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ORDERS OF REFERENCE

House or CoMMONS,
Moxpay, February 7, 1938.

_ Resolved,—That the following Members do compose the Standing Committee
~ on Banking and Commerce:—

8 Messieurs Baker, Bennett, Cahan, Clark (York-Sunbury), Cleaver, Coldwell,
{8 Deachman, Donnelly, Dubue, Dunning, Edwards, Euler, Fiset (Sir Eugeéne),
- Fontaine, Fournier (Hull), Fraser, Harris, Hill, Howard, Hushion, Jacobs, Jaques,
- Kinley, Kirk, Lacroix (Beauce), Landeryou, Lawson, Leduc, MacDonald (Brant-
~ ford City), Mackenzie (Vancouver Centre), McGeer, McLarty, McPhee, Mall-
~ette, Martin, Maybank, Moore, Perley, Plaxton, Quelch, Raymond, Ross
. (Middlesex East), Rutherford, Stevens, Thorson, Tucker, Vien, Ward, White,
~ Woodsworth—50. (Quorum 15.)

Attest.
ARTHUR BEAUCHESNE,

Clerk of the House

i Ordered,—That the Standing Committee on Banking and Commerce be em-
|* powered to examine and inquire into all such matters and things as may be re-
| ferred to them by the House; and to report from time to time their observations
% and opinions thereon, with power to send for persons, papers and records.

Attest.
ARTHUR BEAUCHESNE,

Clerk of the House

Moxpay, FEBRUARY 14, 1938.

Ordered,—That the following Bills be referred to the said Committee:—
Bill No. 7, An Act respecting Industrial Loan and Finance Corporation.

. Bill No. 8 An Act respecting Central Finance Corporation and to change
~ 1ts name to Household Finance Corporation of Canada.

Attest
ARTHUR BEAUCHESNE,

Clerk of the House.

Monpay, February 14, 1938.

. Ordered,—That the Standing Committee on Banking and Commerce be in-
© structed to enquire into the practice of individuals, partnerships and companies
' In making small loans on personal security and to consider the maximum rate of
.+ Interest and charges which should be permitted for such loans.

Attest.
ARTHUR BEAUCHESNE,

Clerk of the House.
52740—1%
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¢ REPORT TO THE HOUSE

Fripay, February 18, 1938.

. The Standing Committee on Banking and Commerce begs leave to present
~the following as a
g First REPORT:

Your Committee recommends that it be empowered to print, from day to day,

~ 500 copies in English and 200 copies in French of its minutes of proceedings and
‘evidence, and that Standing Order 64 be suspended in relation thereto.

All of Which‘is'respectfully submitted,

W. H. MOORE,
Chairman.

TaURSDAY, February 17, 1938.

‘ The Standing Committee on Banking and Commerce met at 11 o’clock a.m.
- The Chairman, Mr. Moore, presided.

. Members present: Messrs. Cleaver, Coldwell, Donnelly, Dunning, Edwards,
- Fontaine, Hushion, Kinley, Lacroix (Beauce), MacDonald (Brantford City),
- McPhee, Mallette, Martin, Moore, Plaxton, Tucker, Vien, Ward.

In Attendance: Mr. G. D. Finlayson, Superintendent of Insurance.
2 The Committee had under consideration the following Order of Reference
- issued by the House on February 14, viz:

~ Ordered—That the Standing Committee on Banking and Commerce be in-
structed to enquire into practices of individuals, partnerships and com-
panies in making small loans on personal security and to consider the

such loans.

On Motion of Mr. Vien,

Resolved,—That the Committee request permission to print, from day to day,
- 500 copies in English and 200 copies in French of its minutes of proceedings and
- evidence, and that Standing Order 64 be suspended in relation thereto.

e Mr. Finlayson also made a statement on the activities of his Department
= since the last Session of Parliament, with respect to small loan companies.

General discussion followed.

. Mr. Cleaver having moved that the Committee request permission to reduce
- 1ts quorum from 15 to 10, the motion was allowed to stand until next meeting.

i

maximum rate of interest and charges which should be permitted for.

The Honourable Mr. Dunning, Minister of Finance, made a brief statement.

“resi

e



vi STANDING COMMITTEE

On motion of Mr. Cleaver, gk
Resolved —That a sub-committee consisting of the Chairman, and Mess
Coldwell, Martm Tucker, and Vien be appointed to prepare an agenda and rep
at the next meetmg

On motion of Mr. Tucker, A
Resolved,—That the Provinces be invited to make representations before thz
Committee on the subject matter of the reference.

Mr. Finlayson laid on the table the Report of the Superintendent of Insurance
for the year ending December 31, 1936, with respect to. small loan (50mpames,i ;
and copies were distributed to members of the Committee.

On motion of Mr. Donnelly the Committee adjourned to the call of the Cha’jir. :

R. ARSENAULT,
Clerk of the Committee.




MINUTES OF EVIDENCE

House or ComMmons, Room 429,
FEBrUARY 17, 1938.

The Standing Committee on Banking and Commerce met at 11 a.m. Mr. W.
H. Moore, presided.

The CrAIRMAN: Gentlemen we have with us this morning the Minister of
Finance. I suggest we have a statement from him to open the proceedings.

Hon. Mr. Dun~iNGg: Mr. Chairman, I believe every member of this Com-

mittee is familiar with the matters that were before us last session. I see nearly all
of the members who took a particular interest in the subject matter at that time
here this morning. Since that time the report of the Superintendent of Insurance
with respect to small loan companies for the year ending December, 1936, has
been printed. Included in that report is a great deal of the relevant information
which was secured by the committee last session, and which it was thought would
be of use to the committee this session in further developing this subject. I under-
stand there are sufficient copies available, Mr. Finlayson, for every member of
the committee, and I am quite sure that all will agree that the information con-
tained in this blue book is well worth studying in order to reach any appreciation
at all of the nature of the problem with which we have to deal.
; The committee has now before it two bills, and also a general reference. I
suggest to you, Mr. Chairman, that the first thing for the committee to decide
is as to its order of proceeding. Personally, I am of opinion it would be quite use-
less to attempt to deal with the bills which are before us before dealing with the
general reference on the whole subject of small loans. That, however, is my per-
sonal view. It is entirely for the committee to decide. It seems to me that we would
be in rather a peculiar position if, after having decided pro or con with respect to
the bills we then found it necessary to recommend something different with
respect to the general law.

Developments during the year in relation to the problem will come up in
due course. Mr. Finlayson is here and will be present at all the meetings of the
committee for the purpose of giving information; and I presume the committee
will be glad to hear from anyone who can contribute any information on the sub-
ject. As to whether the committee will from time to time call any person is for the
committee to consider in the light of the discussion as it develops.

Since we last met the province of Ontario has become interested in this matter
from one of its angles, which is not strictly under dominion jurisdiction. As was
developed at the last session of parliament, during the committee’s proceedings it
became very clear that a large proportion, a proportion which could not be accur-
ately determined, of small loans abuse was outside of dominion jurisdiction entire-
ly, inasmuch as the business was being carried on in several of the provinces by
provincially incorporated companies, not amenable, therefore, to our general
small loans law, but amenable to such laws as might exist within the province;
also the great bulk of lenders of small loans is, of course, individuals who are not
registered, not incorporated, and difficult to find. I believe that the Attorney
General of Ontario is endeavouring to take steps in that regard. There was an
interview some two or three weeks ago between the Attorney General of Ontario
and officers of the Department of Justice here. The Department of Finance was
not concerned with that matter; but it might be desirable as the committee work
proceeds, Mr. Chairman, to hear from the Department of Justice with respect to

3 that phase of the matter. It might also be desirable—again I say in the judgment




2 STANDING COMMITTEE

of the committee, inasmuch as Ontario is the province most affected by thi
of business, more affected than any other at any rate—to ask officers of the
tario government to come before the committee. Inasmuch as it is pretty genera
conceded that the subject is one of-—I can hardly use the correct word here.
“suppose duplicate jurisdiction is hardly correct; overlapping jurisdiction 1s
correct: confused jurisdietion is certainly correct—very much confused juris-
diction, we have a very difficult task, largely because of that factor in the
situation. .
I believe that is all, Mr. Chairman, I have to say this morning, I presume
that your object at this meeting is to lay down lines of procedure and endeavour
to decide from what angle the committee wishes to attack the subjeet first. Pos-
sibly you might have in mind some person whom you might like to call before the
committee. The best suggestion I can make is that every member of the committee
read again this blue book and also the record of the proceedings of the committee
of last session with regard to the whole question. B :
The CuamrMan: Thank you, Mr. Dunning. Is it your pleasure to have a =
statement from Mr. Finlayson? =

Some Hon. MEMBERS: Yes.

Mr. G. D. Fintayson: Mr, Chairman and gentlemen, I did not bring with
me any prepared statement as to what has been done since last session’s com-
mittee; but possibly the committee would be interested in knowing just what.
has developed since we last met. In anything that we have done since last
session we have been guided very largely by what I thought was the sense of
the committee in its sessions last year. There were several suggestions made at
that time as to what the department might have done with a view to clearing
up some of the difficulties that are involved in this subject. One of the sug-
gestions was that the department might have done something to find out exactly
what were the powers of the small loan companies incorporated by dominion
legislation. 1 agreed that it was in our power to do something of that kind,
although T thought that the proceedings would probably be very prolonged.

There are three of the small loan ecompanies incorporated by parliament.
The special acts of all of them make them subject to certain provisions of the
Loan Companies Act. One of the applicable provisions is that one requiring
companies to obtain a licence from the Minister of Finance; and those three
companies have obtained licences under that Act. : i

_There is a provision under that Act for issuing limited or qualified licences,
with such limitations or qualifications as the minister deems proper. There is
provision for an appeal against the report on which a limited or qualified licence
mfai\i be 1ssuwli, and that report is equivalent to a ruling which may be the ground
(8] 1€ appea

Now, you will recall that one of the questions discussed last year was as to
whether these companies are justified in charging against borrowers a chattel
mortgage fee of $10 or less when they make no actual disbursements to outsiders
n respect of the chattel mortgage. That was one of the questions. The other
question was whether they were entitled to charge against the borrowers two
per cent of the amount of the loan for expenses when they could not aceount for
that expense having been incurred on a particular loan. '
I thought there was a possibility of having that question cleared up, and I F

recommended to the minister that one i i
: E company w
and which seemed to Dot togtie shibeld sesitie

qualified licence: the
should not char
nection with t

present all the questions at issue should receive a limited,
limitation or qualification being this: that the company i
ge to borrowers a chattel martgage fee if the expense in con- E
o he chattel mortgage had been paid only to their own employees
or ‘to‘ a company which was incorporated or formed by that company for the
;‘illlrla]\)'“;%t}(:flr;l(glng the chattel mortgage business. That licence was issued on

[Mr. G. D. Finlayson.]
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~ The company took an appeal against that report and I certified to the
ruling, and it was filed in the Exchequer Court and proceedings commenced. The
Act provides that if the appeal is taken and diligently prosecuted by the com-
pany the ruling is suspended, pending judgment. The company took the appeal
and thereafter the limited or qualified licence—which was issued for only two
weeks—was renewed without qualification. That appeal has not yet reached a
hearing. In fact I think the papers, the statement of facts to be agreed upon,
may not yet be filed. I believe they will be filed any day now. It has been a

125N

great disappointment to me that the proceedings have been so long drawn out;

but we do not appear to be able to do anything to expedite them. That is where
it stands at the present time.

Mr. Tucker: Mr. Finlayson, was there anything in that about their right
to charge interest by way of discount? There was a suggestion they were entitled
to charge interest at the rate of seven per cent per annum, and they were charging
that by way of discount and were not earning it by way of interest.

~  Mr. Finzavson: No. In the case of that particular company the question
of interest did not arise, Mr. Tucker, because the company got an amendment
to its Act of incorporation in 1934 which, I think, clears up that point.

Mr. Tucker: What about the others?

. Mr. Finzayson: The other two companies did not get such an amendment
50 it does arise with regard to them. But the reason I did not think it
necessary to deal with that question by ruling is that there were actions pending
in the court which were likely to determine that point. 1 was going to refer to
‘those actions. You will recall that one of the companies, the Industrial Loan
and Finance Company, had obtained an adverse judgment at the end of 1936
in the Circuit Court of Montreal—that is the Kellie case. Another action
involving very much the same points came before the Superior Court in Montreal
in January last, January 1937. That was the Jackson case. The decision prac-
(& tically reversed the decision in the Kellie case, and an appeal was taken against
it by the borrower.
ko There have been delays in getting the appeal heard. I understand it was
on the rolls for last September or October, but quite far down and it was not
= reached. I am not sure that it has been reached yet. However, I believe when
i that appeal 1s heard it should clear up with fair finality the question of interest.
k3 There was a suggestion made last year also that we should look more closely
' mto companies, incorporated by the dominion under the Companies Act, which
= were supposed to be doing small loan business. I had knowledge at that time
2 of only one of these companies, and I said to the committee that 1 thought it
(S was complying fully with the legislation of 1934 imposing the two and one
; ‘,?g.lf per cent limitation; although I felt quite sure that it was not complying
S with the Money Lenders’ Act, the twelve per cent limitation. However, I
= thought I should check up on that and I wrote to that company, and after
some delay I found that they were not complying with the act of 1934. That
 was a company in the province of Saskatchewan doing a small loan business,
very largely automobile small loan business, I believe.
Mr. CoupweLn: What company was that?

= Mr. Finvavson: That was a company in Regina, the Crescent Finance
- Uorporation.

Mr. Viex: Under letters patent of the Secretary of State?

1 3 Mr._FINLAYSON: It was incorporated by letters patent under the Dominion
Lompanies Act.

Mr. Vien: With pewers to lend money?
Mr. Finvavson: It had powers to lend money, yes.
Mr. DoxnNeLLY: General powers under this legislation?
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Mr. Fixnayson: General powers but not under this legislation.
Mr. Viex: Would not that enter into conflict with the Money Len
Act or the Loan Companies Act? I -
Mr. Finravson: Yes, that is what I have told them. T told them that
they are subject to the Money Lenders’ Act because any company moorpurgted
by letters patent comes under the Money Lenders’ Act. Parliament can over-
ride the Money Lenders’ Act, but letters patent cannot override the Money
Lenders’ Act. However, I understand they were not only contravening the
Money Lenders’ Act, but were also contravening the legislation of 1934; that is,
they were charging more than the 2:5 per cent interest on small loans. Their
rate of interest went up to 4 per cent per month. :
Mr. Vien: Did they have a licence from your department?

Mr. Fixtayson: Oh, no. They are under no obligation to take licences.
You sce, licences are obtained only under the provisions of special Acts.
Mr. Viex: Loan company Acts.

Mr. Finvayson: Yes, which make the Loan Companies Act applicable.
Mr. Vien: Yes. S ti

Mr. Fixvayson: It is under the Loan Companies Act that they are required
to get licences. Well, this company declared it was not aware of the 1934
legislation, and the officers immediately said that they would revise their rates,
and they have done so, to a maximum of 24 per cent. They have also agreed
to make adjustments of all outstanding loans so that the borrowers will have |
ultimately the benefit of a maximum rate of 2:5 per cent.

Mr. CopweLL: Are there any other companies in Regina in the same
class, Mr. Finlayson?

Mr. Finvayson: Not that I know of.
Mr. Vien: Are there any other such companies in Canada?

Mr. Finvnayson: I have been informed that is th i i i 4
that kind of business. &k the only one

_ Mr. CoLpweLL: There was a company a few years ago called the jAtlas,
which was charging a fairly high rate of interest. \

Hon. Mr. Dun~inG: Our difficulty there is that we have no way of finding |
out where these companies are. i

B! M . Finvayson: That is the point about which I am speaking. We are
trying to find out what other companies there are. We are going further and
we are trying to find out the extent of the business of provinecially incorporated
companies. There is no register of these companies in the dominion or in
the provinees. The provinces for the most part have no accurate knowledge.
However, we did compile an unofficial list from advertisements and such
information as came to us, and we circularized the Attorneys-General of all
the provinces and asked for co-operation in getting a questionnaire sent to these
provincial companies. Some of the provinces, I may say, were not very
enxious to have anything to do with it, but ultimately I think they all
distributed our questionnaire; although some of them have asked us to get the
returns direct from the companies and not to trouble them in the matter. We
.é(*nt out in all 145 questionnaires. I am perfectly sure that a great .many
of these companies are not doing this business at all, but their names seemed
to indicate that they were and we sent the circulars tG them. These circulars
{\‘Ultl m}t two or three months ago. They have been very slow in coming back.
but : 1:}}7‘0 Q.nly got in 28 of them to date. Of these 10 did not do a small loan
d.:lnkbb,” so that leaves about 18 companies from which we have reports
Ilumfg a ‘.sz}m]l loan l)usmess.. I do not think we have got the larger ones, but

1e figures that we have received so far would seem to indicate that the vo’lume

[Mr. G. D. Finlayson.]
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of that unregulated business has been very greatly exaggerated. T do not think
" anyone has ever tried to make an exact estimate of that business. The most
- complete and the most authoritative statement I have seen was that included
in Mr. Forsyth’s memorandum submitted to the Senate committee in 1936.
~ He said on page 8 of that memorandum, which is on the record of last year—
- any members of the committee can find it for themselves—

At best one can only guess at the relative volume of business
transacted by the chartered companies and by others, and it would
possibly be safe to say that the chartered companies do not do 10 per
cent of the total amount of the business done.

That is, that the total business would be ten times what our own three

| companies do. Now, our own three companies I think at the present time

. make about $7,000,000 or $8,000,000 of loans a year; that their outstanding

| balances will be in the neighbourhood of about $4,000,000 at the present time;

| 1f this estimate is correct, the total for Canada would be $80,000,000 of loans

| made and $40,000,000 of outstanding balances. The figures I have been able to

. get as yet would seem to indicate that that is a very great overstatement,

| although I cannot even form an estimate from the partial returns we have

i received.

¢ Mr. MarTiN: It is obviously difficult to determine anything about the

I%ans made by companies not operating under either a federal or provincial

. charter.

Mr. Finvrayson: Yes, it is difficult for us to get such information. We

~ cannot compel companies to give it, and most of the attorneys-general tell us

| that they have no power to get it if the companies do not want to give it.

- I am inclined to think that some of the companies are waiting to give us the 1937

| figures. We asked originally for 1936, but we have told them that we will
| accept the other figures. Some of them may be able to give us the figures

'} for both.

1 Mr. MacDoNaLp: Then there would be a lot of companies operating

| under neither a dominion nor a provincial charter?

Mr. Fintayson: Of course, there will be individuals and partnerships.
Mr. MacDoNALD: Yes.

*  Mr. Fintayson: What the extent of that will be—I think there will be

[ quite a number of them, but I should not think that the volume would be very

i great.

Mr. Viex: There are provincial charters still in operation?

' Mr: Finvayson: I think most of these are provincially incorporated

| companies.

] Mr. Vien: All right.

‘ Mr. Finvayson: Of thes 145 companies there may be a few partnerships
- and individuals, but most of them are provinecially incorporated companies.

Mr. Viex: They are not regulated, are they?

Mr. Finvayson: No. That is one of the questions we asked, as to

~ whether they were under regulation or not and invariably they say that they

| are not under regulation.

A Mr. Warp: Did I understand you to say, Mr. Finlayson, that many of

these companies operate without a provinecial charter?

g Mr. Finvavson: I think there are some partnerships and individuals in

| the business.

& Mr. Vien: Not some, a great number.

Mr. Finvayson: And they are not incorporated at all.

A LT b D Bt D e v 3
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Mr. Vien: There are a great many of them. > A

Mr. Fixrayson: 1 think there will be a good many of them, but I think
the volume of the business done by these individuals and partnerships will

"not be found to be very large. .

Mr. DoxneLLy: It has been a great problem all over the country and it
will be very difficult to regulate them. :

Mr. Marmin: You simply cannot do it.

Mr. Finvayson: Yes. The minister has referred to the action taken in the
Ontario courts. I will just read to members of this committee reports of cases
that have been investigated. I am not sure that these are the ones in which
action has been taken, but they are the ones which figured in the press reports
of the provincial activities. The one thing which strikes me about these loans
is that they are all comparatively small. T have a list of them here. We
have taken the trouble to compile the rate of interest on the basis of the
information contained in the press. The first one was a loan by which the
borrower received $9.50. He promised to pay $10 a week hence. Now, you
can see he was paying 50 cents on the $9.50 loan for one week’s accommodation.
That amounts to the rate of 5.26 per cent per week. If you convert that into
an annual effective rate, that is by accumulating the rate of interest weekly,
you get an annual rate of 1,339 per cent per annum. The second one was for
$45; $8 a month for seven months; $4 at the end of the eighth month; o
that the lender was going to get $60. That is $15 on a loan of $45 for eight
months. That works out at 7-27 per cent per month, or at 132-1 per cent
per annum. The third one was for $50 and works out at $3.07 for two weeks;
a rate of 119 per cent. The fourth was for $28.70 and the interest works out
at 12 per cent every two weeks. I will just give you round figures on these.
Then a $36 loan and the rate of interest is 11 per cent for two weeks. The
next was a loan of $15 and the rate of interest works out at 10 per cent for
two weeks. The next is a loan of $9 and the interest works out at the rate of
11:11 per cent for two weeks. Now, here is a good one: a $10 loan, which
works out at 30 per cent for two weeks; or an annual rate of 91,634 per cent
per annum.

Here is a bigger one: $102 of a loan, and the interest works out at a rate
of 2:02 per cent for two weeks. That is equivalent to an effective rate of 68
per cent per annum. Then, a loan for $18 which works out at an effective
rate of 1,447 per cent per annum.

Mr. Viex: How many cases have you just referred to? Are these replies
to your questionnaire?

~ Mr. Finvayson: This is not material supplied in reply to our questionnaires.
rIlt 1s a record which we have made up from material which we have taken from
1€ press.

Hon. Mr. Dun~iNG: These are the Ontario prosecutions.

v Mr. FiNvayson: I think probably some of them are involved in the Ontario
actions.

Mr. Viex: Do you know how many cases of litigation have been instituted
by the provinee of Ontario?

Mr. Finvaysox: I think there are 7 or 8 cases.

Mr. Viex: Then, they are only typical cases taken at random.

Mr. Fixvavson: I think so. I think you will find that nearly all of these
cases are comparatively small loans; loans of the type referred to as “pay day”
loans. X ;

: Hon. Mr, Dux~inag: Is there any indication, Mr. Finlayson, in connection
with these typical cases, of the volume of business being done by the lenders?

[Mr. G. D. Finlayson.]
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~ Mr. FiyLAYSON: None at all; that is what we are trying to get. This is
what we know as unregulated business.
: Hon. Mr. Dun~ing: There is no possibility of finding that out?

Mr. Fixvavson: We could not get anything at all on the question froxp
~ the provinces; we have had the co-operation of the provinces in getting this
~ information for a list compiled from unofficial sources.

Mr. Marrin: That was my thought on the question, that there is no way
of determining whether the business they do is large or small.

Mr. Finvayson: Perhaps the only other thing I need do, gentlemen, is to
. refer to this report (Report of the Superintendent of Insurance re Small Loan
~ Companies). There were so many questions raised last year that I thought
I should try to set out the legislative background of these various Acts, and
also to give a little of the history of interest regulation in Canada from the
- beginning.

Mr. Tucker: Before you pass on, will you tell us how far the prosecutions
have gone’ -

Mr. Finvayson: Our latest information was that none of them had come
to a hearing. I am told that some of them will be reached for hearing on the
19th of February. That is my latest information.

Mr. Tucker: These prosecutions, I understand, are under the Money
Lenders’ Act.

Mr. Finvayson: I think they are under the Money Lenders’ Act, yes.

Now, this report has been circulated; other copies are available. Perhaps
I might just indicate the makeup of the report. I give first the statement
of the three companies for 1936 and then certain summaries for the years during
which they have been operating; and then, in appendix B, commencing on page
35, you will find a review of the legislation enacted regarding interest, usury
and money lending; first, before confederation, and then, since confederation;
and you will find here legislation referring to interest and also the Money
Lenders’ Act.

Mr. Vien: The Loan Companies Act has not been given here; at least, the
sections applicable through the Loan Companies Act?

Mr. Finvrayson: No, but we have copies of the L.oan Companies Act avail-
able.

Mr. Vien: I think it would be good for us to have that.

Mr. Finvayson: I will have that here for the use of the committee.

Mr. Viex: All right.

Mr. Tucker: On page 41 will be found “ An Act to amend the Loan Com-
panies Act.”

Mr. Finvayson: That is the Act of 1934. I think Mr. Vien refers to the
provisions of the main Act which is made applicable to these companies by the
other Acts.

Mr. Vien: I refer to chapter 28 of the Revised Statutes of Canada.

Mr. Finvayson: Quite.: Then, the question arose last year as to the origin
of these special Acts, the Acts of these three companies, and commencing at
page 47 of the report I have tried to get back to the first company of the kind
which came to parliament. That was a company called “Morris Plan (Loan
Company of Canada).” I have found out since that the bill was sponsored by
the Morris Plan Loan people in the United States, but after undergoing various
transformations that bill did not pass and it never came before parliament again.
You will find in that bill some of the features which have entered into the special
acts of the three small loan companies. Then, you will find the record of the
bills of our companies through parliament; certain proceedings in the com-
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ittee: and then the Act of 1934—as Mr. Tucker has stated—is shown at page
ti-i—t-th’e Act to amend the Loan Companies Act. Then there is a record also of
the proceedings in parliamentary committees in 1936 and 1937. In 1936 the
proceedings were in the Senate. You will find there a copy of a memorar}du_ml
submitted to that committee. EET Ot

Mr. Vien: At what page?

Mr. Finrayson: That is at page 64. !

Hon. Mr. DunNinG: Have you got an index in this report- =

Mr. FinvLaysoN: Yes, there is one. , SPRERE

Then, later on, there is a record of the decisions in the courts which we
discussed last year. You will find that on page 76. e

Then, there are certain rulings that have been made, On page 115 you
will find certain loans of the companies re-made and extended over a considerable
period. That was one of the questions which arose in the later stages of the
committee last year. Then, there is a note on the jurisdiction problem. Now,
with a view to trying to get something definite on the question of jurisdiction we
have discussed the matter with the Department of Justice to see if there was
an possibility of getting a reference to the Supreme Court of Canada which
would help. The department considered it very carefully, and were in touch with
the Attorney General of Ontario; but they had to tell us at the end that they
could see no way of getting the question before the Supreme Court of Canada
in such a way as to be of assistance to us; that any answer we might get from the
Supreme Court of Canada would be so full of reservations and qualifications
that we would still have to depend on the decisions of the courts in actions coming
before them; if that is the case we might as well rely on the courts without a
reference to the Supreme Court of Canada. However, I think the suggestion
of the Minister to have someone from the Department of Justice here to explain
the intricacies of the problem is one which should be adopted.

~ Now, I am prepared to answer any questions you may care to submit after
this very hasty sketch of what we have been doing. I have not got my files
here but if you will say what you would like for the next meeting of the com-
mittee I shall be glad to have them here.

Mr. CorpweLL: In these general discussions of the small loan business will
the committee have the power or the opportunity of including in its investigation
automobile loans and small loans of that type.

Hon. Mr. Dunx~iNG: That is not comprehended in the reference.

Mr. CoupwerL: Oh, it is not? I had hoped we might have some opportunity
of going into that. :

. Mr. FiNLAYSON: o thipk the term small loans limits the investigation to
companies whose business is the making of small loans, direct from lender to
borrower. I think there is a distinction between the small loan companies and
companies whose business is the financing of commercial paper. I think the
latter come in another field.

\.Htm. Mr. Duxwing: That would open up the whole field of instalment
h'u._\ Ing, a very attractive field; but I am afraid we would lose ourselves in the
woods if we got away from the specific thing which we can deal with.
d(‘ll‘\\\livtll\‘ltlcx: It woutlld be a}tltogether too much involved for the committee to

-al with 1t concurrently with small loans a i ‘ i
e R nd the Companies Act. That is a
i )‘Hnn. \11 Duxxine: You get into the field of chattel securities and mort-
?1‘15((761?11?1{ ‘m incial question. It is a business which is quite widespread throughout

‘\ 4 o - . > hi 1
R II ( OLDWELL: Very high rates of interest are charged, and it is comparable
0 the small loan business in some respects.

[Mr. G. D. Finlayson.]



BANKING AND COMMERCE 9

Hon. Mr. Duxnixg: In basis they are similar.
~ Mr. CoLpweLL: Yes.

: Mr. Warp: Mr. Chairman, I recall that the Minister of Finance, Mr.
Dunnmg—whom we are all very pleased to have with us this morning I am
‘sure—did make a statement, I think, something to this effect, that the government
‘was considering bringing down general legislation to deal Wlth the whole question
of small loan companies. I do not remember whether or not he qualified that -
by saying in so far as it was within the jurisdiction of the federal parliament.

Hon. Mr. Du~x~iNeg: I think it was.

Mr. Warp: Yes. Do I understand by Mr. Finlayson’s statement that no
~ move has been made yet in the direction of bringing down general legislation or
| effecting co-operation with the provinces to deal broadly with this whole ques-
| tion of small lending or the making of small loans and these very high rates
. of interest being paid? .

Hon. Mr. Dun~NinGg: I can perhaps answer that best by saying, Mr. Chair-
| man, that Mr. Finlayson’s detailed report of what has been done is an indication
* of the approaches which have been made in that regard. There is no doubt in
~ the minds of any of us who have been studying this question for the last number
. of years that, were it not for the jurisdictional difficulty, we could deal con-
.~ structively with this whole matter. We are faced, so it seems to me, with the
- question of determining whether the dominion shall have leglslatlon affecting
. small loans at all. It it does, it may make of that legislation whatever it wishes;
~ but of dourse it cannot compel those engaged in the small loaning business te
L remain under its jurisdiction, under the dominion jurisdiction, if the terms of
| that jurisdiction are less favourable to their business than the terms of any
| legislation which may be in existence or may come into existence in any of the
i provinces. That is qualified only, of course, by the existence of the Money
. Lenders Act—the control of the rate of interest. That gets us into the con-
* stitutional question as to what is interest, as to whether interest can be made to
~ include charges other than the actual rate of interest—charges for expenses and
~ so forth—which have been referred to this morning by Mr. Finlayson. We did
. make an effort, as Mr. Finlayson has indicated, to get the matter before the
* courts in order to determine definitely our jurisdiction. We thought it could
~ be gotten before the courts by way of a reference, the other cases having failed
. to come to a hearing; but when the Department of Justice set out to try to create
| the kind of reference which would bring the kind of answer upon which we could
* base action, the qualifications involved were so broad—the nature of the charges,
~ the entry of the chattel mortgage aspect, of property and civil rights and half a
- dozen other things—that they found it impossible to cover it adequately in a
- reference. It may be—but I do not want to speak too positively at this stage of
. the proceedings, because of the tangled legal and constitutional nature of the

- matter—that the only way to settle the matter may be either, on the one
| hand, to assert dominion jurisdiction and leave it for attack by those who
~ are opposed, who believe that we have not got it with respect to the charges
i other than interest; or, on the other hand, to say frankly in view of the
© dominion’s inability to completely control this business: we will maintain
(" the Money Lenders Act and we will have nothing further to do with the
( small loan business at all. It seems to me, offhand, that those are two courses
| which might offer themselves. On the other hand, T do not want to give up,
~ without an effort—and I do not believe this committee wants to give up without
(- areal effort and a real study—the possibility of getting some nation-wide control
| over this type of business.

Some Hon. MemBERrs: Hear, hear.
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Hon. Mr. Dun~iNG: But when I say that, I am very deppl%y .
I was last session, of the very grave difficulties in dealing with that | v
It is for that reason that it comes before this committee in the shape th
does, by way of a general reference, so that you will have the opportunity of |
getting to know all that there is to know about the subject. But I can say for
myself, and I think Mr. Finlayson will agree, that but for the jurisdictional
aspect of the matter we would have no difficulty. sl

Mr. Finvayson: That is right.

Flon. Mr. Dux~ing: But in drafting anything we must have regard to it.
Oh, we can, if we wish, put on the statute books a small loans Act in which
we say the rate of interest charged for these loans shall not exceed half of
one per cent a month, if we like. But that does not mean that we are thereby
_ controlling the small loan business of this dominion; because we know as a
fact that companies not satisfied with such a rate would simply not take out
dominion incorporation, but could operate in any province in Canada under
the laws of that province and subject to the Money Lenders’ Act. Being
subject to the Money Lenders’ Act involves prosecution on the part of the
Attorney-General of a province for infractions of that act. So that you see,
there is the machinery. If we assume for a moment that the dominion is out
of the small loan business except for the Money Lenders’ Act, then the machinery
for enforcement is the ordinary machinery for the administration of justice, |
the provincial Attorney-General’s department in each province. I think any
lawyer here will confirm that. I am just trying to sketech the breadth and
nature of the problem. If it were easy of solution, we would not be here. It
is very, very difficult. So that we have the broad general question as to what
is a reasonable way of doing this business. That is one question. Then,
secondly, there is our ability to enforee that reasonable way of doing business,
once we have arrived at what it is. It seems to me those two things set out
pretty much what the job before this committee is.

~ Mr. Tucker: Mr. Chairman, first of all T would like to compliment Mr.
Finlayson on getting this report out. 1 am sure it will be very valuable to
the members of the committee. T have thought something, in the time I have
had left from worrying about drought and so on out West, about this matter
since last year’s meetings of this committee; and it seems to me that the situa-
tion comes down to this—and it was emphasized again by Mr. Finlaysen
this morning. The suggestion seems to be that, because individual lenders
and corporations incorporated by provinces are lending money at exorbitant
rates of interest, we are thereby constrained to agree to the rates of interest
asked for by the small loan companies who are applying to the parliament
of this country for incorporation; otherwise they will go and carry on bu@ness
m an unrestrained fashion under provincial jurisdiction. That seems to be
the argument that is put up to us continually. They say to us: “You may
think that our charges are high, but our charges are much less than the
charges that will be charged by these other uncontrolled companies.” That
raises the whole question. I certainly appreciate the way the Minister of
Finance has handled this matter. It raises the whole question of what we
are gomng to do about it. In other words, the suggestion is that we should
choose the lesser of two evils. T am not prepared to adopt that view at the
present moment. In the first place I am quite satisfied that the question of
overcharging—it, does not matter whether you call it interest or for service
charges or for drawing documents; it does not matter in what way you put
t—can be handled. If you charge more than is conscionable for the use
of money, that can be made a crime. I have no doubt about that at all. But
<»; course, I think that we should have the opinion of some official of the
Department of Justice and also some opinion from the different Attorneys-

C ‘.onroml departments of the provinces. But I am satisfied that the over-
[Mr. G. D. Finlayson.]
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~ charging for the use of money, in whatever way it is done, whether you call
it interest or otherwise, can be made a crime. So that I would suggest that
'~ the first thing we should direct our minds to is this, the possibility of enacting
~into the Criminal Code some legislation which would make it a crime to
" charge, on any ground whatsoever, more than a certain stated amount for
. the use of money; in other words, putting some teeth into what we have
. tried to do under the Money Lenders’ Act.
§ - As I understand it, Ontario says that their difficulty in prosecuting is
. this, that the Money. Lenders’ Act only purports to deal with interest and
. they are going to be faced with the claim that they may charge for other
| than interest. 1 think the way to get around that is to put it right in the
[ Criminal Code. :
8 On the question of enforcement, I realize that if it is put in the Criminal
| Code, there is a question of enforcement by the provinces; and one of the
| things that we should bear in mind is the extent to which we can expect
| co-operation from them. But there is also this, that our Excise Act and other
acts are enforced by our mounted police; and if we set up a crime, and we,
- representing the people of Canada, think that this is worthy of being set up as
| a crime, we can actually have our mounted police lay charges, and perhaps
| cut this down. It seems to me that deals with the problem raised by Mr.
| Finlayson. We are told that if we do not incorporate these companies with
i very high rates of interest, we will have these individuals lending money
" uncontrolled. If you make it a crime, and find they are loaning money
i uncontrolled like that at higher rates of interest, it seems to me you have
. got better control over them than you have in any other way, because you can
| put them in jail for doing so. Having cut down rates to the limit that we
| think is fair to charge for the use of money, then we can attack the whole
| problem of controlling these other companies; because if they cannot actually
" lend at high rates of interest without running the risk of going to jail, then we
~ do not run the risk of driving them away from this parliament when we
| actually put a restriction on rates and ask them to submit to supervision.
y It seems to me that our first duty should be to inquire into the whole
~ question of how far we can go in amending the Criminal Code and the Money
~ Lenders’ Act under the dominion heads of jurisdiction of interest and criminal
~ law, to set a definite limit to this alleged evil. If we find that we can go
" to any length there, it may put a different face on the claim of these companies
" that they must have two or two and a quarter per cent a month, otherwise
. others will take the business away from them and they will be forced to
. simply do business under provineial jurisdiction. It seems to me, and I
- would so suggest, that our first step should be to ask for an official of the
Ontario Attorney-General’s Department to come in and tell us how he has
. oot along with these prosecutions, and what he thinks should be done to enable
. him to really control this evil in Ontario; and also get an official of our own
§ Department of Justice to tell us what he thinks of it.

Mr. Vien: Mr. Chairman, I think that we are face to face with a condition
- that we must consider. Everybody, I think, agrees that if we could cut down
the rate of interest in an efficient way, in a practical way, that should be
. done. This matter has been studied not only in Canada, but has been
| studied in other countries as well—in the United States, in Germany and in
| Great Britain.
1 The CuamrMAN: Pardon me a moment, Mr. Vien. The minister has to
| leave to attend council, and I wanted to ask one question following on Mr.
- Tucker’s suggestion. What would be the form of invitation to the provinces?
1 Would it come through the government or through the committee, or what
| would you suggest?

52740—2
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Hon. Mr. Duxning: I think a formal notification frorp the chairman of
the committee, a committee of parliament looking intq th_ls mattea‘ th_at; he
would appreciate having available an official who could give information on this::
and that is the usual course. _ ik

The CrmammvaN: May I ask another question? Is this matter prope'r-lg
before the Dominion-Provincial Relations Commission that is now in session?

Hon. Mr. Dux~ing: Well, it is not. They have not called you, Mr.
Finlayson, have they? ’ £l

Mr. Finzayson: There has been no representation made on the subject of
small loans. ; !

The CuairMAN: The reference refers in a general way to overlapping
jurisdiction. ]

Hon. Mr. Dun~ing: The Rowell Commission, of course, could investigate
that phase of overlapping jurisdiction. The committee might desire to have it
brought to the attention of the commission. There is no objection. Perhaps
the province of Ontario, as a result of the difficulties they are now encountering,
may intend to include it in their representation. I do not know that. I
never thought of it from that point of view, because it has not anything
primarily to do with dominion-provincial economic relations. It is just a
matter of overlapping of jurisdiction, not involving much expense on either |
side. It is an overlapping which affects the public rather than the cost of
government, and for that reason has not been specifically included. But
there is nothing to prevent it. Judging from some of the things the Rowell |
Commission are hearing, I am quite sure this would not be outside of their
scope. I am sorry I have to go, Mr. Chairman. I only want to suggest to |
the committee that if it could plan its work so that it could deal with specific
phases and clean up specific phases as it proeeeds, it might be advisable.
Mr. Tucker, of course, proceeds to a conclusion with great rapidity; but that
conclusion, may I suggest to him, rests upon a particular view of the
jurisdictional matter, that view being that the dominion can include any charge
within the term “interest” and be within its constitutional powers, which
refers specifically and directly to interest and to interest only. That is the
whole nub. As a lawyer, he is of opinion that any charge which is characterized
as other than interest is really interest and therefore comes within dominion
jurisdiction.
~ Mr. Tuckrr: Or can be dealt with as a crime. . If you overcharge a person
for the use of money, you are doing something wrong and therefore you can
make it a crime. -

Hon. Mr. Duxning: Of course, the claim would be made that they are |
not charged for the use of money at all, but that they are charged for preparing
documents or charged for chattel mortgages or charged for something else—
that for the use of the money they are charged so much, but the other charge !
15 for another thing altogether. However, you are a lawyer and I am not.
But I know that most lawyers with whom I have had occasion officially to
talk about the matter are not nearly so positive as you are that we can do
1t in that fashion. It may be that might be the way out. I do not know.

Mr. Tvcker: I am inclined to accept your suggestion that we assert
that jurisdiction. ’

Hon. Mr. Dunning: I did not suggest that. I did say that was one
course that was open to us. I hope that is clearly understood. In my own.
tlnnkl'ng:, I can see two courses. That is one. The other, of course, is the
opposite one, to leave our regulation just where it is under the Money f:enders"
Act and let the provinces control it. I do not want, at this stage, to suggest

to the committee what its decision should be, but I think you will come to |
one of those conclusions before you get through. ‘

[Mr. G. D. Finlayson.]
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- The Cuamman: Thank you, Mr. Dunning. You will pardon my inter-
ruption, Mr. Vien.
3 Mr. Vien: Yes, Mr. Chairman. The legislatures of the various countries,
as I was saying, have had to deal with that problem. They have dealt with
it most extensively. Within the last ten years the parliament of Great Britain
- had to deal with it. I think we should make available to this committee a
- copy of the proceedings before the committee of parliament in Great Britain,
- where very much similar language was used and similar discussions took
- place to those which took place last year before this very committee on Banking
and Commerece. After a very searching study, the Parliament of Great Britain

~ came to the conclusion of authorizing a rate of four per cent per month.

i In the United States the Russell Sage Foundation have appropriated
- millions of dollars for the purpose of dealing with what they consider to be a

| great evil, namely, the exorbitant rate of interest charged to borrowers of money.

After a great deal of study they went from state to state, and legislation was
enacted in the various states of the Union granting rates of interest ranging
from a minimum of two and a half per cent to a maximum of three and a half

. per cent to four per cent. I am not suggesting that these rates should be

- enacted in Canada, and T am not suggesting that we have at all reached a
proper conclusion as to what the rate of interest should be, but in discussing
rates of interest we must take into consideration the yield which the money
lender is entitled to look forward to as one factor. Then we must also take
into consideration the services rendered, the charges and the expenses incurred
by the company in carrying on its business. All these things have to be con-
sidered reasonably. I believe these are elementary principles and they are
present in the minds of all concerned.

I am sorry the minister had to go, because T wanted to address myself to
the line of procedure which he suggested to the committee. I would suggest,
Mr. Chairman, that it would be helpful if the bills that have been referred
to the committee were dealt with first. Mr. Dunning in his concluding remarks
mentioned that we should deal with specific facts and try to find specific
remedies. In my opinion it would be more helpful if this committee dealt
with the private bills that have been referred to it first. Representatives of
the companies could come and give us their expenses and requirements for
doing business. There would be before the committee a vast volume of infor-
mation from which the committee could very easily find what is the proper
course to follow with respect to general legislation. With regard to general
legislation I believe that a suggestion along this line has some merit. When
general legislation is enacted it should overrule and override any inconsistent
provision in a private act. The acts should be dealt with on their merits and
general legislation could then override the inconsistencies that appear in the
general legislation and the private acts. Therefore, Mr. Chairman, I would
suggest that it would be a good thing to have representations or representatives
of the Minister of Justice and representatives of the department of the Attorney-
General of Ontario and other provinces invited to come and tell us how the
matter stands in so far as they are concerned. The committee could then go
into the applications made to parliament by the private companies by way
of a private bill and after that has been done the committee would be in a better
position to find out what other evidence it would be necessary for them to
hear in order to reach a reasonable conclusion on the whole matter.

In the first place I would suggest also that records of the last year’s proceed-
ings, if they are available, be distributed to the members of the committee.
If that were done the members of the committee could then familiarize themselves
with what took place last year, and it would not be necessary to run over all
that territory again. If that were done it would eliminate a lot of work for
the committee. I would also point out that these bills were introduced last
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year, and on account of the shortness of the session the work of parliament could
not be concluded. I would suggest it would be rather unfair to have the
proceedings of this committee protracted and thereby prevent parlu_&ment frpm
expressing an opinion on the merits of the bills. I know that is not in the mind
of any member of the committee, and when I say that 1 am not attaching any
blame to anyone for what happened last year. I believe it would be a reasonable
suggestion to make to this committee that due and reasonable expedition be
brought about in dealing with these matters. I believe if, after hearing repre-
sentatives of the Department of Justice and the Attorney General of Ontario,
we took up these bills and invited the companies to lay before us all the material
that they have for the committee to consider in respect to these matters we
would make much more headway than we would if we approached them in
the other way suggested. If we. proceed in that way I am sure we would
proceed in an orderly manner.

Mr. DonNeLLy: Mr. Chairman, I should like to ask one question, for my
own information. Mr. Finlayson referred to the fact that his department
investigated several of the small loan companies, and he referred to the chattel
mortgages and the fee which they charge when they draw the chattel mortgage.
He also said that this question was before the courts at the present time. I
should like to ask him, arising out of that, if in his investigation he found that
many of these chattel mortgages were never drawn up at all and never registered,
and a man who is borrowing money is charged for the chattel mortgage just
the same as if it had been drawn up and registered.

Mr. Finvayson: I think I can say, Mr. Donnelly, that the chattel mortgages
are, in all cases, drawn up, but in a great many cases they are not registered.
The company does not expect to enforce that mortgage. They take it only as a
moral security rather than a legal security and they do not, in many, many cases,
register the chattel mortgage. r

Mr. DoxneLLy: Do they charge the same fee as if they were registered?
Mr. FinvAysoN: Yes.
Mr. Rem: No.

Mr. Finvayson: They do not charge the registration fee. They charge
for the drawing up of the mortgage, which is the greater part of the expense.
But if they do not register naturally they do not charge the registration fee.

Mr. Creaver: Mr. Chairman, may I suggest that we should take the
necessary steps to reduce the quorum of this committee? I think that should
be done so that we can carry on when we have ten members present. May I
also suggest that we should profit by the rather unfortunate experience of last
vear. I believe that the suggestion of the Minister of Finance is a good one.
I believe we should proceed with our work at this time in an orderly fashion,
taking up one phase of the problem at a time and carrying it to its conclusion.
Last year we more or less traversed the whole subject over and over again.
Some members who were unable to be present at one meeting would come along
a week or two after a certain matter had been discussed and go into the whole
matter again. In that way we lost a tremendous amount of time. I suggest
that we should consider designating a small group of this committee to go
informally into these questions and bring to us an agenda as to how we should
proceed. I believe one of the first problems we should tackle is the problem as
to what is a fair cost and a fair charge for the small loan services dividing it
perhaps into groups of less than $100 and then in several other groups" above that.
On this committee we have several rather forceful members who feel that perhaps
tl{(*lx'at(=.~' are entirely out of all proportion to the service rendered. In dealing
with the question of rates I believe these men should be given ever3; opportunity
to present their views and to call witnesses to substantiate their views. If that

[Mr. G. D. Finlayson.]
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were done I would hope that we could agree unanimously on what is the actual
cost of supplying this service to the people of the country. If we attempt to
railroad these things through, or go too fast, or become disorderly in our investiga-
tion we shall wind up with some of my friends feeling that they have not had
full opportunity to present their views. If we proceed orderly I am sure my
friends will be just as satisfied as T am.

I would move, Mr. Chairman, that we take the necessary steps to reduce
our quorum to ten, and I would move further—

The CramrMAN: Will you put one motion at a time, Mr. Cleaver.

Mr. Tucker: What is the quorum now?

The CuarMAN: Fifteen. What is your pleasure gentlemen? Shall we ask
for a reduction in the quorum?

Mr. MagrTiN: I second the motion.

Mr. Tucker: Mr. Chairman, before we reduce our quorum I believe we
should find out whether or not we have any difficulty in getting a quorum.

The CuamrMAN: We have had difficulty this morning.

Mr. Cueaver: There are to be two or three special committees sitting, one
in regard to the Civil Service Commission, and there will be great overlapping.
People who are interested when the agenda is drawn up, will be able to skip some
of the other committees and be present at this committee when the subject in
which they are interested is being discussed.

Mr. Tucker: I agree, if we cannot get a quorum, we should reduce it.

The CuARMAN: It is not within our power. We have to ask the house or
the Standing Orders Committee.

Mr. Marrin: I suggest we leave that matter in abeyance, and if we have
any trouble—

The Cuairman: We had trouble this morning.

Mr. Tucker: This is the first meeting.

Mr. MarTiN: I think the motion should be withdrawn.

The CramMAN: Do you withdraw your motion, Mr. Cleaver?

Mr. Creaver: No; my motion stands, Mr. Chairman. I feel very strongly
on this. I do not think members of the committee who are here on time should
have to stand around for three-quarters of an hour waiting for other members.
I believe we should have a quorum low enough to ensure the committee starting
its work at 11 o’clock or 10.30 o’clock, or whenever the committee is called.

The CramrMAN: Do you second the motion?

Mr. MarrmiN: I second the motion, if Mr. Cleaver wishes to proceed with it.

Mr. Vien: How would it be if Mr. Cleaver let this matter stand for a while.
I think the motion should be tabled and not withdrawn until the next meeting.
I sympathize with the mover and seconder of the motion because we did have
a great deal of trouble last year, not through the fault of any member of this
committee but because the time of members was taken up in other committees.

Mr. Creaver: I am content that the motion shall stand until the next
meeting of the committee. I have no desire to rush anything. My second
motion is this: I move that a small committee be nominated to draw up an agenda
and submit it for our opinion at the next meeting. For this committee I would
suggest Mr. Tucker, Mr. Coldwell, Mr. Martin and Col. Vien.

Mr. Viex: And yourself or the Chairman.

Mr. Creaver: The Chairman would be a member ex officio.

. Mr. Tucker: The thought I had in mind is this: the quorum is set up by
the rules of the house, and if we at our first meeting immediately ask for a
reduction in the quorum I am sure the house would wonder what it is all about.

The CrARMAN: The motion stands.
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Mr. Tucker: In regard to the other matter, it seems to me we can very well
_discuss this morning, without having a small committee, exactly what we are
going to do. In that connection I would suggest our first move should be to
get in touch with the governments of Ontario, particularly, and Quebee. Tkes’e o
provinces are interested. We could tell them that we are investigating this o
matter and we welcome their co-operation. We would like them to make their
most qualified officers available for questioning in regard to the whole question of
small loans. That should be done before we call our own department officials,
because they may make suggestions that we would want to deal with before we
question them.
The CuAarMAN: Saskatchewan seems to be interested.
Mr. Tucker: Certainly.
The CrAmRMAN: Do you think we should limit it?

Mr. Tucker: No. We should get in touch with all the provinces, parti-
cularly those that arve trying to reectify these matters. _

The CramrMAN: Is it your wish that we should have invitations sent to the
other provineces?

Mr. MartiN: Let me say first of all that this is a very complex problem.
We can spend hours discussing whom we should call and whom we should not
call, and that would get us nowhere. My own personal opinion is that to call
the Attorneys General now would be to beg the question. They could not tell
us anything other than that at the present time prosecutions have been under-
taken and that the trials are about to be heard. They have not gone into this
Act as thoroughly as this committee. To question them at this time would be
a waste of their time and ours. I think they should be ecalled ultimately but I

‘r,hink1 the suggestion made by Mr. Cleaver, in the interests of order, is a very
sound one.

The Caairman: May I interrupt. I do not think there is any idea that we
are going to do that. All that we intend to do is simply to give them notice that
we desire to hear them or that we are asking them to attend.

Mr. Marrin: The main thing is Mr. Cleaver’s suggestion about preparing
an agenda. It seems to me that what occurred this morning indicates that we
are reaching the stage we did last year, and that we are going to proceed in
the same fashion. T believe we should have a small group prepare an agenda
so that we may proeeed in an orderly fashion.

The CaamrMan: You are seconding Mr. Cleaver’s motion.

Mr. MarmiN: I think that is very important.

‘1“1\‘(1‘\11!;11;"‘\:1-{1[): 'Z\Ir.t Chlair{nan.lon the question of procedure I notice we are
aske s mornin deal wi se bills i
s Mgk . yea%. 0 with these bills.  These bills were before the
The CHAlRMAN: What bill is that?
Mr. Warp: Bills 8 and 9.

Fhe CamrMaN: They are not before the committee this morning.

(li\‘(iu.\gili};\} "leD.'“N No; but the notice that came to me indicates that we are to
1 think l (\l( i }: I should like to say with regard to Mr. Vien’s suggestion that
Fovisan i has the cart before the horse. It does seem to me, if we are going to
{)rm“_c rt({ & general discussion of the whole question, with the ultimate hope of
I d(:l:;’t(}m.‘l'n general legislation, we should deal with the whole question first.
i }(.)“,. cheve we will be fair to the private companies who are presenting

tese bills 1f we proceeded with the private bills first and then deal with general

iggtziilgtit(;ndz(llftlclrtv.var(tl‘1 First of all we should reach a decision as to what we
e s 111 ‘.1ma ely i connection with this whole question of high interest

I feel we should proceed with that now. In that way we could
[Mr. G. D. Finlayson.]
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B arrive at a general policy in regard to the whole matter. If the dominion

. parliament has not jurisdiction over these things and cannot enforce them as

we believe they should be enforced, then let us resign ourselves to that fact.
Let the provinces deal with the question. I should think that, as someone has
suggested, we should bring the Attorneys General officials here and in that way
we can arrive at the conclusion that the Minister of Finance spoke about last
year. I believe that should be done first. T believe we should put first things
first. I believe we should go ahead with these bills. The session may last six
months, and if we do not go ahead with these bills the discussion may drag on
for six months or more and at the end we would be in the same position that
we were last year-at the end of the session. I am referring now to the chartered
companies who appeared before us last year.

Mr. Magrtin: Well, there is a motion before the committee, Mr. Chairman.
The CaamrMAN: Yes, there is a motion. You are not objecting, I take it,
to our giving notice to the provinces of the committee and its work, Mr. Ward?

Mr. Warp: Not at all.

The CramMmAN: Is it carried, that we should send notices respecting this
committee and its work to the provinces?

Motion carried.

The CuArmaN: It is understood, of course, that we are simply going to
give notices to the provinces of the references made to this committee and ask
the provinces if they desire to be represented.

Mr. Finvayson: That is it.

Mr. Tucker: You will invite them, I take it, to make representations,
either in writing or viva voce.

Mr. MacDonaLp: Was there not another motion by Mr. Cleaver in regard
to a sub-committee?

Mr. Vien: That is carried. Has the motion that a notice should be sent
to the several provinces been carried?

The CuAmrMAN: Yes. The second motion which Mr. Cleaver made,
was that a small committee to be composed of the members whose names he
mentioned, should be formed for the purpose of laying out a plan of procedure.
Now, what is your pleasure in regard to that? :

Mr. MacDonaLp: That plan is to be submitted to the general committee,
I take it?

The CuarMAN: Oh yes, at the next meeting; its purpose is merely to make
suggestions for the guidance of this committee.

Mr. Tucker: As long as the report of this sub-committee is to be submitted
at our next meeting it will be all right—is that the intention?

The CrHAIRMAN: Oh, certainly.

The committee adjourned at 12.35 p.m. to meet again at the call of the chair.
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MINUTES OF PROCEEDINGS

THurspAY, February 24, 1938.

