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ORDERS OF REFERENCE
House or CoMMONS

Tuespay, 1st February, 1944.

Resolved,—That the following Members do compose the Standing Com-
mittee on Banking and Commerce:—

Messieurs

Authier, Hanson (York-Sunbury), McGeer,
Black (Cumberland), Harris (Danforth), MeGibbon,
Blackmore, Hazen, Mellraith,
Blair, Hill, McNevin (Victoria, Ont.),
Breithaupt, Jackman, - Marier,
Claxton, Jaques, Martin,
Cleaver, Jean, Maybank,
Coldwell, Kinley, Mayhew,
Donnelly, Laflamme, Moore,
Dubue, ¢ Lafontaine, Perley,
Edwards, Leclere, Picard,
Eudes, ' Macdonald (Halifazx), "Ross (St. Paul’s),
Fontaine, Macdonald (Brantford Ryan,
Fraser (Northumberland), _City), Slaght,
Fraser (Peterborough- MacInnis, Tucker,

West), Mackenzie (Neepawa),  Ward.—50.
Graham, Macmillan,
Gray, MecCann '

(Quorum 15)

Ordered,—That the Standing Committee on Banking and Commerce be
empowered to examine and inquire into all such matters and things as may
be referred 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

Turspay, March 14, 1944.

Ordered,—That the Bill No. 7, An Act to incorporate the Industrial Devel-
opment Bank, be referred to the said Committee.

TuespAy, March 21, 1944,

Ordered,—That the said Committee be empowered to.print, from day to
day, 1,000 copies in English and 400 copies-in French of its minutes of proceedings
and evidence, and that Standing Order 64 be suspended in relation thereto.

Ordered,—That the said Committee be empowered to sit while the House is
sitting.

Ordered,—That the report of the Bank of Canada for the year 1943 be
referred to the said Committee.
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Fripay, April 21, 1944.

Ordered,—That the name of Mr. Noseworthy be substituted for that of
Mr. MaclInnis on the said Committee.

Monbpay, April 24, 1944,

-Ordered—That the Bill No. 40 (Letter E of the Senate), intituled:
“An Act respecting Gore District Mutual Fire Insurance Company”, be
referred to the said Committee.

TuauUrspAY, May 11, 1944.

Ordered,—That the following Bill be referred to the said Committee, viz:—
Bill No. 91, an Act respecting Banks and Banking.

Moxpay, May+15, 1944,

Ordered ~—That the following Bills be referred to the said Committee, viz:—

Bill No. 90 (Letter H-3 of the Senate), intituled: “An Act to incorporate
Workers Benevolent Association of Canada.”

Bill No. 93 (Letter O-2 of the Senate), intituled: “An Act to change the
name of the Discount and Loan Corporation of Canada to Personal Finance
Company of Canada.”

Moxpay, May 15, 1944.

Ordered —That the subject-matter of Bill No. 109, An Act to incorporate
the Alberta Provincial Bank, be referred to the said Committee for consideration
and report.

Fripay, June 9, 1944.

Ordered,—That the following Bill be referred to the said Committee:—

Bill No. 134, An Act to encourage the provision of Intermediate Term and
Short Term Credit to Farmers for the Improvement and Development of Farms,
and for the Improvement of Living Conditions thereon.

Tuespay, June 13, 1944.

Ordered,—That the following Bill be referred to the said Committee:—
Bill No. 131, An Act to amend the Quebec Savings Bank Act.

TrURSDAY, August 3, 1944.

Ordered—That the quorum of the said Committee be reduced from 15 to
10 members, and that Standing Order 63 (1) (d) be suspended in relation thereto.

Attest.

ARTHUR BEAUCHESNE,
Clerk of the House.
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REPORTS TO THE HOUSE
Tusspay, March 21, 1944

The Standing Committee on Banking and Commerce begs leave to present
the following as its '

FirsT REPORT

Your Committee recommends that it be empowered:—

1. To print, from day to day, 1,000 copies in English and 400 copies in
French of its minutes of proceedings and evidence, and that Standing Order 64 be
suspended in relation thereto;

2. To sit while the House is sitting.

All of which is respectfully submitted.
W. H. MOORE,
Chairman.

