,781 6,935,631 6,385,758
Loans to other banks secured .. 217,728 60,103  aeseeses
Deposits made with other banks. 3,305,977 3,653,529 2,800,550
Due from other banks in foreign
countries ...... teeenseesae . 23,508,848 23,049,166 15,469,984
Due from other banks in Great
Britain c.oeeiaeeoicenseseans 3,106,880 3,452,532 2,892,089
Dominion Government deben-
tures or stock ....... RN 3,096,917 3,006,674 3,188,463
Public municipal and railway
securities ... .00 weeesses 18,477,478 18,238,007 17,696,817

Call loans on bonds and stocks.. 18,054,628 18,086,905 14,780,002
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Feb, 1895
Loans to Dominion and Pro-
vincial Governments. . ... ... $ 1,277,675
Current loans and discounts .. 195,622,126
Due from other banks in Canada

in daily exchanges.......... 169,637
Overdue debts .............. 3,216,112
Realestate .................. 1,051,068
Mortgages on real estate sold.. 564,182
Bank premises .............. 5,482,995
Other assets ................ 1,932,393

Total assets............ $310,684,728
R —————

Average amount of specie held

during the month .. ... vee.- 8,189,027
Average Dominion notes held
during the month .......... 15,671,774

Loans to directors or their firms 7,618,378
Greatest amount of notes in cir-
culation during month .... .. 29,875,664

Jan,, 1895

$ 1,100,140
193,754,865

96,441
3,406,348
927,269
575,028
5,486,265
2,058,462

$310,742,757
e

8,358,817

15,102,715
7.734,021

32,146,473

Feb., 1894

$ 1,583,244
199,523,609

125,103
3,006,637
818,119
629,959
5,231,824
1,628,895

$299,052,441
N

7,387,537

13,667,880
8,311,889

31,523,316
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Monthly Totals of Bank Clearings
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