; The Standing Committee on Banking and Commerce met at 11 a.m., the
‘Chairman, Mr. Moore presiding.

Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, Cold-
“well, Deachman, Donnelly, Dunning, Fiset (Sir Eugene), Fournier (Hull);
Harris, Hushion, Jaques, Kinley, Landeryou, MacDonald (Brantford City),
- McPhee, Mallette, Martin, Moore, Perley, Plaxton, Quelch, Tucker, Vien, Ward,
‘White, Woodsworth.

The Chairman submitted the following report on behalf of the sub-com-
- mittee on agenda:— .

i Your Committee appointed to consider the procedure to be followed
to assure, as far as possible, a methodical inquiry into the questions
referred to this Committee, begs leave to report as follows:

In accordance with the suggestion endorsed by the Committee at
its initial meeting, your sub-committee has agreed that the question of
jurisdiction as affecting the federal and provincial governments be first
established by a representative of the Department of Justice, and repre-
sentatives of the diiferent provinces. To this effect, Mr. Finlayson has
been requested to communicate with the Department of Justice, and the
Chairman has communicated with the provinces in order to ascertain
if they desire to make any representations.

Your sub-committee also recommends:

1. That Mr. Rolf Nugent or another expert of the Russell Sage
Foundation of New York, be invited to appear before the Com-
mittee.

2. That Professor A. B. MacDonald, Extension Department,
St. Francis Xavier University, Antigonish, N.S., be invited to express
his views before the Committee.

3. That representatives of the Civil Service Co-operative Credit
Society, of Ottawa, be similarly invited.

4. That the Bankers’ Association be informed of the reference
before this Committee and requested to advise if they desire to make
any representations. .

5. That, as far as possible, representations made before the
Committee be submitted by way of a written statement to be printed
in full in the Record and on which the witnesses may be afterwards
examined,

All of which is respectfully submitted.

W. H. MOORE,
Chairman.

Consideration of the report followed.
On motion of Mr. Mallette,

Resolved,—That the report be amended by adding the following paragraph:

1 “That a representative of La Caisse Populaire operating in the province of
Quebec, be invited to appear before the Committee.”

52018—1}
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On motion of Mr. McPhee,

Resolved,—That with respect to paragraph 5 of the 1eport written state-
ments submitted for incorporation into the record be first referred to the sub-
committee. :

On motion of Mr. Woodsworth,
Resolved,—That the report of the sub-committee be adopted as amended :

On motion of Mr. Cleaver,

Resolved,—That the sub-committee on agenda continue to function and
that its memberslnp be increased by adding to it the names of Messrs :
Landeryou and Lawson. :

Mr. F. P. Varcoe, K.C., Department of Justice, gave evidence with respect 5
to federal jurisdiction in the matter of small loan companies.

Mr. Harold Walker, K.C., Counsel for Central Finance Corporation,
Toronto, and Mr. H. Fred Parkinson, K.C., representing a group of provincially
incorporated Finance Companies, were invited to express their views, and were
briefly examined.

At 1 o’clock the Committee adjourned to the call of the chair.

R. ARSENAULT,
Clerk of the Commattee.




MINUTES OF EVIDENCE ;

House of Commons, Room 429,

FEBrUARY 24th, 1938.

{ The Standing Committee on Banking and Commerce met at 11 a.m., Mr.
- W. H. Moore, presided.

The CHAIRMAN: Gentlemen, I think we should start out by reading the
report of the sub-committee which was appointed to outline a program for
our investigation. I will ask the clerk to read the report. (See Minutes of
| proceedings.) '

, The CuamrMman: What is your pleasure in respect to the report of this
- sub-committee? \ :

Mr. WoobpswortH: I would move its adoption.

The CuamrrMaN: What is your pleasure, gentlemen?
Carried.

‘ The CaarMaN: Now, I may say, gentlemen, that members of the committee
- found it was a highly desirable procedure to have a sub-committee of that kind,
and it has been suggested that we have a committee permanently appointed,
a sub-committee in the form of or for the purpose of a steering committee, if
. you like, without any derogation from the rights of this committee. The proce-
dure would be something as follows: after this meeting is over the sub-committee
- would meet to decide as to the next step, and then of course make a report to
~ this committee; or the sub-committee would proceed to discuss how to carry
out any of the recommendations made by this committee. Personally, as chair-
- man, and I think T can say with Mr. Finlayson, who has co-operated in the
work, we would welcome some kind of a sub-committee of that kind. The
trouble with our present sub-committee is, if I may make any suggestion, that
it does not represent all of the political parties within the House, and it might
be well to begin over again and have a new sub-committee or add to the present
one. I would like to have some suggestions from the committee in regard to
- that matter. Mr. Cleaver, you moved the appointment of the first sub-
committee; you might have some suggestions to make in that regard.

Mr. Creaver: Yes, Mr. Chairman. I moved the appointment of the
previous sub-committee; and may I say that they have taken their task very
~ seriously, and done the job very well. I would move that the existing sub-
~ committee carry on and that we should add to their number representatives
. from the Social Credit group, and also from the official opposition; and while
they might prefer to choose their own I would suggest a name from each, and
if they are not satisfied I presume we will hear from them. I would suggest
- the name of Mr. Landeryou, from the Social Credit group, and either Honourable
Mr. Lawson or Mr. Baker from the official opposition. Mr. Lawson took a
great interest in the work last year.
~ The Cuamrman: Now, Mr. Cleaver, will you just name all the committee,
. if you remember the names; or, I will ask the clerk to read the names.

~ Mr. Creaver: I think I can remember them; they were Mr. Coldwell, Mr.
Vien, Mr. Tucker, Mr. Martin; and then there will be the two new members,

: Mr. Landeryou and either Mr. Lawson or Mr. Baker. I would suggest Mr.
- Lawson.

19
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The CHAIRMAN: What is your pleasure, gentlemen? Do you wish to diseuss

the principle or shall we accept the principle of a sub-committee of th&tr kmd?

What is your pleasure?

Motion carried. 0

The CuARMAN: There are some matters arising out of the report of this
Sub-committee. Do you wish to discuss them, gentlemen? I will give you
the recommendations. ~

(Report considered, amended as recorded in minutes of proceedings, and
adopted as amended.)

The CuamrmanN: Now, gentlemen, we have Mr. Varcoe here from the
Department of Justice. As this meeting is largely called to hear Mr. Varcoe’s
report or statement as to jurisdiction, I will now call on Mr. Varcoe.

F. B. Varcog, called.

Wirness:  Mr. Chairman, I have not prepared any statement to make
to the committee, because I was not advised as to precisely what questions

the committee desired an expression of view upon. I do not know whether -

you would like me simply to proceed by answering questions that might
be asked—I assume I could answer them—or just what your pleasure
would be.

The Cuamman: T would suggest that you make a statement, a general
review of the situation; and when you have concluded, we should be free
to ask questions.

Writness:  Very well, sir, I understand that the main problem, from a
constitutional point of view, that faces this committee is the problem of dealing
with the various charges that money lenders make in connection with these
small loans which are capable of being disguised—where interest very often
is capable of being disguised as other charges—for commissions, premiums
and so on. It appears that the necessity of regulating these charges presents
these constitutional problems, that these charges relate to contracts between
the lender and the borrower, which are lending contracts and therefore within
the provincial legislative field; and the difficulty of regulating the interest
charge by the dominion and the service charge by the province must result
in a great deal of confusion and uncertainty. I take it that is the problem
that is before the committee; and the question on which the committee, I pre-
sume, require to be advised is whether there is any solution of that problem.
We in the Department of Justice—and I think I can speak for the Deputy
Minister as well as for myself—have come to the conelusion that the only prac-
tical solution of this problem is legislation by parliament assuming, of course,
that parliament desires to go that far—under the heading of the so-called
ancillary powers which are vested in the dominion. We think that the regu-
lation of these charges which are in many cases almost indistinguishable from
interest and are very often interest charges, as I said, disguised as service
charges, can be said to be reasonably necessary or even indispensably necessary
for the proper regulation of the interest rate. The work of this eommittee
for the last two or three years and the examination of the decisions of the
courts over a great many years in this country and in England does show
H'x:u 1t 18 futile to attempt to regulate the interest charged if, at the same time,
we cannot control these certain service charges. Of course, I am speaking
now of service charges which are charged by the lender aoai,nst the borrower
and are not necessarily a disbursement made by the lender to investigate
title or otherwise. :

Hon. Mr. Dun~ixg
third entity, are vou?

[Mr. F. P. Varcoe, K.C.]

: You are familiar with the subterfuge of ecreating a

4
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. The Wrrness: Yes. That, of course, does present a difficulty that we have
not perhaps worked out to our own satisfaction; I mean, as far as this recom-
mendation goes. I do not know that I can say any more just at the moment
about these matters than that, except to mention the question of the working
out by means of subsidiary companies. As I understand it, the practice is for
' the lending company to organize a subsidiary and disburse money to that sub-
sidiary which falls in this category of service charges, and which in the ordinary
way of carrying on business would go to the lender, and which we suspect
actually do go to the lender in substance. We do not think that that would
present an insurmountable difficulty in preparing a bill which would purport
to regulate these charges. It would be necessary to find what charges can be
made apart from the interest charge, setting them out possibly in greater detail
than has been attempted in the Money Lenders Act; and we just have to take
our chance, I think, on that, that the courts will hold that in a proper case that
subterfuge should not be permitted to defeat the scheme of the act. I think
Mr. Chairman, that is all I have to say by way of a general statement.

Mr. CuARMAN: Are there any questions?

Mr. Tucker: As I understand it, you suggest that we define interest as
including certain charges; that is, that if we have not power to define interest
including these other charges then our right to control interest is purely an
illusory right?

Mr. Varcor: Yes, sir.

Mr. Tucker: Assuming, as I understood you to say, that we would act
under the ancillary clause, then, of course, if you mean by that the right to
legislate in regard to peace, order and good government, we would fall to the
ground when we came to property and civil rights,

Mr. Varcoe: No, I will give you an example of what I mean. Take the
case of radio broadeasting. That has been held by the Privy Council to fall
into the enumerative field; that is the interprovincial works 92-10 of The British
North America Act, which means, of course, that it is the same as if it were
under 91. It is the enumerated powers. You set up a radio-telegraph system
under dominion legislation and then you find that is being interfered with by
local electrical apparatus. The question arises then whether the dominion can
regulate that local electrical apparatus, which certainly is an invasion of the
provincial field. But it has been held over and over again—I think you know
it very well—that once you have got the main subject matter, once you have
found it among the enumerated powers, then you can invade the provinecial
field to give effect to your dominion scheme.

I must admit that the ancillary doctrine has never been fully explored nor
defined. You find such expressions as these in the cases: “What is reasonably
necessary.” “What is indispensably necessary.” “What is obviously necessary.”
Also “What is proved should be necessary.”

Then you have the contracting-out ease in 1907 in which the privy council
said, “the mere intention is sufficient.”” At least, that is the way I read it in
Lord Dunedin’s judgment. Even though the very scheme that was in question
might be proved to be inefficacious, nevertheless he seemed to say that the mere
intention was sufficient.

Mr. MarTiN: The aeronautics case is something of the sort you have in
mind,

M. Varcor: Yes, sir.

Mr. Tucker: You are of the opinion, I suppose, basing this question on
what you have just said, that we could define interest probably as including

service charges and chiarges for drawing documents and so on; that we could
do so legally?

NS
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Mr. Varcoe: Yes, sir. I had not thought of it in quite that way. I do
not know that you could define interest in that way, prohibiting the making
of any charges, whether disguised or not. I mean, getting away from any
question of having the courts decide on whether there has been a disguise. I
think probably we would proceed by way of definition, although I had not
reached any conclusion as to the actual form in which any legislative scheme
might be put. '

The Cuamrman: May I ask a question arising out of Mr. Tucker’s ques-
tion? Do you hold that it is within the power of this parliament to name a rate
of interest per month? I understand that that rate can be charged if there are
no other charges.

Mr. Varcoe: Well, perhaps I would put it this way: that no charge can
be made other than that. We have decided that that is the best advice we can
give the committee from a practical point of view. I think we will never get
anywhere by trying to engage in some kind of a dual legislative scheme with
the provinces. You will never get anywhere with it in a practical way. If you
proceed to define interest with the idea of following the line of one bill that
was prepared somewhere recently to include certain things on the assumption
that they were interest, or if the court held they were interest, or something like
that, that is not practical either. That is too vague, and would leave the
borrower at the mercy of the moneylender, I should think.

('II‘he Cuamrman: Will you state definitely, Mr. Varcoe, what you think we
can do.

Mr. Varcoe: I have not attempted to put this in any formal language;
but that we can, either by definition or perhaps by some prohibition in a bill,
restrict the total charges which a lender can make against a borrower, exclusive
of necessary and proper disbursements, but including items which might on
examination turn out to be proper service charges. :

Mr. Baker: Could we possibly base it on an exclusive maximum rate?

Mr. Varcoe: Yes, absolutely.

)tI)l Baxker: And leave out any discussion as to whether they are legitimate
or not!

Mr. Varcoe: Yes, sir.

Hon. Mr. Dux~iNG: The question of disbursements bothers me. Of course,

your suggestion, Mr. Varcoe, would leave the question of legitimate disburse-
ments for a court decision in every case. I think unless we close that gap, we
will accomplish nothing.
. Mr. Varcor: I would enumerate those, Mr. Dunning. I would enumerate,
insofar as it is possible. I think Mr. Finlayson would probably agree that it
1; p'usslbl(‘ to enumerate charges that may be legitimately disbursed, whether
they are paid to a subsidiary company or an absolutely independent—

Hon. Mr. Dux~ing: Third party.

. Mr. Caamrman: My point was this. You hold that the parliament of
(??12111:1 can say that the lender may charge, we will say, 2% per cent interest
per month but nothing more for any other charges?

Wirxess:  Outside of proper—

Mr. CaammmaNn: No, no, outside of nothing.

})(‘C‘ll\litl‘l{\l]]:::’: (111‘((‘1(])0115:% tll')}-ll]k ‘tahore 1s any necessity for imposipg that restriction,
: ere ¢ gal disbursements for example, in connection with a loan.

Mr. (vn.v\m.\x.»\x: But you think that is within our jurisdiction to do so?

Mr. Varcor: I think so. yes.

Mr. LaNDERYOU:
this question?

[Mr. F, P. Varcoe K.C]

Is it our intention to contact the provinces in regs;rd to
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~ The CuamrMAN: We have already done that.
~ Mr. Laxperyou: As I understand it, this witness is giving us his opinion
as to the legality of the charges that can be made by these corporations?
~ Mr. CHAIRMAN: Yes. -
~ Mr. Lanperyou: Supposing the provinces are not agreeable to accepting the
interpretation of this gentleman and desire to take the matter to court, then
the issue would be decided in the court?
- Mr. VarcoE: Yes.
! 1;/[r. LaxpEryoUu: But without the consent of the provinces nothing can be
done
~ Mr. Varcoe: No.
i The CramrMman: No.
- Mr. Lanperyou: Unless we go to the courts.
Hon. Mr. Dux~ine: If we adopt his suggestion and attempt to legislate,
then it is competent for anyone to contest the validity of that legislation.
. Mr. Laxperyou: It would not be in the best interests unless we had the
“consent of the provinces.
The CramrMAN: We do it every day.
Hon. Mr. Dux~ing: We would never get anywhere if we did that.
Mr. CHAIRMAN: Any act we pass is subject to the same objection.
‘ Mr. CLeaveEr: Mr. Varcoe, you were speaking a moment ago about legal
“disbursements as opposed to legal fees. I think perhaps the chairman and the
‘Honourable Mr. Dunning were under the impression, when you referred to legal
| disbursements, that you were including in that item legal fees. I understood
¥our remarks to restrict it to purely legal disbursements, such as registration
ees.

. Mr. Varcoe: There might be a legal fee payable; there might be some
occasion for the lender to seek legal advice. I do not think that parliament
- would endeavour to prohibit that, if it were a proper charge.
Hon. Mr. Dux~inG: As a matter of practice today, we know that in some
 cases the charges for disbursements are made for monies which are actually
- disbursed by the lenders but disbursed through a subsidiary of their own and
- ccastitute profits by that subsidiary which return in due course to the parent
. company. Unless we can close that gap, I am personally of opinion that our
efforts would not be practicable, even going to the full length that Mr. Varcoe
| thinks we can go. Apparently there is hope that even that gap can be closed;
but 8o long as they are charging for disbursements which have the effect of
- Increasing the effective interest rate in a manner which our law does not effectively
- control or limit, then the evil remains, or, at least the possibility for those
. Wl_lodwant to do evil remains just as it is today. That is the point I have in
mind.
Mr. CorpwerL: The Minister has practically answered the question I
was going to ask.
Hon. Mr. Dux~iNG: A great deal of study must be given to that point,
- otherwise you will do a lot of work and get nowhere.
Mr. Tucker: What Mr. Varcoe has in mind is whether it is fair or not
to say that they cannot charge when they have to register a chattel mortgage,
for instance. But I do not think he would suggest that if we, under the general
head of interest, have the right to say that for the use of money so much shall
- be charged, and that that charge is interest. We do not care whether the
‘ lender, in order to protect himself, spends some of that money to register

| securities, and so on. It does not matter at all to us. I think that we could
- do that.
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Mr. Varcoe: We could do that? e el
Mr. Tucker: Yes, the ultimate charge for the use of your money. If
you want to spend some of that for registration fees, or anything else, we
are not concerned. What is paid by the borrower, that is interest, and you
can only take so much under any head whatever. AL
Mr. Varcoe: 1 do not quite go that far. : ot
Mr. Tucker: It seems to me that to be logical you would have to say
that you define interest as what the borrower pays and it does not matter
what the lender does about it. | |
Mr. Varcor: Well, I do not know. I do not think I would go as far as
you do. I am dealing with cases where charges are made which can be,
whether they are or not, disguised as other charges. That is not true of a proper
registration fee or a proper legal fee. ]
Mr. Tuoker: Yes, but it is what the borrower pays when he is getting
the ‘money. ;
Mr. Varcoe: That is true. You are going further than I would go.
_ Mr. Tucker: 1 would like you to look into it because, as the Minister
said, if we leave the slightest opening for disbursements, we might as well
leave the door wide open.
Mr. Varcoe: I was thinking upon that point that the disbursements
which would be permitted would be enumerated. No matter whether there is
a subsidiary company or not, there would be an enumeration of permissible
disbursements. '

Mr. Tucker: If you can enumerate and exclude others, then you ecan
exclude them all. What we are dealing with is a question of jurisdiction, and
if you enumerate some and exclude others, I presume you can exclude them all.

Mr. Varcor: I do not think I made myself quite clear. Supposing you want ~
to fix the rate of 12 per cent, supposing that is the maximum rate, and I think =
it is under the Money Lenders’ Act. Now, you are not going to be defeated
In trying to maintain that rate of 12 per cent by permitting the lender to make
an addition to that charge for legitimate disbursements as, for example, reg-
istration fees, because they are clearly not interest. But on the other hand,
if he comes along and attempts to charge a bonus or a premium or a commission,
or something of that kind, which is the border-line sort of thing, it may be
mterest or it may not be interest; and you might have to go through the court
to find out. There, it seems to me, you are properly in what is called the
ancillary field. I

Mr. CoLpwern: What about legal fees?

Mr. Varcoe: That is the point I am trying to explain, that legal fees
are not interest, and there is no use trying to contend they are.

Mr. CopweLL: You leave a very wide gap.

Hon. Mr. Dux~yiNag: That is precisely the place the Department of Finance
reached with the Department of Justice this summer. Had it not been for
that point, I would have had government legislation brought down.

. Mr. Viex: In the minds of the members of the committee which studied
this question last year there seemed to be some definition as to what is ineluded
in legal fees. T do not believe any member of the committee suggests that
legal fees, in the sense that we are trying to define them, should be included
in the maximum rate of interest to be charged. They do not include, for instance,
the legal fees that would be spent by a small loan company to colleet a note.
For instance, if they have to go to court to collect a note, certain legal fees are
disbursed which are entirely in a different position from the legal fees to which

Mr. Coldwell refers, the legal fees involved in drawing up a chattel mortgage,
[Mr. F. P. Varcoe, K.C.] E




s : BANKING AND COMMERCE 25
- !

 which is a necessary instrument of the loan. That legal fee is included in the
“terms of the maximum rates of interest of the two private bills which have
- been referred to the committee.

o I believe I am interpreting Mr, Tucker’s question properly, but I speak
~ subject to correction, when I say that he is asking Mr. Varcoe if he finds any
. constitutional difficulty in arriving at general legislation somewhat along the
lines of the legislation of 1934. At that time parliament stated that if small
- loan companies or money lenders charged more than a total rate of interest
~ amounting to two and one-half per cent per month, inclusive of all service
- charges, their licences would be cancelled. Parliament did not at that time
- legislate with respect to interest but it said if any small loan company or
- money lender licensed under the laws of the Dominion of Canada lends money
at a rate of interest exceeding two and a half per cent per month the licence
~ will be cancelled. ‘

The Cuamman: I think you are missing the objective of the committee.
The penalty of the 1934 legislation was as you state, cancellation of the federal
licence. But that did not prevent such companies from doing business otherwise.
- What we are trying to do is to get some general control over this business.

Mr. Viex: I am coming to that point. I have that in mind. I am not
confusing the two questions; but T would suggest to Mr. Varcoe that there would
be no constitutional difficulty in defining interest as distinct from service charges.
There would be no constitutional difficulty in stating that no money lender,
whether licensed by this parliament or not, shall lend money at a rate of more
than two and a half per cent per month, or three per cent per month or four
per cent per month, as in England, or whatever the amount would be, and if he
did so it would be against the law. A maximum rate of interest all inclusive
could be passed by this parliament; and that rate of interest could include
all services.

: Hon. Mr. Dux~inG: The penalty being not merely the loss of the federal
charter, but an offence against the law?

Mr. Vien: Exactly. On that point would it be impossible to suggest
some legislation which would compel the money lender in Canada, whether
incorporated or not, to take a licence from the proper department, and impose
a penalty on any money lender loaning money at a rate of interest or remunera-
tion without his having first taken out a licence? In that way you will bring
them under the supervision of the superintendent of insurance, or whatever
other department of the government would be in charge of the administration
of the law. I think there are enough ancillary powers in this parliament to
deal with this, as it is a matter sufficiently linked up with the question of
interest to give parliament power to legislate.

Mr. Varcoe: Mr. Vien, as to that T eertainly would not disagree with you.
I did not think it was necessary to go that far in dealing with the matter.
Speaking of disbursements, take the ordinary case of a lender being obliged to
take the security of a chattel mortgage and he legitimately disburses to his
solicitor a fee for drawing the mortgage and for the registering of same. If
according to the provineial law he is entitled to charge these disbursements
against the borrower—and under the provincial law I am not sure that he is.
Under the provineial law I am not sure whether that is a charge which the lender
himself should bear; but if he is entitled to charge that against the borrower
—is there any objection to it? TIs there any objection to it providing it is a
proper and fair charge? Does that really hurt anybody? You cannot call
it interest, if it is a legitimate transaction.

Mr. Finvayson: It may be a collusive charge between the lender and an
accomplice next door.

Mr. Varcoe: If that is the case I would say you can deal with it.

T



26 STANDING COMMITTEE \

Mr. Tucker: The situation is this: we are looking at it from the stand-
point of the borrower. In order to get around the law they may simply insist
on a whole lot of documents to be drawn up by a firm of solicitors which were
incorporated and in their pay. They may have these documents printed and
everybody signs them, and then they may charge a high legal fee for the drawing
of them. They may not need them, but after all they are legal documents, and
they have paid lawyers for drawing them up and working on them for the
company. They may control this company and may get the profits from them.
What we are concerned about is our power. When we decide what power we
have, whether intra vires or not, we can then consider to what extent we will
exercise it. Looking at it from the standpoint of the borrower it seems to me we
should ask ourselves how much money are we going to ask him to pay for the
use of the money. What the lender wants to do with that money in the way of
protecting himself against the law, whether it is by registering mortgages or
not, does not matter to us. What the borrower pays as interest is what we
are dealing with. If we have the power, as Mr. Vien says we have, under
our power over interest, we can say nobody can charge interest on small‘loans
of less-than $500 unless he is licensed by the Dominion government. Surely we
have that power by virtue of our all-pervading power over interest. Nobody
can charge interest unless he has a licence. f

Mr. MacDo~awp: I do not see how you can pass a general law requiring
everyone to have a licence before they can loan money. That would stop every-
body in Canada, absolutely, from lending money.

Mr. Tucker: We are speaking about the jurisdiction.

~ Mr. MacDonawp: If T want to borrow $500 from a friend of mine, and that
friend has no licence, I would not be able to get the money.

Hon. Mr. Dun~inG: The committee last year rejected any possibility of
causing any individual who loaned money at that time to be registered or licensed

by the department, not on legal grounds but on the grounds of practicability. We
could not make it practicable. :

Mr. Tucker: All we are concerned about is whether we have the power.

_ Mr. MacDo~arp: With regard to the question of charges we must remember
this point: the charges are not always made by the lender. The lender may say:
Yes I will lend you $100 but you will have to give me a chattel mortgage. The
borrower then goes to the lawyer and this lawyer charges the borrower. It is not
the lender who charges the borrower at all. The Act, could be got around quite
easily that way. The lender is charging nothing. The borrower goes to the third
party and the third party is the one who is charging him. 1)

Hon. Mr. Dux~iNG: I'am afriad, Mr. Tucker, if we came to an agreement
that your view of the law is right, a way to get around it would still be possible.

} 3{;‘. Tucker: As I say, we should look at it from the standpoint of the man

orrowing the money and we should say that he shall not be expected to pay in

any way, shape or form, directly or indirectly, more than a certain amount.
Hon. Mr. Dunnying: To the borrower?

Mr. Tucker: To anybody in respect of the loan. Now, then, with respect to
our power. There are two reasons why I suggest we have power to do that. Our
first control is under legislation in regard to interest, as Col. Vien suggested, and
the other control is our control over eriminal law. ’Forcing people to pay more
than a proper amount in order to get the use of these funds, looking at it from the
sthand]‘)mm of .tho borrower, can be made a crime; and whether he is foreed
directly or indirectly to pay more than this parliament figures is fair I submit,
Mr. Varcoe, can be made a crime. Usury is one of the oldest crimes known to

man. We can say that the borrower shail not be expected directly or indirectly
[Mr. F. P. Varcoe, K.C.]
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~ to pay more that a certain amount, and if he is forced to do that the person
~ directly or indirectly forcing him to do it commits a erime. Do you not think it
‘would be possible for us to do that? ,

Mr. Varcok: The difficulty is that you have to say the payment of a legitimate
legal fee is criminal.

Mr. Tucker: You might say up to a certain amount it was.

Mr. Varcog: Some people might think it is.

Mr. Tucker: We might say when a man is borrowing $50 it might be abso-
Jutely usurous and unfair for a company to send that man to have documents
costing $20 drawn up by another company from which they were getting the
profits. It seems to me that is very unfair.

Hon. Mr. Dux~ing: Take a specific case under the Criminal Code. Suppose
1 came to you to borrow $50 and you said to me: “Well, now, Mr. Dunning, I will
lend you the $50 but you must go and get me a chattel mortgage.” Suppose I
went to one of your lawyer friends and got the chattel mortgage quite cheaply
and I paid the proper legal fee, do you mean to contend that that man could be
convicted of the erime of usury because of that transaction?

Mr. Tucker: I forced that man to pay more than the law of Canada provided.

Hon. Mr. Dux~ixg: You did not force me to do anything. You merely told
me to bring in a chattel mortgage.

Mr. Tucker: No, no. This question of usury has always pertained to the
loaning of money. It is always understood that there must be two parties to the
business of usury, and that when somebody seeks funds, that he should not, by
the man who loans him the money, be forced directly or indirectly to expend more
than a certain amount of what he has borrowed, either in the form of security or
otherwise; so I am not concerned with Mr. Varcoe’s opinion as to whether or not
this comes under the heading of the moral question of the advisability or the dis-
ability of anyone to enforce the act. What I want to know is whether he does
not think that under the heading of the eriminal law—that we could look at it in
that way and say, no more shall be charged directly or indirectly.

Mr. Varcor: 1 was just dealing with these two points, Mr. Vien’s suggestion
that you can under the heading of interest require every person who charges a
fee to be licensed; that is the first, and then Mr. Tucker’s proposition, that the
subject matter of interest might include the power to legislate with reference to
all charges and the criminal law question. My present inclination would be to say
that I would doubt the power—

The CuAmMAN: Order, please; order.

Mr. Varcoe: —the power to legislate under the heading of criminal law to
deal with or to prohibit what are otherwise perfectly legitimate transactions. If
you are going to draw the line between what is evasive and what is genuine,
that is another problem; but my understanding of Mr. Tucker’s point is that he
would prohibit absolutely any charge for disbursements.

Mr. Tucker: Would you like to-have my question more direct? When you
say you are prohibiting legitimate transactions—

Mr. Varcor: Perhaps I should say, otherwise legitimate transactions.

Mr. Tucker: You can set up new crimes?

_ Mr. Varcoe: Oh, quite. With reference to this I think there are really two
points. Quite frankly, Mr. Edwards and I discussing this matter yesterday
decided—not realizing how far the committee had it in mind to go, or some mem-
bers of the committee—decided that we would not express any final opinion about
that; or not at this stage. That is, we would prefer to give this question a
little further consideration. Well, I should qualify that by saying that we
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d not even considered Mr. Tucker’s proposal now made, as to whether
: 53: lclzl;ulllcil (rinake it a crime for a lender to require a borrower to furnish documents
or security which would involve the borrower expending certain moneys. Frankly,
we did not think of your having in mind anything so far as that at all. e

The CrARMAN: Mr. Varcoe, Mr. Tucker has said that usury is one of the
oldest crimes, and I presume he is right; and I presume it is one of the oldest
sources of legislation, isn’t 1t? .

Mr. Varcoe: Yes. I have not studied the matter very carefully. ‘

The CuamrMan: Could not we have from your department a review or
digest of the legislation from the distant past in other countries in reference to
this matter? : :

Mr. Varcoe: Well, T suppose we could arrange to have such a thing done.

The Cuamman: It would be a great help. )

Mr. Varcoe: As to what the laws in this country are, at any rate.

The CrAmRMAN: It might be effective here.

Mr. CorpweLL: How far back do you propose to go?

The CuamrMAN: Anything that would be effective. A

Mr. LaNpERYOU: At one time they used to take their heads off for usury.

Mr. DonxNELLY: Do you know if they have any small loan companies in
the United States which operate with state licences in the same way in which
it is proposed that these companies operate here?

Mr. Varcoe: They have small loan companies. There are small loan com-
panies operating in the States, one or two of them. I could not say whether
they are under state law—

The CramrmaN: Order, please. :

Mr. Don~eLLy: Do they have companies operating under state licences
and under federal licences, the same as here? {

Hon. Mr. Dun~ing: It is entirely under state licences in the United States.

Mr. DoxneLLy: It is not under federal government control there?

Mr. Varcoe: There is no federal control at all.

Mr. DoxxEeLLY: It is entirely state controlled?

Hon. Mr. Dun~NiNG: It is entirely under state control.

Mr. MarTin: May I put this question for the purpose of clarity? I do not
think we have been able properly to appreciate Mr, Tucker’s attitude. The
important thing I think is what Mr. Varcoe said; namely, that parliament has
the right to deal with companies of that sort, and we can only speak of com-
panies, because the moment we talk of anything but small loan companies we
are first of all outside of the terms of the reference to this committee, and we
are dealing with a situation that no legislation could possibly comprehend. Now,

I talked this matter over with Mr. Walker who is the solicitor for one of the
companies that has appeared before this House and before this committee.
He has given the matter a good deal of attention from this very point of
jurisdiction, particularly having in mind general legislation; and I think, Mr.
Varcoe being here to-day, it might be very valuable if Mr. Walker might be
permitted to make a statement to which Mr. Varcoe might make a reply.
I think that would pretty well clear up the confusion which seemingly exists in
:}wtm]m(ls of the members of the committee, and I for one would like to see
18t done.
The Cuamman: You move that Mr. Walker be heard?
Mr. MARTIN: Yes.

The Cuamman: What is your pleasure, gentlemen?
[Mr. F. P. Varcoe, K.C.]
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~ Mr. Mawterte: Do you mean, right away?

~ The CuARMAN: Yes.

~ Mr. Macrerte: I have one short remark to make while we are on the
subject; that is, if I may?

~ The Cuamrman: All right.

Mr. MarLerTe: With regard to the additional charges outside of interest,
these small loan companies are empowered to loan up to $500.00. Now, in
the province of Quebee, at least, in the country from which I come, $500.00 is
still a lot of money, and it very often happens that when anyone borrows from
a friend or brother farmer $500.00, besides the 6 per cent which he is called
‘upon to pay he has to pay notaries’ fees, his registration fees, and then when
‘the mortgage is paid off he has to pay the de-registration fee; and if he wants
‘to renew he has generally to pay a bonus to the notary again. So, if we are
going to inflict a penalty upon the notaries for renewing loans I think we will
start something.

The CuamrMAN: In our province 50 cents is a lot of money.

Mr. MaLLETTE: Yes, on radio fees and the like. _
The Caamman: Well, Mr. Walker, I think it is the pleasure of the com-
- mittee to hear from you.

HaroLp WaLker, K.C., called.

! Mr. WaLker: I think that Mr. Tucker is basically in agreement with the

minister, and I would include Mr. Finlayson as well, as to what are the views
* represented by my clients. We are all agreed that it is essential to get legis-
lation that will make it possible that the borrower pays just one clear fee and
no more; no more to anybody, no more to the lender or to any other company
or lawyer or anybody else; and it is my opinion and the opinion of my very
.~ senior partner, Mr. A. W. Anglin, that it is possible to do that. I make two
suggestions: The first suggestion I make is this, that this parliament has™
unquestionably the right to authorize the charging of a rate of interest. Now,
.~ it is becoming obvious from the cases, as Mr. Varcoe has pointed out, that it
is impossible to prevent the evasion of such a privilege unless parliament goes %
| further than that, and it is therefore my suggestion that it is good ancillary \
legislation to provide that that privilege of charging x- per cent per month
interest is to be given only upon certain conditions, and that if the privilege
18 exceeded then: it is taken away and that can be surrounded by ecriminal {
. sanctions as well. Therefore, I suggest that by not defining interest but by |
' defining the cost of the loan to the borrower you can then say that if the cost /
of the loan to the borrower exceeds so much money then that privilege is taken
away and it is followed by criminal penalties and civil penalties as well. My
~ suggestion would be that once you have established that in order to prevent the
lenders from charging x plus y per cent you have got to prevent these evasions by
& tackling it from the borrower’s angle. A borrower must not be called upon to

| pay more than x per cent. If he is called upon to pay more than x per cent
\ then the lender has breached his privilege and he suffers whatever penalties
. the legislation provides. Then, I have this further suggestion to make: that
‘1t would be possible to have a sliding interest scale, that is, to start with a
- maximum rate of x per cent; then, you see, if the lender charges in the nature
- of fees which are not at law interest, then the rate of interest goes down as the
= charges go up, until the interest disappears altogether. It is not difficult to draw

. a clause, the wording of a clause, to accomplish that; and in that way, if you
' felt the first suggestion was not sound—it is my very much considered opinion
-3 that it is soun:i——you could get at it the other way by having a rate of interest
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that would never go higher than so much and would drop until it disappeared
as the charges which in law are not interest mount up. Supposing you set your
group at x per cent; then—we will call it 2.5 per cent, to keep you in a nice
frame of mind—and as you get charges which are not in law interest amounting
to a half per cent your interest cannot exceed two per cent; and so on, as the
one mounts up. Now, in my submission, either of these two plans would work
and probably you would work the licensing system to come in with them. They
are workable with a licence fee. Of course, you would have to have in addition
a general prohibition that would work in the same manner.

Hon. Mr. Dux~NiNG: Are you of the opinion that in that manner definite
national control could be assured? What I mean by that question is this:
would it still be possible under the legislation of some of the provinces for
somebody to charge more than what would be contemplated by the federal
legislation? _

Mr. WaLker: If it is conceivable that the lender could work a scheme
whereby there was no interest charged at all, then the scheme might be
defeated. Personally, I do not believe—

Hon. Mr. Duxninag: It is being done now, Mr. Walker.
Mr. WaLker: I do not think it has been done and tested by the courts.
Hon. Mr. DunNinG: No. .
Mr. WaLker: I think when these schemes have come to the courts it has
always been decided that some portion of that charge was at law interest. -
But there is no doubt on this scheme. To the extent that any part of it was &
interest then the whole scheme would work. It is only when you can conceive
of some scheme in which there is no interest at all that it does not work.
Mr. LanpeEryou: Supposing the provinces saw fit to pass legislation |
limiting the charges that can be made below that which would be contained
in the charter of these companies, what would the result of such action be? :
g Ml;. Tucker: I think the provincial law would hold, wouldn’t it Mr. °
arcoe’
Mr. Varcoe: Yes, I should think so.
- Mr. Tucker: If we define them as interest their law would be ultra |
vires; therefore, I think we should define these things as interest and take
1s right out of the jurisdiction of the provinces altogether.

Mr. Varcoe: Might I ask Mr. Walker a question?
The Caamrman: Certainly.

Mr. Varcor: Mr. Walker, with reference to the first of the two plans you
mentioned, do you make any distinction between those charges which the
company makes against the borrower and those expenses which the lender
puts the borrower to; that is to say, the lender says to the borrower you must
provide me with a chattel mortgage and there are certain expenses in con-
nection with that which you will have to bear. Do you make any distinction
between that and charges made directly by the borrower against the lender?

Mr. Warker: I meet that problem from the other end. I do not attempt |
to define interest; I mean, something that is not interest in law; because
I think that would be eventually proved unsound. So, I define the cost of
the loan, and I make that definition to be just as wide as language can be |
made, to include everything that the borrower pays, no matter to whom he
pays it or for what he pays it. It includes every conceivable type of disburse-
ment, even registration fees, even perfectly legitimate legal fees. I make that |
cost of the loan to the borrower include everything that you can possibly think
of; and then say that this privilege that you are going to give a selected group |
of people, this privilege of charging interest, shall only be given in exchange W

[Mr. Harold Walker, K.C.] :
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~for a prohibition against allowing, if I may put it that way, the borrower to
~ be required to pay, by anybody, more than X per cent.
| Mr. VarcoE: You are adopting not Mr. Tucker’s view but Mr. Vien’s
scheme. I see that.
1 Mr. Vien: I was discussing the scheme that is contained in the private
bills presented before the committee. -
Mr. Varcoe: I have not seen those bills.
A Mr. Vien: Those private bills put the rate at 24 per cent, all inclusive,
inclusive of disbursements, interest and service charges. I was talking in terms
‘of the suggestion made by the companies in their private bills.
Mr. Varcoe: Mr. Walker is now discussing the matter on the basis of
what is a practical licensing system.
Mr. WaLker: It is obviously easier in the private bill than it is in the
. general bill, because we can boldly do it and we do not need to worry.
Hon. Mr. Dun~iNGg: I think you can take it for granted that this com-
. mittee would not be in existence if the question before it was merely the
determining of terms on which the dominion would license this business.
Unless the work of the committee is wider than that, we all recognize it is
futile. That is, the mere surrendering of a dominion charter as a penalty or
the forfeiture of a dominion licence is just futile in connection with the
control of this business. We must look at it from a national point of view.
Mr. WaLKER: It is my submission that this scheme would work in both
- ways. It would work as a prohibition against everybody. One clause would
- take the place of the Dominion Money Lenders’ Act, and would make a very
much more effective prohibition than has ever been on the statute books to date;
and the other half of the scheme would be the penalty end of it. There would
- have to be the two sections. There ought to be a prohibition and there ought to
be a penalty; and I say that it is possible to design a prohibition, at least on the
sliding scale scheme, that will be effective.
Hon. Mr. Dun~NiNG: As against any provincial legislation?
Mr. WaLkER: Against any provincial legislation.
Mr. Laxperyou: Does the plan which Mr. Walker has suggested not depend
upon our definition of credit?
Mr. WaLkEer: No.
Mr. Lanperyou: Or our definition of interest.
Mr. WarLker: No.

Mr. Lanperyou: Why not? That is a point I would like to have cleared
up.
~ Mr. Vien: Mr. Varcoe could, I think, agree to state this, that no provincial
legislation could defeat the purpose of the law of parliament, if it dealt with
money lenders who charged a rate of interest. For instance, could not a law
by this parliament be enacted which would compel all money lenders lending
money _for a rate of interest or remuneration to take out a licence? Let us
start with this. Would it be within the powers of the dominion to pass a law
- compelling all money lenders in Canada lending money and charging a rate of
interest to take a licence? I suggest that in my opinion—my humble opinion,
subject to correction—we can, for the reason that it is a proper way of controlling
the rate of interest. Under the British North America Act we have the powers
to legislate on interest. Therefore if we have the powers to legislate on interest,
- we have the powers to regulate the charging of interest by money lenders who
~ lend money at a rate of interest or other remuneration. Therefore my first
question is: Would it not be possible to enact legislation compelling anybody
engaged in the business to take out a licence from this dominion? 3 1
529018—2



32 ! . STANDING COMMITTEE e

Mr. KiNLey: Mr. Chairman, before proceeding with that, I want to make a
remark. That is a dangerous thing. There are many people in this country
who borrow money from one another at five and six per cent. :

Mr. Vien: I am not suggesting that we should do it. I am simply asking
whether we have power to do it. ; g

Mr. Kinvey: If we can do it, we should not do it, even if we have power.
The point is that the rate of interest fixed by us in our control, would be after-
wards regarded by the public as the proper interest to be charged; and we should
get away from any control of that kind unless it is absolutely necessary.

Mr. Bager: Mr. Chairman, Mr. Parkinson is here—

The CuarmaN: Let Mr. Varcoe answer the question first.

Mr. Varcok: I would be inelined to agree with Col. Vien in the proposition
he has put. But I see one possible difficulty from the constitutional point of
view, and that is as to whether you can stipulate as to the amount of contracts
that this licensee can enter into, subject to the penalty of having his licence can-
celled. In other words, I am not quite satisfied that we could provide, first, that
every person must take out a licence; and secondly, that the superintendent can
gan&:el that licence on conduet which is ordinarily falling within the provincial

eld.

Mr. Vien: But your power under the British North America Aet to regulate
interest is not restricted by the form of the contract.

Mr. Varcoe: No, sir.

Mr. Vien: The form of contract is absolutely ineffective to curb or to
restrict the powers of the dominion to fix the rate of interest or to legislate as
regards interest.

Mr. Baker: Mr. Chairman, Mr. Parkinson is here. He is representing
the Campbell Auto Finance Corporation, which is a provineial concern. He
would like to express the provineial view.

The CHAIRMAN: Just a minute, please.

Mr. Varcor:  There is another practical question which I think should be
mentioned in connection with Col. Vien’s proposal, and that is if you prohibit
the transaction, approach the thing in that way, either by criminal law or by
civil law, that is much more effective than the licensing system; because how
in the world is the superintendent of insurance going to know what is going
on all the time? The other method, by prohibition rather than invalidating the
transaction, it seems to me is much more effective because no company is going
to lend money upon such a contract if the borrower can say, “Well, that was
an illegal transaction; I am not going to repay it.” s

Mr. Tucker: Mr. Chairman, I must leave now, and I am just wondering
z}bout a few things. Mr. Varcoe says he has not considered these questions.
Some of these ideas of ours were probably so unusual that he had not thought
It necessary to consider them; some of them probably he did not feel that. way
ab_out. But he has not considered them, anyway. I was just wondering about
this: He obviously has to have time to consider these ideas that have been
brought up, to disecuss them and to consider the law in regard to them. He
cannot give opinions offhand. I am just wondering if it would not be a good
idea to ask him to consider the items that have been brought up this morning,
the questions that have been asked and any further questions that may be
asked on the question of jurisdiction, in order that he may be more ready the

next time he comes before us to deal with these questions that have been
brought up.

: Mr. Baker: Mr. Chairman, I move we hear Mr. Parkinson. Mr. Parkin-
son wishes to present the provincial viewpoint. |
[Mr. Harold Walker, K.C.]
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“The CuarrMan: Is Mr. Parkinson speaking on the matter of jurisdiction?
Mr. Baker: Right on the point we have before us.

Mr. Vien: On the question of jurisdiction, I am trying to follow up the
objections which the minister has just pointed out. Could any provincial
~ legislation defeat the purpose of any legislation that we could enact? I agree
~ with Mr. Kinley and with Mr. Varcoe that the question of licensing may present
serious difficulties. I am not addressing myself to the advisability, for the
time being, of imposing a licence; but only with respect to our powers. I
would be inclined to agree that the difficulties that have been pointed out are
serious. But if we enacted legislation to the effect that service charges are
part of the interest or are to be considered as such, and fixed a maximum that
could not be exceeded and such maximum could be all-inclusive, then if we
put on penalties by way of amendment to the Criminal Code or penalties by
way of fines, no provincial legislation could defeat that purpose, could it?

Mr. Varcoe: Not if our legislation is good. That is certain.

Mr. KinLey: Mr. Chairman, I think we should be definite on one thing
and we should hold ourselves to that, and that is that we are dealing only
with organized money lenders. I do not think we should invade on the man
who carries on a business on his own responsibility and who is not protected
by some form of company legislation. I realize that this form of money lend-
ing is in a class by itself. They are different from the banks. The banks have
privileges that they do not have. The banks have the cream of the trade, in
the first place; in the second place, they have the privilege of issuing currency,
and they have check credits and they charge for this money. They hire your
money for 13 per cent, I believe, and they have the privilege of borrowing other
people’s money and hiring it out. These people are in a different position.
They put up the money and they loan it. They are just the same as the
business man who puts his goods on the shelf. Their goods is their money.
As a business man, I am bound, no matter what I think of interest rates, to
judge them on the same basis as I judge my own or any other business.

Hon. Mr. DunnNiNG: But there is a federal law controlling what they
may charge.

Mr. KinLey: 1 know there is.
Hon. Mr. Dux~ing: The Money Lenders Act.

Mr. KiNLey: I know there is. But I think that the question before us
now is whether they are not charging too much or whether the law should not
be such that they shall charge less. I want to say that the possibility is to
say that they are charging too much and that nobody should charge that
much for money in this country. Well, I think we should look at it in the
light of the facts; that is, that they have money to sell. They must ereate
an organization the same as a business man, to sell that money, and on other
businesses in this country it runs from twenty-five to fifty per cent on the
overhead. I think you would find the dry goods business runs up to fifty
per cent on the overhead. Very few businesses in this country would run at
less than twenty-five per cent on their overhead. These people must create
an organization and they must sell their money in the market the same as a
man must sell his goods. You might say, “ Oh well, if you sell a man a can
of beans, you give him the beans and he pays for them. These people give
you money and when they want it back they charge you interest.” It seems
to me it is a different aspect of the situation from that of the bank, when you
consider the little man who goes to his neighbour who®s not an institution.
The neighbour says, “ Give me your note, and I will lend you $100.” Then
he asks, “ How much interest do you want?” Well, if he is a friend, he may
do it for four or five or six per cent. We do not want to invade on that. It
52918—23
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seems to me that we should look on this situation on its merits as organized
money lending, which comes to us from other countries, which must be sound
because it is carried on in other countries, and for which there must be a field
because of the amount of business they do and which, if uncontrolled, is
infinitely worse than if you control it. The best thing we can do is to control
what might become an evil if we do not control it at all. It is like the sale
of liquor. People are against it. Everybody wants to be temperate but they
realize it is an evil that must be controlled, and therefore you have govern-
ment sale. It seems to me that the same thing applies to this situation and
we should control it in an intelligent and fair manner, especially in this Bank-
ing and Commerce committee, and not try to control it with the idea that -
something would be popular, by saying that because the interest rate is so
much, that is something that should not be allowed in this country.

The CramrMAN: Mr. Parkinson, do you wish to speak on jurisdiction?
Mr. Baker: Jurisdiction provincially.

Mr. H. F. PARKINSON: Mr. Chairman, I come before the committee with
considerable trepidation, and if anything I may say may appear to be possibly
slightly in conflict with anything which my old classmate Mr. Varcoe has said
I will be sorry. But I do represent a group—I am here today representing
one corporation, but I have been in consultation from time to time with a group
of provincial corporations lending money. Now this committee will have
observed that a company organized for the purpose of lending money, with a
federal charter, is under the direct control of federal legislation. The 1934
legislation provided that if any company, presumably a federal company, des-
pite regulations laid down, loaned any money for a total return in excess of
24 per cent a month, it then could be controlled by cancellation of their charter.
But I submit to the committee that such a power does not exist with respect
to either provincial corporations carrying on business or that type of ecompany
which carries on business largely in the provinces, namely registered part-
nerships. That, of course, brings us to a consideration of what legislative
jurisdiction parliament has to regulate as to total cost of the loan. I was
very interested in what Mr. Tucker was saying because his mind was directed
to the total cost of the loan to the borrower as distinguished from what interest
might be. :

The companies which T have been in contact with are anxious for legislation.
They realize that in the province there are possibly two types of money lenders
carrying on business. There is the one type of company which is anxious to
render service; that is, they are anxious to carry on the business of money
lending at a cost which is fair to the borrower and at the same time yields a
fair return to the lender, considering the risks involved, the cost of doing business
and all those incidental items. As I say, that type of company wants regu-
lation. There is the other type of company or money lender, commonly called
sharks. That is the type of money lender who pays no attention to what is
proper or right or regulations or anything else. They are going to make loans
and they are going to make all the traffie will bear. I venture to submit to
this committee that that type of lender does not want regulation at all. Now,
we should, it seems to me, keep in mind the fact that in the States where these
standard money lending statutes have been passed, the jurisdiction rests
wholly within the state; and secondly, that the states are enabled to enact in
their statutes a definition of interest and they have legislative jurisdiction
to say that interest in this Act shall include every type of charge—even, if
necessary, a charge”paid out for legitimate conveyancing and registration
expenses. But what is troubling the people with whom I am in contact is that
effective and legal regulation may not be accomplished unless it is gone at in
a very similar way; and the point which I would like to address the committee

[Mr. H. Fred Parkinson, K.C.]
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- learned counsel and with every deference in the world. It strikes me that the

dominion body being limited to the simple word “interest” might be trans-
gressing on provincial authority when they legislate that other charges exacted
by virtue of local contract in the province between two free and educated indi-
viduals shall be deemed to be interest; that is really what is troubling the
people for whom I am speaking.

Sir, they are not coming here opposing the idea that the business should
be regulated. These companies are coming here urging on the committee that

~ they desire that the business should be regulated for the benefit of everybody

concerned. I am not going to address the committee on the question of whether
or not the English system is desirable, which provides that a rate charged over
4 per cent per month is deemed to be unconscionable and under that rate the
onus is on the borrower to show that such rate is unconscionable. Over 4 per
cent per month the onus rests on the lender to show that the rate is not conscion-
able. Under 4 per cent per month the onus is on the borrower to show that the
rate was conscionable. Nor am I assuming to address the committee on the
question of whether the New York State law, recommended as the most
advanced at the moment, is’ the proper law for this country. But I do desire
to suggest to the committee that constitutionally this committee might be
exceeding its power—and I am suggesting this with the greatest deference—
by suggesting legislation that that type of contract which individuals are
certainly entitled to enter into shall be deemed to be interest regardless of what
the true facts are. If I may illustrate my point, I should like to say that the
true definition of interest, as distinguished from any statutory or legislative
definition, is the return or recompense which one party has to pay to another
party for the retention of money. Now, under the civil law, I submit that a
man and another man may agree that the rate of interest upon a loan shall
be 7 per cent; and that that is a matter of contract; also that that is a
matter of a purely local and private nature within the provinces. It is estab-
lished, I submit, by a judgment of the Privy Council, in the case of London
Western vs. Meagher that the parties can agree on a collateral advantage.
So that the borrower says to the lender; “ I would like to borrow. $500 from
you; for the sake of my credit I do not want the note bearing a high rate of
interest, such as 7 per cent, so therefore we will make a valid and binding
agreement between us that the rate shall only bear 7 per cent.” The borrower
says, “ I desire it s0.” The lender says, “I cannot be bothered with the busi-
ness of overhead, and so on, but if you will give me some collateral advantage,
I will make the loan.” The collateral advantage may take almost any form.
It may take the form of money. And my submission is that where parliament
steps in and attempts to say that by virtue of an ancillary power, I mean, power
to go beyond legislation directly affecting interest, and legislate on local
matters as ancillary, but interest, that may be going beyond their jurisdiction.

Mr. Vien: Would you not say it is disguised interest, in the case you
have urged as an example? Would you not say that such an agreement would
be disguised interest?

Mr. Parkinson: Under certain circumstances, certainly; if it was purely
a disguising of a money consideration for interest.

Mr. Viex: According to the terms of the British North America Act,
would you say that parliament would not have the right to legislate on such
disguised interest?

Mr. Parkinson: If it was disguised interest and the courts have so found,
Mr. Vien, I would certainly agree with you. But I am pointing out that in
some of these transactions there.are collateral advantages which are not really
interest. The point Mr. Tucker was discussing was where a lender says to a
borrower, “ You go to a solicitor and pay him his fee for preparing a chattel
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mortgage and bring it to me and I will make you the loan.” I submit that
is not disguised interest and could not possibly be classified as such. s

Mr. Viex: But it is recompense with respect to the lending of an amount
of money. _

Mr. Parkinson: Yes, it is.

Hon. Mr. Dux~ing: I suppose you two lawyers would agree there is
only one real way to find out.

Mr. MacDo~xaLp: What was the case you cited, Mr. Parkinson? .

Mr. Parkinson: London, Western vs Meagher. It cited the Privy
Council case which says there is nothing in this law which prevents a mort-
gagee coincident with the making of the mortgage to stipulate for a collateral
advantage. I can give you the citation.

Mr. Martin: That is hardly helpful in this matter.

Mr. Parkinson: No, it is not. The only point I want to make is that
these money lenders in the provinces who are trying to carry on a legitimate
business at a fair cost desire regulation. They desire regulation. But they
hope that the regulation, when it comes, will be legal and effective so that the
business will be benefited.

Hon. Mr. Dux~inag: You see what our object is. Our object is national
and effective regulation. You say your clients want that?

Mr. Parkinson:  Yes, that is true.

Hon. Mr. Dux~ing: Can you suggest to us any way in which the parlia-
ment of Canada can, for the whole nation, and effectively, regulate the whole
cost of money to the borrower. That is the essence of our problem.

Mr. ParkinsoN: I would have to answer your question with very great

trepidation.
Hon. Mr. Du~xnNing: That is what we are looking for,
Mr. Viex: Then trepidate and let us have it.

Mr. ParkixsoN: I am of opinion that there must be co-operation between
the federal authority and the provineial authorities to bring about effective
regulations.

~ Hon. Mr. Dun~iNa:  There must be legislation in both spheres, in your
opinion,

Mr. Parxinson: Interlocking legislation. It. would be very simple if
the provinces would co-operate because the federal authority could legislate as
to the maximum rate of interest.

. Hon. Mr. Dux~ing: T suppose there is no use me asking you how we are
going to get all of them to agree.