Tuespay, March 21, 1944.
The Standing Committee on Banking and Commerce begs leave to present
the following as its
SEcoND REPORT

Your Committee recommends that the Report of the Bank of Canada for the
year 1943 be referred to it.

All of which is respectfully submitted.

W. H. MOORE,
Chairman.

Fripay, July 28, 1944.
The Standing Committee on Banking and Commerce begs leave to present
the following as a
Fourte REPORT

Your Committee has considered Bill No. 91, An Act respecting Banks
and Banking, and has agreed to report it with amendments.

A reprint of the said Bill No. 91, as amended, has been ordered.
All of which is respectfully submitted.

W. H. MOORE,
Charman.

Saturpay, July 28, 1944.
The Standing Committee on Banking and Commerce begs leave to present
the following as a
Firra ReporT

Your Committee has considered Bill No. 131, An Act to amend the Quebec
Savings Bank Act, and has agreed to report it with amendments.

A reprint of the said Bill No. 131, as amended, has been ordered.
All of which is respectfully submitted.

W. H. MOORE,

Chairman.
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THURSDAY, August 3, 1944,

The Standing Committee on Banking and Commerce begs leave to present
the following as a . .

SEvENTH REPORT \

Your Committee has considered Bill No. 134, An Act to encourage the
provision of Intermediate Term and Short Term Credit to Farmers for the
Improvement and Development of Farms, and for the Improvement of Living
Conditions thereon, and has agreed to report it with amendments.

A reprint of the said Bill No. 134, as amended, has been ordered.
All of which is respectfully submitted.

W. H. MOORE,
Chairman.

THURSDAY, August 3, 1944.

The Standing Committee on Banking and Commerce begs leave to present
the following as an

Eicara REeporT

Your Committee recommends: That its quorum be reduced from 15 to
10 members, and that Standing Order 63 (1) (d) be suspended in relation
thereto.

All of which is respectfully submitted.

W. H. MOORE,
Chairman.

TraURSDAY, August 10, 1944.

The Standing Committee on Banking and Commerce begs leave to present
the following as a

TeNTH REPORT

Your Committee has considered Bill No. 7, An Act to incorporate the
Industrial Development Bank, and has agreed to report it with amendments.

A reprint of the said Bill No. 7, as amended, has been ordered.
All of which is respectfully submitted.

W. H. MOORE,
Chairman.

Moxpay, Aﬁgugt. 14, 1944.

The Standing Committee on Banking and Commerce begs leave to present
the following as a
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ErevENTH REPORT
A copy of the printed minutes of proceedings and evidence is appended.

It is recommended:

1. That the said proceedings and evidence be printed as an appendix
to the Journals.
2. That, in addition, 1,000 copies in English and 400 copies in French
- be printed in blue book form.
3. That Standing Order 64 be suspended in relation thereto.

All of which is respectfully submitted.

W. H. MOORE,
Chairman.

(The following reports concern private bills and are not printed herein:
Third, Sizth and Ninth.)
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MINUTES OF PROCEEDINGS
Turspay, March 21, 1944.

The Standing Committee on Banking and Commerce met at 11.00 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Black (Cumberland), Blackmore, Blair,
Breithaupt, Cleaver, Coldwell, Donnelly, Fontaine, Fraser (Peterborough West),
Graham, Harris (Danforth), Hill, Jackman, Jaques, Jean, Kinley, Leclere,
Maclnnis, Macmillan, McGeer, McGibbon, Mecllraith, McNevin (Victoria,
Ont.), Maybank, Moore, Perley, Picard, Ryan, Slaght, Ward.

In attendance: Mr. D. C. Abbott, K.C., M.P., Parliamentary Assistant to
the Minister of Finance. :

On motion of Mr. McGeer:

Resolved,—That the Committee ask leave to print, from day to day, 1,000
copies in English and 400 copies in French of the minutes of its proceedings
and evidence, and that Standing Order 64 be suspended in relation thereto.