Mr. CLeaver:  Mr. Parkinson, have you seriously considered Mr. Walker’s
suggestion which I take to be that the parliament of Canada has the right to
enact legislation, that the right to impose any interest rate in excess of 1 per.
cent might be withdrawn from a lender who permits his borrower to pay
charges in excess of a certain percentage of the loan?

Mr. Parxinson: The answer at the moment is that these provineial com-
panies are not under federal jurisdiction. The ‘company which Mr. Walker
represents and others are federal companies. A

Mr. Creaver:  Forget about that and turn to the gemeral question. I
take it the question is this: that having the right to legislate in regard to
interest rafg?s. this parliament would have the right to say to a money lending
company, “you shall not charge any interest rate in excess of 1 per cent, if

you permit your borrowers to pay charges and all that kind of thing in excess
of a certain amount.”

[Mr. H. Fred Parkinson, KO

bt




BANKING AND COMMERCE 37

Mr. Parginson: With every deference to what Mr. Walker has said,
does it not strike you that as soon as parliament says—that is a collateral con-
tract you are talking about—you shall not lend money in excess of 1 per cent,
if you do something else, then that something else is a civil contract which
is solely within the jurisdiction of the province.

Mr. Vien: It is being done in many pieces of legislation. Take, for
~ instance, the Bankruptey Act. The British North America Act gives parliament
- the right to legislate on bankruptcy, and we assumed the duty of determining
the ranks of ereditors under the Bankruptey Act, which was purely a matter
_ of civil right, and the Privy Council held that it was an ancillary power to
the powers of the dominion in legislating over bankruptcy. Would you say
it would be an ancillary power to the powers of parliament in legislating on
interest to legislate also on such civil contracts so intimately linked up with
interest that they really form part of it directly or indirectly?

The CuairmaN: May I make a suggestion? Will you allow Mr. Cleaver
to get through his examination first, and then we may have interruptions.

Mr. Creaver: Mr. Parkinson, if you have not considered the question,
I am not pressing for an answer to-day; but I was simply asking you the ques-
tion as to whether, in view of the fact that the dominion parliament has juris-
diction as to interest rates, in order to effectively carry out our power with
respect to interest rates, we might have the right to say to a company, “you
shall not have the privilege of charging an interest rate in excess of 1 per cent.
if you permit your borrower to be muleted in these other charges?”

Mr. ParginsonN: I would like to have time to answer that question, Mr.
Cleaver. Just offhand it strikes me it is a case of legislating on interest and
overstepping away beyond interest and interfering with the right of contracts -
within the province. Answering Mr. Vien, I point out that the right to inter-
fere with property and civil rights in the provinces was an absolute essential
part of the bankruptey legislation. The parliament could not possibly legis-
late with respect to bankruptey legislation without interfering with property
and civil rights.

Mr. Creaver: Is that not equally true in regard to interest?

Mr. Parkinson: I would like to consider before answering further on
that point. The point is that I came to express an opinion to the committee
that this class of moneylender in the province is desirious of regulation if it
can be accomplished legally and enforcibly. If it is within the jurisdiction
of the dominion, and the dominion does take the obligation of enacting such
legislation, the company for whom I am speaking will naturally be pleased.

Hon: Mr. Dun~NinG: You cannot advise us with certainty how we can do it?

Mr. MartiN: I do not want to take your unawares, Mr. Parkinson, but
you have stated that your considered opinion was that Mr. Varcoe’s exposi-
tion of the law was, with great respect, as you put it, wrong. I put this
qqestion to you having in mind a number of circumstances; that this com-
mittee is charged with the responsibility, not of considering the question of
loans in all its aspects, but simply the question of the small loan companies—
a specific and well-defined kind of business. Having in mind that your business
does not really come within the terms of our reference, let me ask you this
question, also having in mind, as Mr. Cleaver put it, that the federal govern-
ment has exclusive powers with respect to interest; what is to prevent the
parliament of Canada from enacting such legislation? Surely that is a ques-
tion which you being a lawyer can answer. Surely the parliament of Canada
has the right to say that no company engaged in the small loan business—
assuming that we define that accurately in any proposed legislation—shall
impose upon the borrower a rate greater than that determined by parliament,
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and that that would include companies not now federally incorporated as well |
as companies with provincial charters and units that have neither a provinei
nor a federal charter. )

Mr. ParkinNsoN: My answer to that, Mr. Martin, is this—and I give it
with a great deal of nervousness for although I have been thinking about tl}is ;
matter for many years I realize other lawyers have diametrically opposite
views—my opinion has always been that where the lender actually stipulates
for a collateral advantage—may I give an example of that?

Mr. MarTiN: You are getting out of it. I am just putting a simple
question to you. Suppose, as Mr. Coldwell has stated, a full disclosure of
what the borrower shall pay is given, and parliament having these circum-
stances before it says: you shall not impose upon a borrower a rate of interest
beyond the definite amount set by parliament.

Mr. Parginson: Yes. And that rate of interest shall include all fees
and charges.

Mr. MartTin: I did not say anything about that.

Mr. ParxinsoN: You see, Mr. Martin, my suggestion to the committee
is this, that the stipulation for a collateral advantage coincident with the
making of the loan has been recognized as something outside of interest. I
am stating that with the greatest deference, of course, to the committee. I
believe if parliament stated interest shall include all collateral advantages that
might in any way be stipulated for by the lender at the time of making the
loan, that section of the act might be ultra vires.

Mr. Marmin: My question is not that. Parliament will say nothing
about collateral security. Parliament will simply say: You shall not charge
over a certain amount by way of interest. The act will say nothing else.
Assuming that, what would you say? - :

Mr. ParkinsoN: I do not see that that would in any way, shape or form
regulate the service charges which might be coincident with the making of the
loan, for this reason: the lender says, I will lend you $300 at seven per cent
per annum and coincident with the making of that loan I stipulate for a
collateral advantage.

The CramrmaN: Gentlemen, we are approaching 1 o’clock. Mr. Parkin-
son, we are very much interested in what you have to say and we should like
to know if you will be available at another session of the committee?

Mr. Varcoe: I have just one question I should like to ask Mr. Parkinson.
You stated to Col. Vien in reply to a question of his that these collateral
charges might or might not be interest, that they might be disguised interest
or a purely independent charge, an honest charge. You will admit, I suppose,
that it is difficult to say in any case what such a charge would be. I am
thinking of the cases. You know, a great many cases have gone to the courts
of this country in which the dispute has been as to whether collateral charge
was or was not disguised interest.

Mr. ParrinsoN: Yes.

Mr. Varcor: And you know that in every case that has gone to the
courts, the courts have held it was disguised interest.

_ Mr. Parrinson: Unless, Mr. Varcoe, there were charges not expressly
stipulated to the borrower.

Mr. Varcoe: Never mind about the stipulation. The courts have held
over and over again you cannot call a thing commission when it is really
interest, or bonus when it is really interest, and get away with it. That has
been the result of all the cases. The courts have held that these charges are

interest. If that is the case, if it is difficult to distinguish between what is a
[Mr. H. Fred Parkinson, K.C.] ‘
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legitimate service charge and what is disguised interest charge, would you or

‘would you not say that it is reasonably necessary for parliament to deal with -

‘the whole subject and say that it should be all treated as interest? Would

not it be reasonably necessary in order to maintain your stipulated rate of

twelve and a half per cent, or whatever it is? That is the whole case.

: Mr. ParginsoN: Just so long, Mr. Varcoe, as the collateral advantage is

~ actually acceded to, you see.

- Mr. Varcoe: No, don’t get away from that.

Mr. PARrINSON: As long as it is interest disguised, certainly parliament

has jurisdiction.

Mr. Varcoe: Now, you are speaking of two things and they are difficult

 to separate. Would it not be reasonable for parliament to say we are going

~ to ignore the distinetion and prohibit all things; if we do not do that our regu-

lation of the interest rate is a mere futility? That is the case for the ancillary

powers.

Mr. CopweLL: I was going to ask what company this gentleman rep-

- resents. I understood he was representing some automobile loan companies.
If that is so, do these automobile loan companies come under this reference?

b Mr. ParkinsoN: There are two types of loan companies. There are two

types of automobile companies. There is first of all the original finance com-

- pany which finances the car when it is first sold, and then there is what is

. called in slang language the refinance company. This company refinances

- automobiles by means of individual chattel mortgages. That is done at the

time the purchaser finds himself either unable to meet his first payments or

- desires to raise money for some other purpose.

Hon. Mr. DunnNinGg: The latter is a class of small loan company.

Mr. PARKINSON: Yes. j

Mr. Finvayson: That is the one you represent.

Mr. ParxinsoN: All of them. Mr. Chairman, it will be plain on the

- record I have come in a spirit of co-operation, and the companies for whom

I speak desire to say that if it is the desire that they be regulated, they hope

- it will be effective regulation.

The CeAIRMAN: Thank you. We are very glad to have you.

1 Mr. FinraysonN: For the information of this steering committee, may I
say I had a request from a gentleman in Toronto named Mr. Lewis Samuels,

barrister, 465 Bay Street, Toronto, who desires to appear before the

committee.

Mr. Baker: Whom does he represent?

Mr. FinzaysonN: Two small loan companies, the Economy Finance Com-
. pany and the Victoria Finance Company of Toronto.

The Committee adjourned at 1 p.m.
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“the following as a

REPORT TO THE HOUSE

Turspay, March 1, 1938.

The Standing Committee on Banking and Commerce begs leave to prese "

SecoNp REPORT
Your Committee recommends:

1. That the quorum of the committee be reduced from 15 members to 10. i
2. That the committee be given leave to sit while the House is sitting.

All of which is réslpectfully submitted,

W. H. MOORE, 1
Chairman. E




MINUTES OF PROCEEDINGS

TurspAy, March 1, 1938.

The Standing Committee on Banking and Commerce met at 11 am., the

'Chairman, Mr. Moore, presiding.

’ Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, Coldwell,
‘Donnelly, Jaques, Kinley, Kirk, Macdonald (Brantford-City), Mackenzie (Van-
couver-Centre), McGeer, McPhee, Martin, Moore, Quelch, Ross (Middlesex
East), Thorson, Tucker, Vien, Ward, Woodsworth.

In attendance, Mr. G. D. Finlayson, Superintendent of Insurance; Mr. F. P.
Varcoe, K.C., Counsel, Department of Justice; Mr. Howard Walker, K.C., Coun-
sel for the Central Finance Corporation; and Mr, Fred Parkinson, K.C., represent-
" ing a group of provineially incorporated Finance Companies.

On motion of Mr. Cleaver,
1 Resolved,—That the Committee request permission to reduce its quorum from
15 to 10.

Mr. F. P. Varcoe, K.C., was recalled and further examined.
Witness retired.

Mr. H. Fred Parkinson, K.C., was recalled and examined.

Witness retired.

Mr. Harold Walker, K.C., was recalled. He read a statement, submitted a
. draft bill, and read an opinion given by Mr. A. W. Anglin, K.C., on the said draft

~ bill.

On motion of Mr. Vien,

. Resolved;—That the draft bill entitled “An Aect respecting Interest on Small
» Loans” submitted by Mr. Walker be printed into the record. (See Appendiz.)

The Chairman submitted a letter received from Messrs. Marler and Marler,

® Montreal. It was agreed to have this letter incorporated in the Minutes of
~ Evidence.

The Chairman read a telegram from Professor A. B. MacDonald, of St.

(+ Francis Xavier University, Antigonish, N.S., agking if it would be convenient to

(% appear before the Committee at a later date than March 8.

The Committee agreed that it would be preferable to hear Professor Mac-
Donald on March 8, if it could be arranged.

On motion of Mr. Vien,

: Resolved,—That the Committee request permission to sit while the House is
| sitting.
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At this stage of the proceedings, the Chairman announced that Mr. Rolf
Nugent, of the Russell Sage Foundation, New York City, had been unable to
accept the Committee’s invitation to appear before the Committee, but that Mr,

Leon Henderson, an associate of Mr. Nugent, had just arrived and would be at the
disposal of the Committee at its next meeting.

At 1 o’clock the Committee adjourned until to-morrow, Wednesday, March
2, at 11 am.

R. ARSENAULT,
Clerk of the Commiattee.




MINUTES OF EVIDENCE

House or Commons, Room 429,
MarcH 1, 1938.

‘ The Standing Committee on Banking and Commerce met at 11 a.m., Mr.
W. H. Moore, presided.

The CuamrMmaN: Order, gentlemen. To-day we are going to hear from Mr.
- Varcoe, Mr. Parkinson and Mr. Walker, on jurisdiction. I would suggest that
we allow each of the experts to complete his statement, and then ask such
questions as may arise out of the statements. I will call on Mr. Varcoe,
Mr. CrLeaver: Before you proceed with the business of the committee,

- Mr. Chairman, may I re-introduce my motion in regard to the quorum. I would

again move that we ask leave to reduce the quorum of the committee to ten.
: The CuHAmRMAN: Have you a seconder?
Mr. MarTin: I second that.
The CuamrrmaN: Mr. Martin seconds it. What is your pleasure, gentlemen?
(Carried.)
The Cuairman: Mr. Varcoe, please.

.

Mr. F. P. Varcog, K.C., recalled.

‘ The Wirngss: Mr. Chairman, since the discussion on Thursday last on the
- question of jurisdiction, I have had an opportunity of discussing the matter
1 with Mr. Finlayson and with the Deputy Minister of Justice, and we reached
| two conclusions: first, that a project for the regulation of these money lenders
1 which would go anyways short of a complete control would probably be inade-
~ quate and almost useless perhaps; and, secondly, Mr. Edwards and I finally
concluded to advise the committee as to the powers in a form which I have
- reduced to writing, in the interests of precision. This statement which I pro-
pose to read to the committee contains, first of all, a short statement of the
project, anything short of which we think would not be much good; then a
~  further statement as to the arguments which may be made in favour of this
project from a constitutional point of view; and finally an opinion as to its
constitutional validity. First, as to a description of the project—and, of course,
I am not attempting to reduce this to legal length; it is just a bare outline of
_ wh?tnwe think would be necessary if anything were to be done. We submit
~ as follows:

No sum in excess of X per cent of the principal sum loaned shall be
exacted from the borrower as:

1. Interest, that is to say compensation for the use of money and
for the risk of its total or partial loss; and

2. Service charges, whether genuine or interest disguised as such; and

3. Disbursements, real or fictitious;
and any sum exacted in excess of such per cent shall be deemed oppressive
and usurious, exposing the lender to criminal proceedings and invalidating
the contract.

Furthermore, if the lender requires the borrower to make any
expenditure—that is, imposes an obligation on the borrower to obtain
a chattel mortgage, let us say, or make any expenditure to a third person

41



42

[Mr. F. P. Varcoe, K.C.]

STANDING COMMITTEE

__in connection with the loan as a result of which the cost of the loan

exceeds the aforesaid X per cent, the lender shall likewise be guilty of

an offence and the contract invalidated.

Dealing with the items of charge mentioned in paragraphs 1, 2 and
3, viz., interest, charges and disbursements of the lender, the projected

provisions are justifiable constitutionally, first, as being legislation in
relation to interest, or as being indispensably or reasonably ancillary to
interest legislation. :

The differentiation between true interest charges and service charges
is so difficult (they are in many cases probably indistinguishable) and”
the possibility of disguising interest as other charges is so great that it
becomes indispensably or reasonably necessary to regulate or fix these
charges in order to make good the interest restriction and there appears
to be no reason why the ancillary doctrine may not be relied on not-
withstanding that the restriction of the rate of interest and the ancillary
restriction of the service charges are contained in one and the same
restrictive regulation.

Further, the principal ingredient in the gross sum charged the
borrower is interest and if parliament fixes a maximum gross charge,
it must be presumed that if the sum is exceeded an excessive interest
charge is being made; therefore, the fixing of a gross maximum charge
constitutes a limitation of the rate of interest.

The imposition of a gross maximum charge would have this effect,
that in each case the interest ingredient therein would be fixed by refer-
ence to the other ingredients. It is arguable that by this means there
would be a fixing of the interest charged in each case. i

Then again, it is to be borne in mind that interest is not only com-
pensation for the use of money but also compensation for accepting the
risk of loss. The service charges, for example chattel mortgage expenses,
are, theoretically at any rate, made to protect the lender against loss.
Parliament, therefore, in restricting certain of the charges which the lender
can make against the borrower is limiting the compensation for aceepting
the risk of loss and so is legislating in relation to interest or at the worst
is enacting legislation necessarily aneillary to interest legislation.

_ It is noteworthy in this connection that, in England, parliament, when
legislating respecting loan societies and money lenders, found it necessary
to prohibit the making of charges for expenses (Money Lenders Act,
1927, . 12, and Loan Societies Act, 1840, s. 23), and in the Money Lenders
Act of 1900, excessive interest’ charges and excessive expenses were treated
as equivalent grounds for setting the contract aside. :

Secondly, the projected legislation already referred to may be justified
as being in relation to eriminal law. The charging of an amount in excess
of a maximum gross might be regarded as oppressive and usurious.

Thirdly, there is the power to regulate trade and commerce. The
lending by money lenders of money at interest is a business which falls in
the dominion field of regulation. The combined effect of the assignment
of the subject of the regulation of trade and commerce and the assignment
of the subject of interest to parliament would seem to enable parliament to
deal with all the activities of money lenders.

This analysis leaves to be considered expenditures made by the bor-
rower on the demand or requisition of the lender, e.g., legal fees for chattel
mortgages, etc. If the lender imposes an obligation or requirements on the
borrower to make an expenditure which raises the cost of the loan to a
pomt 1n excess of the maximum gross fixed, the result, it would seem, is

-
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- diture and claims to be reimbursed. After full consideration, it would

- appear that, for the reasons mentioned in connection with direct charges
by the lender, parliament has the power to fix the maximum gross cost of
the loan including expenditure by the borrower on demand of the lender.

that the money lenders might be required by parliament to be licensed.

The CuARMAN: Is there any discussion? If not, is it the pleasure of the
 committee that I should call upon Mr. Parkinson?

] Mr. MartiN: Mr. Chairman, do you not think it would be more complete, as
Mr. Parkinson perhaps is going to sort of clean-up, if we had a statement from
Mr. Walker covering the general proposition?

~ The CuamrMAN: I do not know whether Mr. Parkinson intends to clean-up.
I will call on Mr. Parkinson.

Mr. Tucker: Before Mr. Parkinson proceeds, I would like to express the
appreciation of the committee for the clear statement which has just been
| presented by Mr. Varcoe. I think it shows very great care and was very nice in
il manner of presentation. :

H. Frep Parkinson, K.C,, recalled.
The Wirness: Mr. Chairman and gentlemen of the committee, at the first

§ possibly parliament has not jurisdiction to enact what I like to think of as an
- all-inclusive charge in connection with small money matters—and when T use
(" the expression “ all-inclusive charge” T mean by that every item of expense to
[~ which the borrower is put, whether in the nature of service charge, investigation
| or anything of that nature, shall be included in the all-inclusive charge—and
that such legislation is necessary to accomplish anything like satisfactory regula-
tion of the small loan business.
I would also like to say, before beginning with my statement, that the three
or four companies which I represent are here in a friendly spirit and they have
' sent me in that manner; that 1s, if my suggestions can be of any help to this com-
& mittee in arriving at a true conclusion, then we will be content. In other words,
the companies for whom T am speaking believe that regulation is desirable and
they believe that it will be the intention of this committee in dealing with the
question of rate—if the question of a rate is arrived at—that such a rate shall be
% fair, having regard to the necessity of the business rendering a fair return to the
lender. At the end of my remarks, Mr. Chairman, I will have a concrete sugges-
& tion, which may be right or wrong, to make as to how the object in view can be
- accomplished.
Now, taking my suggestion which was advanced at the last meeting, that
. satisfactory regulation cannot be accomplished without provincial co-operation
& and my suggestion that parliament has not the authority to enact all-inclusive
' legislation, it is necessary to remember that section 91 of the British North
America Act gives to parliament the power, the exclusive power, and attached to
¥ the exclusive power the ancillary power, to legislate with respect to interest.
% Interest has been defined by statute in so many jurisdictions that it is difficult
. to find what is the true definition of interest from a legal or business point of view
= as distinguished from a statutory point of view. The best definitions which T have
_ been.able to locate, after considerable reading, are as follows. The shortest
& deﬁmtion of all is, of course, “ a sum of money paid for the use of money.” In the
|~ United States of America a more exact definition has developed, and it may be
- stated as follows: “Interest is, in fact, the return, consideration or compensation

i

BANKING AND COMMERCE 43

: indistinguishable from the case where the lender himself makes the expen-

If the views expressed are correct there would seem to be no doubt

| . meeting of the committee I was expressing the suggestions to the committee that



44 STANDING COMMITTEE

paid or suffered as the result of one person having received, retained or not repaid
the money of another.” A third American definition in common use in the literature
of the day is: “compensation upon the loan or forbearance of money.” A con-
sideration of what is truly interest from the point of view of federal jurisdiction
to enact an all-inclusive regulation, therefore, becomes of paramount importance.
In approaching the question, Mr. Chairman, I think it is quite appropriate
to consider what is interest from the point of view of large loans secured to
large corporations for the purpose of use in their enterprise; because, after
all is said and done, interest in a large loan is identically the same thing as
interest in a small loan. In considering how a large corporation goes about
the business of borrowing money for its enterprise, there are three features
which have to be considered. In the first place, a corporation seeking to borrow
money for the purpose of its enterprise approaches an underwriter and the
underwriter contracts to take the securities. The underwriter, therefore, is
truly the lender and the corporation is truly the borrower. The second thing
to remember is that in large loans to corporations the evidence of the loan
are the bonds, and these are really promissory notes, although they are in fact
passed from hand to hand. The third matter to keep in mind is that the
gecurity in the case of such a large loan by a corporation is usually in the form
of a trust deed and mortgage granted by the borrower to the trustee for the
purpose of better securing the bonds or, if I may use the words, the promis-
sory notes.

Now, as a first step, the underwriters require the company to supply
extensive statements covering the nature of the business, its past experience,
its future prospects, and many other matters. Such statements may be
prepared by experts and may cost large sums of money. Such expenses are
unquestionably part of the cost of the loan to the borrower, but I do not think
anyone would suggest that those costs are interest in any sense of the term.

The second feature, Mr. Chairman, is that the underwriter will undoubt-
edly demand evidence of the identity of the borrower, the propriety of its
Incorporation and organization, its right to do business, the validity of its
title to its assets and franchises and many other matters. Such evidence may
be expensive to obtain. Such expenses are invariably borne by the borrower
as an incident to the activities of the lender. Such expenses are certainly
part of the cost of the loan to the borrower, and again I suggest that such
expenses cannot be considered to be interest within the definition.

The third feature of corporative borrowing is that such a method of
dealing usually sets up an intervening trustee for the purpose of keeping the
records incidental to the loan, for the purpose of collecting interest and prin-
cipal payable from time to time, for the purpose of disbursing the interest
ffmq principal to the bondholders, for the purpose of auditing and many other
incidental matters. The expenses of the trustee and the expenses of the
security holders are almost invariably borne under the terms of the contract
by the borrower. These items are undoubtedly the cost of the administration
during the currency of the loan; but I do not think that any person would
suggest that such costs are interest, according to any definition of interest from
a legal point of view.

The fourth element of corporative borrowing is the cost of the preparation
and recording of the bond mortgage and the costs of engraving the bonds and
the coupons is invariably paid by the borrower and certainly cannot be con-
sidered as interest. These details of a large loan bear very close resemblance

to the preparation and registration of the chattel mortgage in connection with
a small loan.

[Mr. H. Fred Parkinson, K.C.]
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 The fifth branch has some bearing on what Mr. Varcoe has already said.
It would be possible that as an incident of the bond mortgage security,
such premiums are to be paid by the borrower in respect of insurance of various
types and also by way of insurance to protect the investors against loss of
capital, and that such expenses are to be borne by the borrower. Undoubtedly
such insurance would constitute part of the cost of the loan to the borrower,
but I think, and I venture the suggestion to this committee, that such costs
are not interest. ,

The sixth feature is this: I have not included, as you will notice, any dis-
cussion of the discount allowed upon the sale of the bonds by the company to
the underwriter. The common method of this type of borrowing, Mr. Chairman,
is that the underwriter purchases—to give a simple example—a bond of the
face value of $100 from the company at 98 and resells it to the customer of
the underwriter at 100. There is a discount there of 2 per cent. It reduces,
of course, the profit of the underwriter; but, in fact, the borrower has received
only 98 per cent, or $98. He must pay back during the course of the security
$100. That, I submit, is probably disguised interest; in other words, no matter
in what form the interest is disguised or described in the prospectus, that truly
is interest although it is disguised.

Without embarking on any particularly technical examination of all of the
incidents of expense to the borrower which might not be considered as interest
there are the following clear-cut heads which should be examined both in
connection with large loans, which I have mentioned, and small loans, which
we are considering in committee to-day. .

The first item of cost to a small lender is the cost of putting the business
upon the books in the first instance. This item naturally falls into two heads:
firstly, the lender requires an investigation of the borrower’s identity; then
his right to borrow, his past record, his future prospects, title to the security
and the surrounding formalities, including the preparation and registration of
documents. Secondly, a proper proportion of the general costs of putting the
business upon the books, such as salaries, printing, transportation and a pro-
portion of certain items of general overhead which can be properly appor-
Tiongd to the business in hand, having regard to the general principles of large
oaning.

My point in connection with a small money lender is that he has the cost
of putting the business on the books. There is first the specific item of expense
for investigation, documents and certainly a portion of the general item of
overhead, having regard to these items which I have mentioned.

~ The second feature of expense to the small lender is the item of cost
directly appertaining to the possibility of loss of capital: some apportion-
ment of cost of protection against loss may be contracted for by the borrower.
This item might, in the case of a big loan, appear in the form of insurance or
guarantee of some sort. In the case of a small loan this might take the form
of some apportionment of reserve for bad debts to be assumed by the borrower.

In venturing the suggestion which I have just completed, you will notice
that Mr. Varcoe has given his opinion that protection against loss is interest.
My opinion, Mr. Chairman, is that that is not correct; that a lender may
properly stipulate by contract whereby the borrower shall incur 'some expense
in connection with insuring the lender against loss, even if it is in the form
of bearing a portion of the general overhead and general reserve for bad debts.

The third feature is the question of administration expenses. In this con-
nection I point out that a large borrower may undertake the trustee’s costs
of auditing, accounting and transferring and registering the securities and in
receiving money from time to time and in disbursing the same, and in many
other ways. By the same token it is possible that a small loan borrower, by
contract, may assume some proportion of the lender’s overhead, having regard
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to the comparatively excessive expense of getting in the money and of duly
accounting therefor and in due course of disposing of the security upon pay-
ment in full. o

In other words, there are certain elements of the expense of doing a small
loan business falling within (a) costs of getting the money out, thereby putting
the business on the books; and, (b) the costs of getting in the money including
protection against loss. These items, if properly contracted for as an incident
of the making of the loan itself, will not fall within the specific meaning of
interest, but are truly matters of private contract between the parties at the
time of making the loan in question.

The situation in this respect has been the cause of considerable learned
discussion in the United States by virtue of the faect that in four states the
rate of interest is limited by constitution. It has been suggested that it is not
practicable to attempt to amend the constitution of these states so that lenders
of small amounts can carry on their business at a practical return because of.
the political difficulties which unquestionably would arise. It was seriously

contended before a committee of the American Bar Association that in those 3

four states a lender could legally stipulate for (a) the maximum rate of interest
permitted by the constitution, and (b) for agreed amounts to cover items of
reasonable expenses incurred by the lender, risks assumed by the lender, and
the services rendered at the request of the borrower and agreed to by him
at the time the loan is made. As a safeguard it was suggested that these
items must bear reasonable relation to the expenses incurred, risks assumed
and services rendered.

In addition to the above it is submitted that the borrower could also agree
to pay a fixed amount at the time of the loan to cover items of expense aceruing
to the lender and arising out of the default of the borrower provided that such
items should be allowed back to the borrower in case the contract is strictly
complied with according to its terms. :

The conclusion to be drawn from these observations is that parliament must
seek the co-operation of the provincial legislatures if a general regulation of small
lenders is to be accomplished from coast to coast and if the rate to be fixed is to
be all-inclusive; that is, if the rate is to include every item of cost or expense paid
or to be paid or to be suffered or incurred by the borrower whether directly in
favor of the lender or of any third person.

At the last meeting of the committee the question of third-party corporations
was mentioned. That requires a certain amount of thought. Those third-party
corporations, for the purpose of receiving conveyancing charges—and that is the
type of third-party corporation that was mentioned before—are only one type
which would require to be dealt with if an all-inclusive expense rate is to be
secured. Without attempting to deal exhaustively with the subject it is suggested
that third-party corporations might appear upon the scene for the purpose of—

(a) investigations of all matters surrounding the borrower, his identity, title
to security, ete.;

. (b) the legal expenses of a loan, including preparation of documents, registra-
tion, etc.;

(c) insurance against fire and other incidental matters,

(d) to incur the expense of administration, collection of payments;

(e) to insure the lender against loss; ’

(f) to render service in connection with the final payment and discharge of
the securities, ete.

The point T am making is this; that if it is possible, or if it has been found
that third party corporations have been set up for the purpose of receiving cash

disbursements in respect of conveyancing charges, ete, other corporations might
[Mr. H. Fred Parkinson, K.C.] ;
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. appear upon the scene under ﬁrovincial legislation to take care of these other
- things, the keeping of books, the expense of administration of the loan, making
“collections and distributing payments, .

~ This question of third party corporations is merely mentioned for the purpose
of illustrating some of the difficulties to be met with in providing all-inclusive
‘satisfactory federal regulation.

The question then comes down to correlative or coineident provincial legis-
lation. It is quite apparent that the problem cannot be bridged by any type of
legislation whereby the federal authority attempts to pass on to the province the
“authority to legislate with respect to interest which constitutionally belongs here,
and, conversely the province equally lacks the authority to pass its constitutional
authority to the dominion in order to enable parliament to declare that which is
not interest to be interest. Delegatus non potest delegare.

Interlocking legislation—

Mr. Varcoe: That is not the rule.

Mr. Parkinson: Strike it out, then. Interlocking legislation might fail
because of ultra vires features affecting the laws passed in both jurisdictions.

It is suggested, therefore, that to insure a satisfactory outcome parliament
must legislate in the field which belongs to it, and so must the provinces.

: A possible solution, for the purpose of argument, Mr. Chairman, is—and
‘T advance it as a suggestion only, but I express my opinion that this might
be a way out—that parliament might enact legislation covering the rate of
“interest chargeable by money lenders to be defined.

It is submitted that parliament should not attempt to define interest.
‘Parliament might say that the maximum rate to be charged should not exceed
X per cent per annum caleulated on a scientific plan. In this regard it is
‘suggested that the direct ratio method might be laid down as the rule for
calculation.

On the other hand, parliament might say that a money lender, as defined,
shall not lend money at a rate of interest exceeding a specified rate of X per
cent per month upon the unpaid balance of principal from time to time.

On the other hand, the provinces might be invited to legislate that service
charges are money paid for the use of money and in this connection the following
is a very rough suggestion. This, Mr. Chairman, is a suggested form of
provincial legislation advanced here by myself with a certain amount of
- difidence. The wording may not be correct; it might require careful revision,
but I have drafted it in a form which will at any rate illustrate the proposition
T have in mind. This is a form which might be enacted by the provincial
legislatures by way of correlative legislation to enable satisfactory regulation
of this business to be accomplished:

In any contract between a money lender, as defined, and a borrower
every return, consideration, compensation, fee, bonus, discount, commis-
sion, brokerage, expense deduction, examination, inquiry, service fine,
renewal or other matter or thing of value whatsoever to be paid, parted
with, suffered by or exacted, retained or deducted from the borrower,
directly or indirectly, to or in favour of the lender or any other person
as the result of the borrower having received, retained or not repaid
any money of the lender shall, notwithstanding any agreement to the
contrary, be conclusively deemed to be returned, consideration or com-
pensation paid, payable, suffered or to be suffered by the borrower in
favour of the lender in respect thereof.

With respect to the suggested form of provincial legislation I have two
or three remarks which I should like to make. In the first place care would
have to be taken in framing such legislation to be sure:

(1) That such legislation would not have unforeseen and unfair results,
and—that would be a matter for careful examination—
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(2) That such items of cost are not unwittingly included in the (i.eﬁnitiox.i,'
e.g. no one would dream of including the borrower’s expense in driving his
automobile to the lender’s place of business for examination or for the loss of
his pay while he takes time off to arrange the loan.

(3) That additional provision would be necessary to bring disguised tran-
sactions, such as wage purchases and transactions of that nature within the
provisions governing lender and borrower as defined. ;

Transactions of that nature would have to be carefully defined so as to
be sure that although they are disguised transactions they are brought within
the definition of money lending; that is the loan of one man to another.

In the practical working out of such a scheme it is suggested that the prov-
inces should be invited to go no further than to enact that service charges
which are part of the costs of money borrowed are in fact money paid for the
use of the money having regard to contracts of lending between a money lender
(as defined) and borrower.

It is suggested that service charges having been brought within what is
really interest, by the provinces, in regard to such contracts, parliament would
then have the authority to regulate the maximum rate and then as an ancillary
power thereto, would be enabled to legislate regulations and registration pro-
visions as to money lenders lending money at interest within the provisions
of the federal statute.

The practical results of such a scheme would be these: in the first place
parliament would go ahead and regulate as to regulations and maximum rate
and would then have discharged its obligation to the public, if my interpretation
of the jurisdiction is correct. Secondly the onus would then rest upon the
provinces to bring down correlative or coincident legislation in order to make
the business satisfactorily controlled within the provinces.

Then, just in passing I have this remark to make. The radio telegraph
case, which is cited as authority for ancillary power to legislate federally with
respect to matters which may fall within provineial jurisdiction is based upon
firstly the futility of trying to split what was really one undertaking into a
local; and the judicial committee there pointed out that it would be foolish
to try and separate the broadcasting station which is obviously of dominion-
wide import from the receiving station which is local and in the province, and
also pointed out that telegraph communication is specifically excepted from the
jurisdiction of the provinces.

~In the aviation case it is pointed out by the Privy Council that that defi-
nitely falls within parliamentary authority because of the fact that legislation
was passed for the purpose of implementing a treaty, and implementing of treaty
rights is exclusively within federal jurisdiction. But I submit, Mr. Chairman,
that the social legislation reference to the Privy Council last year supports my
submission to this committee. In the.first place the labour legislation was
held not to be legislation of national concern and did not give parliament power
to trespass upon the provincial jurisdiction nor the rights to contract within
the province. Unemployment insurance was held to be ultra vires of parlia-
ment on the same ground. The part of the reference which is most peculiarly
applicable to our problem is the Natural Products Marketing Act, in which
the Privy Council said that power to regulate trade and commerce does not

permit the regulation of individual forms of trade and commerce carried on
and confined to the province.

With reference to the suggestion that transgressions in respect to interest

rates might be created a crime in the confines of the Criminal Code there are

some very relevant sections or quotations in one of the decisions of the Privy
Council to which we have been referring.
[Mr. H. Fred Parkinson, K.C.]
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This is one of the citations:

Parliament shall not in the guise of enacting criminal legislation
in truth and in substance encroach on any of the classes enumerated in
section 92. :

which is the provincial jurisdiction.

I submit further the remarks of the Privy Council in the Natural
Products Marketing Acts are particularly applicable to the problem at hand.
Mr. Chairman, my remarks have been expressed to the committee in a spirit
of co-operation. I am not here urging a case. My interest, and I hope the
members of the committee understand, is not necessarily to convince the
members of the committee that they have not federal jurisdiction, that parlia-
ment has not jurisdiction. My people feel that unless legislation which will
stand the test is brought down it would not be satisfactory in the provinces
either to the lender or to the borrower, and further trouble and difficulty will
result.

The CuamMax: Thank you, Mr. Parkinson. Mr. Varcoe would like
to say a few words.

Mr. Varcoe: Mr. Parkinson, may I ask you one or two questions. First
just for the sake of the record may I correct one statement which you made
in passing, and which probably you did not intend to make in the form in which
you did. You made an observation that the provinces could not confide in
the dominion power to legislate because of the rule that the delegate canmnot
delegate. Well, that is not the rule in this case. The rule is that the powers
of parliament have been fixed by section 91, and no authority can alter this
except the Imperial parliament. The provincial legislature is not in any sense
a delegate. That, however, is just a slight correction.

Now, Mr. Parkinson, you took issue with my statement that interest
in part is compensation for accepting the risk of loss. I understood you to
dispute that proposition. Now, you must have read I should think, many
of the cases that were decided under the English Money Lenders’ Act. In
every case before the court the question to be decided was whether the interest
rate was excessive. My reading of these cases leads me to believe that it was
almost invariably the case that the courts were asking: what was the risk.
That is to say the interest rates had a relationship to the risks. If the risk
was great the court felt that a higher interest rate could be charged without
it bei;ng regarded as excessive. Is that not right? Are you familiar with these
cases’

Wirness:  Yes.

Mr. Varcoe: Are you familiar with these cases sufficiently to answer?

Wirtness: Yes; I would answer it in this way, that the test writers of the
United States—

Mr. Varcoe: Never mind the test writers of the United States.

Wirness: In analysing that English rule that you are talking about the
point there was that the full obligations for the risk were incurred by contracts
through third-party insurance; that having contracted it in that way it no
longer becomes interest, but becomes a third-party case, and expenses of the
loan were not interest. b

Mr. MarrmiN: That is not the basis of the findings of the court in
England. That is just the comment of the United States commentator. The
decisions are, I believe, certainly as Mr. Varcoe has stated.

Mr. Varcor: I just wanted to bring that to the committee’s attention.
Now I understand your projected suggestion was that the legislature would
define service charges as being compensation for the use of the money. In

v
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other words they would provide a definition of interest to include service
charges. Would not that be equally legislation in respect to interest? To
say what is interest surely is interest legislation. '

Wirness:  Mr. Varcoe, that question, put the way you put it, has been
troubling me very seriously over the week-end while preparing my suggestion.
But the conclusion which I came to is that the provinee has complete authority
over contracts, and has a right to say, even though it is expressed in the terms
of service charges, it is still return for the use of money. That is legislation
with respect to the contract between the parties and is not legislation with
respect to interest as in secion 91. I may be wrong in that. »

Mr. Tucker: I should like to ask a question along that line. You
think the province is the only one that can legislate in that field. If that is
so we might as well quit, because the companies can do business in this way:
they can set up a head office in Montreal and do business with the rest of
the country except Quebec. They can do the business for Quebec from Toronto.
The people they have in these other provinces can similarly be delegates of
head office, and the deal can always be made with the head office. If it is
done in that way it ceases to be property and civil rights within the province
and we would have no control over it, on the basis of the decisions in regard
to the power contract. Is not that correct?

Wirness:  The civil law applicable to contracts, Mr. Tucker, is a civil
law where the contract is made, is it not?

Mr. Tucker: I know; but you can only legislate with regard to property
and eivil rights in the province. If these deals were made between a borrower
in Quebec and a lender in Toronto or vice versa can we legislate that they
cannot charge more than a certain amount under property and ecivil rights
within the provinces?

The Wirness: That is a difficulty which I have not considered.
Mr. Tucker: But it destroys your whole case, of course.

Mr. Varcor: With reference to the question of the ancillary power, you
mentioned the radio case and the aeronautic case. Of course, you know very
well that the ancillary document was not invented by this decision. There are
h.undreds of decisions in which the question of the ancillary power has been con-
sylmpd. You mentioned also the social reference of 1936. There was no ques-
tion in any of these cases of the ancillary doctrine.

The WirNess: Noj; it was not mentioned.

Mr. Varcor: T should like to ask one more question. Would you say
that usury could not be made a erime by parliament?

The Wrrxess: No, I do not think I would to that extent. I did not intend
to go to that extent; but I went to the extent of saying this, that the matter
of controlling contracts as distinguished from interest should not be made a
crime merely under the guise of enacting under the Criminal Code.

_ Mr. Varcoe: Would there be any question of doing anything under the
guise of anything 1f parliament decided that usury was a crime and defined
what usury was?  Surely no one would suggest that parliament was dealing
with the question’of property and civil rights in the province? :

T.h(\ Wirness: The question of usury would be a question of what is usury,
1}1(11}(;\ paid for the use of interest and what a borrower chooses to contract
for in the way of service charges. I submit that is not usury; a contract entered

1_nt‘o In a provinee is not usury and therefore should not be called usury by any
formal statutory enactment. That was my view.
[Mr. H. Fred Parkinson, K.C.]
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i v By the <G Ronirman s1:{ s :

Q. What is your definition of usury, Mr. Parkinson?—A. Excessive interest,
I think, Mr. Chairman. g '
Mr. WoobswortH: I confess I am a bit confused with regard to this pro-
cedure. I think Mr. Parkinson has a perfect right to give us his companies’
viewpoint, but I do not by any stretch of the imagination for a moment see
that he is here to advise us as to the relative jurisdiction of the dominion par-
liament and the provincial legislatures. This may be very interesting to a
very small group of constitutional lawyers. I do not see where we are going
to get to. Mr. Parkinson has given us a very learned discourse on the general
question of interest, but he rather confused it by trying to drag in the Ameri-
can practices, and also by going far afield in connection with the particular
methods by which corporations borrow. I do not think that is very enlightening
for us in respect to the small loan business. It may be all very well in a
general way. It seems to me that we cannot settle this question of jurisdiction
here in this committee. I should rather like to think that the law officers of
the crown can present the case to us with sufficient warrant for the com-
mittee to go ahead.
Some Hon. MEMBERS: Quite.
Mr. Woobpsworra: And we ought to proceed by taking their advice, and
then merely have the case stated for the companies; not transform this into a
court by which we seek to determine jurisdiction. .
The Cuamman: Mr. Woodsworth, I think I can take personal responsi-
bility for the procedure. We decided first of all that we would determine, as
far as we could, jurisdiction. We have a sub-committee, and we decided that
we would have as far as possible representations of the provinces, and we have
written with your knowledge and the knowledge of the committee as a whole
to the law officers, the attorneys-general, of the provinces asking if they should
be represented. We have had communications from them. They are in session
in the legislatures, very largely; and it is rather inconvenient for them to be
present. In the meantime, we did ask—and I take full responsibility—Mr.
Parkinson, who appeared here at the previous meeting representing certain
of the companies that were operating under provineial jurisdiction, for his point
of view; that he should come amply prepared to state it. As far as I am con-
cerned I think Mr. Parkinson has made a very valuable contribution.
Mr. Vien: I do not believe any exception can be taken to that, Mr.
Chairman. It was, I think, quite necessary that the fundamental principles
underlying our powers and jurisdiction should be determined, and we must
be thankful to Mr. Varcoe and Mr. Parkinson for the valuable opinions they
have given us. But I am inclined to believe with Mr. Woodsworth that this
committee cannot determine the question of jurisdiction to any great extent.
I think that is a matter which can only be determined by the Privy Council
or by any other high court which may be set up if we set aside the Privy
Council—if and when we set aside the Privy Council—but I believe what the
honourable Mr. Dunning told us the other day is the only practical step to be
taken: Let us assume jurisdiction. Let us proceed as if we had jurisdiction,
and the courts are there to determine whether we have acted within the powers
of the dominion parliament. It is, naturally, not advisable that we should
blindly and foolishly go into somebody else’s field of jurisdiction; but after
receiving from Mr. Varcoe and Mr. Parkinson the opinions' we have, I think
members of the committee would be quite well advised—I am speaking for
myself—I would suggest that we should assume jurisdiction and take it for
granted that we possess such rights.

The CraiRMAN: Our next witness is Mr. Walker. Is it the pleasure of the

committee to hear further argument on jurisdiction? It is necessary to hear
Mr. Walker.
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Mr. Viex: I would have liked, had it been possible, to ask just one short

question of Mr. Parkinson. ; B S s e A
The CramrmaN: Certainly. ‘ ik Rty 3§
Mr. Vien: It is a very short question. gt

By Mr. Vien: _ )

Q. Mr. Parkinson, you said that the provinces should be called upon to
define service as being remuneration for the lending out of money?—A. Yes.

Q. Do you see any difficulty in the dominion parliament making such a
definition? Why should it be more difficult for the dominion parliament to
do it than for a province?>—A. The point that I tried to make, Mr. Vien is this:
that when parliament steps out and in these ancillary matters, these items of
service charges which I tried to describe, says they are interest, they are con-
flicting with property and civil rights in a way that the constitution does not
permit. Mr. Varcoe points out the difficulty which I think rules from the wery
beginning because I think parliament probably could find a solution. I have
not been here presenting a case. I have been trying to find a solution of what
is a business difficulty. What I say may not be sound; where the province says
that this item of service charge incurred by a private party shall be deemed
to be money paid for the use of money. It may be that the province is legis-
lating on the question of interest and therefore it is going outside its jurisdiction.
I do not think that is the case.

Mr. Viex: My view on that point is that the provinces could not change
the nature of an act passed by the dominion parliament. If the provineces could
say that a special rate is interest it seems to me that parliament would have
the same power. :

Mr. MarriN: Mr. Chairman, I do not think—

The CHamrMAN: Just a moment, Mr. Martin; do you wish to answer
that, Mr. Parkinson?

The Witness: Within the ambit of its powers a province can say that peas
are beans and they are forthwith beans because the province has said so.
I should think that the same would hold true with respect to the item of
service charge. If they say that the service charge is something which is paid
for the hire of money then they might consider it interest.

By Mr. Vien:

Q. It might then be within the powers of a province to shift the dominion
jurisdiction in matters which under the British North America Act come within
its field. I feel, so far as I am concerned, and I say this with a great deal of
deference, so far as the provinces are concerned they can not shift dominion
jurisdiction in anything such as this, which is set out in the British North
America Act. The dominion parliament ecan itself invade provinecial juris-
diction.—A. Well, may I answer it in this way; that it strikes me that it is
possible that with the B.N.A. Act, framed the way it is, this business eannot be
controlled at all without an amendment to the statutes. Now, that is a possi-
bility; that parliament will be found not to have authority for doing part of
it on the one side, and that on the other side the provinces may be found with-
out authority for doing part of it. I am suggesting that it may be found that
on constitutional grounds it might be possible that neither the federal parliament
nor the provincial legislature has the power to do anything.

. Q. My suggestion would be that so many of these charges for services
being indistinguishable from interest parliament should so define them within

the ambit of its anecillary powers?—A. Of course, my argument has been that.
[Mr. H. Fred Parkinson, K.C.] :
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- By Mr. Kinley: ; ; )
. Q. Before Mr. Parkinson goes: Did I hear you state that you did not
consider hazard interest? This morning on the market the bonds of one prov-
ince were selling at three per cent and the bonds of another were selling at five
per cent; how do you explain the difference?—A. The point that I was making
was this, Mr. Kinley, that if the rate of interest varies from time to time by
reason of the risk that is run then, of course, it is truly interest; and the
‘more risk there is run the higher will be the rate of interest. My submission
was that is was possible for a borrower to agree to pay more for an excessive
risk as a matter of contract, and in that case it is not interest.
Q. I think you said a hazard is not interest; I think for all practical
purposes it is interest?—A. Oh, I—
‘ Q. If you do not say it is interest you destroy the whole fabric of money
lending?—A. Oh, no; my argument is this, that it is possible for the borrower
to stipulate a side-consideration by virtue of the extra hazard. ;
Q. He might get an endorsement for that extra hazard. He might get
somebody else to guarantee it. Hazard is interest in the money world. With
money what it is to-day all that you pay up to three per cent is interest and
" anything above that is hazard; at least it is so considered in this country.

Mr. Creaver: I cannot agree with the suggestion which has been made
by one or two members of the committee that the time we have taken in
discussing the jurisdictional problem has been more or less lost time. It is
| perfectly obvious to everyone that the dominion parliament cannot obtain
[ jurisdiction by assuming it, I think that is a sort of an ostrich-like trick, to
~ assume jurisdiction when there is some doubt about it. For that reason, and
for the reason that the constitutional jurisdiction is not a definite thing, we
'~ cannot say positively in regard to this subject that we have or have not
jurisdiction. There are shades varying all the way between black and white
as to our constitutional rights on this question, and I think that the time is well
spent in thoroughly discussing the constitutional question so that we will bring
- in a report which will be legally sound and that we will not overstep our con-
.~ stitutional rights. The subject is a very ill-defined and delicate one and I do
wish to submit with deference that we should not go ahead until we have
- heard from the departments of the attorneys-general to get their slant on the
subject so that when we do bring in a report we will be on safe ground. Now,
there is one question I should like to ask Mr. Parkinson; and it is this:—

Mr. Parkinson, you heard Mr. Walker's suggestion the other day—one
* branch of it—which I take it was that as the dominion parliament has jurisdic-
[ tion to legislate with respect to interest as a result of that we would have
~ the right to deny the right to collect interest to any corporation or individual
&3 that would permit its borrower to be charged excessive ancillary service charges.
~ Now, that suggestion was a new one the other day, and I did not press you
. for an answer. Have you since considered that question, and have you any
- suggestion to offer as to that?

The Wirxess: At the time you asked me the question I had slipped out
~ of the room when it was answered and I was somewhat taken by surprise. I
~ have since read the suggestion in the report of the committee and I think that
the only suggestion I have to make is that such a clause would not be satis-
) factqry, because just as soon as the service charges in toto went beyond the
- maximum rate prescribed by parliament, parliament has lost its jurisdiction.

S PR ST T
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By Mr, Cleaver:

L Q. Do you suggest that the services charges would ever reach the point
£ where the interest rates would be at the vanishing point?—A. Of course, Mr.
1% Cleavey, In many cases where there are many loans made which are decidedly
of an improvident nature the maximum rate would be exceeded.
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Q. Then, the provincial parliament would have to step in if the legislation
is to be effective. I quite agree with that, but that does not yet answer
my question; do you see any legal obstacles to the suggestion, other than
these practical obstacles met with in practice—do you see any legal obstacles
to the suggestion?—A. In my consideration of the problem, Mr. Cleaver, you
could not stop at the practical application— ' b

Q. You become discouraged too soon?—A. T should have gone on.

Q. You see, your whole paper this morning, which has been very interesting,
I take it points the way whereby we can obtain the end we desire by joint
legislation, provinecial and dominion. You do not make any suggestions as to
any way in which we might obtain the same end by dominion jurisdiction
only?—A. From the practical point of view, Mr. Cleaver, the suggestion I do
not think is practicable; for the simple reason that once service charges
exceed the total rate allowed the dominion legislation becomes innocuous
immediately. :

Mr. Tucker: I would like to ask Mr. Parkinson a question?

Mr. MartiN: Mr. Chairman, I have been trying to get the floor for the
last ten minutes.

The CraRMAN: Just a moment, Mr. Martin; Mr. Tucker has the floor.

Mr. Tucker: With further reference to the point which I brought up a
short time ago, a company can be incorporated to do business and then have
a subsidiary company, and this subsidiary company could agree to pay, say 50
per cent of a discount—or 20 per cent of a discount, we will say. That com-
pany might agree to investigate the borrower and guarantee against loss. Now,
that alone would be 40 per cent interest return; and the same people can be in
the subsidiary company; they would not be charging any interest yet they
would be getting 40 per cent. Of course, that suggestion is just useless, in my
opinion. As far as I am concerned, I was delighted with the brief presented
by Mr. Varcoe. Tt seems to me, on the basis of the considered opinion of the
law officers of the crown and the dominion government, we may more or less
safely proceed. I do think that it would be a good thing to have the proceed-
ings of the committee thus far, including Mr. Varcoe’s evidence especially, sent
to the attorneys-general of the provinces, so that they may, if they want to,
make any statement in the matter that they wish, and we could consider them.
As far as T am concerned, I must say I am very well pleased with Mr. Varcoe’s
brief. T am glad that they feel we have jurisdiction in this matter. His reason-
ing does appeal to me, because as.I understand it, if you are given the right to
legislate on interest, you have the right to legislate on anything that is neces-
sarily ancillary to carrying out your object in legislating on interest; and if
you cannot control the incidental charges such.as the last witness mentioned,
then your control over interest is purely illusory. The decisions of the Privy
Council are that if the exercise of a power is necessary to carry out a power
definitely given, then you have that power too. While the witness says that
legislation in regard to the service charges is not legislation in regard to interest,
it 1s legislation necessarily ancillary to exercising your jurisdiction in regard
to interest; and I do not think there can be any doubt, so far as you can be
free of doubt in regard to this constitutional question, that control over service
charges and so on is ancillary to legislation in regard to interest. ‘As I under-
stand it, that is Mr. Varcoe’s submission; and then there is the third submission
that you can make it a crime. As far as I am concerned, anyway, I think we
can consider that the question of jurisdiction is decided for us by the opinion
of thrf law officers of the crown, the considered opinion, after discussing it.
I think that the only suggestions we need to spend any time on now is any-
thing that the attorneys-general may see fit to submit.

Mr. Martin: May I say a word, Mr. Chairman?
[Mr. H. Fred Parkinson, K.C.]
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The CuamrMAN: In order to clear up a statement which has just been
made, in view of Mr. Dunning’s absence, I would refer the committee to the
report of the sitting on February 17 in which Mr. Tucker made the following
statement after Mr. Dunning had spoken:

Mr. Tucker: 1 am inclined to accept your suggestion that we assert
that jurisdiction.
Hon. Mr, Dun~ing: I did not suggest that.
Now, Mr. Martin, have you a statement to make?

Mr. Martin: Yes, as the most orderly of this committee—
The CuamrmaN: Will you stand up so that the committee can hear you?

Mr. MartiN: I was going to purposely sit. I think we waste a lot of
time in this committee; we rise and every one of us makes a speech.

The CuarrMAN: Then do not make one.

Mr. MarTiN: I do not think I am in the habit of making speeches; but
I cannot help feeling somewhat impatient. The subcommittee met the other
day and we agreed upon bringing certain witnesses to this committee. I share
entirely the view of Mr. Tucker that, if there is any doubt about jurisdiction,
we can at any rate follow the law advisers’ opinion which Mr. Varcoe has given,
We have asked Mr. Walker to come here. I understand that Mr. Walker
shares Mr. Varcoe’s opinion substantially. I think it would be very helpful
to hear someone outside the law officers corroborate that view. I now move
that we hear Mr. Walker.

The CuarmaN: We are glad to hear Mr. Walker. May I suggest that I do
not quite agree with your reasoning, Mr. Martin, that we should only hear from
the people who agree with our law officers. I think it is highly desirable that
we should hear both sides of every question. I will call on Mr. Walker.

Harorp WALKER, K.C., recalled.

The Wrrness: Mr. Chairman, I think that the value of what I propose to
say is considerably lessened by what Mr. Varcoe has said, but it is really almost
entirely directed to an explanation of the practical suggestion that I and my
associates have to make. Perhaps the time will not be wasted because it is, as
I say, almost entirely directed to a form of words that will accomplish what we
are seeking to accomplish. ‘

Mr. Chairman, apparently I did not succeed in making my suggestion
entirely clear last Thursday, and I very much appreciate this opportunity of
‘ going into the matter in greater detail.
| I have worked on this problem so long that I do not always realize that it
is comparatively unfamiliar ground for most of the members of this committee,
and I am apt to forget the months (and now it is years) of effort that I have
made to get the various problems and their solutions into my own head.

I think it is proper that I should remind you that as far back as 1934 my
clients were trying to get general legislation. Regulation is not something that is
being forced on us—we were the first to get it in 1928 in the form of a private
act, and ever since 1934 we have been trying for an act of general application,
and throughout that period we have been co-operating with Mr. Finlayson who
is just as anxious as we are. We have only one real difference of opinion with
Mr. Finlayson, and that is not under consideration this morning.

During these years I have not worked alone. I have had the assistance of
a firm of lawyers in Chicago who, with their predecessors, have devoted fifty
years or more to the study of these problems, and in addition I have conferred
with several of my own partners including Mr. A. W. Anglin, whose opinion
directly on the point of jurisdiction I purpose, with your permission, to read.
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I have also had lengthy conferences with Mr. O’Connor, the law clerk and
parliamentary counsel to the Senate, and with your own Dr. Olivier who is, T
see, in the committee room this morning. Dr. Olivier, I believe, agrees in the °
main with Mr. Anglin’s opinion. Mr. Varcoe may have some reservations as
to the exact method we have suggested, but T believe that in the main he also
agrees. When I wrote this, I was not quite sure, but it is now obvious that he
does agree; and he goes the whole length that I myself would like to go. I think,
therefore, that I can fairly claim.that my colleagues and I have learned something
of the,legal problems that surround legislation of the type we are considering.

Mr. Anglin’s opinion is very short because it is directed to a particular
draft which my colleagues and I prepared. I thought that the surest way of
getting a precise opinion was to present a definite draft rather than have Mr.
Anglin generalize on the power of parliament to legislate with regard to interest.
Most of the legal members of this committee will know of Mr. Anglin and his
reputation as a constitutional authority. I would prefer that those who do not
know him should make their own inquiries rather than that I should sing the
praises of my own partner, who is one of the most modest men and most sincere
and profound student I have ever met. ; ]

To Mr. Anglin’s opinion is attached the draft to which he makes reference,
and after I have read the opinion I shall, with your permission, read and
endeavour to explain four sections which have a bearing on the question of
jurigdiction. The opinion is dated January 14th, 1938, and is addressed to me.
It reads as follows:— :

You have asked me to express my opinion as to the power of the
parliament of Canada to pass an act in the form of a draft entitled “An
Act respecting interest on small loans ” which you have submitted to me.
I have identified the pages of this draft by my initials and hand it back
to you herewith. :

I have formed the opinion that it is within the legislative competence
of the parliament of Canada to enact (if it sees fit) a statute embodying
all the provisions of your draft, except the last sentence of section 6,
sections 7 and 9, and the second paragraph of section 16. I have enclosed
those parts in brackets on the draft.

As to section 7 of your draft (wage assignments), for reasons that T |
have mentioned to you, it seems to me that, as drawn, it is probably |
too wide to fall within the power of the dominion parliament to legislate
in relation to “ interest,” and I do not know of any other head of dominion
Jurisdiction which would cover it. ‘

As to section 9 of your draft, T am at present inclined to think it
should (if enacted by the dominion parliament) be held valid, but do not
express any definite opinion. '

As to the last sentence of section 6, and the second paragraph of
section 16 of your draft. I have not been able to arrive at the opinion
that as drawn they should (if enacted by the dominion parliament) be
held valid. Of course, if they were altered so as to deal only with
“interest,” T would not then think their validity open to question.

You will at once see that Mr. Anglin’s opinion is, as you would expect it
to be, entirely independent and as usual we lawyers do not entirely agree. I °
will, however, endeavour to show you that the qualifications and reservations |
which Mr. Anglin has made are in no sense vital to the scheme—in fact they
do not refer to the four sections I propose to read. In any event I do not
doubt that this committee, if it should decide to examine the draft in detail,

would very quickly find ways of overcoming the comparatively minor objections
that Mr. Anglin has made. . Y 4 !

[Mr. Harold Walker, K.C.]
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The draft has been framed with the intention that, save as to certain
. penalty sections, it should be enacted under the power to make laws in relation
. to interest, which power is contained in paragraph 19 of section 91 the
» B.N.A. Act. : ;

" Generally speaking, the object of the proposed legislation is to regulate
interest charges on loans of $500 or less, the field which the present Dominion
Money Lenders’ Act attempts to cover. The draft would replace the Money
Lenders’ Act and is quite different from it. It has been framed primarily to
accomplish two objects—first to prohibit lenders generally from charging more
than 12 per cent per annum on loans of $500 and less, and second to permit
lenders who comply with certain requirements to charge higher rates, but in
exchange for this privilege, they are required to take out a licence under the
Act and subject themselves to certain limitations.

The difficulty of drafting an effective general prohibition under the power
to legislate with reference to interest arises from the fact that there are many
ways of disguising the true character of a loan or the true character of an
interest charge on a loan. When such attempts at concealment are resorted
to, it may often be difficult and sometimes impossible to prove that the price
that an individual pays for eredit is in fact interest.

Mr. Anglin agrees with me that the power to legislate with respect to
interest does mot ‘include the power to change, by definition or otherwise, the
nature of interest. Speaking generally, interest is the compensation for the
use of money loaned. It is undoubtedly exceedingly difficult in certain cases to
determine what this definition embraces. For example, a charge for valuing
chattels taken as security, or for drawing documents, might under certain cir-
cumstances not be interest but under other circumstances might in law be either
wholly or partly interest and the line of demarcation may be exceedingly
difficult to define. The power of the dominion parliament to legislate in the
field of interest is unlimited, but the field cannot be broadened by determining
something to be interest which in fact is not. It follows, therefore, that to
regulate or limit the right of a lender to make charges which are not interest,
or in any way restrict his profit on a transaction which is not a loan even though
that type of charge or that type of transaction is frequently used to conceal
usury, is to trench on the provincial power to legislate with respect to property
and civil rights. Such legislative provisions will be within the power of the
dominion only so long as they are necessary in order to make effective a legis-
lative regulation respecting interest; that is only so long as they are properly
ancillary to such regulation.

The cases in our courts, some of which are mentioned in Mr. Finlayson’s
very valuable blue book, make it apparent that a provision such as is now
contained in the Dominion Money Lenders’ Act merely prohibiting money
lenders from charging more than 12 per cent per annum interest is not effective,
and the subterfuges are so numerous and so ingenious that the only satisfactory
way is, as Mr. Tucker and others have suggested, to place a limit on the charges
of every nature and kind, and to whomsoever they are paid, that go to make
up the cost of the loan.

If this is so—if it really is necessary to put a limit on the cost of the
loan in order to prevent the evasion of an interest regulation which this parlia-
ment is fully empowered to enact, it seems to me that it necessarily follows
that a limitation on the charges of every nature and kind making up the cost
of the loan would be good ancillary legislation. The legislation must, of course,
be interest legislation in the first place, but once that firm foundation has been
laid parliament can take all the steps that are reasonably necessary to make
that legislation effective. Of course, if you go further than is reasonably
necessary you may run the risk of changing the character of the legislation—
1t may no longer be basically interest legislation and may instead be basically

! ,‘ legislation for the regulation of a business rather than the regulation of interest.
1 531003}
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Having these problems firmly in mind we have not attempted to change
the nature of interest by definition, but we have thought it well to incorporate
in the definition what amounts to a warning that any fees and charges may
be in law interest, although in the contract of loan they may have another name.
However, we do not pretend that our definition removes the difficulty of
determining in special cases whether particular items entering into the cost of
a loan are or are not interest, and we, therefore, approach the problem from
the other end. ‘

There is no difficulty in defining the cost of the loan—that is, what it costs
the borrower to get the money and to have the use of it. At this point let me
read the two definitions so that you may clearly understand the next step which
is the regulation of interest in inverse ratio to the charges which are not interest.
This definition of interest that we are suggesting is ‘a combination of a lot of
attempts that have been made in previous drafts and previous legislation.

Interest means the consideration, compensation, return, yield, increase,
rent or price, over and above the principal amount actually loaned,
directly or indirectly charged, contracted for, received or paid for in
connection with any loan or forbearance of money, credit or choses in
action, and without restricting the generality of the foregoing “interest”
includes inter alia any charge or amount for any examination, inquiry,
service, brokerage, commission, expense, fee, bonus, distount, fine, penalty,
default, renewal or other matter or thing whatsoever which in fact is
interest. Now you see that really all that says is interest is interest.
It does not help you except that it throws out a warning that a lot of

_ things under certain circumstances are interest even though they are
called something else. The question is whether it is worth while putting
that in even though we agree with the view that you cannot change the
nature of interest itself. '

Then we proceed to define the cost of the loan:

The cost of a loan means the whole cost of the loan to the borrower
and includes inter alia all interest as above defined and all charges or
amounts for any examinations, inquiry, service, brokerage, commission,
expense, fee, bonus, discount fine, penalty, default, renewal or other matter
or thing whatsoever directly or indirectly charged, contracted for,
received or paid in connection with such loan which are not in fact
interest-, but excludes actually disbursed registration fees payable by
aw.

I should comment on that last exclusion. As far as my clients are concerned,
they are perfectly content to have that put in too; in other words, force the
companies to absorb even actually disbursed registration fees. But it might
be unfair to ask every company to absorb an item of that kind which in the
course of years may change. We cannot tell what the provinces may decide
to charge for the registration of chattel mortgages and things of that kind. 4

I am not putting this draft forward as the last word. Even since it
was revised on January 12, we have discovered plenty of scope for improvement,
and I am quite sure that if this committee decides to examine it clause by clause
many further changes will be found desirable; but nevertheless it does in my
opinion represent the most constructive effort to solve the problem that has so
far been put on paper. It is the result of a combination of ideas, taken from
many different sources, and although I will no doubt have to take the blame
for anything in it that is bad, I cannot claim credit for the parts that are good—
they are the product of many minds. ‘

The Caamrman: May I suggest you put the draft on the record?

The Wrirness: Yes; I was going to suggest that, if I may.

(See appendix)
[Mr. Harold Walker, K.C.]
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You will see from these definitions, that the definition of the cost of the loan
is all-inclusive. It looks at the problem from the borrower’s end—not the lender’s.
It would be a simple matter if we could only set a limit to the cost of the loan,
and that, of course, is the way that it is done in most of the satisfactory small-
loan legislation in other countries. In no other country that I know of is there
the same constitutional problem that we have in Canada. In England parlia-
ment legislates with respect to money lending—not merely with respect to inter-
est, and similarly in the United States, while the law must be a state law and
not a federal law, there is no division of jurisdiction. I would be prepared to
argue in favour of the bold course I have suggested—a provision limiting the
- rate of interest plus a further provision prohibiting any other charges, or alter-
natively saying that the lender must absorb all other charges, which amounts
to the same thing. I would support my argument on the theory that it is
reasonably necessary in order to make effective legislation regulating the rate
of interest to be charged. I think that the cases in our own courts, to which I
have already made reference, show that some such provision is reasonably
necessary. Why then should it be ultra vires even though it does trench on
- property and civil rights? ;
| In determining how far is it reasonably necessary to go to make a regulation
- of interest effective and to prevent its evasion, it should be borne in mind that
- the borrowers of such small sums will almost inevitably be persons who by force
- of circumstances are at a disadvantage in bargaining with lenders, and that,
- therefore, very special precautions may be necessary in order to minimize
evasions of the Act by lenders who seek to exploit the borrowers.

i The suggestion made in section 4 of the draft is more obviously intra vires
§  because it is clearly interest legislation, and because it does not purport to limit
| charges, which in law are not interest. It'does not in my opinion touch on
} property and civil rights. Let me read clause 4 that I failed to explain very well
~ last time. This clause is intended to take the place of the present Dominion

1 Money Lenders’ Act. This is the general prohibition and would operate against

- everybody except the licensees. There is a licensing provision in the draft, so
. that it is designed in general terms. The section reads:—

No person shall, directly or indirectly, charge, contract for or receive
in respeet of any loans any interest whereby the cost of the loan shall be
made to exceed the rate of twelve per centum (12% ) per annum computed
on the principal of the loan from time to time remaining unpaid, except

as authorized by this Act and without first obtaining a licence from the
Minister.

; I know of the objections that you have been discussing, and I shall come to
- them in a moment.

: In order to understand the section thoroughly you must keep in mind that
the cost of the loan as we have defined it is composed of two main divisions—
interest is one, and all those charges which in law are not interest make up the
other.

If x is interest and y is charges other than interest, and z is the cost of the
~ loan, then x plus y will equal z. x must never exceed twelve per cent per annum
(unless, of course, a licence is obtained) but we do not say that z must never
gxceed twelve and a half per cent per annum. What we do say is that if any
~ Interest at all is charged z must not exceed twelve per cent per annum. No
limit is placed on y, but if y increases x must decrease until when y equals or
exceeds twelve per cent per annum x must disappear altogether. To put it
- another way, interest must not exceed twelve per cent per annum, and if it reaches
the maximum there can be no charges other than interest at all, and on the other
hand there is no limit to the amount of the charges other than interest, but if
- they equal or exceed twelve per cent per annum, it will not be possible to charge
- any interest. If it is possible for a money lender to work out a scheme for the
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lending of money for a consideration which in law is not interest, without
charging any interest whatsoever, such a scheme will not be prohibited by the
proposed provision, but for reasons which I will suggest later I do not believe
that the business of money lending can be carried on without some portion of
the consideration paid by the borrower being held in law to be interest. &
As I have already pointed out, the main feature underlying the suggested
section is that it does not limit or prohibit the charging of fees which are not
in law interest, but it does say in effect, “ Mr. Money-lender, if you are going to
pass on to the borrower legal fees, valuation fees, ete., we are going to cut down
your power to charge interest— which we have a perfect right to do. If you are
not prepared to absorb these charges in your twelve per cent you may not
charge any interest at all, or you must take out a licence as a money-lender, in
which case you will be allowed to charge higher rates but under a licensing
system designed to prevent you from exceeding the permitted rate of interest.”
I want to be very sure that I have made section 4 clear before I go on to
section 5. Now, Mr. Chairman, if I have not made it clear I should like to do so
before I go on.

The Cuamman: -We would like a complete statement before 1 o’clock.

The Wrrness: I have just a very little more. Section 4 is a general pro-
vision and applies to everyone except licensees. Section 5 grants a special
privilege to licensees alone. This is not the time to enter into a discussion of the
rate of charge. We are only dealing with jurisdiction to-day. But for the
purpose of explaining section 5 I must assume that persons or companies taking
out licences under the scheme which I am outlining would be allowed to charge
something in excess of twelve per cent per annum. Again we do not say that
the licensee may not make charges which are not interest, but we say that if
he does not absorb these charges his rate of interest will be cut down. Let me
read the section.

Section 5: “ Every licensee may charge, contract for and receive, in respect
of any loan any interest whereby the cost of the loan shall not be made to
exceed a rate of x per cent per month computed on the principal of the loan from
time to time remaining unpaid.”

1\"0\\'., this is the other half of the scheme. The first is a general section
and applies only to licensees. This is just the converse of the other. No rate
of interest can be charged so long as the combination of the rate of interest
and what may be called service charges together exceed the maximum rate.
In other words, this does not allow the cost of the loan to exceed whatever the
maximum rate is. :

Now, that is the scheme of the Act as far as interest legislation is concerned.
There are, of course, many other provisions to complete the necessary machinery
and to set up the necessary penalties, both eriminal and civil for any infraction.
This is not the time to go over these provisions, but if the committee sees fit
to have the draft and Mr. Anglin’s opinion printed it would give all of the
members an opportunity to study it and we would, of course, be very happy
to explain what is sought to be accomplished by each clause, The main criticism
that I expect you to make is that the scheme does not cover the entire field—
as I have explained, it does not purport to prohibit the lending of money for a
consideration other than interest. As to that I have a few brief remarks to
make. The first is this—after this parliament has gone as far as the law
officers say it can go the balance of the problem is automatically shifted to
the provinces. Secondly, T am advised by men of long experience in this
industry that if a decent licensing system is set up it will enable efficiently
managed money-lenders to make a reasonable commercial return on their
mvestment, enough of them will take out licences to make it pretty difficult for
the loan shark to remain in business. Thirdly, I am advised, and I believe

[Mr. Harold Walker, K.C.] :
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from my own knowledge of the cases, that if anyone should make a regular
practice of lending money upon a plan by which the lender purported to charge
no interest at all, our courts would be quick to find—as they have already
found in similar cases—that the plan was a subterfuge and that at least a part
of the consideration paid by the borrower for the privilege of getting the loan
was for the use of the money itself—in other words, was interest in disguise.
And lastly I say this—if you will give a scheme like the one I have suggested a
reasonable trial, I can assure you that my clients will at once endeavour to
form an association of personal finance companies with the definite object
of policing the industry and assisting the ordinary agencies to rid this country
of unconscionable and unscrupulous money-lenders.

Witness retired.

Mr. Vien: I would like to move, Mr. Chairman, that the draft bill Mr.
Walker has referred to be printed in to-day’s report of our proceedings. (See
Appendix.)

The CrarMAN: Gentlemen; we asked the Russell Sage Foundation to give
evidence on the matters before this committee. The Russell Sage Foundation
by its director, Mr. Rolf Nugent, has named a representative and I have pleasure
in introducing Mr. Leon Henderson. Mr. Nugent says Mr. Henderson is a
consulting economist for various federal government agencies. He further
states that Mr. Henderson is an expert in relation to consumer credit problems in
the United States and elsewhere, and will express fully the Foundation’s point
of view. I have pleasure in introducing to you Mr. Henderson. Mr. Henderson,
unfortunately, has some engagements to fulfil. I believe he is just out of
hospitalization and is going to California for a rest. He can be with us here
for only a few days, and I would suggest that we study his convenience in the
matter of appointment. Mr. Henderson would prefer to be heard to-morrow,
if that is convenient to the committee.

Mr. Viex: I move now that we should have from the house the privilege
of sitting while the house is in session.

The Caamman: What is your pleasure?

Mr. Vien: It might facilitate a few appointments, particularly within
the next few days, if Mr. Henderson desires to make his statement as rapidly
as possible. Do you second the motion, Mr. Baker?

Mr. BARer: Yes.

The CuamrMAN: Just while we are on this matter, I have a telegram
here from Mr. MeDonald of St. Francis Xavier University, in which he states:—
Leadership course in session here till March sixteenth stop Extremely
difficult to be in Ottawa till twentieth stop If this date too late advise

and I shall make special effort to appear on eighth.

A. B. McDonald

I would rather like to expedite this matter. Do you think we should ask
Mr. McDonald to desert his students and come here on the 8th?

Some Hon. MEMBERS: Yes.

The Cuamman: I have here a letter from the firm of Marler and Marler
affecting the hearing. I think we will just put it on the record so that we may
have the information.
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W. de M. and H. M. MARLER,
Notaries.

Tue RovaL Baxk BuinbiNg,
MonTreAL, 25th February, 1938.

W. H. Moorg, Esq., M.P.,

Chairman, Banking and Commerce Committee,
Parliament Buildings,

Ottawa, Ontario.

Sir,—As I understand that the Banking and Commerce Committee
of the House is inquiring into the small loan business I wish to suggest
that one aspect of the subject peculiar to this province merits special
consideration. I refer to the pratice of paying for a proprietor the muni-
cipal or school taxes owing on his property. Under the law of this
province a person may with the consent of the proprietor pay the
municipial or school taxes owing by the latter, and if he do so he becomes
vested or subrogated in the rights of the municipal or school corporation
securing the payment of such taxes, that is to say in a privilege or charge
on the property ranking in priority to all mortgages. This practice is
not inherently an evil but lends, and has lent itself, to abuses.
Though the security is excellent and though the taxing corporation is
usually indulgent with proprietors in arrears certain corporations and
individuals advertise the fact that they make loans to pay tax arrears,
and make advances which are repayable by monthly instalments at a
rate of interest or on terms far more onerous than the rate of interest
charged on arrears by the taxing corporation.

As many of the corporations are subject to federal jurisdiction it
would seem both reasonable and practicable to require that transactions
of this character between a corporation and a borrower (that is the
owner of the property) be evidenced by a written instrument and such
instrument should state clearly the rate of interest payable for the
advance and expressed on an annual or semi-annual basis and that all
service and investigation and discount charges should be included in
determining the rate. Exception might be made in favour of creditors
already holding a mortgage or hypothec on the property who frequently
pay taxes with subrogation without securing the owner’s consent (which
in such case is not required) and charge a rate no higher and sometimes
lower than the taxing corporation. '

I have the honour to be, Sir,

Your obedient servant,
G. C. MARLER

The Cramman: We will adjourn to meet to-morrow morning at 11 o’clock.

The committee rose at 12.50 p.m. to meet again to-morrow, March 2, 1938,

at 11 o’clock a.m.
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APPENDIX

(Submitted by Mr. Harold Walker, K.C.)
An Act respecting interest on small loans

His Majesty, by and with the advice and consent of the Senate and the

- House of Commons of Canada, enacts as follows:

1. This Act may be cited as the Small Loans Interest Act.

2. In this Act, unless the context otherwise requires,

(a) “Court” means the Exchequer Court of Canada.

(b) “Interest” means the consideration, compensation, return, yield, in-
crease, rent or price, over and above the principal amount actually
loaned, directly or indirectly charged, contracted for, received or paid
for or in connection with any loan or forbearance of money, credit or
choses in action, and without restricting the generality of the foregoing
“interest” includes inter alia any charge or amount for any examina-
tion, inquiry, service, brokerage, commission, expense, fee, bonus, dis-
count, fine, penalty, default, renewal or other matter or thing what-
soever which in fact is interest.

(¢) The “cost” of a loan means the whole cost of the loan to the borrower
and includes inter alia all interest as above defined and all charges
or amounts for any examination, inquiry, service, brokerage, commis-
sion, expense, fee, bonus, discount, fine, penalty, default, renewal or
other matter or thing whatsoever directly or indirectly charged, con-
tracted for, received or paid in connection with such loan which are
are not in fact interest, but excludes actually disbursed registration
fees payable by law.

(d) “Ligensee” means a person licensed under this Act.

(e) “Loan” or “ Small Loan ” means a loan of money, credit or choses in
action, the principal or value of which does not exceed Five Hundred
dollars ($500).

(f) “ Minister ” means the Minister of Finance.

(g) “Person” means any individual, partnership, association or cor-
poration.

(h) “Superintendent ” means the Superintendent of Insurance.

(z) “Wage Assignment” means a sale, assignment, transfer, cession, or
order for payment, of wages, salary, commissions or other compensa-
tion or remuneration for services, whether earned or to be earned,

when made or given in consideration for the payment of Five Hun-
dred dollars ($500) or less in money, credit or choses in action.

Not applicable to Yukon
3. This Act shall not apply to the Yukon Territory.

Prohibition except as authorized

4. No person shall, directly or indirectly, charge, contract for or receive in
i respect of any loan any interest whereby the cost of the loan shall be made to
(4 exceed the rate of twelve per centum (12 per cent) per annum computed on
the principal of the loan from time to time remaining unpaid, except as
authorized by this Act and without first obtaining a licence from the Minister.
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et

Mazximum authorized rate of interest

5. Every licensee may charge, contract for and receive in respect of a
loan any interest whereby the cost of the loan shall not be made to ex
the rate of per centum ( per cent) per month computed on th
principal of the loan from time to time remaining unpaid. il

Method of expressing and computing charges by licensee R

6. Whenever any statement, representation or reference is made by or 0&
behalf of a licensee with regard to interest or charges for the making of loans
the cost of any such loan shall be expressed as a single rate per centum p:
month but may, in addition, be expressed in any other way which is not mis-
leading. Such cost shall be computed on the principal of the loan from time
to time remaining unpaid for the number of days during which such principal
has actually been outstanding and shall not be compounded, nor deducted
or received in advance. For the purpose of expressing and computing the
cost of the loan a month shall be deemed to be any period of thirty (30) con-
secutive days.

No further charges

No licensee shall, direetly or indirectly, charge, contract for or receive any
interest in excess of the interest authorized by this Aet. If any interest in
excess of that authorized by this Act shall be charged, contracted for or received -
the contract of loan shall be void and the licensee shall have no right to collect
or receive any principal, interest, or charges whatsoever.

Wage assignments

7. The consideration for a wage assignment shall, for the purposes of this
Act, be deemed a loan secured by such assignment; and the amount by which
the wages assigned exceed the amount of such consideration shall, for the
purposes of this Act, be deemed interest upon such loan for the period from the
date of the receipt of such consideration by the assignor to the date when the -
wages assigned are payable.

Requirements for making and payment of loans

8. Every licensee shall:
(a) Deliver to the borrower, at the time any loan is made, a statement
in writing in the English language, or, in the Province of Quebec,
in the English or French language, at the option of the borrower (upon
which there shall be written a copy of sections 5 and 6 of this Act), :
showmg' in clear and distinet terms the amount and date of the loan
and of its maturity, the nature of the security, if any, for the loan, :

the name and address of the borrower and of the licensee, and the
cost of the loan.

(b) Give to the borrower on demand a plain and complete receipt in writing -
for all payments made on account of such loan, specifying the amount
applied to charges including interest, and the amount, if any, applied
to principal, and stating the unpaid principal balance, if any, of |
such loan; :

(c) Permit payment to be made in advance in any amount on any contract
of loan at any time, but the licensee may apply such payment first to

all earned charges including interest in full, at the agreed rate up to the
date of such payment; }
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(d) Upon repayment of the loan in full, mark indelibly every obligation
and security signed by the borrower with the word “Paid” or
“Cancelled”, and release any mortgage, restore any pledge, cancel
and return any note and cancel and return any assignment given to the
licensee by the borrower;

(e) Display prominently in each place of business a full and accurate
schedule, to be approved by the Superintendent, of the charges to be
made and the method of computing the same.

Onus of proof on lender.

- 9. In any suit or proceeding between a borrower and a lender involving
a small loan, whether or not the lender shall be a licensee under this Act, the

- onus of proof that the rates of interest permitted by this Act have not been
- exceeded shall be upon the lender.

j" Qualifications for applicants for licence.

10. (1) Any person whose experience, character and general fitness, and
that of the members thereof if the person be a partnership or association, and
that of the officers and directors thereof if the person be a corporation, are such
as to warrant belief that the person will honestly, fairly and efficiently lend
money at interest pursuant to this Act, and who has a net worth represented by
liquid assets of at least One Hundred Thousand Dollars ($100,000) available
in Canada for the making of such loans, may apply to the Minister through the
Superintendent for a licence under this Act. Application for such licence shall
be in writing, under oath, and in the form prescribed by the Superintendent,
and shall contain the name and the address both of the residence and chief place
of business of the applicant; and, if the applicant is a partnership or association,
of every member thereof; and if a corporation, each officer and director thereof;
and such further information as the Superintendent may require.

Investigation by Superintendent.

(2) The Superintendent shall investigate every application and find whether
or not the applicant is duly qualified to make application for a licence as herein
provided, and he shall report his findings to the Minister in writing within thirty
days after the filing of such application for licence and forthwith transmit
to the applicant a copy of such report, which report upon appeal by the applicant
instituted at any time within thirty days after receipt by the applicant of such
copy thereof, shall be reviewed by the Minister.

Issue of license.

(3) When the Minister is satisfied from the report of the Superintendent
or after a review of an adverse report of the Superintendent that the applicant is
duly qualified to make application for a licence as herein provided, he shall issue
to the applicant a licence as by this Act provided. If he shall not be so satisfied
he shall not issue the licence and he shall record his decision to that effect and
shall forthwith transmit a copy thereof to the applicant.

Appeal to Bxchequer Court.

(4) An appeal shall lie in a summary manner to the Exchequer Court
of Canada from any order of the Minister denying an application for a licence
under this Aect or directing the issuance or renewal of a licence subject to a
limitation condition or qualification not acceptable to the applicant or licensee
and thereupon that court shall have power to make all necessary rules for the
conduct of appeals under this section. The decision of the Minister shall be

" Dbinding upon the applicant unless the applicant shall, within fifteen days after
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receipt of a copy of the decision, transmit to the Minister notice of the appli-
cant’s intention to appeal therefrom, setting forth the grounds of appeal, and
within fifteen days thereafter, file such appeal with the Registrar of the Court
and with due diligence prosecute the same. : -

Certificate of Minister

(5) For the purpose of such appeal the Miinster shall, at the request
of the applicant, give a certificate in writing setting forth the decision appealed
from and the reasons therefor.

Form of licence

11. (1) The licence shall be in such form as may be from time to time
determined by the Minister and may contain such limitations or conditions not
inconsistent with the provisions of this Act as may be deemed by the Minister
to be proper.

Ezxpiration and renewal of licence

(2) The licence shall expire on the thirty-first day of March in each
year but may be renewed from year to year, subject, however, to any qualifi-
cation of limitation not inconsistent with the provisions of this Act which is
deemed by the Minister to be expedient: Provided that such licence may be
from time to time renewed for any term less than a year.

Revocation. of licence

12. The Superintendent shall, upon (10) days’ notice to the licensee
stating the contemplated action and, in general, the grounds therefor, and upon
reasonable opportunity to the licensee to be heard, revoke any licence issued
hereunder if he shall find that:

(1) The licensee has failed to comply with any demand, ruling, or require-
ment of the Superintendent lawfully made pursuant to and within
the authority of this Act; or that '

(2) The licensee has violated any provision of this Act or any rule or
regulation lawfully made by the Minister or the Superintendent under
and within the authority of this Aect; or that

(3) Any fact or condition exists which, if it had existed at the time of the
original application for such licence, would have warranted the Minister
in refusing originally to issue such licence.

Filing reasons for revocation

~ Whenever the Superintendent shall revoke a licence issued pursuant to
this Act, he shall forthwith forward to the Minister a written report to that
effect containing findings with respect thereto and a summary of the evidence
and the reasons supporting the revocation, and forthwith transmit to the
licensee a copy thereof, which report may be reviewed, in turn, by the Minister
and the Court, in a manner similar to that provided and within the delays
limited by Section 10 of this Aect for appeals thereunder.

Surrender of licence

. An licensee may surrender his licence by delivering the same to the Super-
intendent with written notice that he thereby surrenders such licence, but such
surrender shall not affect the civil or criminal liability of such licensee for
acts committed prior to such surrender. No revocation or surrender of a licence
shall'lmpau' or affect the obligation of any pre-existing lawful contract between
the licensee and any borrower. Every licence issued hereunder shall remain
in force and effect until the same shall have expired or shall have been sur-
rendered or revoked, in accordance with the provisions of this Act. j
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- Examinations

13. For the purpose of administering and enforcing the provisions of this
Act or securing information required by him hereunder, the Superintendent
" may at any time, either personally or by a representative, investigate and
examine loans and the books, accounts, records, and files used in connection
" therewith of any person whether such person shall act or claim to act as prin-
cipal or agent, or under or without the authority of this Act. For that purpose
the Superintendent and his representatives shall have free access to the offices
and places of business, books, accounts, papers, records, files, safes and vaults
of all such persons. The Superintendent shall have authority to require the
attendance of witnesses and compel them to give evidence on oath and to
produce such documents as he may require, and may examine under oath
all persons whomsoever whose testimony he may require relative to such loans
or such business.

Annual examination

The Superintendent shall make an examination of the affairs, business, offices
and records of each licensee at least once each year. Every licensee shall pay
to the Receiver General of Canada the sum of.......... Dollars on or before the
20th day of December in each year in respect of each office which such licensee
then operates, which amount shall be accepted by the Superintendent for the
purpose of defraying the costs of such examination during the next succeeding
year. Every licenseé shall at all times keep the Superintendent informed, in
writing, of the address of every office at which such licensee makes loans. If
a licensee should open any new office during the course of the next succeeding
" year, the said sum shall be paid to the Receiver General of Canada in respect
of each such new office and accepted by the Superintendent in respect of his
examination during such year. The Superintendent may maintain an action for
the recovery of such sums in any court of competent jurisdiction.

Books and records

14. Every licensee shall keep and use such books, accounts and records as
will enable the Superintendent to determine whether such licensee is complying
with the provisions of this Act and with the rules and regulations lawfully made
by the Superintendent hereunder. Every licensee shall preserve such books,
accounts and records, including cards used in the card system, if any, for at least
two (2) years after making the final entry on any loan recorded therein.

Annual Reports

Every licensee shall annually, on or before the fifteenth day of March, file
a report with the Superintendent, giving such relevant information as the Super-
intendent, reasonably may require concerning the making of loans during the
preceding calendar year. Such report shall be made under oath and shall be
in the form prescribed by the Superintendent, who shall make and publish
annually an analysis and recapitulation of such reports.

Advertising

15. No licensee or other person shall advertise, print, display, publish,
distribute or broadcast, or cause or permit to be advertised, printed, displayed,
published, distributed or broadecast, in any manner whatsoever, any statement
or representation with regard to the rates, terms or conditions for the making
of loans which is false, misleading or deceptive.

No licensee shall make loans under this Act within any office, room or place
of business in which any business not exclusively conducted for the purpose of
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lending money is solicited or engaged in, or in association or conjunction th&e.
with, except as may be authorized in writing by the Superintendent upon his
finding that the character of such business is such that the granting of such
authority would not facilitate evasions of this Act or of the rules and regula-
tions lawfully made hereunder. A

No licensee shall make or collect any loan provided for by this Act under
any name other than that under which he is licensed. _

No licensee shall take any note, promise to pay, or security that does not
accurately disclose the actual amount of the loan, the time for which it is made,
and the cost of the loan, nor any instrument in which blanks are left to be filled
in after execution.

Penalties ¢

16. Any person, or any member, officer, director, agent or employee of any
partnership, association or corporation who shall violate are participate in the
violation of any of the provisions of Sections 4, 5, 6, 8, 14 or 15 of this Act, or
who by any device, subterfuge or pretence whatsoever charges, contracts for or
receives greater interest than is authorized by this Act for or in connection with
any small loan shall be guilty of an indictable offence and shall be liable to
imprisonment for a term not exceeding one (1) year or to a penalty not exceeding
One Thousand dollars ($1,000).

Any contract of loan in the making, carrying out or enforcement of which
or in connection with which anything shall have been done or omitted which
constitutes an offence against this Aect, shall be void and the lender shall have no
right to collect or receive thereunder any principal, interest or charges whatsoever.

Excepted lenders

17. This Act, except Section 4 and Section 16 so far ds the said Section
16 relates to a violation of or an offence against Section 4 shall not apply to any
person doing business under and as permitted by any law of the Dominion of
Canada or one of the Provinces thereof relating to banks, savings banks, trust
companies, insurance companies, loan companies whose principal business con-
sists in exercising any one or more of the powers set forth in Sections 61 and 62
of The Loan Companies Act, being Chapter 28 of the Revised Statutes of
Canada, 1927, and Amendments, building and loan associations, credit unions,
or licensed pawnbrokers.

Regulations

18. The Minister is hereby authorized and empowered to make such general
rules and regulations and such specific rulings, demands and findings as may be

Zectcssary for the due carrying out and enforcement of the provisions of this
ct.

Appeal.

19. Any determination or decision by the Superintendent under the
authority of this Act shall be subject to review by, and appeal to, the Minister
and the Court_m a manner similar to that provided and within the delays
limited by Section 10 of this Act for appeals thereunder.

Interest Act
20. The Interest Act, being Chapter 102 of the Revised Statutes of Canada,

113?1%; shall not apply to any small loan to which a licensee hereunder may be a

S S
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Repeal

21. The Money-Lenders Act, being Chapter 135 of the Revised Statutes of
Canada, 1927, is hereby repealed.

22. Nothing in this Act contained shall impair or affect the obligation of
any contract of loan legally made before the coming into force of this Act.

23. (1) Each of the undermentioned three companies may apply for Letters
Patent authorizing the company to carry on its business under Part I of the
Companies Act, 1934 and Amendments thereto, subject to all the provisions of
that Part, and the Secretary of State of Canada may direct the issue of Letters
Patent for that purpose.

(2) Upon the issuing of such Letters Patent the special Act incorporating
such applicant company shall no longer apply but the corporate existence of
such company with all its rights, property and obligations shall continue as
though it has been incorporated by such Letters Patent and the company shall
thereafter be governed in all respects by the provisions of Part I of the said
Companies Act.

(3) If any of the undermentioned three companies applies for the issue of
Letters Patent under this Section, the Secretary of State of Canada may, by
Letters Patent, vary the powers of such company to such other objects for which
Letters Patent may be issued under Part I of the said Companies Act as the
applicant desires, and vary, restrict or extend any rights, powers or capacities
of the company as conferred by its Act of incorporation, provided however
that in addition to the powers set out in the Letters Patent and in Part I of the
said Companies Act the company shall have the power to lend money with or
without security under authority of this Act.

(4) It shall not be necessary in any Letters Patent issued under this Section
to set out the names of the shareholders and in such Letters Patent the directors
named shall be the directors of the applicant company in office at the date
of the application for such Letters Patent and such Letters Patent may be issued
to such applicant company by its original name or by another name.

(5) Notice of the issue of such Letters Patent shall be published in The
Canada Gazette.

(6) The names of the three companies referred to in this Section are as
follows:—

Central Finance Corporation.

The Discount and Loan Corporation of Canada.

Industrial Loan and Finance Corporation.

Coming into Force
24. This Act shall come into force on the

i
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MINUTES OF PROCEEDINGS

WebNESDAY, March 2, 1938.

The Standing Committee on Banking and Commerce met at 11 a.m., the
~ Chairman, Mr. Moore, presiding.

Members present: Messrs. Baker, Coldwell, Donnelly, Dunning, Edwards,
Fontaine, Harris, Howard, Jaques, Kinley, Lacrmx (Beauce), Leduc, Macdonald
(Brantford-City), McGeer, Mallette, Martin, Moore, Plaxton, Quelch, Tucker,
Vien, Ward, Woodsworth.

In attendance: Mr. Leon Henderson, Economist, Washington, D.C., Mr.
G. D. Finlayson, Superintendent of Insurance, Ottawa, and counsel for several
loan companies.

Mr. Henderson was introduced by the Chairman and gave evidence on the
subject-matter of the reference before the Committee.

At 1 o’clock the Committee adjourned until 2.30 p.m.

AFTERNOON SITTING
The Committee resumed at 2.30.
Members present: Messrs. Baker, Coldwell, Donnelly, Howard, Jaques,
Kinley, Lacroix (Beauce), Ledue, Macdonald (Brantford-City), McGeer, Mal-
lette, Martin, Moore, Perley, Plaxton, Quelch, Tucker, Vien, Ward.

Mr. Henderson gave further evidence and was examined by members of
the Committee.

Witness retired.

A hearty vote of thanks was extended to Mr. Henderson on behalf of the
Committee by Messrs. Coldwell and Baker.

Ed o The Committee adjourned at 4.30 p.m. to meet again at the call of the
b air.

R. ARSENAULT,
Clerk of the Committee.
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MINUTES OF EVIDENCE

Housk or COﬁMONS, Room 277,

March 2, 1938.

The Standing Committee on Banking and Commerce met at 11 a.m.
Mr. W. H. Moore presided. :

The CHAlIRMAN: Gentlemen, it is my pleasure to introduce Mr. Henderson.
Mr. Leon Hexperson called:

The WirNness: Mr. Chairman, Mr. Minister and members of the committee.
My name is Leon Henderson. My present home address is Washington, D.C.
T am a consulting economist for various government agencies, such as the
- Works Progress Administration and the National Resources Committee; but
I am also engaged in private work and work with State and local governments.
For eight years, beginning in 1925, I was Director of the Department
of Remedial Loans of the Russell Sage Foundation; that is, from 1925 to 1933
inclusive, when I left to become chief economist for the National Recovery
Administration in Washington. In that eight year period there was a dynamic
quality to consumer credit which made it one of the most interesting phenomena,
I think, of the period that we know as the boom period in the United States;
and we were beginning at the Sage Foundation in research to have some vague
intimation of the part that consumer credit plays in the economic process.
The Russell Sage Foundation itself is an endowed institution, and I
quote part of its charter—“for the improvement of social and living conditions.”
(& It is generally thought of in the list of American foundations as the one
. which has devoted its research to social and welfare affairs while, for exam-
ple, in a similar field, the Rockefeller Foundation has devoted its research to
medicine and education. The Foundation was endowed by Mrs. Russell Sage,
and it has been an independent enterprise. One of the first excursions into
the causes of poverty was in this field of consumer credit, or, as it was then
known, remedial loans. Mrs. Sage inherited quite a large fortune from the
capitalist, Mr. Russell Sage, and she was beseiged as well as beseeched by liter-
ally thousands and thousands of people to come to their rescue and aid with
some part of this inheritance. As a result she set up quietly a staff of investi-
- gators and almoners, and one of those to whom I had talked at rather
. great ‘length is now in charge of the United States Employment Service
W. Frank Persons.
_ One of those investigators and almoners would go around to find out why
it was that people and families were in such dire straits that they would write
such pathetic letters, and he found literally hundreds and hundreds of loan
shark cases. So the first investigation was begun under the general direction
of two Columbia professors with two graduate students, Arthur Ham and
Clarence Wassam. That work has continued fairly uninterruptedly from 1907
down to the present time. There was a break during the war period. But
. there have been four directors, one of whom was an acting director in that
- period, and it is pleasant to survey a condition stretching over thirty years and
- find that four directors have never had a single large disagreement as to
. principles involved in consumer credit. There has been this continuity and
. constance of opinion. I say it is pleasant because the area of conflict of ideas
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in economic matters and consideration seems ever to be widening, and it is
nice to find a calm place. Therefore, though I do not represent the Russell )
Sage Foundation today, I believe I can say that I represent their point of
view and that of the other directors who have been with the Russell Sage
Foundation. i e

Just one small observation as to the relation of credit to the economic
process, which I think is worth while. I said that in that dynamic period of
the United States boom of the twenties we began to feel that there was a
definite relationship between the amount of consumer credit being extended
—that is, instalment credit, small loans, loan shark ecredits, credit unionms,
industrial banks and bank loans for consumptive purposes—and the acceler-
ation that was taking place in the whole credit structure. We were a bit
apprehensive as to what would happen once there was a puncturing of the boom.

I must say that it was not possible until the last few years to really get
any kind of measurement of the feeling as to how important this consumer
credit extension is to the business cycle. But I can say most sincerely, first,
that we know that its accelerating qualities in the boom are tremendous and
that its aggravation of the decline is so tremendous that no industrial country
which is influenced largely by credit can escape taking notice and perhaps
looking towards some type of control or regulation of the various forms that
this credit takes. .

We estimate that the open book credit, plus the instalment credit and all
forms of lending, pawnbroking and things like that, attained a status of
$11,000,000,000 in 1929, and that we had returned in the United States to
that figure and perhaps would have very soon exceeded it by the middle of
1937. There is just one figure to which you might relate that. The total
volume of retail sales in the United States in 1937 will be something of the
order of forty billion dollars. So that you can see that this eleven billion
dollars, you might say of a pre-emption of future purchasing power when
1t has to be liquidated in a short time, as it must by its nature and character,
exercises a tremendous effect on the business cycle and tends to aggravate
the amplitude of the swing,

_ There is one other very large factor which I will not take much time to discuss
this morning, but it is of extremely high importance in the American economy
at the present time. We have an inbalance as between savings and investments,
which is very, very substantial—

Mr. MarTin: What is that?

~ The Wrrness: The inbalance as between savings an investments—new
mvestments. That is, we are not finding as we did in our dynamie period,
an outlet for all the savings. That is partly due to the fact that our savings
are concentrated in the higher brackets. Where we had, say in one high
bracket in 1929, a billion dollars of income, the personal expenditure of that
particular group did not exceed eighty million dollars, leaving over nine
huntlfr(«l million dollars available for the investment market.

I'he American economy has got to a stage where it is not expanding fast
enough to take up this saving which in 1936 was probably in the order of
about six billion dollars. Up to that time, government financing had tapped
the market and the amount of durable goods, plant extension, was being
paid for largely from depreciation accounts which had been unspent up until
that time. And a part of the dearth of the market for plant expansion and new
1ssues very definitely can be traced to the fact that our industrial empire is
not expanding, certainly not at a rapid rate. But the more important thing
is this, as it relates to purchasing power: if we assume that there is six
million dollars of savings in any one year, and that is not called up by the

mvestment market, then there is a lack of equilibrium between the purchasing
[Mr. Leon Henderson.] ’
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~ power produced at the production end and the purchasing power at the con-
- sumers’ end to take goods off the market. Now, in the twenties a part of
" the excess of savings that was not being taken up even then by our capital
“market was drawn into this consumer financing.

Hon. Mr. Dux~ing: What we call here small loans? .

Mr. HexpersoN: Small loans. But, Mr. Minister, we have extended at
~ the Sage Foundation our definition from small loans to consumer credit. In
fact, what was the department of remedial loans and what was our small
loans research now have become consumer credit. :

Mr. Tucker: Would that include instalment buying?
Mr. HENDERSON: Yes. 3
Hon. Mr. Dun~inGg: Instalment financing generally.

Mr. Hexperson: Instalment financing generally, pawnbroking, and all

~ loans that are made for consumer purposes, the extension of credit, including
‘open-book credit.

Now, when a part of the savings which ordinarily would go into the capital
‘markets and would become really productive equipment is drawn off for con-
sumers’ goods and then you get» for any reason, cyclical or otherwise, a diminu-
tion in general purchasing power being made available to consumers, there
is this pressure to liquidate consumer credit, and you have very, very quickly
the money being paid currently on instalment accounts, on small loans, and
on retail credit going back into capital account. That is, it is again available
for capital expenditures but since in a declining market or on the down-side
of a business cycle there is no huge demand for funds for investment, there
is an accentuation which may or may not account for some of the continuance
of ‘possibilities of cheap money. I have gone to some length on this because
it seems to us—when I say “us” I am speaking of the labours of the Russell
Sage Foundation and using their terminology—that entirely apart from the
social considerations that have moved us in the past to look for regulation

. of lenders and protection of borrowers, there is this large cyclical matter which

is bound to engage the attention of any government, particularly with the
growing pressure for intervention of all kinds by government in economic
affairs.

Hon. Mr. DunNinG: And because of its effects on the general economy.

The WrrNness: That is right. I had that very definitely in mind, Mr.
Minister. There is this growing pressure, and if there is no control at all, then
you would have left out of your scheme of reckoning something which is of
high and extraordinary importance.

The general types in the United States of small loan extension entirely
apart from open books and instalment credit are the institutional agencies
such as credit unions and personal loan departments of banks, semi-philan-
thropic agenecies, what would be called the mont-de-piété in France, and the
personal finance companies which are the commercially regulated lenders. Now,
the Russell Sage Foundation has spent several hundred thousands of dollars in
research since 1907; but its initial aim, as I say, was to eliminate the loan shark.
It very quickly found that although you might have alternative sources
growing up, such as philanthropic funds—and one of the greatest pools of money
that is available to poor people in New York is the semi-philanthropic fund,
the public loan societies—as alternatives to the credit union there still remained
a wide area that needed to have a general supervision because of its impingement
on society. That was the field of commercial regulation. So the Russell Sage
Foundation for a long time has been working on an analysis of the causes of
borrowing and how it might best be approached in regulation. That has pretty
generally been by means of the recommendation of the uniform law, which is
a model law now in effect in about twenty-seven states. These twenty-seven

. states pretty largely include the states with the largest industrial population in
- the country.

]
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Hon. Mr. Dunning: Excuse me for interrupting you, but in the United
States there is no question of jurisdiction. Jurisdiction is wholly state, is it not?
The Wrrness: That is right. In fact the interest provision is written into
many state constitutions. : ‘

Hon. Mr. Dun~inG: It does not enter into the picture. -

The Wirness: No. In the NRA we felt that there was interstate commer:
of a character which would allow us to require a code for companies; but that
would be mainly for purposes of getting labour standards rather than for prac-
tices; although there was a very definite drive in the NRA to establish consumer
protection, particularly for a clear statement of the rates that would be charged
to borrowers. -

Now, the Russell Sage Foundation considered world legislation and world
attempts at money lending. There were pretty generally three kinds of methods
used. One was the free market, sanctioned by Jeremy Bentham and which
stated pretty generally that contracts were relationships between the borrower
and the lender and that they were no different from any kind of contract or rela-
ticnship. There was the restraint type which assumed that the lending of money
in small sums ought to be forbidden, even up to the amount of prohibition,
or that it ought to be under restraint. We had consideration of freedom of
contract, restraint or prohibition, and as you probably know, in England
the leaning is now towards the free market and restraint. I have been through
the Australian and the Straits Settlement legislation pretty generally, and
1 have made a study of the legislation in the entire British Empire. Their
legislation has tended to be modelled on the British statement of 1900 and 1927;
but it is interesting to notice that increasingly they are having to widen the area
of state intervention and supervision, and also—and this relates to what I have
said before—attention is being given to bring hire-purchase agreements under
some sort of general supervision and regulation.

Our first draft of the uniform law required the licensing of money lenders
on bond, a flat statement of the charge, and that required a dip into ice-cold
water. The first rate was three and one-half per cent a month on unpaid
balances, because the Russell Sage Foundation felt that very definitely the
borrower ought to be put on notice as to what his charge was, and that a high
charge would be a deterrent. There was provision for the keeping of records,
the type of security and more than anything else, however, even in its earliest
days the uniform law very definitely went towards assessing the responsibility
through some public officer. That is the keystone upon which the uniform
law and its succeeding draft have been built. That keystone was the public
officer. Under that system we made. a strict and clean cleavage and departure
from the English System. We felt that there was no other way to afford a
borrower that kind of protection that he needed. Now, as to that restrietion
and as to whether or not the rate does prevent too wide an expansion of borrow-
ing there has been much controversy. But I checked the amount of borrowing
in Minnesota, which is a loan shark territory and has no regulation, with New
Jersey, one of the most industrialized populations that we have, and found that
1t was almost the same. In other words, whether the rate was about twenty per
0g>tr}t per month as in Minneapolis, St. Paul and Duluth and some of the other
cliles—

Hon. Mr. Dux~ing: We are just getting our breath after hearing you
mention that rate.

4 "I_“hp Wl"rxnss: Twenty per cent per month is the prevailing high rate in
the United States. If I might put a peg rate there I will say that in the states

that have not adopted the uniform law t} raili ’ 1
ompon e e prevailing rate of charge is twenty

[Mr. Leon Henderson.]
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Mr. Howarp: Without endorsement?

The Wirness: Without endorsement; but very frequently it involves a
pretended sale of wages. It is collected— : :
Hon. Mr. Dun~inG: They buy so much of the man’s wages?

The Wirness: Yes, any types of usury that he can get away with. The
volume of business at twenty per cent per month in Minneapolis, which is the
rate at the present time, is almost equal per capita to the amount in a regulated
state. .

" Hon. Mr. Dux~ine: Like New Jersey?

'#  The Wirness: Yes, which proved to us that, of course, the demand was
“there; that it arose out of the conditions of the people rather than being stimu-
»lated by the existence of the available agencies.

Hon. Mr. DuxninG: Then, to complete that picture, what is the prevailing
rate in New Jersey, the regulated state, with which you are making a comparison?

The Wirness: Two and one-half per cent per month on the unpaid balance.
Mr. Praxron: Is that a flat rate applicable to all classes of loans?
The WiTNEss: Yes.

- Mr. DonNELLY: Do you mean on a small loan, under $500, or what do you
mean?

The Wirness: In New Jersey it is $300. The limit of the uniform law has
- been $300 and that has been kept at $300 regardless of the fluctuation of the
population, partly for constitutional reasons and partly because our experience
showed that while there were a number of other agencies, this was the proper
flat limit.

Mr. Vien: Would that be inclusive of all charges, and disbursements?

The Wirness: Yes.

Mr. Viex: All-inclusive?

The Wirness: Yes, excepting where there were state laws which would
require some kind of registration fee which would necessarily affect different
companies,

Mr. CorpwerL: What is the rate in New Jersey?

The Wirness: Two and one-half per cent per month on unpaid balances.
Hon. Mr. DuxninGg: Covering everything?

The Wirness: Covering everything. T shall come to the discussion on the
rate later. T welcome this kind of interruption, because I have been a school
teacher and public speaker for years. In that way I have felt the force of
 heckling and interruptions. It has been rumoured that I like it. This uniform
' law which was adopted first by the Russell Sage Foundation in 1916 has had
.several modifications. I am not going to take you through the techniques of
them, but simply to point out that there has been a decided shift of emphasis
‘due to the experience of the 1920’s. The Russell Sage Foundation felt very
definitely that there was a place for a business to render a typical business
service in this field. It felt that if it were legitimatized there would be capital
= available. It was not, however, until the late 1920’s that the ordinary facilities
- of the market were available to small loan companies, so great was the taint
on money lending and so great was the confusion as between money lending
- companies under striet serutiny and supervision and the vicious loan shark
. Practices, amounting to rackets in many of our cities. But the Foundation had
' consistently been changing the nature of the public officials responsibility under
sections 3, 4 and 5 of the draft, and even giving encouragement to the exchange
- of information among the supervisors of the various state laws. And out of that
has come a decided advantage, and by the late twenties when they had begun
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to meet the test which our security market puts upon the business and when we
had become convinced that there were in the picture several corporations, com-
peting corporations I should like to emphasize, whose responsibility and whose
acceptance of responsibilities were equal to and higher than most of the American
industries, we thought that there had come a time in which the emphasis on
small loans could be shifted. I want to mark that particular point, because
there has been confusion about the Sage Foundation and the small loan business.
Too often it has looked as if the Sage Foundation and the small loan business
might have stemmed from the same general body, and of course it was to the
advantage of those who are opposed to small loan legislation to magnify that as
much as they could. There has never been a time in which the Sage Foundation
has not wanted to work within the existing frame-work of free enterprise and
capitalistic venture, ever striving to bring about the kind of business service in
this field through business agencies rather than from the angle of state subsidies,
state socialism or anything like that. In all our pamphleteering and all of our
appearances before legislatures there has always been that emphasis, and that
emphasis still is there, mainly I think because very gratifyingly the corporations
that came into this business and those that remained in this business met the

“test pretty well. I had an opportunity under N.R.A. to see what the code of

ethics is in practically all American business. I can say unqualifiedly par-
ticularly from my close association with the lending business that if anything
the lending companies exceeded American business generally. They had found
probably that it was good business, and they had found they were under a
stricter pressure. They were under almost constant legislature restriction of
course, because of their high rate, and if I may say so, I do not believe that
they ought ever to get to the place where the public official takes his finger very
far away from their neck. I think that is a very good thing.

Well, then, the trend of emphasis was very definitely to administrative
control. There has been a large development in the United States, as you
probably know, towards administrative law due to complex conditions and due
to the fact that the general principles no longer are able to be used for ordinary
executive administration; and our emphasis is very decidedly shifted. In our
sixth draft we shifted very definitely towards an increase in the powers of the
state supervisor. We shifted to a demand for official responsibility, because
we found that if the amount invested was too small there was a pressure towards
unfair practices. We wanted to establish what amounted to a certificate of
convenience and necessity of the community before a small loan agency would
be permitted in a community; and I think our New York experience has been
very very helpful, because by putting the responsibility in the banking depart-
ment for small loans— '

Hon. Mr. Dun~inGg: The state banking department?