On motion of Mr. Donnelly: - j

Resolved,—That the Committee ask leave to sit while the House is sitting.

Mr. Cleaver moved that the quorum be reduced from 15 to 10 members.
Motion negatived.

The clerk read a letter dated March 16th, 1944, addressed to the Chairman
by the Hon. R. B. Hanson suggesting that certain witnesses be heard before
taking up the bill to incorporate the Industrial Development Bank section by
section.

The Chairman expressed approval of Mr. Hanson’s suggestions and recom-
mended that they be adopted. In the meantime, however, he suggested that
the Committee proceed with non-contentious clauses of the bill.

Mr. Slaght, supported by Mr. Graham and other members, advocated first
holding a general discussion on the bill; to be followed by the hearing of evidence,
before dealing with any clause.

On motion of Mr. Kinley:

Resolved—That, introductory to consideration of this bill, the Deputy
Minister of Finance and the Governor of the Bank of Canada be called as
witnesses.

Mr. McGeer moved that the Committee recommend to the House that
the Report of the Bank of Canada for the year 1943 be referred to this
Committee.

Mr. Cleaver moved in amendment that the Bank of Canada Report be
considered after the Committee has completed its study of the present Bill.

The Chairman ruled the amendment out of order.

After discussion, the motion was passed in the affirmative on the following
recorded division:

Yeas,—Messrs, Black (Cumberland), Blackmore, Blair, Coldwell, Fraser
(Peterborough West), Harris (Danforth), Hill, Jackman, Jaques, Jean, Leclere,
MacInnis, McGeer, Mcllraith, Maybank, Perley, Ryan, Slaght, Ward—19.

Nays,—Messrs. Breithaupt, Cleaver, Donnelly, Fontaine, Graham, Kinley,
Macmillan, McGibbon, McNevin—9.

At 12.10 p.m. the Committee adjourned until 11 o’clock a.m. on Thursday,
March 23. :
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TaurspAY, March 23, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Breithaupt, Cleaver, Coldwell, Donnelly, Eudes, Fontaine, Fraser (Peterborough
West), Graham, Hanson (York-Sunbury), Hill, Jackman, Jaques, Kinley,
Lafontaine, Leclere, MacInnis, McCann, McGeer, Mecllraith, MeNevin (Vietoria,
Ont.), Marier, Maybank, Moore, Perley, Picard, Ross (St. Paul’s), Ryan,
Slaght, Tucker, Ward.

In attendance: Mr. D. C. Abbott, K.C., M.P., Parliamentary Assistant
to the Minister of Finanece; Dr. W. C. Clark, C.M.G., Deputy Minister of
Finance; Mr. G F. Towers, C.M.G., Governor of the Bank of Canada.

Dr. Clark explained the purpose of Bill No. 7, an Act to incorporate the
Industrial Development Bank, and was questioned.

Mr. Towers was called, heard and questioned.

On motion of Mr. Hanson: .

Resolved,—That the Committee procure 50 copies of the evidence of the
Standing Committee on Banking and Commerce, Sessions of 1923 and 1934, and
50 copies of the Bank Act, 1934, and that they be distributed to members of
the Committee.

At 1 o’clock p.m. the Committee adjourned to meet at the call of the Chair.

Ortawa, March 29, 1944.

The Standing Committee on Banking and Commerce met at 11.00 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Authier, Black (Cumberland), Blackmore,
Blair, Breithaupt, Cleaver, Donnelly, Eudes, Fraser (Peterborough West),
Graham, Hanson (York-Sunbury), Jaques, Jean, Kinley, Lafontaine, Leclere,
Macdonald (Brantford City), Maclnnis, Macmillan, MecGeer, McGibbon,
Mecllraith, MeNevin (Victoria, Ont.), Marier, Maybank, Moore, Perley, Picard,
Ryan, Ward.