The Witness: Yes, the state banking department. Then when they took
up the question of a certificate of necessity and convenience for the community
they did it with very very high standards rather than as to whether it was an
outlet for somebody to make some money; and also as to the character of the
51])1;]';«-311; who was at the door asking for a licence. In addition to that we went
into a wide reporting system, and I have brought, for the purposes of the com-
mittee, from the Sage Foundation several copies of a suggested report which
most American states having uniform laws now employ. It will give you an
1dea of how vigorously we have tried to pursue the elusive question whieh account-
ants ordinarily cover up as to what earnings and costs are. And again, the
desirability of a state supervisor getting reports which are available for comparison
year by year within his own jurisdiction, and for comparison as against other
Jurisdictions, and for reference by means of specific data on offices, which we
have also urged. That to my mind has been one of the best things towards driving

the rate to that rate which is economically necessary for carrying on the business.
[Mr. Leon Henderson.]
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! Now, we have relied on three things for competition: One has been the
competition as between the licensees, and while I never as director fomented inter-
- company disputes I never took a pessimistic viewpoint if one of the corporations
. and another one were to get into some sort of competition which led to better-
ment of borrowers’ rates and protection. There was the competition of other
alternative sources of lending, such as the Morris Plan companies—which are of
. the Taxative character—and then the personal loan departments of banks became
quite competitive. There were also the credit unions and other agencies. But we
relied also on the supervising agencies’ regulations of putting a burden on the
lender to meet the terms which they thought necessary. That is, we felt that
~ you could be crowding the maximum rate down to a lower level constantly, that
you could shift the burden to the strongest member of the contractual relation-
ship to find a means of doing business and of making a profit; and that has
worked out very well. I can recall that when I first came to the Foundation it
was assumed that 3:5 per cent would always remain the rate even if you got
- cheaper money and cheaper loan bank methods like that; and it is very gratify-
ing to know that that rate has been reduced by them voluntarily, and because
of this pressure of the supervised states.
Hon. Mr. Dux~ing: It has been reduced now to two and one-half per cent?
The WrrNess: It has been. I am going into a discussion of rates pretty
largely. :
I forgot, Mr. Chairman, to make one other statement as to myself. While
. in my capacity as consulting economist, and while out of government service in
- 1935—in fact while I was teaching at the University of Miami—I made a study
for Clark Dodge and Company, New York bankers, of one company which had
. applied to them for financing; the Household Finance Corporation. In other
- words, I represented the company which was considering whether it would under-
write the issue of security for one of the leading small loan companies. In that
- capacity I was able to demand income tax statements from the loan company,
break-downs, and accounting analyses, and things like that, that had never been
freely available to me when I was with the Russell Sage Foundation. In that way
I added to my knowledge tremendously. I, of course, was paid a fee by the bank-
ing house as a consulting economist. I will speak of that when I get to the rate
changes. _
Now, this period around the twenties with which I am more familiar
. saw several changes. It was to see the bank loans, and to see the companies
.~ tapping the security market. It was also a time of general endorsement by
- social agencies, better business bureaux, local aid societies, junior chambers
- of commerce, labour unions—Mr. William Green, President of the A. F. of L.
(& has endorsed it, Governor Lowden, of Illinois, Governor, and later President
Wilson; and Calvin Coolidge, as governor, had signed a small loans bill; and
- Franklin D. Roosevelt, Governor of New York at that time, signed a change
in the New York bill that I was sponsoring at the time for the Sage Foundation.
New York had had a rate which was equivalent to about 2:25 per cent over
I a period of something like eleven to fourteen years, and no lending of any
. great amount had ever gone on under that particular rate, and the loan-
shark had come in and had taken the place of the lending that had been
- contemplated by the licensing department. Through the assistance of the
banking department and our work the attorneys-general conducted a loan-
- shark drive, and the recommendations of the general committee did away with
. the difficulties and expended their loans, and the National City picked up from
. that. It was also recommended that the state small loan law rates be increased,
- which was done under the last term of the Franklin D. Roosevelt administration
- there. We had a new period of very fruitful experience, which was very painful
- for me at times because of the work it caused me. But some of the states
- Wwere reducing their rates. Some of the states that were adopting the law
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were changing their rates, and others were almost rendernig their small loan
law inoperative by a reduction to too low a rate. I was going to speak very
briefly about five of them as I know them. One of them is New Hampshire,
and New Hampshire reduced its rate so that practically all licensed lending
left the state. New Jersey, after a violent fight in the legislature, reduced it
to one and a half per cent. The lenders left the state and as a result pretty
largely the business shifted into New York and Pennsylvania, particularly
Pennsylvania. Later the state raised its rate to two and one-half per cent
where it had been before. Wisconsin moved its rate down until I think the
effective rate is about, as I recall from my Clark-Dodge study, about 2-:27
per cent—it is something like that; but that gave a monopoly almost to one
group. At the time I made my study between eighty-five and ninety per cent
of all the business was being done by one loan company in the state. Missouri
reduced its rate to below what we thought was the minimum rate, two and one-
half per cent, regardless of how it were fixed; and Missouri has had a resumption
of loan-shark conditions to such an extent that the attorney-general and the
Better Business Bureau are moving now towards the restoration of a higher rate.
The West Virginia experience was what you might call a theorist’s dream.
We had predicted with great brashness that if the rates were reduced from
three and one-half per cent in that state, which is rather sparsely populated,
licensed lending would go out and twenty per cent lending would come back,
and it happened within three or four months. As I say in connection with these
theorist dreams, too often your prognostications catch up with you and destroy
you. This one, however, validated our general research experience and testing
of these states. v

 Other states, however, began to adopt our six -draft recommendation,
which six draft recommendation was what we would call a graduated rate;
and pretty generally we would allow three and a half per cent or three per
cent per month on the first hundred dollars of a loan and two and one half per
cent on the balance above that. That is, if a loan were for two hundred dollars,
you would pay three and a half per cent on the first hundred dollars and two
and a half per cent on the second hundred. When the loan was paid, you
paid off the cheap money first. You paid off the two and a half
per cent money first. A number of states experimented with
reductions of that order and very successfully. To my mind there was no
real abandonment of the service to which the borrowers are entitled.

By Mr. Martin:

Q. What was the increase in the rate in New York State under Mr.
Roosevelt—from two and a half per cent to what?—A. Rather than trust my
memory, I will look it up. It was to three per cent per month on the first
one hundred and fifty dollars and two and a half per cent on the balance. '

By Hon. Mr. Dunning:

. Q. That is the present rate in New York?—A. That is the present rate

in New York. T think, without making a very serious study of this, with the
('hp{xpl]_(‘;ﬁ of funds, that rate can probably be reduced by some variation of
this joint rate. The New York supervision is very, very good. TUnder this
amended law we stiffened the penalties and lessened the possibilities of law
evasion and things like that to such an extent that when Dewey was prosecut-
Ing the racketeers, he sent one hundred and forty loan sharks to Sing Sing under
th_nt.lmv. There is a distinction between this uniform law and what are per- |
missive rates—extra, beyond the normal legal rate—such as the eredit unions,
industrial banks or personal loan departments of banks enjoy. They are
permissive rates granted for purposes of competition and so forth, but do not

[Mr, Leon Henderson.]
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“allow the state to exercise, in an administrative way, the enforcement of the
law. In a state like New Jersey or New York, the alertness of the racketeers
“is well known, and in the absence of anything except competition from other
' lending, very quickly would build up bad practices if the state supervisors did
not have this weapon constantly available.

By Mr. Martin: '

Q. Mr. Henderson, having stated that you think the present New York State
rate could be whittled down, would you care to state what would be the mini-
“mum in the whittling down process, in your judgment?—A. I think that the
- $150 limit on the three per cent rate could be brought down to $100 and two and
~ one half per cent on the balance, fairly easily. The costs of doing business in
. New York are higher than they are in other places, but I am quite sure that
- that could be done.

k By Mr. Edwards:

, Q. All charges are included in that, are they?—A. Yes. As I recall, there
. is no other charge.
| Q. No registration fee?—A. No.

By Mr. Tucker:

Q. Is that by endorsement or a chattel mortgage?—A. No. That is mainly
on the personal loan business which covers wage assignments and chattel loans.
Q. Do they not have to register the chattel mortgages?—A. No, they do
not have to register. That is usually optional with the lender under this.
_ Q. Yes, but to protect the security I would think they would have to
- register the mortgages?—A. Curiously enough the mortgage—the furniture
. is not the lender’s protection. He would go broke if it were. I came to the
- conclusion that the best way to beat the game, if you ever wanted to, was
-to find some way tapping the general flow of wages and vesting your security
in the honesty of the common, ordinary person. His reliability with regard to
' payment and his guarantee of payment is probably the best security in the world
 to-day. Very seldom are these chattels or these mortgages ever used. 1 have
i~ here Illinois, and they keep a record of the suits and repossessions. They
|© had something like 317,000 loans outstanding at the end of 1936 in the state,
= which would mean, roughly speaking, at least a half a million of loans had
. been made. They had 291 sales of chattels and 263 of them were automobiles.
= I mean, the use of the mortgage is at a minimum. The dependence mainly is
on the fact that the person has to have the money, and is reasonably grateful
to be able to borrow it in a quiet, decent, business like way; and he is very
anxious to keep that credit. To my mind, it is very difficult for most of us
to get down and understand the real service which a small loan company
performs.

By Mr. Coldwell:

y Q. May I ask you a question, Mr. Henderson? How far back do your
8 records go with the State of Illinois? What I have in mind is that in 1936
the repossessions were very small; but in a very spectacular decline, like that
of 1929, how would seizures be under those conditions?—A. As I recall, they
were not very large. In fact, the American Association of Personal Finance
- Companies made an engagement with President Hoover, I think, which they
later continued under Roosevelt, that they would examine into any threatened
foreclosure and if it was unfair—if there were not elements of dishonesty on
. the part of the borrower and things like that—and if there was a real lack
' of capacity to pay, they had a special committee to try to work it out. That



80 STANDING COMMITTEE A e
was one of the most gratifying experiences from the standpoint of the Sage
Foundation of Research. That is, there was pressure on the borrower to pay,
the same pressure that goes on all the time as between debtor and creditor;
and perhaps with the loan company they have better techniques of collecting.
But it met the test. The small loan lending pretty generally met the test.

I wanted to touch on something, without being too sentimental. The thing
that I have liked about the Sage Foundation, before I went there, while I was
there and later, is that they were realistic. They were not interested in
hypothetical solutions and things like that. They wanted to see something done
and done quickly to-day, not forty years in the future. They very seldom got
sentimental about the small loan law. We felt that, entirely apart from these
high questions of lofty service and ideals that business speaks about, the thing
would stand on its own feet, and it did. As to the necessity of having loans,
there was never any doubt in our minds. Each succeeding year of research
convinced us that consumer credit,—the necessities for borrowing—were increas-
ing, that in the absence of a decent place to which borrowers could and would go,
you would compound the distress, and that the service which the lender rendered
in a business-like way was far in excess of what was ordinarily realized. As a
result, we maintained our position on the flat rate. We defended the lender.
We kept on with the research. It would have been easy at times for the Sage
Foundation to drop this thing and say, “we have done all we could do.” But
they kept on because they really believed in it.

By Hon. Mr. Dunming:

Q. Might I ask you a question just here, Mr. Henderson? The trend of
your experience would appear to indicate that you believe that regulation of the
loan shark by ecriminal law is not really effective; that, in fact, regulated
competition with the loan shark is much more effective Have I gathered your
thought correctly?—A. Absolutely.

Q. Why is it that the eriminal law is ineffective? It is a crime to charge
the twenty per cent rate, I suppose, even in Wisconsin. Out in Minnesota, it is
a criminal practice, is it not, to charge this?—A. Not in some states if it is ex-
pressed in certain ways; but in many states it is a criminal practice, yes.

Q. Just why is the criminal law not effective:—A. The main thing is that
the borrower needed the money in the first place. That is the reason why the
borrower seldom undertakes to prosecute a loan shark. The second is that under
an illegal business, there are all types of concealment. The third thing is
that you have got to go to court, which costs money, and very often the courts
do not understand as well as the supervisor gets to understand. ;

May I go back to my first contention. It is because, regardless of that high
rate, the borrower who needed the money desperately in many cases feels that
he made the contract and he got the money—what is it our President, Calvin
Coolidge, said—“They hired the money, did they not?” He was speaking of
war debts. 1 have interviewed literally hundreds—probably thousands—of

borrowers; but until the loan shark gets into racketeering, very seldom is there
an outery.

By Hon. Mr. Dunning:

Q. You spoke of a drive being made by the Attorney-General?—A. Yes.
$ Q'. Ju:‘.t. what does that mean?—A. The Attorney-General in the State of
1\0\\: York invited the borrowers who were being fleeced to send their complaints
to him.  We were working with him behind the scenes, somewhat. We supplied
the technique. T might as well say that. There had come, from out of the
unorganized territory in the south, chain loan shark groups that established
what we call salary buying companies, twenty per cent per month companies, all
along the New York Central lines and so forth. One company had gotten as
high as $128,000 out. of the city. :

[Mr. Leon Henderson.]
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Q. At 20 per cent a month?—A. Yes, at 20 per cent a month. From a net
investment of about $16,000 they ran it up until it stood at about $128,000
and their net income per month was nearly what their investment was. You can
have a drive against that, but if you do not have alternative sources, they come
right back.

Mr. Finvaysox: Were the regulated companies doing business in those
districts? ,

The WirNess: No; that was in 1928 before the small loan law was changed.
The loan shark business as generally practiced has escaped the sporadic drives
because—I do not know why I should not say it—next to the politicians they are
the smartest understanders of human beings that I know of. They always get
out in a place where they do not get blind red reaction against them.

But if the racketeer comes in, that is, of a criminal instinct rather than
just an off-colour bootleg kind of fellow, then it is very difficult to get to him
under the criminal law unless you have a long campaign by a very intelligent
supervisor with some help. The law will not keep the racketeer from trying
something, because he will use force.

Hon. Mr. Dun~inG: There are all shades in eriminology, really.

The Wirness: In New York we had a lot of automobile lending, and there
they would go out and bump a fellow on the head and take his car from him if
he did not keep up his payments.

Mr. Tucker: Where was that, in New York?

The Wirness: Yes; in 1928 and even recently.

Mr. Tucker: One of the things you mentioned was this: You said that in
New York, coincident with a change in the rates, steps were taken whereby over
one hundred people were sent to jail. At that time there were these legitimate
companies operating in the State, but apparently as you state, they were forced
to operate at a lower rate and they were willing to do business. You said
coincident with your raising of the rates under the administration of F. D.
Roosevelt you actually made a drive against the loan sharks.

The Wirness: Pardon me. The first drive was in 1928; the law was amended
in 1930. In 1935 the racketeering ring in New York got into the loan shark
business, particularly on automobile loans rather than small family loans and
built up a very terrifying business. But Dewey struck it down by using the
penal features of the law as amended in 1930. So there were two drives.

Mr. Tucker: Then was it the drive in 1930 or the one more recently in
1935; which did you say?

The Wirness: 1936 and 1937.

The CaamrmaN: Mr. Tucker, the people in the rear of the room are trying
to hear you but can not. I think you had better speak a little louder.

Mr. Tucker: What I had in mind was this: T take it that after the bill was
passed by the Roosevelt administration in New York these companies were
operating thereunder, still the loan sharks entered the field?

The Wirness: That is right.

Mr. Tucker: And it was then necessary to crack down on them very
drastically by criminal law?

The Wirness: That is right.

Mr. Tucker: Does that not indicate, then, that when they enter the field
even at this rate there is the type of borrower that the legitimate companies
will not lend money to, and that you are, after all, only covering part of the
field. If it is necessary to cover the field with the criminal law, why can you
not cover a wider area than you are trying to cover? You have got to cover it
anyway to protect certain people from racketeering practices, so why can you
not cover it in regard to people who legitimately borrow and who do pay
back—people to whom legitimate companies will loan money?
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The WrrNess: Most of this lending racket that Dewey broke up was in
New York city.” It was in connection with automobile loans rather than with
what we call family loans or the usual loans made by the licensed loan companies.
A lot of those loans were made ignorantly; that is, the borrower does not know
the difference between a licensed lender and a non-licensed one. These racketeers
had pluggers and cards and solicitors—all the trappings and pull-in stuff that
the old loan sharks had, and once in, he was pretty tightly held. Now that was
being done, as I say by a criminal class, a racketeer class tied right in with the
big ring in New York. And that thing cannot, in my opinion, either be stamped
out by competitive lending—I make no claim here as I want to be very careful
on this point. You can have thirty million dollars out by the National City
Bank in small loans, you can have fifteen million dollars out by the credit unions,
and you can have three or four millions out by the personal loan companies,
and in a large city the size of New York, you can still have that kind of
viciousness. There is no way, Mr. Tucker, of meeting a doctor’s bill by the
criminal law. That is the reason for small loan licensees. You can make usury
a high crime—flogging, or death to the lender and borrower both, but that will
not meet the needs and the demands that come from emergencies that spring up
in the low income group.

Mr. Tucker: But if you have got to send people to Sing-Sing, as you
say, even though you provide these facilities, then the actual borrowing of the
money at these high rates of interest does not arise out of the needs of the
borrower but out of the activities of the lender; otherwise, if these people
could get money at cheaper rates, you would think they would get it and not
go to the loan sharks. Why is it necessary to have the criminal law on top
of that and send people to Sing-Sing? It must be that it does not arise out
of the necessity of the borrower so much as it arises out of the tactics of
the lender.

Mr. Epwarps: It strikes me that it does arise out of the necessity of
the borrower rather than out of the activities of the lender. :

Mr. Tucker: Then these companies cannot be covering the field.

The Wirness: The small loan companies, licensed companies, do not
cover by any means the entire field and the demand for loans. There is no
question about that. We used to have at my office a constant stream of people
coming in for whom there was no agency available that could loan to them,
I mean, at the ordinary going rate, as the risk was entirely too great.

Mr. Tucker: But these companies only cover the people who are able
to pay, who are good risks, but the person who is a doubtful risk is not helped
by this legislation at all.

The Wirness: I would not agree. It depends on what you mean by
a good risk. You mean a good bank risk? No. The man who comes to the
personal finance company usually is a fellow who cannot satisfy the require-
ments of the bank or a credit man or who has not immediately available two
endorsers to stand good for him, or who has not any jewellery which he can
hypothecate with a pawn broker. All that he has got usually is a reputation
in the community of meeting his debts when he can, paying his bills, and who
has reasonable prospects of employment. Now that fellow is a good risk for
a licensed loan company at the rate they charge. You get beyond him into the
type of fellow who has no job, who has nothing on which anybody would make
him a loan, and then they can get a tremendously high return from him very
quickly, and exercise some kind of terror on him usually, causing him to lose
a job, or something like that, or take a wage assignment. Under this law
we pretty generally limited the use of wage assignments, so that the borrower’s
job is not put in jeopardy by applying for a loan. There is that group, and

[Mr. Leon Henderson.]
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if you did not have the licensed lenders, however, then the hundreds of thou-
sands of borrowers who do go would go as they do in Minnesota only to the
high rate lenders. There are in Minnesota right now probably 65 per cent—
I think at one time it was 70 per cent—of persons who would be good risks
for licensed loan companies. I had an opportunity to check one time as to
the type of customer who went to the loan sharks’ office. We found some
records in a raid and I made an analysis of the line of credit there, and I
thought that about 70 per cent of them would be good risks for licensed loan
companies at probably one-seventh of the rate that was charged. A lot of
those cases are gambling cases. A lot of them are cases where men borrow
without their wives knowing anything about it. A lot of them were cases
where they already had loans with other agencies which they were not paying.

Mr. Tucker: I will tell you one of the things that bothers me. I do
not know whether you considered it at all. These people who borrow at rates
of 23 and 3 per cent, according to the records of the companies, pay the
money back and the interest just as well as people who make large loans
under our regular banking system. The question that bothers me is this: We
have given the banking system certain rights to expand eredit roughly ten
to one against their cash reserves and so on, in order that they will be able
to make credit available cheaply to the wealthier members of the community.
If they did not have that right to furnish and expand credit, and so on, if they
had to lend the actual money, they could not lend it as cheaply as they do.
If we set up a banking system that enables the wealthier members of the
community to borrow money, by virtue of being able to expand credit in that
way, have we not got some obligation to make credit available cheaply to
the poorer people? In this regard we have simply got to say this is the rate
that is necessary without giving them any rights such as the banks have to
loan money to the wealthier members of the community.

Mr. Epwarps: Why say “ wealthier ’?

Mr. Tucker: It is the wealthier members—

The CuamrmaN: Gentlemen, I would suggest that’ Mr. Henderson be
allowed to finish his statement.

The Wrirness: I would like to answer. I have probably worried more
hours about it than you have, Mr. Tucker.

Mr. Tucker: I would like to hear you.

The Wirness: My feelings on the question of the banking system are
not perfect, but I have always felt, or at least the Sage Foundation has always
felt, that there was a much larger area in consumer credit that the banks could
satisfy than they are presently satisfying. How far that could go I am not quite
sure, because of the fact that it is the depositor’s money. That is the key
question. It is not money put at risk for the purpose of gain. That, Mr.
Minister, is the essential difference. We have had a tendency in the United
States, as you know, to encourage personal loan departments of banks that will
make loans on three-name paper—two endorsers. The federal reserve system
has been giving increasing attention towards making paper arising out of a
consumer credit transactions available for discount with the idea that a saving
would be passed on. Now there is somewhere a limit to which the banking
system can go, but they have not anywhere near probed that limit vet. The
Russell Sage Foundation never thought that the banking system, the philan-
thropic companies or the co-operative credit societies could ever absorb the
entire field, and we were not, as I say, willing to wait as enthusiasts of the
credit union would have liked us to have done until the banks did that. There
were before us hundreds of thousands of people right then paying twenty per

cent a month and becoming charges on society, sometimes adding to the welfare
burden.
533222
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Now, I believe that what you will eventually need to come to—and I think
Canada can profit by our experience mainly—is to catch this thing early and
provide some help to your credit unions. I have always felt that if the
Candian government had helped Alphonse Desjardins when he started and
took up the idea you would have had a much better rural credit system than
the one you have to-day, and you would have had a lot of avoidance of the
pressure that you now have. T believe your banking system could go a
certain distance, limited always by the thing which is the strength of your
banking system, and that is the availability of depositors money on demand.
I believe that you could avoid the exceses of hire-purchase instalment selling
if the supervising agencies before us are expanded so that they would include
money for research and observance of recommendations to parliament. T
think very definitely that anything you can do towards getting uniformity
in regulations through a dominion law is well worth while, particularly to
avoid any possibility of the chain loan shark methods, which was one of the
toughest things we had to avoid, because they bring to this interest field
ingenuity, money, and a tremendous amount of bribery and extraordinary
legal talent and so on; so much so, that they become a social sore. I believe
you are moving in the right direction but I would rather think, Mr. Tucker,
that here you would probably move in two directions: first get general
oversight over the whole field of consumer credit through the state agency;
and secondly have a prompt set-up of the commercial agencies on a basis that
would have a clear right to forbid overcharges and outline the security and
flexibility that is desired when you talk of competitive bases, and lay down
the rate under which that business can operate. That is the highest form of
a democratic competitive system, competition on the rates that are set down.

Hon. Mr. DuxninGg:  You appreciate our jurisdictional difficulties?

The Wrrness: 1 appreciate that.

Hon. Mr. Dux~ing: In the hire-purchase field with respect to the
property and civil rights, ete.

The Wrrness: T have been through it, and went through it some years
ago. I have been trying to keep away from things on which I am stale.

Hon. Mr. DunNiNG: Property and civil rights is within the competence
of the province when the transaction is one wholly within the province. That
is a difficulty we come up against.

The Wirtness: We had similar difficulties, Mr. Minister, in which I had
to make up my own mind. I had to make up my mind first of all as to what
was Interest and what was not interest and whether a thing was a loan or
whether it was not. We came to the conelusion that—we used to say if you are
going along the street and a flower pot falls down and hits you on the head the
cut 1s just as bad, whether it was an accident or whether somebody threw it.
Now, from the standpoint of the borrower, regardless of these fine-spun legalistic
distinetions—and T indicate: my bias against the legal profession here—

Hon. Mr. Dux~inGg: Mr. Tucker is a lawyer, so you had better be careful.

'Tll(‘ Wirness: It is a cost to the borrower and a diminution of his ability
to live a more decent and wider life. We made up our minds that so far as
possible we would cut straight across these things.
ﬂhto{{(m' Mr. Dun~iNG: You were dealing in the United States with individual
.. The WirNEss: Yes, but also with state laws and precedent decisions as to
whether the thing was purchase wages or not. The loan sharks had already got
in there and had obtained a decision from the state supreme court with regard
to a certain transaction on an agreed set of facts. When we found that we

[Mr. Leon Henderson.]
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decided we would break it, because we knew in a multiplicity of the contracts
that were taking place there were pretended loans.

Hon. Mr. DunninG: You always knew the state legislature was supreme?
The Wirness: Well, after we had been to the Supreme Court three times
and they refused to take jurisdiction, I believe we did.

Mr. Marrin: I just want to follow up something that Mr. Tucker has raised
in connection with loans made by banks. Having in mind your experience with
the National City Bank of New York, is there any class in the state of New
York that the National City Bank cannot reach in respect of small loans, and if
- there is would you mind explaining it?

The Wrrness: Well, the National City bank type of loaning is usually for
higher amounts than the average borrower borrows from the small loan com-
panies, and there-is a requirement of two endorsers. The average householder
has great difficulty and has a certain reluctance in satisfying these requirements,
since the amount does not warrant all that trouble. Sometimes a man who might
by scurrying around to get the endorsers prefers to go to a pawnbroker or a
small loan company for his credit. In the main where you have credit unions
and a personal loan department of banks, personal finance companies and such
a wide luxuriant growth of instalment selling, your borrower tends to pick the
one which is available and with which he is familiar. He tends to go down the
line as to his class of credit risk.

Mr. DonNELLY: You have a fixed rate of interest in the banks that the banks
cannot go beyond?

The Wirness: In New York state, yes.

Mr. DoxneLLy: What is that?

The Wrrngss: I think it is six per cent discount repayable by instalments.
Limitation, with certain minor fees. The National State bank cost of lending
is among the cheapest that there is. There is an awful lot of small businessman’s
loaning that goes on with the National City bank in which a businessman with
no established line of credit does not have to maintain compensating balances and
is under caution to pay out of his weekly receipts, rather than a straight out-and-
out consumer purchasing.

Mr. MarTin: That would not come under personal loan companies?

The Wrrness: No, they are under a separate statute.

Hon. Mr. Dun~iNGg: Under the banking department.

The Wirness: Under the banking department. But at the risk of being
wearisome I should like to emphasize the high desirability of state supervision
of the bank department. Once that business started to assume large proportions
they went into the legislature and asked for special legislation because of the
peculiar character of the consuming credit that segregated it from the ordinary
ba‘nkmg credit. That is, they recognized—the alert banking department—that
this was something where there were other tests to be applied and that the
borrower ought to have other guarantees.

_ Mr. Tucker: Our banking system grew up to finance production, and as you
point out now there is a tendency for wealth to confine itself in positions where
It is not immediately available for purchasing power, and the result is that there
15 an apparent lack of purchasing power through that maldistribution of wealth,
you might say. Now, it is very important that if a system is to function at all
there should be a corresponding building up of the system to finance purchasing
power as we have built up the banking system to finance producing power. Are
we not simply trying to attack this thing in a make-shift way? Are we not
failing to go to the root of the problem? Should we not go to the assistance
of the banking system so that they may be able to finance purchasing power the

same way as they are financing producing power? We have given the banks in
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this country the right to loan on a ten to one basis, expand their eredit to that
extent; if they had not that they could not give credit at the rate that they do now.
Should not we give the same privileges to society in order to finance consumption?

The Wrrness: That is right. I hope that is what I have been saying. I
want to go further back. If you want to go to the root, I think the root is
the maldistribution of income of most of the extra-legal borrowers. '

Mr. Tucker: What I am getting at is this: you are financing production.
Our big producing concerns in this country pay five and six per cent: Now,
there are people who get credit to that extent because we have set up a banking
system which gives the banks the rights to expand their credit. Can we hope,
on the other hand, and is it fair to expect people who are going to do the buy-
ing, to pay as high as thirty per cent, because we have refused to give the
same rights to society to expand its credit to finance purchasing power as we
have given the banks? In other words, can you finance producing power at
five per cent and hope to balance it by consumer power at a rate of thirty or
forty per cent?

The Wrtness: Well, in the first place, I do not think that they are oppos-
able at all. In the second place, the financing of production is less many,
many times the financing of consumption. I think there are things
inherent in the nature of the risk and the cost, particularly, of doing
business which makes the higher rate on the consumption side absolutely neces-
sary. The actual cost in dollars of loaning in small amounts was double and
treble the whole interest return of the producer’s notes, most of which is pure
interest; that is, a reward paid for the use of funds. It is the cost, the actual
cost. There would be very little. You could multiply the ratio probably one
hundred to one, if you wanted to, rather than ten to one, for the same amount
of credit and you still could not get away from the fact that to send a clerk
out to investigate the ability of a worker to pay will cost you a certain amount.
It will also cost you when collecting that money in small amounts. Every
time that you make an entry is costly. That probably will run around one
and one-half per cent a month for actual pocket outlay. What makes the rate
seem so high, Mr. Tucker, is because these charges are applied against such
small amounts of money.

Mr. Tucker: It would be higher if it were applied against a larger amount
of money.

The Wirness: No.

Mr. Tucker: Is not the reason that the banks loan money so cheaply due
to the fact that they get the funds they loan so cheaply; and the banks loan
their money to protective enterprises. If they had to get their money in the
same way as the small loan companies do, in other words, if they had to pay
6 per cent for it, they would not be able to loan at 6 per cent or 5 per cent.

The Wirness: There is another factor which enters in there, and that is

{hat with these loans in large amounts the cost of investigating the borrower is
ess.

Some Hon. MemBERs: Hear, hear.

. The Wirngss: Then, they require compensating balances, and the security
18 usually of a character that can be transferred; and then they also have this
ten to one ratio. But, outside of the cost factor as applied against the average
size of the loan, there is no way, in my opinion, even if you multiplied the rate
of expansion up to one hundred to one, that you could get it down to a com-
parable ratio.

Mr. Tucker: I do not see this—

[Mr. Leon Henderson.]
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Hon. Mr. Dunning: Mr. Chairman, a question is one thing. Mr. Tucker
is a lawyer. We ought surely to accord some courtesy to the gentleman who is
making the statement. ,

Mr. Tucker: I did not want to interrupt. I want to get all T can from
this witness, but I think it would be hardly fair for me to interrupt.

Hon. Mr. Du~n~ing: We want to get on.

Mr. Tucker: There is just one other question I wanted to ask. The point
I wanted to make is this: I suggest that the cost of credit to the small loan
company by the state is made much higher than it is to the commercial bank;
is it not fair to say that if you gave the same consideration to a system whereby
we might make the cost of credit to the small loans companies somewhat the
same as the cost of credit to the commercial banking system it would benefit
the borrowers? :

The Wirness: Let me answer that in this way: I believe that if deposit
money were available for small loans there could be a reduction in the cost of
loans to consumers. I do not believe that even if they got their money for
nothing you could hope to approach the banking rate of interest for consumers,
and the result of that would be that you would have to have an extra legal rate.
But more important than anything else to my mind is not the rate as between
the two fields so much as it is the factor of state supervision over that entire
field. That saves more for borrowers than any difference in the small loan
rate. That is why the English thought proper before they began to determine
what is an unconscionable rate to provide for about four per cent a month,
and so forth. They have a different attitude entirely. We dealt with the matter
differently. We have never felt that the rate was half so important as the
surrounding conditions for the protection of consumers.

Mr. DonNeLLY: Do you not find that when you push the rate down you
narrow your field of loans? _

The Wirness: Yes, very definitely. As your average loan goes up it exeludes
the more necessitous borrower. The state could I believe after a period prac-
tically decide which class of borrower will be served by the way it pitches its
maximum rate, and its burden of rate. - It can do that if it wants to.

Mr. CoupweLL: Don’t you think that the growth of large accumulation of
wealth by individuals would be a factor in driving down rates in the future?

The Wirness: You mean, in small loans?

Mr. CoLpweLL: Yes.

The Wirness: The thing which it tends to do is to make more funds avail-
able for open credit.

Mr. CoLpweLL: You say it makes more funds available for open credit?
The Wrirness: That has been the experience.

Mr. CoLpweLL: If this credit is not being taken up it will seek a new field,
will it not?

The Wirness: Yes.

Mr. CoLpweLL: Is not this one of the fields it would seek?

The Wirness: This is one of them, yes; but it is more likely to enter into
the competitive field for established securities, driving your security rates up.

Mr. MarTiN: Most of your remarks have been confined to the United
States. Has the Russell Sage Foundation covered other countries as well?

The Wirness: We made a special study of the British situation, and I am
leaving with your chairman a copy of “ Money Lending in Great Britain,” a
report that we have made. Then, we have kept track of the trend in Australia,
New Zealand, in the Strait Settlements, in India, Assam, South Africa and West
Africa. We have kept up as closely as we could with other countries, but we
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have specialized more in co-operative banking arrangements there. One thing
we noted was pretty general. In the Commonwealth they have been tending
toward the requirement of the borrower getting a legal statement; that he
have a book of some kind, with a contract, to be available, to be open if it were
a case of hardship or unconscionable rate. There has been a tendency to limit,
as in Tasmania, Tasmania used to have a rate of 100 per cent. It is down to
50 per cent now, as I recall. There is a tendency in Great Britain—all the small
loans do not pay much attention to the 40 per cent determinative. However,
the significant thing from our experience with respect to Tasmania is that they
are borrowing and moving towards more protection to the borrower through the
state.

Hon. Mr. Dun~ing: In Great Britain it is only operative through the
courts, isn’t it?

The Wirness: Yes.

Hon. Mr. Duxning: It is determined in each individual case.

The Wirness: That is right.

Hon. Mr. Dun~xinG: And “ unconscionable ” does not come into it at all
until it exceeds four per cent a month.

The Wirness: That is it.

Mr. CoupweLL: How long is Mr. Henderson going to be with us, because
we want to hear as much from him as we can? i

Hon. Mr. Dun~inG: I would like to see him have an opportunity to finish
his statement.

The Wirness: I have practically finished. I had a peroration about the
general desirability for supervision.

The CramrMAN: Mr. Henderson would you like to get away this afternoon?

Mr. Praxton: Perhaps I could direct one question which would bring
Mr. Henderson's remarks to a head. What scale of rates does the Russell Sage
Foundation now recommend; and to what brackets of loans are they applicable?

The WiTness: I think in a new community in our state (New York State)
the Sage Foundation would recommend about three per cent on the first hundred
dollars of a loan, and two and one-half per cent for all amounts above that.

Mr. DonnELLY: You are very strongly in favour of state supervision?

The WiTnEss: Yes. Again I would say that the nature of the Act and the
character of the supervision is much more important. We have had more gains
from the work which the state supervisors have been doing in their own jurisdic-
tion by exchanges through their own association than through any other single
factor, outside of the compelling character of competition in recent years. The
state reports that T went over in the last few days show that very very
thoroughly.

Mr. Howarp: You stated a few moments ago that you thought one of the
best suggestions was to have a certificate of necessity; who could give that?

The Wirness: The state supervisor. We had in mind something of the
Oklahoma Ice case, in which a dissenting opinion was given by Mr. Justice
Brandies. When you come to a place where extra units really do not add to the
convenience of the community the community really ought to have something
to say about it.

Mr. Tucker: What time do you wish to leave this afternoon?

2 nirgl;}})f Wirness: 1 wanted to get a train so as to get back into New York

Hon. Mr. Dun~iNG: Then, you could get a train at 5.55 out of Montreal

which would get you into New York City to-morrow morning.
[Mr. Leon Henderson.]
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The CuamrMan: The minister has pointed out that to-day is private mem-
bers day and suggests that we might have difficulty in getting a quorum. Is
it your pleasure that we should meet this afternoon?

Some Hon. MEmMBERS: Yes.
The CuARMAN: Then, unless Mr. Henderson might like a little relaxation—
The Wrirness: Oh, no; this is meat and drink for me.

Hon. Mr. DunnixG: Before we adjourn I would like Mr. Henderson to
think if he can of one thing before we meet again, and that is the relationship
of our essential differences to the systems he has been discussing, the main essen-
tial being that this is a national parliament attempting to secure national control
over this business but complicated by the fact that the provinces, which corre-
spond to your states, have certain constitutional powers not yet clearly defined
by judicial decision in relation to this problem. I am thinking not of asking
you questions relating to jurisdiction, Mr. Henderson, but that you should turn
over in your mind what these differences apparently are, and the necessary
qualifications which would be introduced by the known differences in your
suggested techniques of control. For instance, just to illustrate if I may. You
mentioned the desirability of extending this field into what is now one of the
biggest aspects of it; that is, the hire purchase—the automobile loans, the
refrigerator loans, and all the rest of it. Of course, this is a national parliament
in Canada trying to deal with a problem. Wherever chattel security is taken,
as in the case of automobiles and refrigerators and all that type of credit, that
is within provincial jurisdiction.

Mr. Epwarps: Are not all of these provinces in unison with the federal
government, Mr. Dunning?

Hon. Mr. Dun~ing: Well, I have not found complete unanimity. If you
could give some reflection to that we are anxious to do something with that.
The Wrirness: I will do that.

The committee arose at 12.55 o’clock p.m. to meet again this day at 2.30
o’clock p.m.

AFTERNOON SITTING
The committee resumed at 2.30 p.m.

The CuairmaN: Gentlemen, we have a quorum. Mr. Henderson, will you
proceed?

The Wirness: I think T had better respond to questions.

Mr. Vien: Have you had occasion to study the systems of legislation pre-
vailing in countries outside of the United States and Great Britain—for instance,
France or Germany or other civilized countries?

The Wirness: Not to any extent to present any definite information. The
German small loan system revolved mainly around the two great systems of
credit unions, and outside of that there was the usual loan shark and the pawn
broker. In France there has been a great reliance on the pawn broker and the
credit societies, and there has been very little regulation of the so-called industrial
money lender.

Mr. Vien: Are you familiar with the rates of interest in these countries,
the maximum rates, if any?

The Wrrness: No.
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Mr. Martin: In those states where the uniform law prevails, what is the
lowest rate? 2% per cent, is it not? :

The Wrrness: The lowest operating rate, and I mean by that where there
is licensed lending, is about 2% per cent, except for Wisconsin. Wisconsin has a
rate of 24 per cent on the first $100, 2 per cent on the second $100 and 1 per
cent on the remainder. 90 per cent of the business is done by one company, and
the average rate is 2-28 and 2-30. It is a little bit above 2% per cent. But
pretty generally you can say that any rate below 2% per cent, under uniform
law, gives only a very, very highly specialized loan service.

Mr. MarTIN: Below?

The WiTnuss: Yes.

Mr. PraxTon: Does that invite the loan sharks?

The Wirness: It does. In connection with Missouri, the Sage Foundation
showed me correspondence that they had received recently from the attorney-
general, the Bar Association, the Better Business Bureaux and a number of
other quasi public agencies, to the effect that they were seriously bothered by
the high rate lender, and that the companies that were licensed were selecting
their risks to such an extent that they did not get what they had been getting
under the old system. Now, Missouri is traditionally a very, very bad state
for loan sharks because, frankly, there has been a tie-up between the political
machine and the loan shark gangsters for some time and it never has been
adequately cleaned up.

Mr. Praxron: Would it be fair to assume that if we drove the rates down
to Wisconsin levels it might result, first, in a monopoly here in Canada, and,
secondly, give encouragement to the development of the loan shark business?

The Wirness: Separating your propositions, I think if you did put your
rate at the Wisconsin rate you would have a tendency towards concentration
?f the business, and I think you would have recurring trouble with high rate
enders.

Mr. McGeer: What is the situation in Wisconsin now as a result of that?

The Wirness: The situation was pretty fair the last I knew about it.
There is an alertness on the part of the Wisconsin authorities that you do not
have in some of the other communities. Wisconsin is, as you probably know,
Mr. Chairman, a state like Massachusetts which has been very, very alert as
to the rights of the public. There is some high rate lending, but it is not of
tremendous importance there.

Mr. CorpweLL: What factor are the credit unions in Wisconsin?

The WiTnEss: The credit unions are quite a factor because there is decided
encouragement by the state, and, in addition, Wisconsin is one of the two
states that has moved on instalment credit to bring it within regulation, and
they have general supervision over automobile instalment financing. I think,
Mr. Coldwell, that encouragement of the credit unions has been very, very
helpful there, plus the fact that the United States government has had a very
definite policy for encouraging national credit unions, and there has been a sym-
pathetic reception of the federal government’s activities in regard to credit
unions in Wisconsin.

Mr. Tucker: That is; they had paid organizers both by the state and by
the federal government?

The Wirness: Yes. :

Mr. McGeer: What is the population of Wisconsin?

The Wrrness: 1 do not know.

Mr. CopweLL: It is a thickly populated state.

[Mr. Leon Henderson.]
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Mr. McGeer: The question I asked before was, what are the provisions
as to supervision as to money lending activities in the state of Wisconsin.

The Wirness: As I recall, and I am a little bit rusty, it is in the same
Commission that administers the utility in railroads and banks. Do you know,
- Mr. Finlayson?

Mr. Finvavyson: I think that is right.

The Wirness: It is a very high type of commission, Mr. McGeer, and a
very alert one, too. Organized lending business had some difficulty in getting
started there despite the fact that one of the biggest loan shark chains had
its home office there.

Mr. McGeer: They have, I take it, power to step in and investigate the
books of anybody engaged in the business of money lending?

The Wirness: Yes.

Mr. McGeer: And you would consider that an essential factor in the
supervision of money lending? You have noticed that in our Money Lenders’
Act we have no such powers at all. There are really no supervisory powers
here at the present moment, unless there is a violation of the Act itself when
a charge can then be laid under the Code. Even then there is no power to
investigate what is going on outside of a specific charge being laid. You recog-
nize that as a hopeless situation as far as supervision is concerned?

Mr. QuerLca: Should not the rate of interest on renewals be lower than
the rate charged on new loans in view of the fact that the cost of the invest-
ment has already been met?

The WrrnNess: There is quite a dispute about that and, frankly, Mr. Quelch,
I am not prepared to say. On a small loan, if it is repaid very quickly, the costs
are not covered. We have preferred to look at the general matter of lending
rather than at the specific and individual transaction. We have tried to provide
as wide a line as possible for free operation under the law and still give intensive
regulation in the interests of the borrower. I cannot give you a very satis-
factory answer to that.

Mr. DoxneLLy: If a man is not able to pay a small loan the risk could
not have been so good as you thought it was.

The CuamrmaNn: Mr. Kinley was asking a question and was interrupted.

By Mr. Kinley:

Q. You think that the chartered banks in the United States cover a larger
field of loaning than do the Canadian banks? I understand the chartered banks
in the United States loan money on real estate and take securities. They are
net allowed to do that in Canada.—A. Well, they did.

Q. And came to grief?—A. Their experience with that kind of security has
been unfortunate, I would say. If you do not mind I would rather we did
not get into a discussion on the relative merits of the American and the Cana-
dian banking systems except to say that I am a great admirer of your system
as against ours.

Q. I was trying to establish that there might be a greater need for loan
companies by reason of the fact that your banks are more local than ours and
make loans that our banks are not allowed to make in this countrv.—A. I
could not pass on that. If T might make one statement on that, I should say
I think there is some gain very definitely in not having a plethora of loan
agencies because it gets to a place where the lender has got to make money
and has to have his money out and there is an encouragement for credit
that we have always frowned on.

Q. Your idea is the banks should get away from that kind of business?—
A. No. Our idea very definitely is that the banks or eredit unions ought
to get every bit of the business that they can. I am glad that you brought that
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out because I want to make it very, very clear. The Russell Sage Foundation
has always felt, as I said this mornnig, that there was a wider area for the
banks on consumer credit and that the banks generally had not pre-empted
that area yet. We have always hoped that they would go into it mueh further.
When the national city system was set up we spent a tremendous amonut of
time working upon that, based upon what has been the deterrent in schemes
for consumer borrowers, and gave a great deal of encouragement to it. . With
regard to credit unions, we feel that the area ought certainly to be extended.
Q. By the banking field?—A. Yes.

By Mr. Tucker:

Q. The question I should like to ask is this: I have grave doubts about
the real value of credit at such high interest rates, if the persons getting it are
permanently turning over part of their salary to the people who are giving them
the use of the credit indefinitely. I was just wondering if your Foundation
has made any investigations as to the extent to which once these people make
loans at these rates of interest they continue to owe some small loan company
permanently the same amount of money. That is, they may have one company
who they will borrow from and then they will go to another company to obtain
money to pay the company from whom they borrowed in the first instance, and
so on. I was wondering to what extent these loans are really loans that are
paid for and to what extent the person, once he gets a loan from these small
companies, thereafter permanently contributes to the exchequer of the small
loan companies?—A. Well, the federal government has just finished a study
of the income and disbursements of the largest sample that was ever taken on
an absolute income and outgo basis. It shows the general annual income
varying in different states, and that anywhere from twenty to thirty per cent
of all families are compelled to spend more money in a year than they earn.
In other words the balancing of the budget does not go on in a large number
of families, because of the high cost of medical attention, legal needs, inter-
mittent employment, and the fact that money comes in in driblets and there
are substantial expenditures to be met.
~ The small loan company is the residuary legatee of all of the difficulties
in meeting the budget that many many families have. The small loan company
is the company that lends the cash, and cash is the solvent for many of the
difficulties. It inherits, for example, the difficulty of balancing a budget when
a car or a refrigerator or some other physical item sold on instalment credit
has to be met or the loss of the particular goods take place.

Mr. Vien: Repossession?

The Wrrness: Or the goods will be repossessed. There is a large amount
of renewal; and we have always been uneasy about this—I speak very frankly—
but we have felt very definitely that the largest part of that was not due to
the drive of money lenders to keep their accounts settled, although that is
always present. We have felt that the maldistribution of income, the failure
of large groups of people to have enough consistently to have a decent standard
of living was responsible more than these agencies, which, as I say, are the
residuary legatees of a lot of the balancing troubles. For that credit they
pay a very, very high cost. Let us not misunderstand that; but it is a necessary
one. As you know, the Russell Sage Foundation is very close to all the charitable
organizations, welfare societies and things like that, and we felt that although
there was a tremendous amount of disservice done by pressure for renewals and

things like that, that the absolute economy service rendered left no question
about it at all.

[Mr. Leon Henderson.]
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By Mr. Tucker:
Q. If eighty or ninety per cent of the people who get these small loans
to pay doctors’ bills remain thereafter in the hands of small loan companies,
is not there grave doubt about the value of the service rendered to that person
in lending him money and he thereafter having to pay interest indefinitely on
that loan?—A. I do not think that is the picture. Certainly nothing in my
~ experience or in the experience of the supervisors of loan companies that do
~ the auditing and hear the complaints would lead us to believe that. If that
were true, Mr. Tucker, I do not believe that the small loan law, starting at
as much of a disadvantage as it has, would have ever stood all the public
pressure that has been put on it. I do not feel that in these individual cities
they could have obtained the support of the local aid societies, the better
~ business bureaux, the junior chambers of commerce and the social agencies to
public presentation of a case at a legislature when there is an attempt to repeal
'~ the small loan law or to modify it so that it is unworkable. That, perhaps,
is the best testimony that we ever had as to that fact.
Q. Is not that the main reason why—you presented it yourself—you have
these exorbitant interest rates? If you do not have them you turn the field
- over to racketeers whom you cannot contrel, to charge more, and you cannot
- stop their preying upon the people. Is it not something like the dope traffic?
. We say we cannot stop the dope traffic therefore we will let them take dope
of a less vicious quality?—A. I do not accept any analogy with the dope
traffic. 1 submit that the paying of a medical bill is not analogous with
- the dope traffic at all.
Q. If you do not pay the medeial bill at once you can pay it by instal-
ments just the same as you pay the small loan sharks, and you will have
some money. If you do not pay these high rates of interest you will have some
. money to pay the next medical bill?—A. You mean you cannot pay a medical
bill or a hospital bill by instalments?
' Q. Yes, I can.
The CramrvanN: The witness has only an hour or so to catch his train.
Mr. Tucker: I do not want to take up too much time.

| Mr. McGeer: I should like to ask this question, and I will give it to
you so-that you can frame your answer to it. I have been asked by Mr. Walker

| to ask this question: What is the name of the company which you say is

- doing ninety per cent of the business in Wisconsin?

The Wirness: That is the Household Finance Corporation.

By Mr. McGeer:
‘ Q. Now, I should like to ask these three questions. You mentioned the
* different series of rates in the state of Wisconsin. What amounts are allowed
under the law of Wisconsin?—A. T put that in the record this morning.
Q. You did not give the amounts.—A. I did.

Mr. Praxton: I made a note of them here.

By Mr. McGeer:

Q. Will you give them to me again?—A. Two and a half per cent on the
 first $100; two per cent on the second $100, and one per cent on the remainder.
Q. What is the remainder?—A. $100.

Q. The limit in Wsconsin is $3007—A. $300.

Q. What is necessary, in your opinion, to effect a proper supervision of
- the administration and enforcement of that particular law?—A. That particular
Wisconsin law?

Q. I took that as a sample. What I understood you to say before lunch
- was that the rate was not so important as the general circumstances surrounding
‘the administration of the money lending laws—A. What I meant by that—
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Q. Will you tell us briefly what is necessary to supervise it?—A. Yes. In
that statement where I said that the rate was not as important as the surrounding
conditions of supervision I meant that, for example between 2% per cent a month
and 23 per cent, say in New Jersey, it was very possible that 23 per cent with
adequate supervision provided better protection for borrowers than say 2} or
even 2} per cent without supervision; because it was due to the powers of the
supervisor that the borrower had the ultimate of protection. Now, that requires,
in my opinion, first that an applicant for a licence should have enough funds
to do a reasonable volume of business. It involves a certificate of convenience
and necessity to be issued by the state after an investigation of the community, -
and after an investigation of the character and general reputation of the
applicant for the licence. It presupposes that there will be a required reporting
in terms which the state will set, and not of a private accounting organization, |
and that the state shall have the right of audit and shall actually audit at least
once a year the actual accounts at the office in which lending is taking place.
As far as rates are concerned it requires that the rate shall be adequate enough
so that there will not be a monopoly; so that there will be the possibility of
small companies and small loan balances that would leave a service available
to small communities, It requires that the rate be stated in flat terms, or
without any concealment; that the borrower shall be given a full and adequate
statement of what his account is; that there will be entry in ink each time
there is a payment; and permission to the borrower to repay at any time that °
he wants to; that is, that at any time he wants to make more of a payment |
than he has contracted for he can do it. It supposes that the supervisor will
have something mentioned before—not only the right of entry to the books, °
papers and records of licensees, but of any person whom he thinks ought to be
brought within the terms of the law. Now that is as most lawyers would say
a tremendous amount of power to be given by delegation to an administrative
officer. To my mind it 1s of extraordinary importance because of the means
and devices by which the law may be evaded. The penalties ought to be severe.
“In our experience there are two things which hold loan licensees to high standards:
One is the fear of a loss of the principal and licences, their right to do business;
and the other is the fear of jail. And, in our opinion, these penalties ought to
be severe. The law ought to be comprehensive enough if possible to cover by
terminology the various devices which the money lender is accustomed to
employ in order to avoid proper statements. In general, those are the conditions
that I feel are laid down in the last draft of the uniform law, with the emphasis
very very definitely on the type of supervision provided by the state.

Q. Have you a copy of that draft uniform law?—A. Yes. |

Q. Without that supervision could the licensing of companies accomplish
anything?—A. It would accomplish only such service as that licensee wishes
to give in the terms of his licence. It won’t get to the general problem of
regulation. I do not know how you can constitutionally do all these things.
I think, however, you ought to be bold and try to get further than Mr. Walker
mtimated as possible yesterday; that is, just a regulation of interest extended
as far as possible; and have in mind in whatever the drafting is as the regulation
of Interest things which are regulatory of the business of money lending.

Q. Would you mind indicating what states you consider have the best legal *
machinery for the enforcement of these regulations. Or, what group of states.
I do not want you to say which is the best. I was wondering what states are
really progressive in this respect?

The Cuamrman: Could you give us three or four?

The Wrirness: New York, New Jersey, Indiana, Ohio, Connecticut,
Massachusetts—and there is no invidious comparison to be taken from the order °
in which I have named these states.

[Mr. Leon Henderson.]
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By Mr. Coldwell:

Q. I notice you are not including Wisconsin?—A. In the way the question
was framed I would not include Wisconsin, because I am against monopoly,
except it be a state monopoly; and that goes for the whole frame and reference
of enterprise. A

The Cuarman: Mr. Kinley.

Mr. Kinvey: I think my question has been answered. I was going to ask
the witness in what states they had that kind of control.

The CHaAIRMAN: Mr. Martin..

By Mr. Martin:

Q. Mr. Henderson, what would you say in the light of what you have just
said now about those states where regulation seems to be working out
satisfactorily? In the light of that, what. would you say would be the most
satisfactory rate, or what would be the minimum rate from the point of view
of this country that we should adopt?—A. In the first place, as I think I have
indicated, I do not believe that a rate ought to be so low that it monopolizes
the business, nor do I think that it should be so low that you cannot get local
lenders in smaller communities. I talked this over informally with Mr. Nugent
—and I am responsible for my own interpretation—and we felt that Canada
probably ought to do better than we would do in the States; and we felt that
probably 2} per cent with none of the recommendations we usually make of
3 per cent on the first hundred—we thought that 2% per cent flat rate ought to
be fairly adequate for your needs. Particularly as you would get in some cities,
I am quite sure, the larger cities, where larger loan balances are possible, a
lower rate; and particularly that, cn the basis of actual experience.

By Mr. Kinley:

Q. You mentioned New York; what is their rate?—A. New York is 3 per
cent on the first one hundred and fifty dollars and 24 per cent on the remainder.

Q. For a month?—A. For a month.

Q. Is there much difference in this respect, or is it pretty well settled within
the rate?—A. There is quite a large difference. The prevailing rate lending com-
panies do not have quite such a spread as the state rates do.

Q. Do you think we should be able to figure it out on a somewhat more
scientific basis?—A. I think I would prefer to reserve the term scientific for
something other than that.

Q. Well, say, should we be able to plan from experience?—A. We have been
acting through experience and practice. The Sage Foundation has felt that it
was very valuable to them, painful at times; it pained you to see a state like
New Jersey, for example, go to one and one-half per cent from three per cent,
and then back to two and a half per cent. It pained you to see a state go like
West Virginia from three and a half per cent flat rate, and then down to an

unworkable rate, and then back to two and a half per cent. But in the end it
has been very helpful.

By Mr. Coldwell:

Q. You said that provision should be made so that the borrower might repay
a larger amount. Have you any regulations covering what shall be done in that
event, with regard the arrangements?—A. Under the proposals in the uniform
law there is no discount. The rate they have, 23 per cent, is paid on the amount
of money used for a certain period at the end of the period. For example,-if one
hu.ndt.‘ed dollars is borrowed, at the end of the first month if payment is made on
principal $2.50 is paid; and then the principal payment of $10 was made,
leaving $90; then they run another month and the 2% per cent is paid on the
$90. Under the uniform law, the borrower, although he may have made a con-
tract to pay that $100 in ten equal payments, might come in the next day and
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pay only one day’s interest on the hundred dollars. He has the :Big.ht.tb. repay
and have his interest calculated only for the number of days that it is in use.

By Mr. Vien:
Q. That is on the outstanding balance?—A. Yes.

By Mr. Coldwell: )

Q. Is there any minimum charge?—A. No. However, you will understand
that such cases arise very infrequently. It is not very often that a borrower
in this class can take advantage of a provision of that kind by advancing a larger
payment than that for which he has contracted.

By Mr. Kinley : ' _

Q. Is there any special report on the excess profits of these companies?—A.
Control over excess profits has been pretty largely due to the work of supervision
and the Sage Foundation; in the first instance reducing the rate, and in the
second because of competition reducing the cost of loans; and also for their own
private reasons reducing rates.
Q. What would you think of a provision in the law which would say that
profits over a certain amount would go to the state? Would that curb their
desire to charge too much?—A. Well, you mean profits of any one lender?
Q. No, of all such companies?—A. Well, suppose you and I each charged

the maximum rate and I am a more efficient lender than you are; you want to
pay the results of my efficiency to the state.

By Mr. Tucker:

Q. You spoke about the Provident Loan Society of New York, a semi-
philanthropic institution. What rates do they charge?—A. They have a variant
rate. It runs something like one per cent a month, as I recall it, but they have
made some special reductions also. The Provident loans are on pawnbroking
security entirely. The Provident Loan Society of New York loans on watches,
jewelry and things which are actually delivered and put into its vaults. It is
a pawnbroking business.

Mr. Baker: That is different.

The Wirness: They loan a specified amount of their valuation and then
you pay about one per cent per month. In the semi-philanthropic companies
which make chattel loans in competition with the commercial personal finance
companies, their rate on chattel loans will run around two, two and .a quarter
and two and a half per cent, depending on the community.

By Mr. Donnelly:

Q. Mr. Henderson, has your organization, the Russell Sage Foundation,
made any survey of the necessity for loans?—A. Yes.

Q. That is, as to how many people there are or what classes of people
would be better off without a loan at all—people who borrow money without
a real necessity for it?

The CHamrmaN: Is that a question?

The Wirness: There are two questions. The answer to the first one—as
to whether the Sage Foundation has made any studies as to the necessity for
loans,—is yes. That was basic to the initial work and to the continuing interest
that the Foundation has had. On that question, all four directors have never
had any hesitation. As to the necessity for regulated lending, as to where

you can draw the line on the right of the individual to borrow or not to borrow,
the answer is no.

[Mr. Leon Henderson.]
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By Mr. Donnelly: ‘
Q. Do you not find that there are a great many people that could get
along without loans,—people who borrow money without any real necessity
for it? ]
Mr. Tucker: People who would be much better off if they did not?
The Wirness: If you mean that the human being is fallible, yes.
Mr. KinLey: He has a right to be, if he wants to.

By Mr. Vien: .
Q. I wanted to ask you if it is a fact or not that lending money on pawn-
brokerage is less expensive than the business carried on by these lending com-
panies’—A. Oh, yes.
Q. Yes, it is?—A. The actual cost of pawnbroking loans is considerably

less.
Mr. Baker: They have the actual security.

The Wirness: A loan shark once said to me, “The Provident Loan Society
has got its borrower locked up in its vault. My borrower is probably in a
saloon spending my money.”

By Mr. Vien:
Q. Have you a copy of the law and regulations of the various states which
you cited as being good examples to be followed?—A. I have, and will leave
with the committee, the sixth draft of the uniform law which contains that
information.
Q. Where is it applicable?
Mr. Martin: In the six states.
Mr. Viex: In the six states in the United States?
Mr. Martin: Twenty-six.

The Wirness: No. This is the sixth draft which is the model which is
proposed now and is the recommendation. Twenty-six or twenty-seven states
have something like the uniform law, beginning with the first draft and with
various modifications down to this.

Q. You would not say this has been enacted throughout the states vou
have mentioned?—A. No.

Q. Have you a reference to the statutes which are in this? Perhaps Mr.
Finlayson has that.

Mr. Finvayson: What is the date of that draft?
The Wirness: It is 1935.

By Mr. Vien:
Q. What I have in mind is this, Mr. Chairman. Mr. Henderson has
mentioned to the committee certain excellent legislation that has been introduced
in five or six states that he has named. I wanted to know whether we could
have an easy reference. We must have that in our library. The statutes are
in the library.—A. If you want the actual statutes, the reference is here.
Q. The reference is here?—A. Yes.
Q. That will be plenty.—A. In these books here they are discussed. T am
leaving these with the chairman.
Q. Would you read into the record the names of those books that you
refer to?—A. The books?
Q. Yes, if you would—A. I am leaving with the chairman a book entitled
“Small Loan Legislation” by Gallert, Hilborn and May; a book entitled “Regu-
lation of the Small Loan Business” by Robinson and Nugent; a book entitled
“Money Lending in Great Britain” by Orchard and May; and a copy of the
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sixth draft of the uniform small loan law and citation of the small loan statutes,
all of which are publications of the Russell Sage Foundation.

Mr. Vien: Mr. Finlayson, I think you have a further reference.

Mr. Finrayson: What I was going to say, Colonel Vien, is that in this
Robinson and Nugent book, “The Regulation of the Small Loan Business,” at
page 134 you will find a list of these states which have adopted the uniform
law with the rates which they have inserted in it.

Mr. Vien: Thank you. What is the date of the book?

. Mr. Finvayson: This book is 1935.

By Mr. Tucker:

Q. There are two questions I would like to ask, just to follow up the question °
I started to ask about these semi-philanthropic institutions. I suppose you
have investigated them to find out whether they lost any money by lending
at those rates that you have mentioned?—A. Yes. For a long time the director,
my predecessor, acted as secretary of the association of the philanthropic and
semi-philanthropic associations. We were in very close touch. In fact, we
had more adequate information from them than we had from the commercial
companies.

Q. Well, was any money lost by those companies?—A. There was great
variation in their earnings. There would be in the early stages. When they
were getting started, they might lose some money; but pretty generally they
made some money.

By Mr. Vien:

Q. But they are not operated for a profit?>—A. No. They make a certain
limited return, and they have pretty generally been taking selected risks.
They have been interested in continuity and the preservation of their capital.
They have not been bold enterprisers at all. They have done a grand service
for the borrowers.

By Mr. MacDonald:

Q. What do those companies charge?—A. It varies, as between cities and
as between the type of collateral that they take. But those companies which
do a chattel loan business, on semi-philanthropic funds, charge from two to
two and a half per cent.

By Mr. Donnelly:
Q. Per month?—A. Per month.

By Mr. McGeer:

Q. Mr. Henderson, I do not want to be asking you too many questions;
but would you say in our situation—you know it fairly well now—that the
first thing we in Canada should do would be to draft and secure enactment
of a general law supervising and providing for the regulation of money lending,
and that that should be the preliminary to the licensing of individual corpora-
tions to carry on that business?—A. Most assuredly. The whole burden of
my testimony, I think, has been in that direction.

By Mr. Tucker:

Q. The other question I wanted to ask is this: if you incorporate these
companies and give them the right to charge these high rates of interest without
having, first of all, done all you can to extend the field of operations by virtue
of state assistance, of credit unions and by putting the onus on the banks
of extending their field of operations as far as they can reasonably be expected
to do, is it not likely that these other companies will occupy the field by virtue

[Mr. Leon Henderson.] ;
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of extensive advertising campaigns and so on, and that the banks will fail
to discharge the duties they should towards the small borrowers and the
“chances of expanding co-operative lending as it should be expanded under the
credit union idea will be prevented? Is there not a danger there?—A. I do not
- see that danger. As I said before, the Sage Foundation moved very vigorously
into this area. The first Morris Plan Bank was around 1911 and your first
-~ credit union was around 1910; the first small loan law was around 1911. Now,
 the credit unions and the banks, regardless of whether there is a small loan
" law or not, do not seemingly absorb the entire market; and my own feeling
- very, very definitely is that if it is possible for a loan company, charging two
and a half per cent, to take business and to keep business from a bank charg-
ing one and one and a half per cent or from a credit union charging one per cent,
then there is something faulty in the mechanism of the credit unions and the
- personal loan departments of the banks. I do not see that it is realistic to
assume that small loan companies could keep borrowers against their will if
| there were an alternative, a much cheaper and presumably a much more
~ dignified source of credit. In my experience, it just did not happen that way.
Q. Would you not expect that people with money to loan—take for
- example, a banking corporation—would rather loan to one of these companies
and have them do the business, and be sure of their rate of interest, whatever
it might be—five or six per cent—than have to enter the field themselves;
~ and that if you simply enter this field you relieve the bank of any responsibility
.~ of fulfilling the duty which it should fulfil perhaps by virtue of getting charters,
~ which are very valuable? Is that not possible?—A. It is possible. I hope I
- will not be misunderstood, but I do not think it is realistic. I gathered some-
thing in what you said that you might try to compel the banks to make
- certain classes of loans, and I certainly would think that was decidedly unwise.
Certainly in any essence of banking that I know anything about, you can-
not compel them to make certain classes of loans and still maintain the
character of that institution.

By Mr. McGeer:

Q. You know that one of our banks has gone into the small personal loan
|" business?—A. Yes. But that is something different from saying that a bank
. must make certain classes of loans.

By Mr. Tucker:

Q. If one bank has gone into the field and is filling the need there, could you
. not say to the other banks, “ You must enter the field too,” and investigate as
to whether they are really satisfying the credit needs of the community? If
.~ they are not doing that, their charter should be cancelled—I mean, reasonably
satisfying it?—A. Mr. Chairman, that involves a question of what the national
~ policy on banking acts is that I would not want to respond to. Certainly I have
. indicated that I think it would be a highly undesirable thing for any bank.

By Mr. McGeer:

Q. Mr. Henderson, surely it is the consensus of your investigation that the
small loan is an inevitable situation, and that supervision is the only available
alleviation of the abuses that attend it at the moment. Is that not the Russell
Sage view?—A. Yes. Unfortunately, there have been dynamics in the increase
of the use of consumer credit over which we have noycontrol, and which we say
- ought to be brought within social control.

{ Q. And they are likely to increase, are they not?—A. I am afraid that

they are, yes.
i Q. Would you mind giving me the name of the organizations in New York,
 Ohio, New Jersey and the other states that you mentioned? Suppose we wanted
- to have witnesses from Massachusetts or New York or Wisconsin or New Jersey
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—who would we get in touch with there?>—A. I think that the secretary, by
writing— . i
The CuamrMaN: We have that information, Mr. McGeer.
Mr. McGeer: All right.

By Mr. Plaxton: ,

Q. I took it this morning from what you said, Mr. Henderson, that the
Russell Sage Foundation recommends a rate of three per cent on the first one
hundred dollars and two and a half per cent on the second and third hundred
dollars. When you were speaking of a rate that might be applicable to Canada,
1 took it, as I recall it, you mentioned two and a half per cent. Was that the
minimum rate?—A. Yes. .

Q. In other words— —A. And a maximum. 1

Q. In other words, you suggest that as a flat rate?—A. As a flat rate, yes;
because as I said, I felt that you would get lower going rates from the operating
companies here.

Mr. McGeer: That maximum should include all interest and charges, if
there were any.

Mr. KinLey: Why do you think it would be lower?

Mr. McGeer: Competition.

The Wrrness: Competition and based on experience to date.

Mr. KinLey: They must do more business. Their turnover must be greater.

The Wirness: Yes. You have some companies that are doing business
here, and you have under your act a general limitation of two and a half per
cent, if I read Mr. Finlayson’s report correctly.

Mr. Kixrey: They are doing pretty well.

The Wrrness: They are not doing at all badly.

By Mr. McGeer:

Q. Are there any companies lending at less than the flat rate, in the states
where they are in operation, that you know of?—A. In the United States?

Q. Yes, I mean where you have the flat rate situation?—A. Oh, yes.

Q. Have you had any experience of where companies are lending at less
than that?—A. Yes.
Q. I suppose that is fairly common, is it not, in all the states?—A. Yes, it
1s. As I said this morning, we rely on getting this effective rate in competition
from other lenders, other licensees—competition from other types of lending and

on the alertness of the state supervisor in keeping the maximum at what amounts
to a driving force.

By Mr. Donnelly:
Q. Would you fix the. maximum amount at $500 or $300?7—A. I prefer $300.
By ‘Mr. McGeer:

Q. How many states have that limitation?—A. As far as I know, twenty-six
out of twenty-seven that I know of have that $300 limitation.

By Mr. Tucker:

Q. Why do you prefer that $300 to the $500?—A. I think I said this
morning we had found that it was adequate to cover most of the needs of
the borrowers arising from emergencies and the type of the loans which are
contemplated to be made by the licensees; and second because it has stood up
under our constitutional requirements. To put it bluntly, it has never been
seriously questioned except by loan companies that would like to get a much
wider range. ‘

[Mr. Leon Henderson,]
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By Mr. Plaxton: .
Q. Is not a flat rate open to this objection, that it might conceivably be
too high for loans falling in a certain bracket and too low for the upper
.~ bracket loans?—A. That is right. For that reason I think that there is a high
 value in getting hold of this thing early. I think that a two and a half per
cent, as I say, it would give you at least a period of observation, all that you
 perhaps, ought to have, for small loan balances in small cities, and still would
permit loan companies that are now existent to have lower rates. I think you
would get an effective rate lower than that. '
Mr. Kiney: Your rate is a state rate; that is, the rates that you have
in the United States are all made by the state legislatures?
The Wirness: That is right.
Mr. Kinrey: The rate that we would make here would be a national rate
covering the whole country. What would be your problem if you had to have
a rate for the whole country? j

The Wirxess: I think we could handle it very easily. I think the rate
would be around three per cent on the first $100 or $125 and two and a half
per cent on the balance.
. Mr. Finrayson: Following up Mr. Plaxton’s question, what is the object
- of the graded rate such as you have in Wisconsin and New York?
_ The Wirness: The graded rate in Wisconsin was the selection of the
- state legislature itself.
Mr. Finvayson: In principle, what is the object of the graded rate?
‘ The Wirness: In general terms, the object of the graded rate was to

see that loans of a smaller denomination were made, and since there is a fixed
- cost applicable against any loan, there has been a tendency for the average
~ loan to move up, particularly with increasing costs that have been taking place
in the various states.
) Mr. Finrayson: So that with a flat rate there is the danger that a man
~ who only needs a small loan would not be able to get it?
The Wirness: Yes, there is.
Mr. Finvayson: And the object of the graded rate is to permit the company
to charge a slightly higher rate for the very small loan in order that it may
serve that field?

' The Wirness: But we did that, Mr. Finlayson, after the business had been
established. That was a sort of corrective thing, and that is what I had some-
- what in mind, that I feel after you get started that you can pretty well—

Mr. FiNnvavson: Get started early?

The Wirness: Yes.

_ Mr. Finvayson: If 24 per cent were fixed as the rate, the company might be
quite able and willing to make $150 loans at that rate, but they would not want
. to make $50 loans?

‘ The Wirness: That is quite possible.

, Mr. FiNnvayson: Therefore, the man who only needed a $50 loan would have
to look elsewhere for his money?

The WirnNess: There is that possibility.

Mr. Finvayson: Will you just explain how that graded rate works? When

. you say that the graded rate is 3 per cent on the first $100 loan, how does that

work in the case of a $300 loan?

: The WirNess: On a $300 loan the man would pay at the end of the first

- month $3, plus 85 or $8, and then if he made a principal payment on the next

- computation he would pay 3 per cent on $100 and then he would pay 2% per cent

- on $170. He has a combined rate.

- 5n-3)
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Mr. Finvayson: Take the $300 loan, the entire balance bears what rate of
interest at the beginning of the repayments?

The WirNEss: $266 at the beginning.

Mr. Finvayson: And the first repayments are applied to discharge which
element of the loan?

The Wirness: The cheap loan. :

Mr. FinvaysoN: So that when the loan gets down to $150, the lender then
gets what rate of interest thereafter?

The Wirness: Well, if the break is at $100, he gets 3 per cent on $100.

Mr. Finnayson: Take the break at $150.

The WirNEss: 3 per cent.

Mr. FinvaysoN: On the balance of the loan?

The Wirness: Yes.

Mr. Finvayson: So that on the average the lender is getting on that $300
loan possibly 2% per cent or more?

The Wirness: I do not know.

Mr. Finvzayson: I have made the computation here. He gets 2-86 per
cent on the average on that loan.

Mr. DonNELLY: That is if he meets all the payments when they become due.

Mr. Finvavson: That is right. Now, what you have is this: that while
2% per cent might enable that lender to make the $300 loan, by that graded
rate that you have suggested, he gets in fact 2-86 per cent on the average?

The WitNEss: Yes.

Mr. Finvavyson: So that the graded rate, it seems to me, works to increase
the rate of interest on the large loan and that is quite foreign to the object
of the graded rate which is to enable the $50 man to get a loan?

The Wirness: Well, when we were coming down off the high level, the
experience very definitely was that there was an increase in the small loan,
which we wanted, and there was a decrease from 3 or 3% per cent to 2-86, if
that is the rate—a very substantial reduction in the rates on the high loans.
So that the purpose of the Sage Foundation in both instances, that of serving
tl]lf} }sncllall borrower and of reducing charges to the high borrower, was accom-
plished.

Mr. McGeer: What Mr. Finlayson suggests is that if a man borrows $300
he pays the graded rate all the way through, but he does not pay on $300 a
flat rate. He does not pay 3 per cent on $100 and another rate on the next
$100 and another rate on the next $100 if he borrows a total amount of $300.

Mr. Vien: Yes.

Mr. Finvayson: He pays 3 per cent on $150 right through the whole year.

Mr. Baker: The first $100.

Mr. McGeer: That does not mean if he borrows $100 he pays 3 per cent,
and if another man borrows $200 he pays the lower rate, or if he borrows $300
he pays the minimum?

Mr. Finvayson: No.

Mr. KinLey: If he borrows $300 he puts up security, and that security is
held until the loans is paid. Why should he pay a high rate of interest when
-he gets to the low break? It seems to me it would be eminently fair for him
to retain that rate of interest on that loan notwithstanding that he pays it
off on a $150 loan.

The WitnNess: You are getting into a technical difference there. If he
wants to say he has paid 286, that is all right.

[Mr. Leon Henderson.]
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Mr. KinLey: There is no expense in connection with the loan after it is
made; you have got security.

The Wirness: Let us get back to what the actuality is. He pays a certain
number of dollars for the use of $300. :

Mr. KiNLEY: Yes.

The Witness: Now that is the thing which is the net subtraction for him.
That rate may be 2:86. What we were doing in this step-down was trying
to get a lower rate on the higher loans and a drive to smaller loans, and both
of these things were accomplished. And I have said here that I thought if you
‘caught it early that you could do much better than we did.

Mr. ViEN: 2% per cent flat is a better condition than you have?

The WirNess: Yes.

Mr. QuercH: If you raised the limit to $500, there should be a slight reduc-
tion in the flat rate.

The Wirness: If the $500 loans are made, yes. If you could show that
the small loans were not being made, I would be prepared to recommend that
‘the rate be increased to 3 per cent on the first $100.

Mr. FinvaysoN: When you speak of a graded rate of 3 per cent on $150
and 2% per cent thereafter, it does not mean that the man who borrows $150
pays 3 per cent and that the man who borrows $300 pays only 24. It means
this—

Mr. McGeer: You can make it that.

The CHAlIRMAN: Just a minute; let Mr. Finlayson finish his questions.

Mr. Finvavson: Take the New York provision. The rate there is three
per cent on the first $150 on all loans and two and a half per cent on the balance
over $150. On a loan under $150, of course, the rate is three per cent. On a
loan of $200 the rate is not two and a half per cent but 2-96 per cent.

Mr. Baker: Because he paid off the first $2507

Mr. Finvavson: On a loan of $250 the rate is 2:91 per cent and on $300
the rate is 2-86.

Mr. McGeer: If the purpose of making a higher rate on the lower amount
is to induce the borrowing of small loans and yet provide the loan company
with the overhead, is there any reason why the legislation should not provide
for a flat rate on the first $100 and an actual rate of so much on the second
amount and so forth?

The Wirxess: There is none, except you get into an awfully bad
mathematical problem there in which you leave a gap of $40 or $50 in which
it is better for the lender to borrow the larger amount. We spent months on
the joint rates, and what I have been suggesting here is a rate of two and a
half per cent and to try that to see whether competition did give you the lower
rate, and then if you found the smaller borrowers were not served there is no
reason why you should not make a split there. The two and a half per cent,
as I have suggested, is a much better rate, as Mr. Finlayson has certainly
pointed out.

By Mr. Finlayson:

Q. May I suggest this, that with the graded rate you might provide for
the repayment of the higher interest bearing element first? That would still
give you the gradation that you are looking for, but would reduce the average
rate—A. If you let the man who borrows $300 pay off the cheap money first;
but take the man who borrows $100.

Q. If the man who borrows $300 applied his first repayments to paying off
the three per cent element, and then took the lower rate element— —A. We
thought of that, but because of the scope of the arrangement and the confusion
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that it caused and the distortion it would do to the lending business, we never
gave much time to it. ) ;

Q. Can I put one more question to you. Has the Foundation ever considered
what is a fair rate of return on invested capital or total net assets in this
business? You suggest that there should be administrative discretion to fix a
rate below the maximum. Have you ever considered at what point the reduction
would be justified, based on the returns to the lenders either on their paid-up
capital or on their total net assets after deducting reserves?—A. We had a lot
of consideration of that; but for the most part there was never enough funds
coming in to the small loan business through the established capital market to
supply the demand. That is where we felt that we ought to have a general
maximum and that the greater return ought to be geared to the amount of
capital that was necessary in the business. Contrary to most kinds of business
there never seemed to be enough cheap money available, and so we never
assessed what ought to be the proper rate. However, we did go to a tremendous
amount of enquiry to establish what the earned rate was, and you have available
the studies that we have made on that.

Q. Do you think that is a material factor in determining whether there
should be a lowering of the rates and in the return actually received by the
lender?—A. Yes.

Q. Perhaps you are familiar with the Massachusetts rate. Massachusetts
has actually regulated it on a flat three per cent.—A. With some modifications
of special classes of security.

Q. I believe they have modified it recently so as to provide two and a half
per cent on some types of security on amounts above $150. I notice from the
Massachusetts report that the average earnings on the net assets in 1936 were
about seven and a half per cent for all lenders, small loan companies around 8-36,

the Morris plan 3-53, and altogether 7-57. With that rate of earnings the 3

commissioner, who has administrative discretion, reduced the rate of interest to
approximately the New York figure. The provision is that the rate is three
per cent on the first $150, and in the case of a chattel mortgage two per cent on
the balance of the loan; if the security is a single signature or the signature of
a husband and wife it is three per cent on the first $150 and two and a half
per cent on the excess. Now, that reduction was ordered to be put into effect
on the earnings that I have mentioned. Suppose we had in Canada a company
earning on the average say two and one-third per cent or 2:4 per cent per
month, and earned ten per cent or more on its total net assets less reserves for
unearned income and losses, would you think there would be justification there
for a reduction in the rate?—A. I cannot—

Q. Perhaps you would not care to answer that?—A. I cannot make that fine
distinetion on the proper rate to be allowed, first because of the difference
between an established community like Massachusetts and Canada.

Mr. ViEn: A growing country like Canada.

By Mr. Finlayson:

Q. At any rate, when you speak of administrative discretion you would say
that that point which I have mentioned is one that should be taken into con-
sideration by the administrator?>—A. I have looked at that and I think the
Russell Sage Foundation has looked at it from the standpoint that that is what
the administrator ought to be constantly reporting to parliament so that the
parliamentary decision would be more intelligent. I would put it that way.
I would assume he would know much better what was the rate necessary to
attract capital, and that he would not be trying to penalize efficiency. I can
conceive of a situation where a company could earn eleven or twelve per cent
and the borrower would be much better served by a company that lost money,
you see.

[Mr. Leon Henderson.]
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Q. The Russell Sage Foundation does not favour the gradation of the rate
with the type of security taken?—A. It is not—

Q. It favours a uniform rate for all types of security?—A. We have felt,
I think, that the supervisor would make a recommendation if a business grew up
on a kind of collateral or security where the risk was not as great as that con-
templated by the law.

Q. Do you think that there has been over there excessive expenditure on
publicity and solicitation?—A. Yes, I think it has not been so much the exces-
sive expenditure that would affect the cost to the borrower, as it has been the
bad character of the thing. I refer to the circulars.

Q. Has there been what you might call competitive advertising, the feeling
that one lender must keep up with another lender and so forth?—A. I believe
there has been some of that.

Q. That may have been developed into an evil?—A. I think I can speak
of that constructively. We provide in the law (the sixth draft) that rules and
regulations may be established by the supervisor requiring copy to be submitted
to the supervisor and some information to get rid of the most vicious of these
things. We certainly approve of that.

Q. Has there been an attempt to deal with the problem of the limitation
on the percentage of gross income which may be expended for advertising?—
A. No, and I think that would be an unwise way to get at it. I would prefer
again that the administrator, familiar with it, should have some authority to
say whether or not the circulars should be addressed to all the people.

Q. This is the case of an administrator seeking advice and counsel from the
man who knows most about this business—A. I would say constructively it
cannot be done on a percentage basis, because I know in some cases the advertis-
ing itself reduces the cost of doing business, and I am pretty generally against
this forced advertising. 1 know in general the United States public has been
very very badly abused.

Q. Let us get down to cases. We have three regulated companies here, and
they have spent about ten per cent of gross income on advertising; whereas
other kinds of companies, loan companies, trust companies and so on, spend
only one per cent or less. Now, does that appear to you to be a disproportionate
cost of advertising, or would you care to say?—A. Mr. Nugent could give you
a better answer than I can. Mr. Nugent has that comparison.

By Mr. Baker:

Q. Should we have legislation against advertising?—A" I think not. I would
trust again to the fellow who lives with it day in and day out.

By Mr. Finlayson:

- Q. I am just through now. I just want to ask Mr. Henderson if he can
give us any information about the Morris Plan bank. My impression is that
these Morris Plan banks differ from the small loan companies in this respect,
that they have the power to take deposits from the public and to issue cer-
tificates; thus, they get their money from the public otherwise than by share
capital. As the result, their rates are substantially lower than those of the
small loan companies.—A. The Morris Plan is the name given to one type of
what is known as industrial banking concerns; and in some of the states where
they got started early they were able to sell certificates of deposit—that is
what they in effect are—and so cheaper cost money; but the main thing that
they relied on and a thing which distinguishes them from the small loan
companies, is that their loans were not limited to $300 in their amount; and
secondly, they required endorsers. In other words, they loaned all their money
on paper, and they usually loaned at a rate which is about an effective rate
of 14 per cent a month, and they usually had a much higher loan rate, and
they had more business loans. That business has come directly in competition
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with the loans by the personal loan departments of the banks, and they have
had quite a considerable success in that type of lending. & e

Q. If they were not permitted to take this money from the public by way
of deposits, or by way of investment certificates, they could not lend at that
low rate?—A. That is right. There are three things which I think enter into
it: They are not limited to $300; they have a deposit capital; and the security
of co-signers is there. ;

Q. Have you any information as to the personal loan departments of
the banks? Have they been faced with any excessive losses, or any substantial
losses, or, is there any information of a public character on that?—A. No.
Mr. Nugent had an article that he could not get at what those losses were.
It is very difficult to get at that because the banks have not segregated that
information.

Q. Can you say in framing the rate structure for the small loan com-
panies in the United States what provision is made for losses that will have |
to be written off? Is there any rate assumed in building up the rate struc-
ture?—A. No, it was not built up that way, Mr. Finlayson. 1

Q. Have you any knowledge as to what the actual realized loss is in your
companies generally, over a period of years?—A. Yes, that was in the Nugent
study— !

Q. Just in general?

The Crammax: Give us the reference and we can look it up.

The Wirness: T think that will be found in the pamphlet called, “ The
Expenses of Small Loans Licensees.”

By Mr. Finlayson:

Q. Is that a pamphlet Mr. Nugent has just published?—A. Yes.

The CuamrmaN: Could we have a copy of it?

The Witness: Yes, I will leave my copy with you.

By Mr. Finlayson:

Q. I just wanted to ask if you think a loss of one-half of one per cent
would be large or small?>—A. It would be small for licensed ecompanies.
Probably the only time I have seen them use that was when they were trying
to sell some of the securities.

Q. And if Canada proved to have a loss of one-half of one per cent while

some of the states in the United States might have a 5 per cent loss, that might
operate as a warrant for a lower rate in Canada?—A. Yes, if you were striving
to try to get the tightest rate you possibly could get.
_ Mr. Marmin: It will be remembered that at a meeting of the subcommittee
1t was agreed that we should ask the Russell Sage Foundation when their
representatives came here if they would care to recommend someone who had
actually to deal with the operation of the law whom this committee might
summon as a witness at a later date if it so desired.

The CuamrMaN: You mean, an administrator?

Mr. MARTIN: Yes.

The Wirxess: T would prefer it if you would ask Mr. Nugent about that,
because I am really out of touch with it now.
e Mr. CoLpweLr: Mr. Chairman, I am sure that we are all very grateful to
E’o-r(.ialjcnderson .for coming here and giving us this very excellent exposition
Sfome Hon. MEmBERrs: Hear, hear.

i M'r. CoLpweLL: On behalf of the committee, seconded by Mr. Baker, I wish
0 move a very hearty vote of thanks to him. In doing so I would just like to

i [t.\};i.s’x,te}litnlegdirﬁff.]think I have ever heard a witness who has given a clearer |
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explanation or clearer answers to questions that have been asked. I am quite
sure that we have all benefited very greatly from his presence here, and what
he has been able to give us will help us very materially in meeting this very
difficult problem which we are called upon to deal with.

Some Hon. MeMBERS: Hear, hear.

Mr. Bager: I have very great pleasure, and I esteem it an honour, in
seconding this motion. Speaking for myself personally, it has been a great
pleasure to be seated in this committee because I always enjoy meeting a man
who knows his job; and we have certainly met one to-day. It is a very great
pleasure also to feel that we have among our cousins to the south valuable power
to draw on when we need it; and we certainly made a good draw on this occasion.
~ We have received in condensed form in a very short time an amount of knowledge
- which it would have taken us a very long time to acquire in any other way. And
I express great appreciation, I am safe in saying on behalf of the chairman and
the members of this committee, for Mr. Henderson’s appearance before this
standing committee on Banking and Commerce of the House of Commons of
the Dominion of Canada. I hope that when you go home, sir, you will express
to your fellows in the Foundation that we here have fully appreciated your
services and your kindness in coming here, and we hope that we will have the
pleasure of seeing you oft times again.

Motion agreed to.

The Wirness: I find myself quite incapable of responding. I just want to
say that this all makes me very very happy.

The CuarmMAN: Thank you very much. Yes, Mr. Walker?

Mr. WaLkER: Mr. Chairman, I have no status I know to ask any question,
but because of the fact that Mr. Henderson has made some direct references to
the parent company, and because presumably if any of the changes in his recom-
mendations are to be adopted by this committee they will be based on Canadian
conditions, I would have liked an opportunity to present a few very brief
questions.

The Caamman: Mr. Walker, I think it was the intent of the sub-committee
that this afternoon should be devoted to questions by members of the committee.

That was decided by the sub-committee before we came into the session, so I
am afraid we cannot allow you to proceed.

#w‘x_ Mr. WarLker: Would it be possible for this committee to consider questions

. at a later date, questions that might be prepared for forwarding to Mr. Henderson
so that he might reply to them in due course?

} The CaAlRMAN: Yes, we could arrange that.
|1 Mr. CoLpweLL: I would move that the committee adjourn.
Mr. MarTIN: Might T make a suggestion?
¥ The CrHAmMAN: There is a motion that we adjourn.
: Mr. MarTiN: I was just going to speak to that motion, if T might.
The CuAmMAN: All right.
~ Mr. Marmin: Speaking to Mr. Coldwell’s motion; since there seems some
| j time left I think it might be proper to have a few questions put by Mr. Walker.

Mr. CoLpwern: Mr. Chairman, I do not want to speak on the motion,
. but I would point out that Mr. Henderson has been on the stand for hours,
- that he has got to catch a train in a short time, and he will have to get some
. ii things together. I do not think it is fair to keep him.

The CrARMAN: The meeting stands adjourned at the call of the chair.

4 The committee adjourned at 4:20 o’clock p.m. to meet again at the call
- of the chair.
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MINUTES OF PROCEEDINGS

Tuespay, March 8, 1938.

The Standing Committee on Banking and Commerce met at 11 a.m., the
Chairman, Mr. Moore presiding.

, Members present: Messrs. Baker, Clark (York-Sunbury), Cleaver, Coldwell,

Donnelly, Fontaine, Howard, Jaques, Kinley, Lacroix (Beauce), Lawson,
. Mallette, Martin, Maybank, Moore, Perley, Quelch, Stevens, Tucker, Vien,
Ward, White, Woodsworth.

‘ In Attendance: Mr. G. D. Finlayson, Superintendent of Insurance, Mr.

S. G. Dobson, President, Canadian Bankers’ Association, Mr. James Stewart,
Assistant General Manager, Canadian Bank of Commerce, and Mr. S. Rettie,
- President, Civil Service Co-Operative Credit Society, Limited, Ottawa.

Mr. S. G. Dobson was called and examined.

The witness having expressed the desire not to disclose the source of certain
-~ letters from which he quoted, Mr. Vien moved,

That, in view of the particular circumstances in which the Bankers’
Association finds itself in relation to its members, the Committee, in this.
instance and without creating a precedent, allow the witness to quote from.
these letters without mentioning names.

Witness retired.
Mr. James Stewart was called and examined.
Witness retired.

s Mr. James Rettie was called. Witness read a statement and was examined
! thereon.

Witness retired.
On motion of Mr. Martin,

Resolved,—That the Chairman be authorized to fix the amount of pro-
. fessional fee to be paid by this Committee to expert witnesses including Mr.
. Leon Henderson, Economist, of Washington, D.C., who appeared before the
. Committee on March 2.

On motion of Mr. Vien,

Resolved,—That an additional amount of $33.50 be paid to Mr. Leon
Henderson of Washington, D.C., who gave evidence before this Committee on
March 2, to rectify an error made by Mr. Henderson in his expense account
submitted on March 2.

At 1 o’clock the Committee adjourned until Thursday, March 10, at 11 a.m.

R. ARSENAULT,
Clerk of the Committee.
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MINUTES OF EVIDENCE

House or ComMmoxs, Room 429,
MarcH 8, 1938.

The Standing Committee on Banking and Commerce met at 11 a.m. Mr.
- W. H. Moore, presided.

The CHAmRMAN: Gentlemen, to-day we are to hear from Mr. Dobson,
President of the Canadian Bankers’ Association. After Mr. Dobson has made
his statement we shall proceed with the examination; but I might remind you,
if I may, that it is necessary in the examination to stick to the issue; that is
the reference that has been submitted to us by parliament. I shall now call

- on Mr. Dobson.

Mr. S. G. Dosson, President of the Canadian Bankers’ Association, called.

The Wrrness: Mr. Chairman and gentlemen, I am here as a result of a
letter from your chairman to the Bankers’ Association asking if the association
cared to appear before this committee and express its views on the small loans
problem. I do not think it would be possible for one man to express the
views of ten people, particularly ten different bankers; so upon receipt of the
letter I wrote to each individual general manager and asked if he would express
in a letter to me the views of his institution on the subject of personal loans.
If T may, I think perhaps the best way to express this matter would be to
read short extracts from these letters. I think that probably will answer the
question better than I could do it myself.

One institution says:—

In reply to your letter so-and-so, we may say that it is our policy
to give sympathetic consideration to any loan applications even of small
amounts. Provided that the branch manager is satisfied as to the moral
risk and the prospects for liquidation of the advance within a reasonable
time, he is encouraged to make such loans rather than decline them.

By Hon. Mr. Stevens:
Q. Is there any objection to saying from whom this letter came?—A. I
do not think we need do that. I would prefer not to do that, as it is an
internal matter.

The CHAIRMAN: Say “ No. 1.”

The Wirness: This is really internal correspondence in the association.

Hon. Mr. Stevens: Quite so. I merely asked this because it is the custom,
of course, in these hearings and in parliament, when a document is offered, that
the author of it shall be stated.

The Wirness: Perhaps I had better not read these extracts, then.

The Cramrman: Can we not accept them in that way?

The Wirness: I thought they would express the views more clearly than
I could do myself. Some have a little different angle on the situation, which
I thought would be interesting. If you prefer I did not read them I shall
generalize.

The CramrmaN: I think Mr. Stevens just raised the point and asked for
a disposition of it. You do not press the point, Mr. Stevens?

109
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~which the Bankers’ association finds itself in relation to its members, that this
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Hon. Mr. Stevexns: My only point is this, Mr. Chairman: there is always
the tendency for a committee to get into, shall I say, careless habits and thereby
establish a precedent. 1 would much rather hear Mr. Dobson’s views, and he
could then cite the letters if he wishes. When a document is read in this com-
mittee, unless the committee specifically in each instance excuses the presenta-
tion of the name, in order to keep the practice fair, I believe we should follow
the general rule.

The CuamrMmaNn: Gentlemen, what is your disposition of the matter? Shall
we allow the witness to read the extracts without giving the names?

Mr. Baker: Could not the witness simply mention the viewpoint of some
as being so-and-so, and others as being such-and-such. :

Mr. Viex: I would move that in view of the particular circumstances in

time, without creating a precedent, we allow the President of the Bankers’
association to quote from these letters without mentioning the names.

Motion carried.

The WrrnEss: Another institution says:—

I think it has been realized for some time that small loans provide
a legitimate field for the extension of banking business, and that all
banks have been active in this respect.

I am just quoting very short paragraphs.
Another says:—
We now make very many small accommodation loans. Speaking

for ourselves, we do not object to such loans provided they are made
to responsible people with the source of repayment properly in sight.

Another says:
“It has been the practice of this institution, during the past twenty-

five years, to give favourable consideration to all applications for small
loans at prevailing rates, providing applicants are worthy of credit.”

Another institution says:

“This bank, doubtless in common with all of the other banks, en-
courages the business of small borrowers.”

Another institution says: :

“It is our policy to encourage the business of small borrowers, and
as a matter of fact there is a considerable volume of this class of business
current at our branches throughout Canada.”

Another institution says:

“We are inclined to look upon the field of ‘small loans’ with par-

ticular favour.”

Another institution says:
“This bank has always made it a practice to grant loans to small
borrowers whose reputation and character are such as to entitle them to

credit. We have a large number of such loans on our books and no reason-
able demand of that nature is refused.”

Another institution says:

We do not keep statistics—
[Mr. S. G. Dobson.]
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‘By Mr. Tucker:

Q. What was that last remark? A. “No reasonable demand of that nature
is refused.” I suppose he should have used the word “request” there. Another
institution says:

We do not keep statistics of small or personal loans, and can only
say that it has always been, and still is, our policy to grant such loans
to worthy borrowers, and I have no doubt at this moment we have thou-
sands of such loans on our books.

Another institution says: '
We would be willing to entertain transactions of the nature under
discussion, and which come within the category of a reasonable banking
risk, and would do our best to co-operate towards the end desired.

That sums up, I think, the general idea of the banks towards small loans.
Banks have always made small loans, I believe, ever since they were incor-
porated. We, unfortunately for your information, have no particulars as to
the volume because these small loans are run as a general banking business. We
do not keep the details. The nearest I could come to giving you any idea, perhaps
of volume is this. At the end of November last year when preparing some items
for an address to our shareholders we asked our branches throughout Canada,
in addition to other questions, for the number of small loans; that is loans—

By The Chairman:

Q. You are speaking now of the Royal Bank?—A. Excuse me, I forget. I
am speaking of the Royal Bank, yes. We asked the number of borrowers on the
books of the branches whose liability was under $500, and in our case the num-
ber was 61,000. In other words we had 61,000 borrowers on the books whose
liability to the bank was $500 and under. On that basis I would make an esti-
mate, which is bound to be only an estimate, that there might be perhaps as a
minimum 250,000 borrowers from Canadian banks whose liabilities are under
$500. That is a very large number.

Now, we—I am speaking again of our institution because I cannot speak
for the others—encourage small borrowers. We send out circulars from time
to time, to our branches, pointing out that this is a field of endeavour which they
should follow, and where there is an opportunity of making small loans in which
there is a reasonable prospect of repayment as promised, that they should be
made. From time to time we advertise in the newspapers. I do not know
whether I am allowed to do this, but you might be interested in this circular.
This is a type of ad. that we sometimes circulate throughout the press in Canada.
I shall just read this one. This is just an indication of what takes place. I
am trying to answer your point as to what is the attitude of the banks towards
small loans. This advertisement is as follows:—

I Diox't Taingk TaeE Baxxk WourLp BE INTERESTED.

Many responsible men and women, faced with a temporary emer-
gency, are reluctant to apply to the bank for a loan to tide them over
their difficulties.

Yet, such loans are made by this bank every day. They must be
used to meet a definite need and the borrower must be financially able to
retire the loan within a reasonable period.

If necessary, arrangements can be made with the bank to repay the
loan by convenient instalments at stated intervals. Branch managers of
this bank welcome the opportunity of discussing such personal loans with
any responsible individual.
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Now, of course, the banks, with one exception, have not gone into what
is known as the monthly payment plan. While many of the loans which banks
may make, I suppose, really amount to that, inasmuch as the man may dis-
count a note for three months, we will say, or a period such as that, and at the
end he may not be able to pay, he may come in and make a payment or even
renew it in full; but we have—I am speaking about all banks with the exception
of one—not gone into the plan of accepting regular monthly payments.

Now, you might ask what field this large number of borrowers covers.
I believe nearly every single type of individual borrower borrows money from
the bank. He may be a farmer, a taxi-driver or a labourer.

Q. Or a politician?—A. Well, even politicians.

Hon. Mr. Lawson: They are bad risks.

The Wrrness: And these loans are for all kinds of amounts. When I say
up to $500, they may be as low as $50, $100, $150 and $200. They run into all
kinds of amounts and all kinds of individuals.

By Mr. Tucker:
Q. What was the average amount of the 61,000 loans?—A. We did not
ask that question, and I have not got the information. But I make a guess,
and it might be around $200.

By Mr. Mallette:

Q. What would you say was the interest rate charged?—A. Seven per cent.
Q. Per annum?—A. Per annum.
Q. With no additional charges for searches and registration fees?—A. No.

By Mr. Martin:

Q. There is one exception, at least, to that rate?—A. There is one other
bank which handles a loaning business on a different basis, and Mr. Stewart
the assistant general manager of the Canadian Bank of Commerce is here and
will explain it, if you are interested in the system. I think the fact is that
up to the moment only one bank has adopted the monthly payment system.

Mr. Creaver: Is it your wish, Mr. Chairman, that the witness should
be permitted to complete his statement before questions are asked?

The Wrrness: I think that completes my statement.

The CmalrmaAN: Gentlemen, shall we hear from Mr. Stewart first, and
then we can go on with the discussion later?

By Mr. Tucker:

Q. What type of security, if any, is usually given in your opinion on the
estimated 250,000 loans? What class of security, if any, is given?—A. I would
say that varies. I would say there are many cases where loans are made on
a single name; many cases where a loan is made on an endorsement—it might
be one or two—there are many cases where the loan is made on negotiable
security. There are all kinds.

Q. Rarely collateral?—A. There are many cases—
Q. You do not make loans on furniture or anything like that?—A. No,
we are not permitted to do that.

The Crammman: Is it your wish to hear the Canadian Bank of Commerce?

JaMes Stewart, Assistant General Manager of the Canadian Bank of
Commerce, called.

The Wirness: Mr. Chairman and gentlemen, I have not come prepared

to-day to make any statement one way or the other, but I should be quite

pleased to answer any questions that any of you gentlemen care to ask.
[Mr. 8. G. Dobson.]
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Hon. Mr. Lawson: I think, Mr. Chairman, the Canadian Bank of Com-
merce have gone into it somewhat extensively. They have developed a small
loan business, and Mr. Stewart might be good enough to outline the efforts
they have made in that regard; the results, as to the amount of money loaned,
and the number of loans, and any information of that kind which he has
available. I think that would be of use to the committee.

The CHAlIRMAN: Mr. Stewart?

The Wirness: Well, Mr. Chairman, the Canadian Bank of Commerce
entered the personal loan field in Toronto in June of 1936. Before the end
of July of that year personal loan departments were opened at Halifax, Mont-
real, Winnipeg, Calgary and Vancouver. It is true, as Mr. Dobson says—
as all banks have I should imagine—that up to that time we made small loans;
but it seemed to us that there was a wider field. There was a considerable
amount of criticism against the banks because of the fact that credit facilities
were not available to wage earners; and to some extent with a view to dissipat-
ing any such criticism we entered the personal loan field. There was also
probably a selfish motive too in that it built up a substantial amount of good
will for the bank. The system, as I say, is in vogue throughout Canada. The
loan departments are at Halifax, Montreal, Winnipeg, Calgary and Vancouver,
but each and every branch bank is equipped to handle such small loans although
the department is the last word in the confirmation or the refusal of the loan.
The branches, however, work up the application, send it into the central
department and there it is accepted or declined. In so far as volume is con-
cerned, since the department was started we have made 60,423 loans, for a
total amount of $8800,000. The average amount of loan made is $146. I
think that answers the question.

By Mr. Cleaver:

Q. What is the average amount of interest charged?—A. Seven per cent
discount. '

Q. That works out at what?—A. Off-setting the savings balances on which
interest is allowed the effective rate is 10.5 per cent.

By. Mr. Martin:

Q. No charge is made for service?—A. There is a service charge, ranging
from 50 cents to $3 depending on the amount of the loan.

By Mr. Tucker:

Q. Is that included in the effective rate of interest?—A. That is included
in the effective rate of interest which I gave you.

Q. There is the claim that the small loan companies cover a field that you
people cannot cover. Of course, it is very important to us to know just what field
you do cover, just what the basis of your loans is, so we can compare with that
the loans they make. I wondered if you could tell the committee the basis
upon which your department acts in declining loans and in granting them?—A.
First of all the essentials to obtaining a loan from us are trustworthiness, wage
or salary in keeping with the amount of loan that is granted and such as to per-
mit the loan to be paid off without hardship to the borrower within the year. He
must be credit-worthy. He must be employed for a reasonable length of time,
and with every prospect of his continuing in employment.

By Mr. Clark:
Q. Is an endorser required?—A. Yes.
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By Mr. Tucker:

Q. Always?—A. Not always, no. We started out with the idea of havm |
two endorsers; but our experience has shown that we do not require that in all
cases,

By Mr. Vien: ;
Q. Do you loan on chattel mortgages?—A. Not at all, sir; we are not per-
mitted to do that under the act.

By Mr. Kinley:
Q. Mr. Dobson told us that he had 60,000 small loans. You have some
61,000 small loans. What is the essential difference between your small loan
business and the type of loan he has?—A. I cannot speak for Mr. Dobson. I
do not know anything about what he is doing.
Q. You are lending money in the regular course of business the same as
Mr. Dobson’s bank is doing; what is the difference?—A. I ean explain it from the
point of view of the Canadian Bank of Commerce only.
Q. Yes?—A. When we have an application before us in the personal loan
department for a loan under the scheme we make an investigation of their
affairs and we may discover that they are credit-worthy without coming under
the scheme. They may have ability to repay before the end of the year. They
may have assets permitting our favourable consideration of a loan on their be- <
half, or they may have collateral to put up to protect the loan. Such cases
become just ordinary banking transactions. y

By Hon. Mr. Stevens:

Q. Then you have in addition about 60,000 small loans under your special
system; your ordinary small loans in the regular banks?—A. Yes.
Q. Can you indicate whether or not your ordinary small loans fell off to
any appreciable degree after the system of special small loans was introduced? = =
—A. I am afraid I have not got the figures on that, but I would not think so.
Q. That would be your opinion?—A. Yes.

By Mr. Tucker:

Q. Would it be of any great advantage to you in the case of your small
loan department to have the right to take chattel mortgages?—A. I would not
want it.

- Q. Just why do you say that?>—A. Well, T do not thnk it would be the right
t}}nm for a bank to go ahead and accept a chattel mortgage security on fur-
niture for instance and be put in a position where at ‘some time or other it might
have to go out and seize it.

- Q. You say it would not be the right thing to do. Would it be any more
right for the small loan companies to be ‘given that right, and to charge two or
three times the rate of interest you charge to do it?—A. That is for you to decide,
I am afraid.

- Q. What T am getting at is this: is it not advisable that you in covering
this field as widely as possible need to have that right; because, after all, you
are charging a rate of interest of about one-third of what they want to charge.
They have the right to take a chattel mortgage. Would you be able to cover
a wider field if you entered that field>—A. I do not think so, because we would
not go into that field. We could not at the rate that we charge.

Q. Would it assist you in collecting?—A. Not from the class of borrowers
that we are handling now. T eannot speak for the other class of borrowers which
the finance companies assist, because I do not know much about it; but in so far
as we are concerned with the record that we have, in our experience with the
borrowers that we have, chattel mortgage security is not necessary to assist us
in collecting.

[Mr, James Stewart.]
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By Mr. Martin:

With regard to the endorsers, is it not a fact that the normal practice is to
require at least one endorser?—A. The normal practice is that, yes.

Q. Now?—A. Yes.

Q. So that not to require an endorser would be an exception?—A. Yes, it
would be an exception.

Q. And of the 60,000 or so loans that your bank are making would you be
able to tell the committee what proportion of those are made up of people who
are normal customers of the bank; can you tell us that?—A. No, I have not got
that information, I am sorry.

By Hon. Mr. Stevens:

Q. I was going to ask Mr. Stewart a hypothetical question. Take a civil
servant in Ottawa or elsewhere in permanent employment with a definite salary
and with a reasonably good character, would you consider such a person a good
subject for a loan under your small loans department?—A. The only provision
that would be made in that case would be that the amount that was borrowed
would be in keeping with his salary and such that he could repay it without
difficulty within the year.

Q. Quite so. Would you consider that it was at all necessary in circum-
stances of that kind to fortify the security with a chattel mortgage?—A. No, sir.
Q. Your opinion would be that it would not be necessary?—A. It would
not be necessary. We would get endorsers.

By Mr. Kinley:
Q. Would the witness take an example of say $50 and work it through;
would he explain to the committee where a man borrows $50 under that plan
what he would pay, the total amount he would have to pay?—A. I could not
give you an example on $50 because we have an arrangement of our loans in
such a way that you can only get a loan in multiples of twelve.
Q. Well then, take $60?—A. on $60 the interest would be $3.60.
Q. You collect the interest when you give him the money. You take the
interest off the principal when you accept the application. What does that
figure at?>—A. That figures at 6 per cent.
Q. Is money at 6 per cent on these loans?—A. Yes. :
Q. I thought you said 7 per cent?—A. 6 per cent on this type of loan. I
should explain that in the ease of Mr. Dobson where he said 7 per cent he referred
to 7 per cent interest. I am referring to 6 per cent discount, in that the interest
is deducted at the origin of the loan.

By Mr. Vien:
Q. That would be $3.60?—A. Yes, $3.60.

By Mr. Kinley:

Rl pr, go on to the next charge?—A. There is a 50 cent service charge for
investigating.

Q. That makes $4?—A. Yes, plus 3 cents for stamp.

Q. I do not think that is a charge?

Mr. Viex: That makes $4.10.

By Mr. Kinley:
Q. Go on to the next one?—A. The borrower receives $55.87—or, $55.90.
Mr. Warp: Doesn’t that work out at about 15 per cent?
The CHAIRMAN: Mr. Kinley has the floor.
Mr. Warp: Let him work that out for us.
The Wirness: He deposits in his savings account $5 per month.



116 STANDING COMMITTEE

By Mr. Kinley:
Q. He must pay you back $5 a month?—A. He deposits in his savings

account $5 a month. :
Q. That makes you the trustee of his savings account?—A. We are the

trustees of the savings account, yes.

Q. That is really his payment?-—A. Yes. He makes that payment over a
period of twelve months, so that at the end of the period we have the $60 loaned
to meet the note and we allow interest on the savings account.

By Mr. Tucker:
Q. You pay that to him, or do you credit it to him?—A. We credit it to
him at 14 per cent, the regular savings rate.

By Mr. Martin:

Q. And if the payments are all made promptly over the year what interest
does the borrower receive back on this loan you are telling us about?—A. It
works out at 14 per cent.

Q. How many dollars then has he to pay you for the use of the $60?

Hon. Mr. Lawsox: He pays $4.10.

By Mr. Kinley:
Q. He pays more than that at the end of the time, doesn’t he?—A. He
receives $55.90 and pays us back $60, less the interest which we allow him on
his deposit.

By Mr. Vien:

Q. What is the result in dollars and cents?—A. I am afraid I have not
worked that out.

Mr. Warp: I wonder if Mr. Kinley could work that out for us?

The Caamman: Mr. Kinley, have you finished your questions?

Mr. KizvLey: I was trying to work that out. You see, on that $60 note
at 7 per cent that Mr. Dobson was talking about, the interest on that note
goes over the year; and, there is a charge in connection with that?—A. Yes,
the appthcant would pay that. In Mr. Dobson’s case it would amount to 7%
per cent.

Q. That would be 74 per cent on a straight loan?—A. Yes.

The Cumamrmax: Mr. Kinley, Mr. Finlayson would like to aske some
questions.

By Mr. Finlayson:

Q. I just want to ask Mr. Stewart if he insures the life of the borrower?
—A. Insurance is placed against the borrower.
Q. And, do you use the interest on the deposit to provide the insurance on
the borrower?—A. Yes. '

Q. All of the interest?>—A. Not all of the interest; it amounts to 50 cents
a hundred, I think it is.

Q. Flf{}' cents per hundred for insurance?—A. Yes. No, excuse me, we
started at 50 cents a hundred; it has since been reduced to 45 cents a hundred.

Q. So that on this $60 loan you would pay 27 cents of an insurance
premium?—A. Of an insurance premium, yes.

By Mr. Kinley:

_.Q. Is there a minimum of $100 on the insurance premium?—A. I would not
be sure of that, it may be. I cannot answer that question.
[Mr. James Stewart.]
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By Mr. Martin:
Q. So that the applicant pays the insurance premium in addition to the
10 per cent?—A. Yes.

Q. What would be the effective rate of interest then?—A. That does not
enter into the effective rate of interest at all, because that insurance premium
does not come to us. :

Mr. Martix: The borrower has to pay that charge.
Mr. KinLey: And, out of his own money.

By Mr. Finlayson:
Q. You would say he gets the benefit of the insurance?—A. Decidedly.
Q. You say that he gets value for that?—A. He gets value of that insur-
ance premium, as is best evidenced by the fact that quite a number of claims
have been paid already. :
Q. And if he died, there was no liability continuing?—A. If he dies, the
liability is wiped out.

By Hon. Mr. Lawson:

Q. And his estate gets the balance of the surplus of the insurance?—A.
" No. There is no surplus. He is only insured to the amount of the loan.