. In attendance: Mr. D. C. Abbott, K.C., M.P., Parliamentary Assistant to
the Minister of Finance; Dr. W. C. Clark, C.M.G., Deputy Minister of Finance;
Mr. G. F. Towers, C.M.G., Governor of the Bank of Canada.

The Committee was supplied with copies of the Report of the Bank of Canada
for 1943, of the Bank Act, and of the evidence taken by the House of Commons
Banking and Commerce Committees of 1923 and 1934.

The Committee resumed consideration of Bill No. 7, an Act to incorporate
the Industrial Development Bank.

Examination of Mr. Towers was continued.-

At 1 o’clock p.m., the Committee adjourned to meet at the call of the Chair.



BANKING AND COMMERCE XV

Turspay, May 16, 1944.

The Standing Committee on Banking and Commerce met at 11 o’clock
a.m., the Chairman, Mr. W. H. Moore, presiding.

Members present: Messrs. Authier, Blackmore, Blair, Breithaupt, Claxton,
Cleaver, Coldwell, Dubuc, Eudes, Fontaine, Fraser (Peterborough West),
Graham, Gray, Hanson (York-Sunbwry), Jackman, Jaques, Jean, Laflamme,
Macdonald (Brantford City), MacKenzie (Neepawa), McGeer, McGibbon,
Mellraith, McNevin (Victoria, Ont.), Marier, Mayhew, Moore, Noseworthy,
Perley, Picard, Ross (St. Paul’s), Ryan, Slaght, Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Mr. G. D.
Finlayson, C.M.G., Superintendent of Insurance; Dr. W. C. Clark, C.M.G.,
Deputy Minister of Finance; Mr. G. F. Towers, C.M.G., Governor of the Bank
of Canada; Mr. C. S. Tompkins, Inspector General of Banks.

The Committee proceeded to consideration of Bill 40 (Letter E of the
Senate) intituled “An Act respecting Gore District Mutual Fire Insurance
Company”. '

A discussion followed as to the procedure to be adopted by the Committee
and Mr. McGeer moved:—

That, before proceeding to the consideration of Bill 7 and Bill 91, the
Committee take such evidence as it may decide from time to time as
appropriate to a proper understanding of the legislation before it, or which
may be considered advisable.

After discussion, and with permission, Mr. McGeer withdrew his motion
and substituted therefor the following:—

That a sub-committee be set up to recommend to this Committee from
time to time the witnesses that should be called.

Motion carried.
Moved by Mr. Hanson:—

That the following be adopted as the procedure of the Committee in
connection with Bill 91:—

1. Non-contentious clauses to be disposed of first.

2. Any clause to which there is objection may stand on the request of a
member of the Committee for future consideration.

3. Reconsideration shall be permissible on notice of motion.

4. Important amendments introduced in Committee may be received as
Notices of Motion to be discussed and not voted upon until a subse-
quent meeting of the Committee. Members of the Committee to be
furnished with copies of such amendments.

After discussion, it was decided to let this stand as a notice of motion.

It was agreed that the sub-committee be composed of the Chairman and
Messrs. Blackmore, Fontaine, Graham, Hanson (York-Sunbury), Kinley,
Macdonald (Brantford City), Noseworthy and Slaght.

At 1 o'clock pm. the Committee adjourned until 11 o’clock a.m. on
Wednesday, May 17.
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WepNEsDAY, May 17, 1944.

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

Members present: Messrs. Authier, Blackmore, Blair, Breithaupt, Dubuc,
Fraser (Northumberland), Fraser (Pvtnrborough West) Graham, Gray, Hanson
(York-Sunbury), Jackman Jaques, Jean, Lafontaine, Macdonald (Brantford
. Catal); MacKenzie (Neepaua), MecGeer, McIlralth MeNevin (Victoria, Ont.),
Maner, Martin, Moore, Noseworthy, Perley, Ryan, Slaght Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. G. F. Towers, C.M.G., Governor
of the Bank of Canada; Mr. C. S. Tompkins, Inspector General of Banks.

The Chairman presented a report of the sub-committee, dated May 16,
which is as follows:—

Your sub-committee met at 4 o’clock p.m., the following members
being present: Messrs. Blackmore, Fontaine, Graham, Hanson (York-
Sunbury), Macdonald (Brantford City), Moore, Noseworthy and Slaght.

Dr. Clark, Deputy Minister of Finance, and Mr. Tompkins, Inspector
General of Banks, were in attendance.

Mr. Tompkins was instructed to procure a breakdown of certain items
contained in the statement tabled in the House by the Minister of
Finance on May 2.

The sub-committee recommends:—

1. That the Committee sit from 11 a.m. to 1 p.m. every Tuesday, Wed-
nesday, Thursday and Friday, except that additional sittings may be
held when it is desired to expedite examination of out-of-town
witnesses;

2. That Bill 91 be glven precedence over other bills referred to the
Committee;

3. That the Governor of the Bank of Canada be called as a witness for
Wednesday, May 17;

4, That any person wishing to make representations to the Committee
be required to file a written brief before it is decided whether or not
he shall be given an opportunity to appear before the Committee;

5. That the clerk be instructed to procure copies of the annual state-
ments of all the Chartered Banks for the fiscal year ended in 1943
for distribution to the members of the Committee.

_ On motion of Mr. McGeer the report of the sub-committee was concurred
in,

On motion of Mr. Macdonald, it was ordered that a letter, dated May 8,
from the Canadian Retail Federation be printed in this days minutes of
evidence.

At the suggestion of the Chairman, it was ordered that a letter dated
May 12, 1944, from the Toronto Board of Trade be similarly printed.
On motion of Mr. McGeer,—

Ordered,—That any communications which may be received in the future
and are, in the opinion of the Clfairman, of sufficient interest, be printed in
the minutes of evidence.

Mr. Towers was called, heard and questioned.
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Mr. Towers filed the following documents which are printed as Appendix A
to this day’s minutes of evidence.

Bzhibit No. 1: Comparative Statement of Income, Operating Expenses

and Distribution of Earnings of the Bank of Canada for the years 1939 to 1943
inclusive;

Ezhibit No. 2: Statement showing staff employed by the Bank of Canada
of Canada for the years 1939 to 1943 inclusive.

‘Mr. Tompkins filed the following documents which are printed as Appendix
B to this day’s minutes of evidence:

Ezhbit No. 8: Return showing the fate of all banks incorporated since
1867;

Exhibit No. 4: Chartered Bank Amalgamations since 1867;

Exhibit No. 5: Return showing Chartered Banks that have gone into
liquidation since 1867;

Exhibit No. 6: Paid-up capital and reserve fund of individual chartered
banks as of 31st December, 1943;

Exhibit No. 7: Particulars of increases in capital stock of the chartered
banks from July 1, 1923 to December 31, 1943;

Ezhibit No. 8: Allocation of shareholders and shares of chartered banks
by countries as at December 31, 1943;

Ezhibit No. 9: Classification of shareholdings of the chartered banks as at
December 31, 1943;

Exhibit No. 10: Changes in rates of dividend paid by the Canadian
chartered banks during the fifteen years ended December 31, 1943;
Ezhibit No. 11: Average interest and discount rates;

Ezhibit No. 12: Changes in rate of interest allowed by chartered banks
on savings accounts from January, 1924 to December 31, 1943;

Exhibit No. 13: Loans, according to class, made by chartered banks in-
Canada, and outstanding at Oct. 31, 1934-43;

Ezhibit No. 14: Deposits, according to size, in chartered banks in Canada,
as at October 31, 1934-43;

1944Exhibit No. 15: List of shareholders’ auditors of the chartered banks—
)

Ezxhibit No. 16: Statements of (a) total net profits, principal taxes, divi-
dends, ete., of the chartered banks for the fiscal years ended in 1940-43 inclusive;
(b) Net profits, Dominion taxes, dividends, etc., of each of the chartered banks
of Canada for fiscal years ended in 1943; and (c) explanatory memorandum.