By Mr. Vien:
Q. Is it compulsory? Is the insurance compulsory?—A. Yes.

Mr. KiNnLey: It is a charge on that loan. It is compulsory. It is
collateral which he gives the bank. :

By Mr. Coldwell:

Q. If a man has a policy to deposit, do you compel him to take out
insurance?—A. No. If he has got a policy to deposit, he would not even be
under the personal loan plan. He would be in the commercial banking
field then.

By Mr. Martin:

Q. I think if we could only get the witness to answer this question, it would
clear the matter up. I know it is difficult, because he has just been in the
business a short time. But we are dealing here largely with what is called the
problem of consumer credit. While undoubtedly a good number of those who
borrow from you borrow for purposes that would come under the caption of
consumer credit, nevertheless is it not likely that the great percentage of your
borrowers are people who do not come with the classification of consumer
credit?—A. I do not think I quite understand what you mean by con-
sumer credit.

Q. In your general banking business you loan money for production pur-
poses. The small loan companies are in the business to assist—

Mr. Tucker: Will the witness answer that question “yes,” for production
purposes?

The Wrirness: I beg your pardon?

The CramrmaN: Order, Mr. Tucker.

Mr. Tucker: Did you answer, Mr. Stewart?

The CHARMAN: Mr. Martin, go ahead.

Mr. Tucker: I would like to know whether he answered the question.
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By Mr. Kinley: e Ry

Q. I want Mr. Tucker to get that question answered. You said “yes,” did
you?—A. To what? f :

Q. The purpose of the banking system generally was for produection credit?
—A. Well, I would not say that, not by any manner of means. :

Hon. Mr. Lawson: He did not say the purpose of banking was for pro-
duction purposes.

The Witness: Not by any means.

Hon. Mr. Lawson: He said many of their loans were made for that purpose.

By Mr. Martin:

Q. Would you say that, in your normal banking business, you loan money
for production purposes?—A. Not altogether.

Q. You do not say that?—A. No.

Q. You do understand the distinction I make between production credit
and consumer credit?—A. By consumer credit, you mean anything other than
. for the purpose of production?

Q. Yes, such as a man, for instance, paying doector bills, emergency cases
dealing with his home and his domestic life?—A. Right.

Q. Are you able to give us any breakdown of the purposes for which these
loans are made? Perhaps we can get at the question in that way?—A. Yes.

By Mr. Baker:

Q. Do you limit the purposes for which you make loans?—A. No, there is
no limit, but I have a classification here. It is not very extensive. This only
covers the months of January of this year. I am talking now of percentages of
loans made by the personal loan department only for these purposes—for
medical, dental and hospital bills, 15-73 per cent; for the consolidation of debts,
28 per cent; for outside loan liquidation, 6% per cent; taxes, real estate, mortgages
and interest, insurance premiums, 8-6 per cent; travel and education, 3-4 per
cent; house improvement expenses, 11:7 per cent; clothing, 23 per cent; motor
cars, 7-02 per cent; and miscellaneous, 16 per cent.

Mr. Kinvey: Has Mr. Finlayson figured out that case yet?

Mr. Finvayson: I have no doubt that on the basis that Mr. Stewart figures,
the rate he has stated is about correct. Something will depend on how you
regard that insurance premium. Mr. Stewart has regarded that insurance
premium as the interest earned on the deposits as a gain to the borrower.

The Wrrxess: Yes.

Mr. KiNvvey: That insurance premium is interest?

By Mr. Finlayson:

Q. Yes, instead of paying the full $60 in repaying that loan, he pays $60
less the interest?—A. Yes.

Q. That is looking at it from the borrower’s standpoint and assuming he
gets full value for the insurance which is effected on his behalf. Looking
at it from the other standpoint, that this interest is simply a charge and that he
pays the full $60, the rate would be a little more than ten and one-half per cent?
—A. It would be more than that, yes.

The CrAmRMAN: How much more?

Mr. Finravson: Would it be two per cent more?

Mr. Kintey: Twelve and a half per cent?

The Wrrxess: That I could not say exactly.

Mr. FiNvayson: Do not put that in the record, because I would like to have

the tables here to figure it exactly. It would be something in excess of that.
[Mr. James Stewart.] ‘

e
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The Wirness: It would be in excess.

Mr. KinLey: Have we all the charges on that loan? Is every charge
there, every charge that you make?

Mr. Fixrayson: Excuse me, Mr. Kinley, and I will just finish this. There
is this other point that I think should be cleared up before you ascertain the
exact rate—first, as to the amount of interest that would be credited on that
$60 loan. I would assume that it would be forty or forty-five cents.

The Wirness: I am afraid I could not give that figure.

By Mr Finlayson:
Q. It seems to me it would be about five and a half months interest on
the average, for the loan?—A. Five and a half months?
Q. Yes.—A. Oh, yes.
Q. The whole loan is coming back in instalments?—A. Yes.
] Q. And on the first instalment paid he only gets eleven months’ interest;
is that not correct?—A. Yes.
Q. And he gets no interest on the last instalment?—A. No.
4 Q. So I think it would be about, on the average, five and a half months’
duration. On that basis, I think the total interest credited would be about
' forty cents. Now, you do not know whether there is a minimum insurance
| premium?—A. No, I could not be sure of that point.
Q. If there is not, that would just about provide the insurance premium.
! You have an insurance premium of say forty-five cents?—A. It is forty-five
- cents.
s Q. A hundred?—A. Yes.
, Q. If that is the minimum, and there is no reduction made for a $60 loan,
§ this would just about provide the premium. If, however, the rate is forty-five
§ cents per hundred applied to a $60 loan, the premium would only be twenty-
- seven cents, and his deposit has earned forty cents, so that there would be
. thirteen cents there, even on that view. I would not care to work it out to
| decimals in my head.
' Mr. Kintey: I think we should have that, Mr. Chairman.
Mr. Finvayson: I can get that on the two views.
Mr. KinLey: We do not want there to be any mistake about that.
1 Mr. Viex: Might I suggest that you carry that on for two or three loans—
~ for instance, a $120 and a $240 loan—because the service charge changes.
' Mr. Finvavyson: The service charge changes.
The Wrirness: Yes, the service charge changes.
Mr. FINLAYSON: Perhapc we can get from Mr. Stewart the precise charges
for the loans you have in mind?

By Mr. Vien:
% Q. Let us take two typical loans, one of $120 and the other of $240.—A. On
. the $120 loan, he is charged $7.20 interest. There is again the fifty-cent service
charge, with six cents this time for government stamps; so that of the $120 he
receives $112.24. On the $240 loan—I have not got that here, but I have
a $252 loan here.
Mr. Finvayson: That would be just as good.

The Wirness: There is $15.12 interest; seventy-five cents service charge; six
- cents for stamps; the borrower receives $236.07.

By Mr. Kinley:

= Q. What is your per cent of loss on the small loans?—A. We have not been
L in this very long yet.
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Q. You have been in it over a year?—A. Yes, but we have been operating
during a period of reasonably good conditions. The real test comes when
business falls off. i

Q. Yes. Of course, there would be a loss to the endorsers, too?—A. Yes.

Q. You do not know in how many instances or in what percentage of
cases you had to call on the endorsers to make good?—A. No. I have not
got that information with me.

By Mr. Vien: ]

Q. You could not compare your losses on the ordinary banking operations
with those in this personal loan business?—A. Well, of course we have been in |
ordinary banking for seventy years, and losses can show up in that time; but
they do not show up in eighteen months. After all, we have been in this business
for only eighteen months. ‘
Q. You have no statement here of your experience during those eighteen |
months?—A. I have a statement of my experience. : 3
Q. What is the statement of your experience? We shall take it with the
limitation you have just giyen—A. It shows losses for the period actually
written off of $665, and at the present time we show uncollectables of $1,766; |
that is in addition to the $665. 1
]?. What percentage does that represent of the total?—A. Very, very °
small.

By Hon. Mr. Stevens:

Q. A fraction of one per cent.——A. A small fraction.
Q. A small fraction of one per cent?—A. Yes.

By Mr. Kinley:
Q. They are losses on what?—A. Bad debts.
Q. That does not include what you call on the endorser for?>—A. No.
Mr. Kintey: That would be a different story.

By Mr. Finlayson:
Q. What is the service charge for a $120 loan?—A. Fifty cents.

By Mr. Cleaver: ]

Q. You stated that you had a selfish reason ot that the bank had a selfish
reason for entering this field, namely, that the bank believed it would build up
good-will for the bank?—A. Yes.

Q. What do you say as to whether this special field has been profitable
or unprofitable to the bank, compared with the profits you have earned in
the other branches of your banking business?—A. So far, this has been un-
profitable.

Q. Unprofitable?—A. Yes.

Q. So that you charge that loss up to advertising, do you?

By Mr. Vien:
Q. You say that the personal loan department so far, based on your eighteen
months’ experience, is not profitable?—A. That is so. '
By Mr. Clark:

Q. You mean in comparison with the general banking business—only on
a comparative basis. It has been unprofitable on a comparative basis?—A. 1
am not comparing them at all.

[Mr. James Stewart.]
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Mr. KinLey: It has shown actual losses.

The Wrrxess: We have this department set up apart from any commercial
business. The expenses are charged to it, so that we know exactly what we are
making or losing; and we are losing on this business up to the present time.

By Mr. Vien: ¥
Q. Of course, during the first six months or nine months there would be
very small volume?—A. Yes.

Q. And with increased volume your losses will diminish?—A. They will
diminish very considerably, we hope.

By Mr. Tucker:
Q. What do you charge yourself for money in this small loan department?

The CramrMaN: Order, order, gentlemen.

Hon. Mr. Lawson: I am sorry, Mr. Chairman, but we cannot hear the
witness at all.

The Wirxess: In stating that there is a loss so far, we have charged nothing
for money.

By Mr. Tucker:
Q. You must have charged something against this interest? What do
you charge?—A. We have charged the department nothing for interest on the
money they have used so far, in order to reach our calculations.
Q. What have you charged against interest?>—A. Well, we have got expenses
such as salaries, rents, stationery.
Q. Then in many of your branches throughout Canada the ordinary staff
of the bank handles this department as well as its own?—A. No; they accept
applications for the loans.

Q. Do you charge anything?—A. The actual bookkeeping; we charge for
that, yes.
Q. Then you charge something for the work done by the bank?—A.
Decidedly so.
Q. Although you have the staff there, anyway?—A. But we would have
the staff there anyway. We have not had to increase the staff any, to speak
of. In some cases we have. I think the best answer to that is that the Canadian
National Railways did not offer me a ticket from Toronto free because they
were running a train through and an extra compartment.
Q. You say that by the extension of this business your bank has lost
money ?—A. Yes, so far.
Q. Then if you have not had to increase your staff appreciably I would like
to know how you have lost money?—A. We have not had to increase our staff
appreciably in the branches, but we are in the operating departments.
Q. As a matter of fact, did you not, when you opened this department,
transfer people that you would have kept on, probably in the same way as other
banks, into this other department?—A. In some cases, true; but we have also
had to increase our staff.
Q. You have taken on new men for that work?—A. Yes.
Q. To what extent have you allowed for the fact, when you say you have
!ost money, that you have largely used the men you would have kept on anyway
in the other departments?—A. I have not taken that into consideration at all.

Q. You have charged for a larger staff than you have had in the branches
anyway ?—A. Yes.
52723—2
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By Mr. Martin:

Q. If you had not done that your losses would be still greater than they
are now?’—A. No. -

Q. Obviously, yes. You have said that you have made no money on this
kind of business, and if you had to hire a larger staff——A. No; it would not have
made any difference because the staff who are employed in the personal loan
department are charged to that department.

Mr. Creaver: Do I understand that Mr. Finlayson has the necessary infor-
mation and that the committee will be supplied with the effective interest rates
“in regard to these three specimen loans of $60, $120 and $252?

Mr. Finrayson: When I get from Mr. Stewart the exact information.

By Mr. Tucker:

Q. Following up my other question, and taking your figures as you actually
figured them, what average rate of interest would you have had to charge so that -
there would not have been a loss?—A. I do not know that I can answer that
question because had our average loans been. greater than they are we might
have made money. In other words, one person can only do a certain amount of
work, and it costs as much to put through a $100 loan as it would a $1,000 loan.
So that could we increase the average loan we could probably make money on
the present basis. :

Q. I suppose your volume of this business is gradually increasing, is
it?—A. It increased up to December of this year, and then it seems to have
flattened out fairly well now.

Q. On the basis of the present volume of business, do you caleulate you would
still lose money?—A. No, I think we can make a little money from now on,
providing we keep to the present figures.

By Mr. Kinley: :
Q. Mr. Stewart, unless there is collateral security, you always ask for an
endorser?“—A. Almost invariably, yes.
Q. V& ill the small loan companies lend on a chattel mortgage?—A. Yes.
Q. Therefore, in order to make a comparison, I think it would be fair for

you to show what the endorsers lose by their kindness to your borrowers.—A. I
am afraid I have not got that information.

By Mr. Martin:
_ Q. Would this be a fair question? You require, a4s you do in almost every
instance, an endorser, m}d the fact that that is the case naturally limits the field
of potential borrowers; is that not right?—A. T think that would be the case.
Mr. Howarp: Mr. Chairman, may I ask Mr. Stewart if he would care, for

the benefit of the members of the committee only, to supply one of his sheets of
bank charges similar to what you supply to a customer.

The Wirness: I would be very glad to send it.

Mr. Howagp:- Then they would all know how you figure the costs and what
the charges are.

By Mr. Vien:

Q. If T understood correctly, Mr. Stewart, you select very carefully the class

'?}f It)m-rowors in your personal loan department?—A. Naturally. We try to do
at.

By Mr. Kinley:

Q. And you select your endorsers pretty well too?—A. Yes.
[Mr. James Stewart.]
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By My. Vien: ;

Q. What has reduced considerably the amount of your losses is, in the first
‘place, your endorsers; and, secondly, your selection of borrowers?—A. And,
thirdly, the good conditions under which we are operating, which I think is much
more important than the other two.

Q. If you went into the business in the same way as the small loan com-
panies, taking greater risks, and lending without endorsation, or having to take
chattel mortgages, would your charges be higher or lower?—A. 1 do not really
know that I can answer that question. We are not permitted and, consequently,
‘never do take chattel mortgage security. But if I were to guess, I would say
they would be very much greater.

Q. Would you favour a policy of broadening your operations and lending
to borrowers who do not all possess the same class of security to offer, or without
endorsers?>—A. With no endorsers and just open the gates and let anybody in?

Q. Not completely wide open, but as wide as the money lenders or small
loan companies?—A. I do not think we would really care to go very much
. further than we have gone in the matter of the selection of customers.

By Mr. Finlayson:

Q. Does the bank reject many loans?—A. The rejections so far have aver-
aged ten per cent of the total applications.

Q. Perhaps you have no precise information as to the extent to which the
endorsers have come to the support of the borrowers, but do you think you
. have had to call upon the endorsers many times?—A. I do not think so; no.

. Q. So that your recovery is usually from the borrower himself?—A. Oh,
yes, from the borrower.

By Hon. Mr. Lawson:

Q. T would like to follow Colonel Vien’s question with a few more specific
questions. As I understood your answers, you would not be desirous of banks
having power to make loans on chattel mortgage securities?—A. My personal
opinion is No.

Q. And may I presume that your reason is that you would only be taking
~ chattel mortgage securities in any event where you were not satisfied as to
the credit of the borrower and his endorsers?—A. Exactly.

] Q. And, if I may follow that up again, may I presume that the reason
. you would not want to assume that risk is because your business is to lend other
people’s money and not your own?—A. We are trustees of the public funds.

By Mr. Kinley:
Q. The endorser gets no consideration?—A. No.
Q. What do you think of a system that becomes a custom whereby the
i general publie is expected to assist the banks by endorsing notes without con-
sideration?—A. Well, we do not force anyone to endorse. They may endorse
if they want to or refuse if they want to.

By Hon. Mr. Lawson:
_ Q. Would it be fair to put it this way: that if a man has so little credit
~ that he could not get any of his friends to back him, the bank does not care
to take him as a risk?—A. That is a fair way of putting it.

By Mr. Tucker:

Q. On the question of endorsement, I understood you to say that the con-
' siderations were that these persons should be reasonable risks, have a job and

the means of repayment within a year; but I am wondering what the con-
521232}
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siderations are in the case mentioned by Mr. Stevens, the case of a civil servan
with an assured income, a permanent income, providing he lives. Why does
the bank require an endorser in his case?—A. I do not know that I can actually |
say why. 1 (o

Q. Would there be any reason?—A. Unless it be for safety’s sake. :

By Mr. Howard: £

Q. Is that not to assist in the collection? I mean to say, the pressure |
from the endorser would help in seeing that the other fellow paid you—A. It |
is for our security. ‘
Mr. KinLey: Increased security.

By Mr. Tucker: ‘

Q. Perhaps if you went into the records you would find that half your |
loans to eivil servants in this city, if they were not able to get an endorser,
would be made without an endorser?—A. I could not answer that. !
The Cuamman: Gentlemen, we have Mr. Rettie, president of the Civil |
Service Co-operative Credit Society, and it has been suggested that we hear |
this gentleman, and allow Mr. Stewart and Mr. Dobson to remain. !
Mr. Tucker: I am wondering if this is the right way to examine witnesses,

to call Mr. Dobson and Mr. Stewart and then not finish with them.

The Cramman: I gathered from the nature of the questions that we were
about finished.

By Mr. Mallette:

Q. T have one more question to ask in regard to why the banks in all cases
might not require an endorser from a civil servant. Is it not due to the fact that =
their salaries are not seasonable?

Mr. Dossox: I do not think Mr. Stewart, when answering that question,
did so from first-hand knowledge. You have no particular knowledge of civil
service borrowing?

Mr. Stewart: No.

Mr. Dossox: T would be inclined to say that civil servants do borrow without
endorsers. Am I right, Mr. Gray?

Mr. Gray (Royal Bank of Canada, Ottawa): Yes.
~ Mr. Dossox: Others may require endorsers for one reason or another.
But I do not think Mr. Stewart intended to convey the impression that all eivil
servants had to have endorsers before they could borrow money. .

Mr. Mavierte: I understood Mr. Stewart to say there was no need for

endorsers. The idea that additional security is asked is possibly because you
cannot seize the salaries of civil servants.

Mr. Dossox, recalled:
By Mr. Martin:

Q. Mr. Dobson, we are dealing with two different things. You are talking
about civil servants who can borrow money without an endorser; he does not
come within the classification of consumer eredit at all; he comes within the
normal banking business, is that not right?—A. Of course, consumer credit again
comes 1nto consideration I suppose.

. tQ. tHv would come under the regular business of the bank?—A. I suppose
1at is true.

Q. Is that a fact?—A. I would think that is so. They are generally normal
customers of the bank. ; |

[Mr. James Stewart.]
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Q. And the man who goes to the ordinary small loan company is a different
kind of person, who has no standing with the bank at all?>—A. Yes. Perhaps
some civil servants do go to loan companies. I have no information on that
point, but I daresay they do.

By Mr. Kinley:

Q. Would either of these gentlemen care to say how they account for the
large volume of business that is being done by these small loan companies?—
A. I do not know. In the first place, is it a large volume?

Q. Quite a large volume.—A. It is fairly so, but I do not think it is anything
like the volume of the small loan business done by the banks.

Q. I beg your pardon.—A. I do not think it is anything of the size or volume
that is done by the banks. Tt is a different type of loan, of course. I do not
know as to that. Of course, a lot of people think thev cannot get money from
the banks; I do not know why. A lot of people ga o loan companies because
they think it is outside of the realm of banking. I think perhaps there are quite
a number of people who go to loan companies who could get a certain amount
' of accommodation from the banks. I do not think there is any doubt about
that. On the other hand, there is a class which I think a loan company is
- necessary to handle. :

Q. You think there is a field?—A. I do, indeed. I think there is a field for

loan companies. Just where the dividing line is, and whether the loan companies

are doing too much or too little business, I cannot say. But I do say this,

- as far as the banks are concerned, they are endeavouring gradually to expand

| their field to extend accommodation to deserving people—that is the expression
' we use—as much as they possibly can. That does not mean that a lot of
deserving people may not go to the loan companies.

By Mr. Tucker:

s Q. Following that up, if these small loan companies are permitted to enter
the field with a great deal of capital and spend vast sums in advertising, would
1 not they prevent thereby the banks from rendering this service to a greater
extent?—A. I suppose the fact that the loan companies advertise perhaps more
| freely than banks actually captures the eye of a lot of people needing money,
I and for that reason they are probably drawn to them. Banks advertise not
I* nearly as extensively, I think, as loan companies. Perhaps the banks should
advertise more.

By Hon. Mr. Stevens:

Q. Would the Bankers’ association give consideration to the desirability
of a publicity campaign similar to what you were good enough to intimate a
- moment ago the Royal Bank had followed up?—A. Well, I could not say as
to that. I believe perhaps there would be a division of opinion as to that because
each bank looks after its own clients and advertising in its own way. The
Bankers’ association are now embarking upon a publicity eampaign, which you
probably know of, and I would say offhand that they would not probably care
- to embark on another campaign of advertising, because these things cost a lot
' of money. The Bankers' association are going ahead with an advertising or
- publicity campaign which covers pretty much this year and is very widespread,
and which involves a lot of money. I do not believe the Bankers’ association—
. and T am expressing my own opinion—would care to embark on it; but I do
not see why other individual banks who favour this type of business—I am
| speaking of the small loan business—would not be willing to go ahead and adver-
tise further and let more people know that accommodation can be had at the
' bank. I think the banks individually might do that.
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Q. Now, Mr. Dobson, this committee is engaged this year and was last year
in the consideration of this large public question, the supplying of cheap money
as low as possible to deserving small borrowers. That is really the question.
You intimated a moment ago, and I think quite properly, and to my mind it
was very welcome, that the banks are to-day lending to a very large number of
small borrowers. I think you gave a figure of 250,0007—A. I estimated that,

yes.

Q. T think your estimate is very low. You intimated a moment ago-that
the reason why many people go to these unusually high rate financing companies
is that they do not know that they can get accommodation at the banks. I put
my question again, and you can answer it just now if you wish, or you may
take it as a suggestion for consideration on which you may give your opinion
to the committee later. Would the Bankers’ association give consideration to
the advisability, from the public welfare standpoint, of acquainting the public
with the facilities presently existing in the banks in the small loan field?—A.
Yes; there is no reason why in this publicity campaign that we are engaged in
now that that fact should not be stressed. As a matter of fact Mr. Knowles
says that it will be stressed in these advertisements, and if we think it advisable,
why we can stress it a little further. We are rather anxious to do everything
we can to co-operate in extending accommodation to small borrowers at reason-
able rates of interest, and if by publicity more people would come to the banks
and avail themselves of these facilities, why, we would be glad to help in any way
we can.

Q. They would be infinitely better in the hands of the banks than they are
in the small loan companies?—A. There might be a difference of opinion on that.
I see Mr. Tucker smile.

Hon. Mr. Lawson: It is hardly fair to ask Mr. Dobson that question.

By Mr. Tucker: : ‘
Q. T should like to ask Mr. Dobson’s opinion on this. I understood Mr. °
Stewart to say by virtue of the Bank of Commerce entering this field they were *
not dealing with it as an ordinary banking business. Now I should like to know
first of all whether he agrees with that, that they are dealing with a field they
were not reaching before, and also what he thinks of the possibility of the other
banks assisting the Bank of Commerce in covering that field?—A. I have no
knowledge of just what field they cover, but I feel that, as Mr. Stewart says, |
they do cover a larger field. Now, as to the other banks extending their facili-
ties along these lines, I think that some may be favourable to it and others may
not. But you realize there is a maximum rate specified in the Bank Act, seven
per cent. Now, while I think you will all admit that the Canadian banks are -
doing a very fine piece of work, unfortunately somebody might come along and
say you are not charging seven per cent; you are charging over the legal limit. |
We, speaking for ourselves, have looked at that and we have decided we do |
not want to let ourselves in for any more criticism that we can possibly avoid, &
and for that reason and others we have had nothing to do with it.

Now, if your committee should recommend and the government should
decide to ask us to co-operate in the small loans field and provide an increased
rate for monthly payment loans, I believe it is quite possible and probable that
some other banks might then decide to take up that extended loan field. I do
not mean to say they are going to take the business away from the small loan
companies and go right through with that type of business. I do not believe
for a moment that the small loan companies are not going to stay in business.

%}llﬁli.evo“they are required there, but the banks might extend their field further,
at 18 all. ‘

[Mr. S. G. Dobson.]
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By Mr. Kinley:
L Q. If you are going to invade the field in which they are then it will go
hard with them and their rates will go up, as their hazards will be greater.—
A. Unquestionably.

By Mr. Howard:

Q. You would take the cream off it and make it much harder for others
to operate.—A. May I answer that before we go on. There is one field I do
not think we would ever invade, and I think that is the field in which they do
the bulk of their business. I am now referring to a loan to a family against
a chattel mortgage on their furniture ete. I could not imagine a bank giving
a loan on a chattel mortgage on furniture ete. So far as that is concerned we
would not be interested in that type of business. I think that is the field in
which the small loan companies do the bulk of their business.

By Mr. Vien:
Q. You would also agree with Mr. Stewart that there are classes of
borrowers to which the small loan companies loan, after taking the necessary
precautions in their opinion, which the banks would not consider as proper
banking operations?—A. Yes; I think the answer I just gave covers that.
Q. You agree with that?—A. Yes.
Q. Even if the advertising campaign developed more business in the per-
sonal loan departments of the banks, there would still be a large field to be
covered by money lenders and small loan companies?—A. Yes.
Q. My last question is this: you have made the statement that if parlia-
ment in its wisdom deems it advisable to allow the banks and other money
lenders to increase the rate of interest some banks might consider the possibility
of entering that field. Is that correct?—A. Yes, extend their loans.
Q. Extend their operations to another field. Would you have in mind
any special rate of interest, an all-inclusive rate of interest including all charges
on a straight interest basis, not on a discount basis?—A. I would think that a
straight interest basis would be the better basis, so a man would know what
he is being charged.
Q. Would the bank suggest that— —A. Would the bank suggest it?
Q. Yes.—A. I do not want to give the impression that I am suggesting
that the government should do anything of this nature. I say if they should I
think it would be expected that the banks would do that. I am not suggesting
that it should be done. I do not want to give that impression at all.

By Mr. Quelch:
Q. If the banks went into the small loan field I think it is safe to say
that certain people who are borrowing from the banks to-day at seven per cent
would be side-tracked to the small loan branches and would thereby pay a
higher rate of interest.
Mr. Stewarr: I can answer that question. From experience that is not
the case. When we find a man is credit-worthy, has collateral or assets and will
protect his loan he is immediately sent to one of the branches to get his
accommodation.
Hon. Mr. Lawsox: Because it is more profitable.
Mr. Stewarr: There is no work attached to it and consequently the
lesser rate of interest in the branch is more profitable than the higher rate of
interest in the personal loan field.

By Mr. Martin:

Q. Perhaps I can put my question in another way. I should like to ask
Mr. Dobson this: Mr. Kinley made a suggestion and you gave a carte blanche
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answer to it. Perhaps you had not time to think it over. If the banks
extended their business along the lines you have indicated, and sinee you have
already stated that you thought they would get the cream of the small loan
business— —A. I did not say that but it is all right.

Q. You affirmed that it would have the effect of increasing the rates which
the loan companies would be compelled to charge?—A. I think, Mr. Martin,
I partly answered that by saying that I understood the loan companies now
lend to a class of borrowers with which we would not be interested at all.

Q. You would cover the field?—A. We are covering the field, but we are
merely talking about extending that field perhaps a little further, that is all.
We are not talking about going into this small loan business on a large scale.

Q. I do not want to press it unduly, but whether you admit that you
take the cream of the business or not, the fact is if you did extend along the
lines that you have indicated you would reach a higher type of borrower in
the small loan field and that would inevitably have the effect of increasing
the rates which these companies would have to charge in order to make it
financially adequate for them to do business?—A. Well, one answer to that
is at the present time it is generally felt that people who can go to banks to
get credit as they stand, still go to the loan companies and get it. Probably
the same would apply if we did extend our field. It would be the same. There
would be worthy borrowers who would go to loan companies just the same,
probably; I do not know.

Q. Possibly T did not make my question plain?—A. What you mean
]tof say is that if the banks extend their field there would be a limit to what is
eft over.

Q. Quite—A. T understand perfectly. It might mean fewer loan companies.

Q. And higher rates of interest?—A. I do not know; perhaps so. I do not
want to express an opinion on the question of rates. Don’t forget one can say
there is a tendency to borrow more, and the easier you make borrowing facilities
the more people borrow. Whether it is good or not I do not know; but unfortun-
ately, as far as one can see, due probably to this instalment buying business
which is now vigorously in vogue, people borrow more money, so that there
will be a lot more borrowing customers, probably.

By Mr. Tucker:

Q. There is an assumption made in a lot of the questions this morning that
the small loan companies are loaning to people who have not a salary and who
are not credit-worthy, but to people who pledge their furniture ete. I should
like to ask you if you have enough knowledge to say whether these loan
companies do lend on that kind of credit? Do you really assent to the sug-
gestion that is implicit in most of the questions that have been asked, because
my understanding is that these loan companies do not lend to people unless
they have a job or are credit-worthy, and that they take a chattel mortgage
only as a sort of additional security and do not even bother to register it and
never enforce it. I am wondering if you are familiar with that type of
business?>—A. No, T am not, Mr. Tucker; I quite believe they do not want to
make loans on these chattel mortgages when a man has no job, or no income.
I can’t see them doing that.

By Mr. Kinley: (To Mr. Stewart.)

Q. Might I ask Mr. Stewart, what do you do if a man defaults in his
monthly payments on a small loan; suppose he can't pay on the first, second,
third, fourth or fifth month; what do you do?—-A. We go after both the
promisor and the endorser. : '

Q. Is the loan immediately collectable if the borrower misses a payment
when it is due?—A. It is, ves.

[Mr. S. G. Dobson.]
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Q. If he fails to make his first month’s payment he is deemed to be in
default?—A. Yes. i

Q. Is there any discretion on your part as to that?—A. Oh, lots of it.

_ Q. What can you do?—A. We do not necessarily call. We ascertain the
circumstances under which the applicant has had to default. If he has a
legitimate reason we carry him along. If he is a constant defaulter without any
real reason for defaulting then we mature the loan. .

By Mr. Donnelly:

, Q. Do you not consider that the chief sucker in all this loan business is
the endorser of these notes? Don’t you think that if we are going to pass legis-
lation we should pass legislation to protect the endorser, because he gets nothing
out of it?—A. The endorser is merely making a voluntary commitment. We
are not asking him to do it. Whatever consideration he has is as between
himself and the promisor of the note.

Q. How many loans would you make without endorsers?—A. We may
have made a few; I do not know. I do know, however, that it is not the normal
- practice.

By Mr. Kinley:
Q. What do you usually do? When a man comes in and asks you for a loan
~don’t you say to him, go and get us an endorser and we will make you the loan?
—A. That is reasonable practice. :

By Mr. Finlayson: )
Q. You get two endorsers?—A. At first we did consider it necessary to
have two endorsers, but our experience shows us that in many cases that pro-
. tection can be dispensed with. At the present time the managers of our personal
loan department have discretion, and some loans are taken without endorsers.

Q. Could you say approximately what amount of your loans are secured
. by two endorsers?>—A. I could not really say, but I could say without fear
of contradiction that it is very seldom that an endorser is called upon to take

up a loan.

By Mr. Kinley (To Mr. Dobson) :

Q. I would like to ask a question somewhat similar in nature. Is not the
custom in western Canada the same as it is in eastern Canada, or in the Mari-
’qme provinces at least, to ask the public to endorse— —?—A. I am afraid I
{ did not get your question, would you mind repeating it?

" Q. Is the custom as prevalent in western Canada of endorsing notes as it
is in the Maritime provinces?—A. I can only answer that in this way, I
. have not been in a branch bank for a long time. When you speak of western
- Canada I presume you refer to the prairies. On the prairies a good deal of
. the borrowing outside of the cities is done by farmers and the farmer borrows
. without endorsement almost invariably, so that if you took a certain number
i of small loans we will say in western Canada and a similar number of loans
[ in Nova Scotia you would find that there was a larger percentage of unendorsed
= loans in western Canada than you would find in Nova Scotia.

Q. A larger percentage of unendorsed loans?—A. Yes.

By Mr. Martin: (to Mr. Stewart)

Q. With regard to the endorsers, what attitude does the bank take in so far
_as ascertaining the integrity and strength of the endorser is concerned?—A.
. We investigate the length of time he has been in the employ of his employer,
- and what his employer may think of him.

' Q. In other words, you make sure that he is a good endorser?—A. Yes.
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By Mr. Tucker: (to Mr. Dobson)

Q. T just wonder, following along what Mr. Dobson said, that perhaps if
this committee took certain steps they might enter this field—I was just
wondering if there was any way in which he could convey what some of these
banks might want the committee to do if they were to enter that field. After
all, this is a serious business that we are engaged in. If we decide to let these
smal loan companies as a general practice expand—

The CHATRMAN: Order, please.

Q. —it is going to have a very serious effect on our whole economy and
also on our banking system. It is a very serious matter that we are actually
concerned with. I just wonder if he would be prepared to consult with his
banking association and make any suggestion to this committee that would
Lelp us in solving the questions that we are trying to solve; as Mr. Stevens
says, extending credit as cheaply as possible to the small borrowers who are
credit-worthy.—A. Yes, I will be very glad to do that. You want me to
consult with the banks and see if they have any suggestion to offer as to how
this committee might inject something into the Aet which would enable them
to expand their business in that direction?

Q. Yes?—A. Yes, I will do that.

The CHAIRMAN: Are there any further questions, gentlemen?

Is it the pleasure of the committee that we hear from Mr. Rettie?

S. RerTie:  President, Civil Service Co-operative Credit Society, Limited,
Ottawa, called:

The WirNess: The secretary asked me to prepare a statement on which to
start a discussion. I have it here. Do you wish me to read it?

Mr. Vien: I would like Mr. Rettie to tell us who he is and whom he
represents?

The WrrNEss: I am president of the Civil Service Co-operative Credit Society
an association organized thirty years ago to make small loans to eivil servants,
employees of the Dominion Government, residents of Ottawa.

By Mr. Vien:
Q. Are you in the civil service yourself?—A. I am in the civil service.
Q. In what capacity?—A. I am an employee in the Auditor General’s
office.

By Mr. Mallette:

Q. Did you say Ottawa only?—A. In or near Ottawa only.
Q. Does it include Hull?—A. Yes.

The CaHAIRMAN: Go on, Mr. Rettie.

The Wirness: I presume the committee wishes to avail themselves of the
knowledge of the small loan business attained through my association with an
organization that has been dealing in small loans for almost thirty years.

First, let me say that difficulties related to the problem of dealing in small
loans as a profit making business are fully recognized. Mr. Henderson in
giving his evidence the other day was so convincing in his argument for a
substantial rate of interest being allowed to reputable companies engaged in
this business that he seems to have said all that can be said on the matter.

I feel, however, that perhaps the situation of the customer of the small loans
institutions should receive some attention. This resolves itself around a single
question concerning the ability of the average customer to sustain the charge
contemplated. Mr. Henderson referred to borrowings to meet doctors’ bills and

[Mr. S. G. Dobson.]
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to amounts urgently needed to forestall repossession of articles purchased on the
instalment plan. In both these types of debts there are substantial additions
to their fair cost to provide for bad debt items. I mention this because there
is a serious pyramiding of these charges to insure bad debts all along the line.
Is it not almost a certainty that this pyramiding will in many cases destroy the
capacity of the borrower to repay his borrowings?

One other matter that might be mentioned here is the limits set on small
loans. I understand Mr. Henderson regarded $300 as a maximum. I have
seen the sum of $500 mentioned in advertising published by some of the licensed
companies. Usually either of these maxima would be sufficient but we find many
cases where individuals applying for loans require larger sums than these and
unless the larger sums are provided they would be much better with no loan at all.
A further difficulty is the short period during which these loans are current.
It does seem reasonable to attempt to secure some relation as between a
borrower’s income, his requirements for daily sustenance and his monthly pay-
- ment against his loan. Sometimes the twelve instalments fit the case. More
often it should be fifteen instalments and in serious cases two and even three
times the latter figure.

Having worked with an institution that is attempting to meet some of these
points, perhaps you will allow me to outline very briefly the organization under
which it operates and the methods it employs.

Origin

The society which I represent belongs to the co-operative type originated
by Desjardins. Its membership is limited to employees of the Dominion Gov-
ernment resident at or near the capital. It was established as a voluntary asso-
ciation on a co-operative basis in 1908. In 1928 it was incorporated under the
Co-operative Credit Societies Act of Ontario. The purpose of its founders was
to remove a large number of government employees from the clutches of the
private money lender. It will be understood that the services of the banks were
available in only a limited degree to government employees and not at all to
those in obscure positions at low salaries. There were no finance companies in
those days, so the average civil servants had to seek loans from the private
money lenders, mostly at ruinous rates of interest.

Membership '

A mutual plan was adopted, i.e. only subscribers to its shares could make
deposits with or receive loans from the society. This plan has been adhered to
throughout and when the society was incorporated the number of shares that
might be held by a member was limited to one of a par value of $5. Shares
are not transferable but provision is made in the rules for redemption by the
society of a member’s share when he desires to terminate his membership.

Management

The management of the affairs of the society is committed to three elected
boards, the usual set-up of co-operative credit institutions. The members of
these boards who attend to their duties in their spare time serve without fee.
Appointed officers, four in number—two full time and two part time—are paid
salaries for attending to the routine of making and collecting loans and the
keeping and auditing of accounts.

Interest to Depositors

The rate allowed on deposits is now 3 per cent. No return is allowed on
shares, the profits being distributed as additional interest on the minimum annual
balances of the depositors. Last year profits were sufficient to raise the interest.
on these balances to 5 per cent.
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Loans :
Loans were made to members only and in the main to persons who are in
receipt of low salaries. No loan is granted without a satisfactory reason for the
loan being advanced by the applicant. The reason most frequently advanced is
that the money is necessary to meet extra expenses incurred through sickness
in the applicant’s family. Many cases of desperate need are met with every
year. Efforts are made to encourage thrift and to discourage the chronic
borrower. Loans are repaid in monthly instalments over varying periods, bu
usually these periods do not exceed fifteen months. '

Interest Charged on Loans /

Interest charges are moderate, currently being 7 per cent on personal loans
and 6 per cent on loans secured by mortgages. The rates mentioned are effective
interest rates, and the cost to the borrower is illustrated by the following

examples:—

Monthly Cost to
Loan Repayment Borrower
3138 $5 $:1380
(4] PR et S e 10 Su20
150 Dot R I 10 7.00
3 s TR e P e B S A 4 12 5.90
B0 4 e iRt o S S 15 4.80
200 A0 sy e e R 15 8.40
2007 s S N S R G 20 6.40
SO0 i o e s R e 20 14.00
SO0 i R S Mk 25 11.40
OO0 T i e R A 40 19.70
114, ) PSRRI et o L L 50 16.05

Ezxplanation of Low Rates

It is not intended to suggest that these favourable rates can be made general.
Several factors have made it possible for the society to operate on so low a scale
of charges. Most important of these is the permanency of the government
pay-roll. Cases of borrowers getting in arrears through termination of employ-
ment are unusual. Then the government departments have co-operated to
the fullest extent in the matter of collections. Assignments against salary
to cover monthly repayments are accepted by all disbursing officers. The free
services of the several boards are also important. The net earnings are not
diminished by fees and bonuses to directors.

Rates equivalent to ours, and better, can be made available where groups
of people—savers and borrowers—are willing to co-operate for that purposé.

By Mr. Vien:
Q. That is on the basis of what is known as the Desjardins plan?—A. Oh,
ves, that is on the basis of the Desjardins plan.

By Mr. Coldwell:
Q. May I ask what the total resources of your organization are at the
present time?—A. They amount to a little over $300,000.

By Mr. Martin:
Q. Have you had the experience of having more loans which you were
desirous of making than you had capital available for the making of those loans?
—A. At times, and at times exactly the other way around. Just at the moment

we have a great deal more money than we can let out on present loans.
[Mr. S. Rettie.]
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By Mr. Tucker: _

Q. Why should it be then that these private loan companies are doing
such a large business in Ottawa with civil servants?—A. I would not say that
they are. X

Q. That is what we understand; that they are doing that business with
civil servants?—A. I question that very much. I do know that they have quite
a number. One reason for that is this—we find quite a bit of it—a man comes
to us and he borrows and he does not tell us how much he needs, and maybe
what he does need is not an amount that we could possibly lend him; but we
make him a loan and while he is paying that loan he decides he wants some
more money and he goes to one of the finance companies and he borrows it.
Actually last December we handled a case where a man owed us quite a large
sum in consideration of his salary, and he owed very nearly as much to two
other lending institutions. So he found that his monthly payments to us and
to the other companies were just simply putting him in the hole. He was running
into debt with his grocer and his baker and all that. So what happened was
that we paid off the two other companies, took the whole thing over and put
him on a reasonable repayment basis to fit into his budget, and the man is
getting along all right, provided that he does not go and borrow some more
money to buy a car or something like that.

Q. Is it your experience then that quite often civil servants go to the small
loan companies and get loans that it would be much better for them if they
did not get?—A. That is true, yes. They come to us and get loans.

By Mr. Martin:

Q. T suppose there are many occasions when people go only to you and
get loans, where they would be better off if they did not go?—A. Yes, there
1s no question about that. We try to avoid that, but we cannot find out
everything.

By Mr. Vien:

Q. It is much better for a man never to borrow, generally speaking, is
it not?—A. It it much better to be a saver. I have found that out.

Q. It is much better if you have enough money so that you are not obliged
to borrow?—A. The best thing in the world is for a man to have a small savings
account and do his own borrowing. He is getting one and a half per cent
while it is in the bank, and he is getting seven per cent or two and a half
per cent per month on it when he is using it for his own purposes.

By Mr. Tucker:

Q. There was a suggestion last year that civil servants went to the private
loan companies because they did not want to make the disclosures that you
required from them before you make loans; that is, it was more private and
confidential. Is there anything in that?—A. T do not think so. We regard any
disclosures as highly confidential. It is not talked around the corridors or any-
thing like that. But there is this feature about it, that the supervising officers of
a man’s department are very apt to find out, if they look at the records, that a
man has been borrowing from us. There might be that consideration. Some
man might be very diffident about his superior officers in the department knowing
that he was borrowing. We do not tell them that. But due to the fact that
there will be a deduction order go in against the man’s salary, anybody who is
particularly interested and has access to the pay-roll, would see that.-

Q. Do you always put in a deduction order?—A. Well, yes, “always” would
be fair. We do not always. We do find that it is very much more convenient for
our borrowers and we like to do it in that way. But, occasionally, in the case of

a man in excellent standing and with nothing against him, we let him attend to
his payments.
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By Mr. Martin:
Q. Did you ever make a loan to a member of parliament?—A. No. It would
require a change in our charter to allow us to do that. i

By Mr. Vien:
Q. Have you got a copy of your charter here?—A. 1 have a copy of the
rules, Mr. Vien. Of course, we have only one copy of the charter, and that is

posted in our office. -
Q. It is incorporated by letters patent?—A. Yes, under the Ontario Co-

operative Credit Societies Act.

Q. What is the date of that?—A. 1928.

Q. Do you loan to all civil servants or only to your members?—A. Only to
our members,

By Mr. Howard:
Q. How many members have you?—A. About three thousand.

By Mr. Mallette:

Q. What are the qualifications of membership?—A. A member must be
employed by the Dominion government, and be resident at or near Ottawa.

By Hon. Mr. Lawson.:

Q. And buy a share of stock?—A. And find somebody who is willing to
recommend him to the society.

By Mr. Tucker:
Q. And pay $5 for a share?—A. And pay $5 for a share.

By Hon. Mr. Lawson:

Q. That is the unwritten endorser, then?—A. Not in that case, no—somebody
who thinks he is a fit and proper person to become a member of the society.

By Mr. Howard:
4 QJ.c What is the object of purchasing a share?—A. Well, it is required under
he act.

Q. Just one share?—A. Just one share. We do that. Ordinarily, these
co-operative societies have shares and sell quite a number of shares, which get a
higher rate of return that the deposit. They take deposits and then they sell
shares if the profits warrant it.

By Mr. Kinley:
Q. You get your money from the civil servants—that is, your capital money ?
—A. Yes, from the civil servants.
Q. Therefore you lend them back their own money?—A. We lend them back
their own money.
Q. Do you give any preference to the man who has shares?

By Hon. Mr. Lawson.: -
Q. He cannot borrow at all unless he has a share.—A. He cannot borrow
unless he is a member of the society.
By Mr. Kinley:
Q. It is only a matter of borrowing your money, that is it?—A. Yes.
By Mr. Martin:

Q. What has been the return on the investment?—A. On the investment?
What do you mean?

Q. You say five per cent last year?

[Mr, S. Rettie.]

A. Five per cent last year.
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By Mr. Cleaver: . '
Q. On savings. What is the return on the capital invested?—A. On the
~capital we do not pay anything.

By Mr. Coldwell:
Q. Do you ask for any endorser?—A. Yes.
Q. One or two?—A. We have a rule that up to $250, one endorser; for excess
- over that, two endorsers.
: Q. Do you investigate the endorsers?—A. Yes, we look into their capacity
- to pay. I may say that the society is not awfully concerned about the endorser,
. any more than it is a means of our getting a line on what kind of a man the
applicant is. It is laid down in our unwritten bible—that is the legend we get
from the great Desjardins—that endorsers are desirable and necessary to carry
on the co-operative business. But the times we have had to have recourse to
- the endorser are very, very few. I do not suppose that in the thirty years the
society has operated, they have had to call on the endorser a dozen times.

By Mr. Howard.:

Q. Naturally when you take a transfer of salary from the department,

he expects to pay?—A. Yes. We were not always doing that. We had quite

large groups of people from whom we did not have these assignments; but it

- has been an enormous help. The co-operation of the government has made
possible the successful operations to a large degree.

By Mr. Maybank:

Q. Last year did you have to write off any debts at all?>—A. Well, we have
never had to write off a dollar in bad debts. On one occasion there was a very
small amount—I think it was less than $90. The manager concluded that he
was negligent and thus responsible for the loss, so he paid it himself. I do not
think he should have paid it himself. I think the society should have done
- that; but he wanted to do it and he paid it. I would say that is the only case.

Q. That is the nearest you ever came to a loss?—A. Yes, the nearest we
ever came to a loss was the $90 that the manager paid.

By Mr. Tucker:

Q. Do you not think the faect that you require endorsers is one of the
reasons you have forced some of the members of the civil service to go to some
of the small loan companies?—A. Yes, possibly.

Q. Do you not think that, now you have got this additional protection of
being able to take wage assignments, you should try to cover the field by dropping
the idea of endorsers?—A. That is my own personal view. I have always felt
that. I would like to dispense with endorsers; but I cannot get all the other
~ Interested people to see the same view.

By Mr. Vien:
Q. Where is your company operating? Where is your head office?—A.
Well, we only have one office. It is a small corner in the Confederation building.
Q. You do not pay any rent?—A. No.

By Mr. Martin:

v Q. What would happen in a case like this: Suppose a girl, a stenographer

- working in the Civil Service, the lowest grade, getting say about $80 a month,

required $250 or say $350 for some serious operation in the family?—A. We
would look at a person on a small salary like that coming for $350—
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Q. She could not get it?—A. Well, no, I would not say that. We would
look at it very, very carefully. I know one case, exactly the case that you
mention, where a girl— g

Q. We are thinking of the same case, probably.—A. I think first she came
for $250 which we gave her. It was for putting her mother in the hospital,
as I recall it, and her mother went to the hospital, was treated and came back.
Very shortly afterwards the girl came back to us, said her mother had to go
back to the hospital again and it was going to cost her $300 or something like
that. We had to turn her down. We concluded that it was not a case that we
should lend money for, that it was more or less a case for some charitable
institution to look after, because the mother had absolutely no resources, and I
think the girl had $60 a month salary. It was really too big.

By Hon. Mr. Lawson: 1
Q. See if T understand and follow that. In order for that girl to borrow
at all, she would first have to be a member of your organization?—A. Absolutely.
Q. And being a member of your organization would have entailed the
purchase of a share of stock at $5?—A. Yes. ‘
Q. On which investment she would never get any return?—A. No. But she
would get it back when she ceased to be a member. !
Q. I am talking about a return in the form of interest—A. No.
Q. In addition to being the owner of that share, would she have to have been

a depositor?—A. No.
Q. Not necessarily?—A. No.
Q. She merely has to purchase a share?—A. One share. As a matter of |
fact, in that case the girl came in and told us the story, bought a $5 share and
got her first loan.

By Mr. Vien:
Q. Is there any limitation on the number of shares to be held by any one
member of the association?—A. Yes, only one.
Q. One only?—A. Yes.
Hon. Mr. Lawson: It is co-operative.

Mr. Tucker: I hope Mr. Dobson did not take any ideas from this last
witness as to the way in which to carry on a tight banking business.
Mr. Dossox: If we could get free rent and get help without salary, we
would be in a good position.
Mr. Stewart: In fact, if you could get some ‘legal irrevocable assignment
of a man’s pay, you would be in a pretty good situation too, would you not?
Mr. Dossox: Particularly if they worked for the government.

Hon. Mr. Lawson: T was going to say if Mr. Dobson could confine his loans
to bankers, he would not have many losses.

‘Mr. Dossox: They are the one class that is restricted very much from bor-
rowing. They are very much restricted.

The CuHAmRMAN: Are there any further questions, gentlemen?

The Committee adjourned at 1 p.m. to meet again at 11 a.m. Thursday,
March 10, 1938.
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MINUTES OF PROCEEDINGS

TuUrsDAY, March 10, 1938.

The Standing Committee on Banking and Commerce met at 4.00 p.m., the
Chairman, Mr. Moore presiding.

Members present: Messrs. Clark (York-Sunbury), Cleaver, Coldwell,
Deachman, Donnelly, Fiset (Sir Eugene), Hill, Jaques, Kinley, Lacroix (Beauce),

Lawson, Macdonald (Brantford City), McGeer, Mallette, Martin, Moore, Perley,
Plaxton, Stevens, Tucker, Vien.

] ~ In attendance Mr. G. D. Finlayson, Superintendent of Insurance, Mr. George
~ B. Henwood, Deputy Attorney-General of Alberta, and Mr. Cyrille Vaillancourt,
Manager of “La Fédération des Caisses Populaires Desjardins”, Quebec City.
Mr. Henwood was called and examined.

Witness retired.

Mr. Vaillancourt was called and examined.
Witness retired.

On motion of Mr. Vien,
Ordered—That the prepared statements submitted in evidence by Mr. Vail-
lancourt, be incorporated in the printed record.

Mr. L. J. Billy, Manager of “La Caisse Coopérative Notre-Dame d’Ottawa,
Limitée”, filed with the Committee the financial statement of this Association,
being the twenty-fourth Annual Report.

At six o’clock the Committee adjourned to the call of the Chair.

R. ARSENAULT,
Clerk of the Commattee.
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MINUTES OF EVIDENCE

Housk or Commons, Room 277,
March 10, 1938.

The Standing Committee on Banking and Commerce met at 4 pm. Mr. W.
H. Moore, presided.

The CrarMaAN: Order, please gentlemen. Mr. Finlayson has some figures
he wishes to put on the record.

Mr. Finvrayson: Mr. Chairman, I was asked to compute the rates for three
typical loans of the Canadian Bank of Commerce. There was some question as
to the charge for insurance premiums and also as to the interest earned on
deposits. I have ascertained the correct figures and the following are the result-
ing rates for the loans specified: First, assuming that the insurance premium is not
a charge against the borrower but is a payment made by the borrower for value,
on a loan of $60, the effective annual rate would be 12:7 per cent per annum;
for a loan of $120 it would be 11-8 per cent and for a loan of $252, it would be
11-5 per cent. If you assume that the insurance premium is an additional charge
against the borrower—

Mr. MarTin: Well, is it not?

Mr. Finvayson: It depends on how you regard it. 1 have first assumed that
the insurance premium is a payment by or on behalf of the borrower for value
which he receives in the way of protection. On that view the insurance premium
is not an additional charge in respect of that loan. On the other view it is a charge,
and in that case the borrower has returned to him only the excess of the interest
earned on the deposit over the insurance premium. That has the effect of slightly
increasing the effective rate of interest. On a loan of $60, on that basis, the rate
would be 137 per cent; on a $120 loan, the rate would be 12-8 per cent and on a
$252 loan, the rate would be 12-5 per cent. I will hand to the secretary the com-
putation so that anyone can read how they have been computed.

The CuarrMAN: Thank you, Mr. Finlayson. Now gentlemen, you will recall
that at an early stage in our proceedings we advised the Attorneys-General of the
several provinces of the reference that had been made to us, and we invited them
to make representations if they were interested in our procedure. As a result, we
had a communication from the Attorney-General of Alberta, Hon. Mr. Aberhart,
who stated that his Deputy Attorney-General, Mr. Henwood, would be in Ottawa
today, and if convenient, would be instructed to appear before the committee. 1
have much pleasure in introducing Mr. Henwood.

Georee B. HEnwoob, called.

The Wirness: Mr. Chairman and gentlemen, I do not know that there is
very much I can bring to the assistance of your committee, because the Money
Lenders Act has not been, for many years, a live issue in our province. I have
not, within the last five years, I think, had any complaints. I may say that there
is considerable money lending in the province. But some years ago we had a
series of complaints and we found that in so far as the Money Lenders Act itself
was concerned—the provisions of the Aet—it was virtually a dead-letter with
regard to enforcement; and chiefly, Mr. Chairman, because I think there are not
sufficient teeth in the Act. There is no provision in it similar to the provision
under section 629 of the Criminal Code which gives a right of search, seizure and
137
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removal of books, documents and so on for the purpose of getting evidence in
support of the complaints. But in reference to the complaints that I have referred
to in Alberta, I think I may say that even if there were that provision, we could
not get very far with it; because we would find that those who were alleged to
have been violating the provisions of the Act were really acting as agents for
companies organized in eastern Canada. So that we would, in all probability, be
met with the situation that even if we had the power of search, we would not find
the documents which we were looking for. In that connection, those complaints
related themselves to what were alleged to have been very exorbitant charges in
connection with loans that had been made. There was that complaint; and there
was also the complaint that the scheme of loaning was to loan something more
than $500, so as to take the loan outside of the provisions of the Money Lenders
Act, on an arrangement made between the borrower and the lender for the imme-
diate return of this fictitious excess. I hardly know how to go on, Mr. Chairman.
If there are any questions that you care to ask me, I would be only too glad to
try to answer them. d

By Mr. Coldwell:

Q. What about small loan companies? Have you many registered in the
province of Alberta?—A. No, I do not think we have any registered.

Q. Are there any doing business in the province?—A. I asked Mr. Finlay-
son about that, and he told me of one. Was it the Security Trust Company,
Mr. Finlayson?

Mr. Finvayson: The Security Loan, I think.