At 1.05 p.m. the Committee adjourned until Thursday, May 18 at 11 a.m.

TaURSDAY, May 18, 1944.

The Standing Committee on Banking and Commerce met at 11 o’clock
am., the Chairman, Mr. Moore, presiding.

- Members present: Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Breithaupt, Coldwell, Fontaine, Fraser (Northumberland), Fraser (Peter-
borough West), Graham, Gray, Hazen, Jackman, Jaques, Lafontaine, Macdonald
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(Brantford City), MacKenzie (Neepawa), Mcllraith, McNevin (Victoria, Ont.),
Mayhew, Moore, Noseworthy, Perley, Ross (St. Paul’s), Ryan, Slaght, Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clarke, C.M.G., Deputy Minister of Finance; Mr. G. F. Towers, C.M.G.,
Governor of the Bank of Canada; Mr. C. S. Tompkins, Inspector General of
Banks.

Examination of Mr. Towers was continued.

On motion of Mr. Mecllraith:

Ordered,—That the Statement of Current Operating Earnings and
Ezxpenses and Other Information for the Ten Chartered Banks, tabled by the
Minister of Finance in the House on May 2 and published in the Official
Report of Debates at p. 2620, be reprinted in this day’s minutes of evidence.

At 1 o'clock pm. the Committee adjourned until Friday, May 19, at
11 o’clock a.m.

Fripay, May 19, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Coldwell, Fontaine, Fraser (Northumberland), Fraser (Peterborough West),
Graham, Gray, Hazen, Jackman, Jaques, Jean, Lafontaine, Macdonald (Brant-
ford City), MacKenzie (Neepawa), McCann, McGibbon, Mecllraith, MeNevin
(Victoria, Ont.), Marier, Mayhew, Moore, Noseworthy, Perley, Ross (St. Paul’s),
Ryan, Slaght, Tucker.

In attendance: Hon. J. L. Ilsley, Minister of Finance; Dr. W. C. Clark,
C.M.G., Deputy Minister of Finance; Mr. G. F. Towers, C.M.G., Governor of
the Bank of Canada; Mr. C. S. Tompkins, Inspector General of Banks.

Examination of Mr. Towers was continued.

At 1 o’clock p.m. the Committee adjourned until Tuesday, May 23, at
11 o’clock a.m.

Turspay, May 23, 1944.

The Standing Committee on Banking and Commerce met at 11 o’clock a.m.,
the Chairman, Mr. W, H. Moore, presiding.

Members present: Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Breithaupt, Claxton, Cleaver, Coldwell, Eudes, Fontaine, Fraser (Peterborough
West), Graham, Gray, Hanson (York-Sunbury), Hazen, Hill, Jackman, Jaques,
Jean, Lafontaine, Macdonald (Brantford City), MacKenzie (Neepawa),
MecGeer, McGibbon, Mellraith, McNevin (Victoria, Ont.), Martin, Mayhew,
Moore, Noseworthy, Perley, Picard, Ross (St. Paul’s), Ryan, Slaght.

It attendance: Hon. J. L. Ilsley, K.C., Minister of Finance, Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. G. F. Towers, C.M.G., Governor
of the Bank of Canada; Mr. C. S. Tompkins, Inspector General of Banks.

Examination of Mr. Towers was continued.

At 1.00 pm. the Committee adjourned until Wednesday, May 24, at 11
o’clock a.m.



BANKING AND COMMERCE xix
WepNESDAY, May 24, 1944.

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

Members present: Messrs. Black (Cumberland), Blackmore, Breithaupt,
Claxton, Cleaver, Fontaine, Fraser (Northumberland), Fraser (Peterborough
West), Graham, Gray, Hazen, Hill, Jaques, Kinley, Lafontaine, Macdonald
(Brantford City), MecGeer, Mecllraith, McNevin (Victoria, Ont.), Martin,
Maybank, Mayhew, Moore, Noseworthy, Ryan, Slaght.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C. Clark,
C.M G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector General of
Banks; Mr. S. M. Wedd, President, Canadian Bankers’ Association; Mr. A. K.
Harvie, Seceretary, Canadian Bank of Commerce.