The Wirness: Security Trust and Loan.

Mr. Finvayson: I have forgotten the name.

By Mr. Coldwell:

Q. Are the people of Alberta in the happy position of not requiring to
borrow any money?—A. Oh well, you perhaps know something, through the
newspapers, of the position of Alberta. Money is borrowed as it is anywhere;
but there have not been the complaints in recent years, as I say, of any unfair-
ness on the part of lenders in the provinece.

Q. Have some of the companies withdrawn from business during the last
two years?—A. I do not know as to that.

By Mr. Vien:

Q. But you have received no complaints against the federally incorporated
companies, have you?—A. No, Mr. Vien.

Q. Are you aware as to whether or not any are operating in your province?
—A. Well, T could not say as to that. I am sorry, but I did not come par-
ticularly well prepared. I just happened to be in Ottawa to-day.

Q. The only point I wanted to clear up was with regard to something
vou said. I understood you to refer to.certain complaints in connection with
money lenders whose chief place of business was in the east?—A. Well, the
memorandum I had was that the companies then referred to were two com-
panies known as the Crown Finance Company and the Nova Scotia Finance
Company. I do not know whether those are federal companies.

Q. They are not federally incorporated.—A. Nor do I know whether they
are any longer in existence.

By Mr. Martin:
Q. Is the Crescent Finance Company not operating in Alberta?—A. I do
not know of its operations, if it is.
[Mr. George B. Henwood, K.C.]
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Q. Has it not an office in Edmonton and one in Calgary?—A. I have not
heard of it. If it is operating, we have no complaints with regard to its
operations.

By My, Vien: '

Q. Do you feel it would be desirable, in the public interest, that all money
lenders be licensed by the federal government, with a view to having a more
direct and effective control on the rates of interest which they may charge?
—A. Well, I think if there is to be a general Money Lenders Act, it should be
an effective act. We would be only too glad—and I have those instructions from
the government I represent—to assist in the enforcement of an Act, if the
provisions were such that we could enforce it, upon a complaint being made.

Q. You are aware, I am sure—or are you aware that in the operations of
the money lenders who are commonly called sharks and who use wrong prac-
tices they disguise, under the shape of service charges, some of the compensa-
tion which they exact from the borrower for the amount of money loaned?
—A. Quite so. That was the complaint we had.

Q. Would you be favourable to legislation which would style as interest
or otherwise, so as to bring it within federal jurisdiction, all the charges that
these money lenders can collect from the borrower?—A. Yes.

Q. So as to give the federal government an effective control of the appli-
cation of the laws regarding interest?—A. We think it should be a matter of
federal control, because it cannot very well be a matter of provincial control,
assuming that there are companies represented outside of the province in the
way that I have suggested.

Q. And it could hardly be a dual control?—A. No, I think not. I do
not think there would be any advantage in that.

Mr. Creaver: Mr. Chairman, I think the reason that an invitation was
extended to each of the Attorneys-General of the provinces was so that we
could hear from them as to whether they had any strong views in regard to
overlapping jurisdiction. I wonder if this witness would be good enough to
indicate whether he has any views in that regard.

The WrrNess: I have had an opportunity to-day of looking through some
of the minutes of evidence which Mr. Finlayson very kindly gave me; and it
seems to me that the evidence given by Mr. Varcoe is entitled to a great deal
of weight.

By Mr. Cleaver:

Q. Would you concur in the opinion which he has expressed?—A. I do not
think the question of jurisdiction need arise in so far as the attitude of the
government I represent is concerned.

Q. Thank you—A. I do not know that I could go so far as to say that I
concur in that opinion, because I have not given it very careful consideration.
But I want to make it clear to you, Mr. Chairman, and to the committee, that
the attitude of the government of Alberta is in favour of more strict enforcement
of such act as is on the statute books here; that is, if there are complaints
which are justified, then there should be a prosecution in respect to those com-
plaints, and we should have an effective method of getting evidence.

Mr. Dox~eLLy: We think so too.

The CrAlRMAN: Are there any further questions, gentlemen?

The Wrirness: I was going to suggest, Mr. Chairman,—I do not know
whether the committee has given any thought to it—that there might be a
supervision set up similar to that under the Combines Investigation Act. It
seems to me, if you are going to enquire into complaints, that there should be a
supervision by a competent officer, and I am sure Mr. Finlayson would occupy
that position well, similar to the powers of investigation given under the Com-
bines Investigation Act.
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Mr. Vien: You will realize that so far Mr. Finlayson and the government
agencies at Ottawa can only deal with such companies as were incorporated
under federal legislation. We are trying to find a way to pass general legisla-
tion which would compel all money lenders to take a licence and thereby fall
under the regulation, jurisdiction and supervision of the gentleman who would
administer the Act. s ~

The Wirness: And in that way to take power, if necessary, to seize books,
records, and so on.

Mt. Vien: Yes.

The Witness: For the purpose of proper inquiry.

Mr. Vien: You will note on the draft, which is not yet accepted but sug-
gested to the committee and which is on the record, that that power is suggested
in the draft legislation that has been put on record.

The Wirness: I have not happened to see that yet. - ;

Mr. Finvavson: I might just explain the returns we have received from
Alberta companies. We have forwarded to a list of companies that we obtained
such information as came to us, and the questionnaire that we prepared was
sent out to all those companies. We have received only one return. I have not
got the name of it just now, but I think it is the Security Loan and Investment
Company.

The Wirness: The Stirling.

Mr. Finvavson: Yes, the Stirling, I think.

Mr. MartiN: Have you got the Crescent Finance Company down there?

Mr. Finvayson: Yes, I have it here. Those are all companies incorporated
in the province of Alberta. We have only received a return from one. Mr.
Martin mentioned the Crescent Finance Corporation with head office in Regina.
That company, I see, has branches in Calgary, Edmonton, Medicine Hat and
Lethbridge. We have not yet received returns from the Crescent Finance Cor-
poration. I think they are waiting until they have the 1937 figures complete.

By Mr. Coldwell :

Q. There is no law against advertising these loan companies, is there, Mr.
Henwood? T notice there are no advertisements in the Alberta papers—A. No.

Mr. CopweLL: There is only one pawnbroking business advertised that I
could see,

The CHAIRMAN: Are there any further questions, gentlemen? We are very
gl‘at('flvll to Mr. Henwood for his appearance.

We have Mr. Vaillancourt present, and I will now ecall upon him.

CyriLLE VAILLANCOURT, called.

T]l(“CHAIR.\IAI\'Z Mr. Vaillancourt, will you just explain to the committee
your position and something about your qualifications?

L The Wrrngss: Mr. Chairman, I am the manager of the Federation of the
Caisses Populaires in Quebec. T will try to explain in English, but if my English
18 not good, my friends Mr. Lacroix, Mr. Vien or Mr. Mallette may be able
to translate for me.
' The Caisse Populaire is exactly the same sort of thing as the Credit Union
in the United States or Nova Scotia, New Brunswick, and so on.

_If you would like to, you can read my brief and my report after which I
will be glad to answer your questions.

[Mr. Cyrille Vaillancourt.]
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The first “Caisse populaire ” was established at Levis (Province of
Quebec) on December 8, 1900. Its founder, Mr. Alphonse Desjardins,
was also the founder of the Credit Unions presently operating in the
United States and in various provinces of the Dominion.

In a comparatively short time, quite a number of similar associations
have been formed: on March 1, 1938, there were 393 ‘‘ Caisses popu-
laires ” operating in the province, under the ¢ Quebec Co-operative
Syndicates’ Act ” 1906.

Their importance has been increasing as steadily as their number,
so that they are now an important factor in the economical life of
many communtiies.

Their mode of operation is inspired from the Raiffeisen and Schultze-
Delitsch systems (Germany). As the name of the Act under which they
are operating implies, their advantages are restricted to members only—
they are strictly co-operative.

Their aim is to help working classes through short and medium-
term loans and at the same time, to encourage thrift among people of
small means. In short, people of humble means are encouraged by them
to deposit their savings and these are investéd mostly in small loans
to people of the same class, at reasonable rates. Through economical
management and administration, they are enabled to pay a fair return
on small investments while charging very reasonable rates on loans.

Interest rate charged varies from 4 per cent to 7 per cent, the
average rate being 5 per cent. No commission is charged on renewals
and interest is charged every month, based on the actual amount out-
standing only.

Example:

Loan: $120;

Interest: 6 per cent;

Terms: $10 monthly.
One month
at 6 per cent

St T e Tl e R i SR N il $0.60
Rebriary——Sdilfs s tie ol D T .55
A g e R Rt elet et e e s S N .50
DRl e el T T L T T .45
AT e N B sl R e A S T .40
SLR B TP e T R B R o ST .35
T HEVEER G0 e e B e S G .30
BRSO o Tt R S T L O § 20
e BR80T Fhiy e S .20
R e MR IR B Al §5)
SN oY e B2 1 S O A e T .10
AOenerrber—8210). . RN R S T T U, .05

$3.90

Thus, the borrower will have paid but $3.90 on his loan instead of
$7.20 which would have been charged to him by a money lender who
would have discounted interest on the full term of the loan, as is
often done.
~ Furthermore, if the “ Caisse populaire ” is prosperous, a distribu-
tlon‘may be made to members, depositors and borrowers alike, the latter
possibly getting a reimbursement or “ Ristourne” of say 10 per cent
to 15 per cent of the interest paid. In a few cases, a “ Caisse populaire ”
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has financed a munié¢ipal corporation at very low interest rates, for
instance, Ste-Germaine de Dorchester has benefited from a loan by its
“ Caisse populaire” at one-half per cent per annum.

The 393 “ Caisse populaires” are grouped into six regional unions
which are in turn united into “La Federation des Caisses populaires
Desjardins ” who has complete control of the propaganda and of the
auditing of the various units.

This efficient control has been an important factor in maintaining
public confidence in these organizations and is largely contributing
towards their continued expansion.

In 1932, the legislature, in order to help the Federation in main-
taining its efficient supervision has granted a subsidy which has been
doubled in 1937. The “ Caisses populaires” are also contributing to
the propaganda and audit fund by an annual payment based on the
revenue of each.

“ For the proper inspection of all the ¢ Caisses populaires,’ the Federa-
tion is presently employing seven auditors, whose appointment is subject
to government approval. Each Regional Union has its own propagandist.
The Federation is not only auditing every ‘ Caisse populaire’ but it also
controls their managers’ fidelity bonds and supervises the investment of
their surplus funds.

Under a special provision of the Aect, the Federation’s approval is
required before any ‘ Caisse populaire ’ may make any investment, other-
wise than by loans to its members which loans are under the control
of each ¢ Caisse’s Credit Board.” This rigid control of investments is of
course designed to safeguard the members’ savings. The annexed schedules
will give an outline of the general activities of the ‘ Caisses populaires’
in the province of Quebec and will reveal the steadily inereasing importance
of the sums entrusted to these institutions over a period of years.

371 ‘Caisses populaires’ reported as of December 31st, 1937
Total assets.. . o M, . ..$ 16,958,132 93

Outstanding loans to members.. .. .. .. .. .. 7,326,293 15
Investments in bonds or debentures (Federal,
provincial, munieipal): . . &oaiilE il 6805080
Total amount paid on shares in the societies by
active members. 475 (i L, e N A RO
Accumulated reservesia . . o L LOTN . - o 4D2 111 2S
Cash on hand and in banks.. .. .. .. .. .. .. 3,166,381 25
Total/membens s (lahe il s 67,297
Total. depofiborsress i Fir et s Shpys 58,456
TotaliborrowersLe: Lol e i Rl i 15,605

To give an idea of the large number of small loans made by these
associations, 12,818 small loans on notes have been made during the
vear 1936.

Further details will be found in the annexed statements.”

By Mr. Coldwell:
Q. Do you limit the number of shares that may be obtained by an
individual?>—A. The number of shares is fixed by every Caisse Populaire.
Every share is $5 at the beginning, and no member can take more than 40 shares.
Q. Forty shares?—A. Forty shares.
Q. At $5 a share?—A. Yes.
Q. That is a limited investment of $2007—A. Yes, sir.

[Mr. Cyrille Vaillancourt.]
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By Mr. Cleaver:
Q. Do you pay annual dividends to the shareholders?
A. At the end of the year, after all expenses are paid and the rate on the
savings deposit is set, the board of directors decide on the dividends.

Q. Could you tell us as to what the average yearly dividend would amount
to during the last few years?—A. The dividends vary for every Caisse Populaire,
between 3 per cent and 7 per cent. The highest is 7 per cent.

Q. What interest rate do you pay to your depositors?—A. It varies now
from two to four per cent, but the average is between two and a half to three
per cent.

By Mr. Coldwell:

Q. You mentioned directors; are they paid or do they give their services
free?—A. Free. The manager only is paid.

Q. You got a subsidy from the provincial legislature in 1932 which was
doubled in 1937?—A. In 1932 we received twenty thousand dollars for inspec-
tions. Last year the sum was doubled. We now receive forty thousand.

By Mr. Lacroix:

Q. You mean that the money given by the government was only to make
a survey of the books?—A. Yes, sir, to the Federation.

By Mr. Coldwell:

Q. Not to the separate ones?—A. It was only for the Federation to control
inspections, to pay the inspectors and propagandists.
Q. Do you get this annually?—A. Annually.

By Mr. Deachman:
Q. What taxes do you pay?—A. To the government? No taxes.

By Mr. Mallette:
Q. You do not own any real estate?—A. In Levis we have a building, and
two in Montreal.
Q. You pay municipal taxes?—A. Oh, yes, we pay municipal taxes.
Q. And business taxes?—A. No, no business taxes.

By Mr. Lacroiz:
Q. You mean no provincial business tax?—A. No, sir.
Q. Do you pay to the federal government if you make a profit? You pay
on your profit, do you not?—A. No.
Q. If you make enough?—A. No. We pay taxes only on the building.

By Mr. Martin:

Q. To the municipality?—A. To the municipality. We do not pay the
federal government any business tax.

By Mr. Lacroiz:

Q_. Or income tax?—A. No, no income tax at all because we are a co-operative
organization and our directors receive no salary.

The Cramman: Gentlemen, I may say that you are at liberty to ask
questions in French and have French answers given, because we have a French
reporter here who will take down the evidence in French.

By Mr. Mallette:

Q. Is there still a_limit to the number of shares that each shareholder can
hold in your organization?—A. Yes, but when the unit becomes larger we allow
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a greater number of shares. For example, at Levis we have some shareholders
who own as much as $3,000 worth of shares but in the ordinary units it would
not be over $200.
Q. It varies in the different units?—A. Absolutely.
Q. And that is in the large centres like Montreal, Quebec, ete.?—A. That
is the biggest.

By Mr. Coldwell:
Q. These are not shares; this is an investment, money on deposit. Are

they shares?—A. Yes.
Q. I thought the shares amounted to forty at $5 each?—A. Yes.

By Mr. Mallette:

Q. Those are shares, they are not deposits?—A. In the beginning we had

a limit of forty shares for one shareholder; but as the caisse would progress it
would make regulations to permit a larger number of shares. At the beginning
we allowed them only forty shares of $5 each. The reason for that was that
the shares are subject to withdrawal just the same as the deposits, with this
difference that for the withdrawal of the shares a month’s notice must be given,
whilst this is not the case as to deposits. From year to year, as the Caisse
progresses, the general meeting can decide to allow three or four hundred dollars
worth of shares as a maximum. We have to keep control over the amount of
shares allowed to a shareholder because if, say, there were ten persons owning
$3,000 worth of shares, and all of them came and asked for their money at the
same time, it would take $30,000, and this might cause the Caisse to fail. That
1s the reason that we have that limit.

By Mr. Tucker:

Q. Is there any limit on the amount that you receive from depositors,
outside of the investment share?—A. We have no limits, but suppose one
person came to the Caisse Populaire and offered us $20,000, we would refuse
that. This is for the people only.

By Mr. Lacroix:
Q. For the small man?—A. Small amounts, because the small amount
1s more stable, and we develop the sense of saving in our own members.

By Mr. Mallette:

Q. Would you tell us what is the biggest amount that you have accepted

as a deposit?—A. This all depends on the Caisse itself. For example at Levis
we accept deposits of $5,000 and $6,000 because that is one unit where business
last year was over $1,700,000, and I think that we could accept deposits of as
much as $10,000 on account of our total assets.

By Sir Eugeéne Fiset:
Q. The deposits are on the same basis as the shares?—A. Yes, but the

deposits can be from one cent and two cents to any amount that you want
to put in.

By Mr. Kinley:

Q. Too much money would be a liability. If they could not use it it would
be a liability?—A. Yes.

[Mr. Cyrille Vaillancourt.]
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By Mr. Vien: ] : :
Q. Mr. Vaillancourt, is it your desire to speak French?—A. When I do
not understand the question that is put to me I will ask that I be permitted
to answer in French, and if you do not understand my French somebody may
translate it. _
Mr. CopweLL: That is very good.

By Mr. Lacroix:
Q. Now, Mr. Vaillancourt, with regard to the 12,000 loans of last- year,
have you anywhere the details of the average of such loans?—A. Yes, sir. If
you turn to page three of the appendix you will find the details there. The
explanation is all there. In 1936 they ran from $1 to $1,000.
Q. You get loans from $1 to $1,000?—A. Yes, sir.
Q. Or above $1,000?—A. Yes, sir.
Q. On the page previous to that you give further details for the city of
Montreal and they amount to $1,500,000 yearly loaned by the Caisse Populaire
in the city of Montreal during the six years of the depression, beginning in
1930 to 1935?—A. Yes.
Q. The number for the city of Montreal during these years was 3,408
between $1 and $1,000; sixty-four only between $5 and $1,000.—A. That refers
to notes. In 1935 the total was 12,175 and in 1936, 13,974.

Q. I do not see that on page two?—A. That is found on page three of the
appendix, the list of loans made and remitted to ““ Les Caisses Populaires,” of
general operating expenses, and of general turnover from the date of founda-
tion to June, 1936. The total amounts loaned to the 251 Caisses Populaires
was $65,000,000 and the total amount remitted $56,000,000. The expenses
amounted to $1,600,000.

By Mr. Tucker:

Q. When you say “ the total amount remitted ” you mean the amount repaid
I suppose?—A. Yes, repaid.

Mr. Viex: So that the record may be more intelligible, Mr. Chairman,
I would move that the documents prepared by Mr. Vaillancourt be printed.
If his explanations follow, they will be more easily understood by referring
to the items which this document contains.
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SraremeNT No. 1.

“CAISSES POPULAIRES DESJARDINS"
AsSETS AND LIABILITIES
As at December 31, 1937
—_— Gaspe Quebec Montreal Total Reg. Com. Total
$ cts $ ots. $ cts. $ cts. $ octs. § cts.
AsSSETS
Investments............... 36,500 00 3,165,237 61 589,016 85 776,785 13 | 1,619,195 05 | 6,395,980 18
Loans to members. . 329,457 80 3,354,541 87 | 1,524,427 50 100,819 97 225,473 18 | 7,326,203 15
Inventory........... 155 00 8,399 46 11,983 15 24,113 67 1,252 66 25,366 33
Miscellaneous. .... .. L e 30,143 34 12,904 63 43,578 48 533 24 44,111 72
Cash on hand.............. 159,367 71 1,240,044 39 409,292 30 2,783,837 56 382,543 99 | 3,166,381 55
R s 525,480 51 7,798,366 67 | 2,547,624 43 14,729,134 81 | 2,228,998 12 | 16,958,132 93
TREEDIBOR 5o . <+ ks 55 0 e s 4,131 09 21,098 52 16,699 38 63,434 80 3,280 65 66,715 45
Interest on savings.. e 579 03 3,135 63 11,590 49 23,429 77 13,041 53 36,471 30
. = R e R 80 32 2,061 93 122 42 = B, 008 8,010 31
c o AN DR 530,270 95 7,824,662 75 | 2,576,036 72 14,824,009 69 | 2,245,320 30 | 17,069,329 99
Liaviurries
46,998 45 1,249,445 43 311,833 01 1,984,528 29 135,222 47 | 2,119,750 76
396,195 25 5,583,316 11 | 2,015,552 40 11,133,502 09 | 2,007,278 69 ,140,780 78
600 00 49,872 34 ,235 00 93,116 16 15,000 00 108,116 16
37 47 5,175 17 579 73 22,817 70 22,817 70
640 73 7,891 31 804 44 13,803 87 ,803 87
444,471 90 6,895,700 36 | 2,336,004 58 13,247,768 11 | 2,157,501 16 | 15,405,269 27
8,700 87 78,884 54 47,015 64 185,731 33 19,625 26 205,356 sﬂ
105 10 ,946 64 829 00 5,252 85 751 96 6,004 81
76,993 08 847,131 21 192,187 50 1,385,257 40 67,441 92 | 1,452,609 32

...... R

2,576,036 72

17,069,329 99

oyl
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StatemMENT No. 2.

LIST OF LOANS MADE BY AND REMITTED TO “LES CAISSES POPULAIRES”, OF
GENERAL OPERATING EXPENSES AND OF THE GENERAL TURNOVER
OF FUNDS, FROM THE DATE OF FOUNDATION TO JUNE 30th, 1936

Number Total Total General General

—_— of amount amount operating turnover

units loaned remitted - expenses of funds
$ cts. $ cts $ cts. $ cts.
Unaffiliated ‘“Caises populaires 2 2,114,515 24| 1,963,685 84 33,602 98| 10,448,112 87
Regional Union of Gaspe........ 23 3,209,884 73| 2,761,631 50 114,947 25 21,799,155 37
Regional Union of Montreal. .. .. 40 11,022,974 96| 9,458,606 71 349,910 54| 99,680,372 46
Regional Union of Quebec....... 95 31,423,964 38| 26,159,258 32 724,392 66| 213,227,763 76
Regional Union of Sherbrooke... 31 896.490 04 651,248 50 30,987 52 8,488,118 49
Regional Union of Three Rivers. 60 16,600,015 93| 15,025,653 15 353,813 47| 128,571,269 27
251 65,267,845 28| 56,020,084 02| 1,607,654 32| 482,194,792 22

of funds.

Percentage of the general operating expenses:—1/3 of 1% or 33} cents per $100 of the general turnover

N.B.—The five regional unions existing at the time (there are now six regional unions), the ten Endow-
ment and Provident ‘‘Caisses’’ are not included in the above figures.

Number Total Total General General

For the Cities of of amount, amount operating turnover

units loaned remitted expenses of funds
: $ cts. $§ cts. $  cts. $ cts.
o W St ity 9 5,863,638 69| 4,631,763 65 201,592 13 35,074,991 29
LT e ek e Wl R 17 7,548,137 41| 6,265,950 73 284,074 59 74,394,735 20
Sherbrooke: .., -, ORI 2 192,568 93 137,696 68 11,781 37 2,261,459 42
ENres RIVOES. - . o st is , vrsn s 2 3,311,188 27| 2,883,245 45 96,767 09| 36,630,049 53
16,915,533 30| 13,918,656 51 594,215 18| 148,361,235 44

funds.

Percentage of the general operating expenses:—2/5 of 19, or 40 cents per $100 of the general turnover of
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SratemeNT No. 3

LIST OF LOANS MADE AND REMITTED TO “LES CAISSES POPULAIRES”, OF GENERAL
OPERATING EXPENSES AND OF GENERAL TURNOVER FROM THE DATE OF
FOUNDATION TO JUNE 30, 1936 :

Number Total - Total General General

Counties of of amount amount operating turnover

i units loaned remitted expenses of funds
$ octs. $ cts. $ cts. $ cts.
Beance. X . . il othic L S etal 14 | 2,189,868 44 | 2,013,600 70 39,801 74 17,765,349 73
Bellechagse .20 1 os i NG s 4 1,688,191 73 | 1,349,142 05 33,329 17 16,769,220 31
Bonaventure......... ... ok s 11 2,571,793 06 | 2,240,232 89 90,779 19 18,168,954 29
RATODIIN. 1y Sy it 12 5,127,219 35 | 4,899,274 37 136,714 13 44,100,947 25
Dorchiester. ... 000 0 7 iU o dd 7 | 4,046,476 77 | 3,389,627 10 34,068 06 35,558,429 06
e NG ERe) NGRS 8 171,864 86 138,792 18 4,736 38 1,159,706 54
NERbane v R e 3 928,291 33 778,220 27 15,798 42 5,712,244 70
Nacolet £ 7 7. Lam ey ety 17 1,862,183 71 | 1,713,083 67 26,232 41 12,949,789 45
SAMTEMAUTIOB . ., 57 0 siihs o s ess 6 | 2,876,486 13 | 2,607,966 14 41,653 39 17,162,736 56
e Brooke 2 164,123 24 144,009 18 4,083 32 942,830 77
84 (21,626,498 62 (19,273,948 55 427,196 21 170,290,208 66

PERCENTAGE OF THE GENERAL OPERATING EXPENSES
i of 1% or 25 cents per $100 of the general turnover of funds

N.B.—Please note that the ‘‘Caisses populaires’’ situated in the cities of Quebec, Montreal, Sherbrooke
and Three Rivers are not included in this list. A special one is compiled for the leading cities of the
province of Quebec.

NEARLY A MILLION AND A HALF DOLLARS LOANED BY THE “CAISSES POPULAIRES”
IN THE CITY OF MONTREAL DURING THE 6 YEARS OF DEPRESSION BEGIN-
NING WITH 1930 TO 1935 INCLUSIVE)

Number Total
of loans  amount loaned
L0ang 0N MOTPBL; & Fiutiar il o ahe 2 sy oy 7 s oL S SRS ST EEE ,408 $ ,535
Mortgagedoangy. /.. L U ARG ot ool e e 1,158 810,515
g is ) < EIRSESS ST AR B R L 4,566 $1,353,050
CrassiFiep Loans oN Nores

Loans from. $1°1 608/ :35OXOIE s 2o i e peC NN 1,051 § 8,671
o i o B A S ol L e o R 468 12,616
o A 50 « 8 11 M SRR S Sl sl L 310 36,154
8¢ & 100 “ 7 Wceds o RNERT TR S T IR TN 5 1,515 273,887
0 L SO0 R0 - STt - | T e e 1 A 64 211,206
Total, /.20 8 408, $542, 536

[Mr. Cyrille Vaillancourt.]
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StareMENT No. 4

LOANS AND PROFITS PEOPLE’'S BANKS ( CAISSES POPULAIRES), EXERCISE
AND 1936, IN 234 B HES

1935 1936
Number Amount Number Amount
$ $

Onlotes ............................................. 11,066 | 1,269,935 12,818 1,493,380
C g N el 1O SR SR SRORRRIRE R 4 4 ! 772 532,462 663 562,932

On Bonas and SOCTITEINN. & oo/’ 'y jinsis s 44 05 ye e o sls 50 elslier 337 | 1,001,351 493 1,007,550
407 Iy el v Rt kT MRS B0 05 12,175 | 2,803,748 13,974 3,370,821

Chaose profity S T AR L ol e {saRn LR Ky AT,043 1T 1. .. osainlion 459,601 46

CLASSIFICATION OF ﬁOANS ON NOTES

Showing the number of loans according to the size of the amount loaned for 234 branches

From Number Loaned
of loans amount
$

At T B S AR L S i N e SRR B - e B Ol it S ol S ey RS 3,904 43,634
i U e P I L e S e TS e R R RS e TS 2,225 74,556
L A TSR e B e e e e R U BT AT e TR PR R e 2,645 174,140
b SRR R s e R e A (S S R B e e 2,197 277,770
L S RTEGEO eh AUWEO ERC m  f e o ol VOT a Se R  S 837 189,820
I o T e e S T R e g S FEA S i S B RS 371 118,502
R R e e SR S W A TRESS e Ll ) S o R ORI UO. 174 74,055
B oty v Mttt e el S R e el 3 451 AT e el 139 71,451
LR e I e S e 7 A BN o ARSI e P R R N RN e 60 37,651
TR Sl R e MR N T CE I e LR g N RN S SR 32 23,084
o Bk VI PR R B e LT Tl R RN S ) i Sl i Rt S T 32 26,181
U e Rl T R T s e et 0700 O S el ERRETR S 20 19,191
R A e e SR e SRR B e e SRt SO Sl DN I et i 182 368,345
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SraremeNT No. 5
VARIATIONS OF CAPITAL STOCK OF PEOPLE’'S BANKS

Capital Stock Number | Average Number | Average

Year - of capital per of capital

Paid up Refunded | Remaining | members | member banks per bank

$ 3 $ $ $
146,507 72,220 837,592 25,669 32 93 9,000
132,006 66,405 907,857 27,593 33 98 9,267
188,235 74,853 1,034,301 29,795 34 100 10,340
230,816 75,998 1,199,170 31,029 38 113 10,610
241,537 96, 326 1,328,991 33,166 40 100 13,290
189,182 115,982 1,355,309 32,173 42 | 108 12,550
190,785 123,892 1,388,591 31,752 43 111 12,510
165,494 98,469 1,441,373 31,250 46 119 12,110
167,839 91,024 1,534,051 33,279 46 122 12,570
163,201 93,964 1,507,014 36,298 41 154 9,800
166,287 88,356 1,723,961 41,365 41 159 10,840
213,866 117,955 1,767,090 41,374 42 168 10,520
161,990 109,818 1,850, 541 44 835 41 178 10, 380
126,411 134,492 1,831,694 45,767 40 179 10,230
95,513 128,393 1,776,049 43,641 40 174 10,200
77,030 141,116 1,619,670 40,933 40 168 9,640
53,704 121,718 1,483,324 36,470 41 162 9,160
97,136 118,435 1,514,070 38,811 39 177 8,555
136,997 88,134 1,557,076 43,045 36 199 7,824
176,208 85,233 1,574,704 49,890 31 234 6,758
3,120,744 2,042,783
SAVING TRANSACTIONS OF PEOPLE’S BANKS
A mount Numb Average Number Average
Year Amount s 0 Deposits ug} 25 deposit ps deposit
deposited drawn remaining | go,ositors d ep}t;git 2 banks b‘;.;rk
$ $ $ $ . $
i A T N R 4,751,518 4,147,159 2,116,054 18,977 111 93 22,750
b, PO, RN 5,763,881 5,382,651 2,513,405 20,672 121 98 25,640
3T R 8,453,536 7,297,026 3,682,050 23,451 157 100 36,820
SO sl 10,529, 628 9,667,920 4,558,053 26,238 173 113 40,330
| ; SRR R 10,304,589 | 10,129,424 4,602,203 30,570 150 100 46,020
i1 PR B 6,668,561 7,334,935 3,912,375 30,583 128 108 36,220
) SRR s O 7,462,071 6,862,423 5,546,339 29,771 150 111 40,950
AUy Lt 1Y 8,922,645 8,230,520 5,234,973 30,874 170 119 43,990
i DR W T 9,421, 380 8,922,721 5,799,951 33,527 173 122 47,540
29805 s 10,727,346 9,997,154 6,313,532 37,343 169 154 40,990
ORT T e 13,408,563 | 12,311,982 7,859,954 40,753 192 159 49,430
- R S 14,244,035 | 13,457,731 8,092,968 40,568 200 168 48,170
. s % 15,147,018 | 15,370,605 8,090,614 44 685 180 178 45,450
REREY, ). s st 14,021,284 | 14,053,755 7,750,875 44 940 172 179 43,300
TR e 11,604,832 | 11,966,213 | 7,436,861 43,207 172 174 42,740
1088, 8,578,836 9,426,961 6,189,794 40,201 154 168 36,840
1 G S R 7,127,428 7,502,889 5,586,812 37,683 148 162 34,490
1084 s 7,522,689 7,171,415 6,089,713 39,723 154 177 34,405
1085...... ... o] 9,297.888 8,535,890 6,865,477 42,856 160 199 34,500
1088} L Y 11,904,751 | 10,801,832 | 7,692,407 49,796 154 234 33,015
195,861,879 188, 571, 206

[Mr. Cyrille Vaillancourt.]
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StaremMeNT No. 6.

_LOAN TRANSACTIONS OF PEOPLE’S BANKS

Loans granted Loans outstanding
Loans
Year Amount Number | Average repaid Amount Nb’ggﬁz rosf Average
$ $ $ $

........... 2,306,171 12,741 180 1,796,574 2,534,134 7,458 340
14,293 180 2,195,190 | 2,901,517 8,056 360

14, 386 250 2,590,282 3,976,940 9,148 430

15,390 280 3,071,338 5,181,391 9,213 560

14,983 280 | 3,476,322 5,799,282 9,219 620

13,367 210 | 3,244,932 5,292,322 8,999 580

12,273 270 | 2,¥97,933 | 5,596,589 8,373 660

11,017 340 | 3,032,071 6,327,516 8,414 750

13,794 280 | 3,394,208 7,087,211 9,384 750

15,843 280 | 3,609,813 7,668,292 10,418 730

16,832 280 | 3,624,570 | 9,371,925 11,754 790

17,403 200 | 4,201,771 9,592,607 11,885 800

17,994 230 | 3,853,001 | 10,314,622 18,553 760

18,857 200 | 3,664,922 | 10,142,575 14,278 710

16,203 185 | 3,400,013 9,762,338 13,240 735

........... 13,283 160 | 2,864,183 8,605,440 12,363 695
........... 11,407 150 2,340,816 | 7,667,919 10,784 710
........... 2,141,801 11,295 190 | 2,113,368 7,934,002 11,230 707
........... 2,803,748 12, 75 230 2,417,586 | 8,287,077 11,987 691
........... 3,370,821 13,974 241 2,483,578 | 8,943,821 13,453 665
68,643,411 by o L T R el et W st S B et R i SURIRIEE SRR SNBSS i e

SUMMARY OF OPERATIONS OF CO-OPERATIVE PEOPLE’S BANKS, FROM 1932 TO 1936

Desiznation 1936 1935 1934 1933 1932
$ cts. $ cts. $ cts. $§ cts. $ cts.
REcerrrs

Cash on first day of year......| 1,322,556 90 996,053 34 697,711 94 620,338 66 735,626 83
Capital stock................. 176,208 13 136,996 81 97,136 02 53,703 90 77,029 54
T pe sl R LN e R 11,904,751 25 | 9,297,287 63 | 7,522,689 12 | 7,127,428 47 | 8,578,836 14
Loans refunded................ 4,483,577 84 | 2,417,586 32 | 2,113,367 61 | 2,340,815 88 | 2,864,183 31
Entrance tax and profits 469,599 84 475,696 64 444,930 35 453,817 32 533,748 54
117,453 82 e e i RSN (- O A e ot ) it
35,529 91 24,593 20 158,487 33 245,752 95 384,410 30
g 100 ) D S A R 16,509,677 69 |13,430,691 03 |11,034,322 37 (10,841,857 18 | 13,173,834 66

DISBURSEMENTS
Capjtal vetunded s 0. Lok 85,233 21 88,133 99 118,434 80 121,715 69 141,115 67
Savings ref}mded .............. 10,801,832 23 | 8,535,890 43 | 7,171,414 88 | 7,502,888 81 9,426,960 86
Loans and investments........ 3,370,821 22 | 2,803,747 69 | 2,141,800 70 | 1,682,551 46 2,157,886 75
General expenses, sundries.. . 237,965 06 265,083 41 300,341 84 552,010 66 439,857 21
Lo o o 77,642 92 82,973 14 84,219 36 84,281 49 96,709 11
Interest on savings and loans. . 198,763 93 197,449 30 214,949 19 221,024 61 255,275 34
ns reimbursed............. 178,588 05 I e b adhe L ol L R R L Ak
Cash on last day of year...... 1,558,831 07 | 1,375,013 08 | 1,003,161 60 677,384 46 656,029 72
i) L e e (8 RO S 16,509,677 69 |13,430,691 03 [11,034,322 37 |10,841,857 18 | 13,173,834 66
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SratemeNT No. 7
STATEMENT
- s n— T
Assets 1936 1935 1934 1 SR clonda | et
A $ cts. $ cts. $ cts. $ cte § . ots:
Loans unrefunded............. 8,943,820 81| 8,297,076 SJJ 7,934,001 54| 7,667,919 39| 8,605,439
BB e S e il 1,558,831 07| 1,375,013 08|, 1,003,161 60 678,758 55 656,029
General expenses.............. 72,574 59 103,754 07| 97,940 11 76,029 35 89,027
O b R R P AE e R 271,528 79 277,910 54 ; 112,693 15 113,695 84 112,400
Potglodt i vatle 10,846,755 26| 10,043,754 22| 9,147,796 40| 8,536,403 13| 9,462,808
LiaBiuimies
Slpital stoek .l L avd B 1,574,704 40| 1,557,075 70| 1,514,069 71| 1,483,323 59| 1,619,670 40
BRI T S R 7,692 407 08| 6,865,477 05| 6,089,712 64| 5,586,812 14| 6,189,794 09
RGN 1y T g s S i 15,819 48 18,301 38 19,928 32 19,379 75 21,953 74
Interest on savings............ 10,129 28 8,273 10 9,813 72 11,707 95 13,675 28
e b e e O SR SRV 78,428 42 139,407 21 142,238 54 121,072 70: 288,670 86
Fipoiis i A L R A A A 1,234,243 20| 1,228,552 97| 1,172,099 52| 1,109,640 94| 1,094,486 50
Entrance tax and profits....... 241,023 40 226,666 81 199,933 95 204,466 06 234,647 36
TOES AN g A 10,846,755 26| 10,043,754 22| 9,147,796 40| 8,536,403 13| 9,462,898 23
PROGRESS OF CO-OPERATIVE PEOPLE’S BANKS
Designation 1936 1935 1934 1933 1932
Number of banks............. 234 202 184 162 168
8.5 2000 2720 y VBT SIS AT 49,890 43,045 38,811 36,470 40,933
Depgiitors. 1 i aw L Bl 49,796 42,856 39,723 37,683 40,201
BOTTOWOTS. . ... oo vsvins. 13,453 11,987 11,230 10,784 12,363
Loans granted—
;\mount. Ak Jr SRR AT ¢ £3,370,821 $12,803,748 $12,141,801 81,682, 551 $2,157,886
Naither 1] g s 13,974 12,175 11,295 11,407 13,28:
Profits realized........._..... $459, 601 $472,543 $441,876 $452,220 $531,765

[Mr. Cyrille Vaillancourt.]
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The Wirness: The percentage of the general operating expenses amounted
to one-quarter of one per cent or twenty-ﬁve cents per $100 of the general
turnover of funds.

By Mr. Finlayson:
Q. What security do you take for loans to the members?—A. That is a
good question to ask. The first is morality. For an amount of $50 to $100
only the personal signature, endorsement.

By Mr. Lacroix.'
Q. Below a hundred no endorsement?—A. Bond.

By Mr. Mallette:

Q. What decides the morality?—A. We operate only in the locality. The
three members of the credit board know all the people of that locality, and
all about their morals.

By Mr. Kinley:
Q. Have you a lien on the shares of the man to whom you make the loan?
—A. A mortgage?

Q. If the man owns the shares?—A. Yes. Suppose you have $200 in shares
you can borrow $100 or $200 if you want to, without security.

By Mr. McGeer:

Q. Your borrowing is not confined to shareholders?—A. Yes.

Q. Is your lending confined to members, shareholders of this society?
—A. Yes.

Q. You do not lend to anybody who is not a member?—A. No. The first
thing that is necessary for a borrower is to join the society.

Q. What are the conditions under which he joins?—A. They have to pay
ten cents per week. If they take a $5 share they have to pay ten cents per week.

By Mr. Lacroix:
Q. On account of the $5?—A. On account of the shares.

By Mr. McGeer:

Q. What are the conditions of morality that you mentioned in connection
with the membership. Can anybody join?—A. No, anybody cannot join.
Suppose I am a bootlegger; if I am, I cannot join the Caisses Populaires.

Q. The question he first asked brought this question up; what is the security
taken—but, first he has to be a member of the =ocxety‘?—A Yes.

Q. The terms upon which he can become a member are that he subscribe
for five dollar shares, then that he will pay that amount of ten cents per week
over a period?—A. Yes.

Q. Then there were some other conditions as to his standing as a citizen
and as to whether he would be accepted in the society or not. I take it that
that is merely that he be a good citizen, that he is not a criminal?—A. That is it.

Q. But there is no limitation generally speaking on the joining of this
society that would preclude the general rank and file of citizens of Montreal,
or Three Rivers, or Quebec or any other city in the province of Quebec?—
A. That is right.

Q. Then I asked him if there were any special qualifications and he said
no there are none. The board of directors of that particular caisse considers
the application and if he is a good citizen, without anything objectionable to
his record, he is accepted?—A. That is it.

53013—3
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Q. Then the first loan of under one hundred dollars would be made to him
on his own note?—A. Ordinarily. :

Q. And above that, any sums over $100 requires an endorser?—A. An
endorser, yes.

Q. Are there cases in which additional security is required, additional to .
the endorser?—A. Yes, for $1,000 I suppose we take a mortgage.

By Mr. Martin:
Q. A chattel mortgage?—A. A mortgage on land.

By Sir Eugéne Fiset:
Q. Not only on the land but also on his personal property?—A. Well,
not yet, the law is going to be amended.

By Mr. McGeer:

Q. How high do you go with an endorser; that is, you give up to $100
without an endorser and how far do you go with an endorser without any
other security?—A. To $1,000.

Q. That is, you lend up to $1,000 with an endorser without other security?
—A. Yes, without other security.

By Mr. Kinley:
Q. Dealing with the question of security, Mr. Chairman; suppose a man
has $200 of shares in the society?—A. Yes?
Q. And you lend him $200 and he defaults, can you hold his share money
to pay the bill?—A. Yes, sir.
Q. That is additional security?—A. Yes, sir.

By Mr. McGeer:

Q. All of the loan shares subscribed for in so far as they are paid up is
security for you with respect to the loan, but you will lend up to the full
value of these shares without security?—A. Yes.

Mr. MarTin: In the case of an endorser for a loan of say $500, what
would you do about determining the possibility of realizing from the endorser
if the man who gave you the note fails to pay? '

The Cramman: I think you will get further ahead if you will take my

advice about asking your questions in French. I understand this is a bilingual
committee.

By Mr. Martin:

Q. I would like to know how you find out if the endorser is good or not?
—A. As I told you a while ago, our Caisses Populaires are parochial institutions.
You know as well as I that in a parish everybody knows everybody else. The
board knows if a man is worth something or not. They know a man’s way of
living. Take for example a man who leads a dissipated life, if he comes to
the Caisse to borrow $500 to buy himself an automobile to go on making a
fool of himself, of course he will not get a loan.

Mr. Viex: On the question of the procedure followed to determine the
solvency of the endorser, witness says that they lend only to people who are
well-known in the community. The credit board knows the people who apply
for loans, and if they see that a borrower lives in excess of his means, and
desires to borrow to be more extravagant they will refuse such a loan.

The Cramman: T think possibly the members of the committee are
following, Colonel Vien.

[Mr. Cyrille Vaillancourt.]
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By Mr. Martin:
Q. Can you tell us what losses you have had?—A. In the last 35 years
out of loans totalling $200,000,000 our losses have not been more than $100,000.
That will be about two-fifths of one per cent.

By Mr. Lacroix:

Q. Those losses would amount to only about one-half of one per cent?—
A. One-twentieth of one per cent. '

Mr. MarTiN: Witness stated in French that of that $100,000 there was
a large amount stolen, there were two thefts.

Mr. Lacroix: They were not all losses then?

The Wirness: There were two thefts; one of $23,000, and one of $10,000,
making $32,000. :

Mr. MarTiN: And the real loss was therefore that much less.

By Mr. Tucker:

Q. That loss would be one-twentieth of one per cent, approximately, includ-
ing what was stolen?—A. Yes.

Q. In the schedules you have here, page 1, general operating expenses,
for example in the regional units at Three Rivers where there are 60 units you
‘show operating expenses of $13,000; that would be almost altogether paid in
salaries to the secretaries of each of those units, I suppose?—A. Yes, sir.

By Mr. MacDonald:

Q. In joining the association do you subscribe for a five dollar share, and
then you pay 10 cents a week?—A. Yes.

Q. And supposing a man joins and he pays his 10 cents the first week, 10
cents the second week; then, how much can he borrow?—A. He cannot borrow
before three months in that case, because it is necessary to know if this man is
sincere.

By Mr. Donnelly : .

Q. Can you give us any idea of the amount of the collections you have had
to make from endorsers of notes because of the default of the original signer?—
A. No, I could not give you the exact amount. But I can tell you that at Levis,
which is my city, the Caisse Populaire, in the whole fifty seven years of its
history, has never had to collect.

Mr. DoxneLLy: The endorsers get out pretty well there.

By Mr. MacDonald:

Q. Going on with my question; you say at the end of three months you
would accept his application?—A. Yes.

Q. For how much?—A. That all depends on the man. Suppose this man is
on relief, we could not lend him very much.

Q. You would not lend him very much?—A. No, unless he could get an
endorser satisfactory to us.

Q. Or give other security?—A. Yes.

Mr. Vien: I see on a page of your tabulation a distribution of your loans for
the year 1936 with respect to amounts. Have you figured out what the per-
centage of your total number of loans is and also the amount lent; for loans under
$50, for instance. Have you any calculation in percentages to show that?

Mr. Creaver: From figures I have here it would appear that 89 per cent of
their loans are for amounts of $500 or under; and in dollars about % in the dollar
amounts loaned.

53013—3%
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Mr. Vien: That is quite accurate. I figured it out about that way. My
figuring is the following: For loans under $50 I find 6,120 loans, which would be
48 per cent of the total number of loans. I find an amount of $118,190, or 68
per cent of the total amount lent. Would that be correct? '

The Wirness: I think so.

By Mr. Vien:

Q. Then I find that loans from $50 to $500 number 6,124, or 485 per cent ot
the total number of loans; the amount being $834,287, or 55 per cent of the
amount lent. I find that for amounts over $500 you have 465 loans, or 3% per
cent of the number of loans, and $545,903, or 37 per cent of the amount lent;
3% per cent in number and 37 per cent in value. Therefore that would mean
that a little less than 50 per cent of your business was in the field of loans ranging
from $50 to $500?—A. Yes.

Q. Can you tell us the total number of local institutions in which these
figures 12,878 loans originated?—A. There are 234 institutions.

Q. Did you say 234 branches?—A. Yes.

Q. On page 3 you give us the way you invest your funds—loans and profits,
People’s Banks. You have 43 per cent of your assets invested in loans to
members and 57 per cent in cash on hand. That is shown on page 9, I think it
is—A. Yes. ;

Q. You show how that is distributed. I see that you have 43 per cent of
your assets invested in loans to members and 57 per cent in cash on hand, in
banks and in bonds and debentures?—A. Yes.

Mr. McGeer: What page is that?

The Wirness: The last page. (Statement No. 7).

Sir EvGeNE Fiser: These are declarations by Mr. Vien.

Mr. VeIN: T am asking Mr. Vaillancourt. He can verify them.

The WrrNess: I can verify them.

By Mr. Vien:

Q. The dollars and cents figures are given on Statement No. 7 and the
percentages are my own calculations, but I think they are accurate. Would it
be approximately correct to say that you have about 43 per cent of your assets .
invested in loans to members?—A. Yes; but that is only true because many of
our Caisses Populaires lend money to their municipalities.

Q. Yes?—A. They finance their own municipalities for probably more than
a million dollars.

Q. Would that be in the form of bonds or debentures?—A. Yes, the form
of bonds and debentures: the same thing with the school board.

By Mr. Kinley:
Q. T suppose you carry their over-draft?—A. No draft, but notes.

By Mr. Vien:

Q. This is the point I wanted to bring out, and I would ask you to cheyk
me as to whether or not it is correct. If there is only forty-three per cent of
your assets, the product of your shares or the product of the deposits with you,
on loan to your members, why is it that you have only forty-three per cent
}of your assets lent to members?—A. Yes—plus our municipalities or our school
boards.

Q. Yes?—A. These organizations are members of our Caisse Populaire.

- Q. Oh?—A. They are members of the Caisse Populaire, and this loan
is not included in the loans to our members.

[Mr. Cyrille Vaillancourt.]
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Q. They are not?—A. No; that is public loans.

Q. They are indicated as investments?—A. Yes, as investments. In the
city of Levis we have loaned a quarter of a million dollars to our city.

Q. I wanted to ask you what determines your policy in distributing your
assets as between investments and loans to members. Would it be because
you have no demand from members?—A. Yes.

Q. And you invest in other securities?—A. Yes.

Q. That is your reason?—A. Yes. But another thing, our general policy is
we have thirty-five per cent of the total assets in cash on hand, or in debentures.

By Mr. Kinley:
: Q. Do you ever make temporary loans from the banks?—A. From the
anks? :
. Yes?—A. During the summer time; especially the central Caisse.
. How much do they charge you?—A. The banks?
Yes?—A. Now we have a better price.
What is it?—A. Four per cent.
You pay four per cent to the bank?—A. Yes, guaranteed.
Of course; by what?>—A. By debentures; guaranteed by federal deben-

L0000

tures.

o

You deposit security for the loan?—A. Yes.

By Mr. Mallette:

Q. You do not sell those bonds?>—A. No, we deposit them as security
for the loans that we get and which are for only fifteen days or three weeks. We
might lose a point or two by selling them. :

Q. But you can buy them back again?—A. Yes, we could buy them
back if they go up in price. It may happen, but on the other hand we might
have to take a loss. These loans are made only by the Central Caisse as the
other caisses have no need of them. We do buy and sell securities at the
central Caisse but when we need a loan for only fifteen days or three weeks
we do not take the chance of losing a quarter or half a point. On say $100,000
it would amount to something.

Q. You consider that as a speculation?—A. Yes.

Q. Have you a classification for the year 1936 of the loans outstanding?
What T have in mind is to ask you how much in the year 1936, or at the end
of the year 1936 you had outstanding in notes, mortgages or in bonds?

Mr. Lacroix: The last page, page 9 (Statement No. 7).

The Wirness: Loans, $8,943,000.

By Mr. Vien:

Q. What T had in mind was to ask how much of that amount was in
notes?—A. And mortgages?

Q. Mortgages and bonds?—A. Wait a minute.

Q. If you have not got it, could you prepare a statement of that, as to
how this amount was distributed in loans outstanding on the 31st of December,
1936, which is the last year for which figures are available?—A. On page
number 3 (Statement No. 4), 1936, on notes and on mortgages the amounts
are given.

Mr. MarTiN: And bonds.

The Wirxess: And bonds.

By Mr. Vien:

Q. _That is the total amount during the year. But what T would have liked
to find is how much of that was outstanding at the end of the year, on the 31st
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of December. That would help us to determine the length of ‘the penod for
which a loan is made, if you could give that figure as outstanding on the 31st
of December. ‘

Sir Eveene Fiser: When does the fiscal year end?

By Mr. Vien:
Q. If you have not got it, I do not want to take the time of the committee.
You can prepare it and file it.—A. That is very easy.
Q. What is your fiscal year?—A. It all depends.
Q. Each bank has its own?—A. Yes. But the average in the cities is—
Q. Is it the calendar year?—A. —at the end of November; and for the

" country, it is the last day of May.

By Sir Eugene Fiset:

Q. In the report which appears on page three (Statement No. 4) you show
figures as of the end of 1936, are those figures for your fiscal year or for the
calendar year 1936?—A. Those ficures are for the fiscal year of each society
which ended in 1936.

Q. What do you mean by that?—A. For twelve months for each Caisse.
Some of them have their fiscal year ending in November, in May, in July,
but generally the fiscal year ends either in May or in ‘November. Those figures
are for the twelve months for each Caisse.

By Mr. Tucker:

Q. Up to that time you got no help from any government in extending
your movement?—A. Oh, yes, sometimes we received something from the pro-
vincial government; one year, $2,000; in 1930, $2,000.

Q. One of the things that strikes me as strange is that this movement
should have spread over the province to such an extent when such has not
been the case, say, in the province of Ontario where conditions are much the
same. I know conditions are different in some ways, but I wondered if Mr.
Vaillancourt could tell us why it was that this movement has become so wide-
Zpre{@d in the province of Quebec? Was it due to the support of the church?—

. Yes.
By Mr. Martin:

Q. What percentage of applications for loans are granted?—A. I do not
know. I never made a review of it. Levis is my mty and I know all about the
Caisse Populaire at Levis. At Levis, the average is 75 per cent.

By Mr. Donnelly:
Q. Is accepted?—A. Yes, accepted.

By Mr. Kinley:
Q. What per cent do you get from the municipality? That is, what is the
prevailing rate for money loaned to the municipality?—A. At Levis it is four
per cent.

Q. In Levis you were in competition with the banks?—A. The banks lend

at the same price.

Q. They lend at the same price, but you have the advantage in that you
do not pay taxes?—A. We pay taxes for buildings.

Q. I know, but you have advantages. You have paternalism which they
do not have?—A. Yes. Three vears ago the city of Levis was in a very bad
shape financially, and we asked the bank—

Q. You took a chance?—A. —to furnish the money. The bank refused
then, lfmd the Caisse Populaire saved the city of Levis. We saved our city
ourselves

[Mr. Cyrille Vaillancourt.]
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Mr. Marrerte: Good citizens.

The Witness: There was a total debenture issue of nearly a quarter of a
million dollars. We took $100,000 on the condition that the bank took $50,000,
the government $35,000 and the electric company $15,000, at par. The city
of Levis paid only $143 for the total financing of nearly a quarter of a million-
dollars.

By Mr. Finlayson.:

Q. To what length of time do you make loans to borrowers?—A. On
mortgages, not more than ten years.

Q. But on notes?—A. If a man came to the Caisse Populaire and asked for
$300 and said “I cannot pay more than $10 a month,” we are satisfied and we
loan it to him at ten dollars a month.

Q. For two years and a half?—A. Yes.

‘By Mr. Vien:
Q. Do you charge for renewals of notes?—A. No."
Q. Do you compound the interest?—A. No.
Q. I was looking at the report of 1931 with which you are familiar. I
see at page 29 of that report that Mr. Poirier was asked if the rate was being
compounded every three months:

Q. Do you compound that interest, every three months?—A. Every
three months.

Q. There is no difficulty, because you exact the payment of interest
monthly?—A. Yes, monthly; and if the member does not pay the
monthly instalment, we refuse to renew the note. He will give us $1 in
good faith and we will renew it.

‘ A. Up to 1930, some Caisse Populaires charged fifty cents or one dollar
for renewal notes, but now that does not occur.

Q. It is no longer done.—A. No. The Federation was organized in 1932.
Q. It is no longer being done?—A. No.

Q. No compound interest and no renewal charge?—A. No.

Q. You told me that if there is only forty-three per cent of your assets
loaned to your members it is because you have not any greater demand from
reliable borrowers. How do you explain that? Is it because the class of people
to which your members belong do not require money, or is it because the exaction
with respect to the qualifications of borrowers?—A. Yes, sir. With the relief
we are more suspicious of borrowers. Many labouring men were working during
the summer time and in the winter time, and it was not necessary for them to
be on relief. Now that they have ceased working they have immediately gone
on relief and these men are not good for us. We are afraid of them.

Q. And the amount lent to your members is smaller?—A. Yes.

By Sir Eugene Fiset:
Q. In other words, the relief has affected to such an extent the credit of

the men that were borrowing from you that you do not dare lend now to them?—
A. Absolutely.

By Mvr. Vien:

Q. In other words, your requirements of the 