The Chairman presented a report of the sub-committee, which is as
follows:—
The sub-committee met on Tuesday, May 23, at 4 o’clock p.m., the
following members being present: Messrs. Moore, Graham, Hanson,
Macdonald (Brantford Caty), Slaght.

Your sub-committee recommends:—
1. That the name of Mr. McGeer be substituted for that of Mr. Slaght
on the sub-committee;
2. That Mr. S. M. Wedd, President of the Canadian Bankers’ Associa-
tion, be called as a witness for Wednesday, May 24.
All of which is respectfully submitted.

On motion of Mr. Slaght, the report of the sub-committee was concurred in.
Mr. Wedd was called and examined.

Ezxhibit No. 17: Mr. Blackmore filed a letter addressed to himself from the
Superintendent of the Royal Canadian Mint, dated 18th May, 1944, which is
printed as Appendix A to this day’s minutes of evidence.

At 1 p.m. the Committee adjourned until Thursday, May 25, at 4 o’clock
p.m. ;

TuuURsDAY, May 25, 1944.

The. Standing Committee on Banking and Commerce met at 4 o’clock p.m.,
the Chairman, Mr. Moore, presiding.

Members present: Messrs. Black (Cumberland), Blackmore, Blair,
Breithaupt, Cleaver, Fontaine, Fraser (Northumberlarnd), Fraser (Peterborough
West), Graham, Hanson (York-Sunbury), Hazen, Hill, Jackman, Jaques,
Kinley, Lafontaine, Macdonald (Brantford City), MacKenzie (Neepawa),
MecCann, McGeer, Mcllraith, McNevin (Victora, Ont.), Maybank, Mayhew,
Moore, Noseworthy, Perley, Ross (St. Paul’s), Ryan, Slaght.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. 8. Tompkins, Inspector
General of Banks; Mr. 8. M. Wedd, President, Canadian Bankers’ Association;
Mr. A. K. Harvie, Secretary, Canadian Bank of Commerce.

Examination of Mr. Wedd was continued.
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On motion of Mr. Hanson, it was decided to address certain questions
regarding reserves of the Chartered Banks to the Inspector General of Banks,
Mr. Tompkins.

Mr. Tompkins made a statement regarding inner reserves and was
questioned thereon.

At 6 o’clock p.m., the Committee adjourned until Friday, May 26, at
11 o’clock a.m.

Fripay, May 26, 1944.

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

Members present: Messrs. Black (Cumberland), Blackmore, Edwards,
Fontaine, Fraser (Northumberland), Fraser, (Peterborough West), Graham,
Hanson (York-Sunbury), Hazen, Hill, Jackman, Jaques, Kinley, Lafontaine,
Macdonald (Brantford City), MacKenzie (Neepawa), McCann, MecGeer,
MecGibbon, Mellraith, MeNevin (Victoria, Ont.), Maybank, Mayhew, Moore,
Noseworthy, Perley, Ross (St. Paul’s), Ryan, Slaght, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks; Mr. 8. M. Wedd, President, Canadian Bankers’ Association;
Mr. A. K. Harvie, Secretary, Canadian Bank of Commerce.

The Chairman stated that the League for Economic Democracy had
submitted a written brief with the request that they be permitted to appear
before the Committee.

Mr. Blackmore moved that this brief be printed as Appendix A to this day’s
minutes of evidence.

Mr. Hanson moved in amendment that it be referred to the sub-committee.

The question being put on the amendement, it was negatived; and the
question being put on the motion, it was passed in the affirmative.

Examination of Mr. Wedd was resumed.

Ezhibit No. 18: Mr. Tompkins filed a memorandum showing the changes
in the Bank Act effective as a result of the commencement of business by the
Bank of Canada on March 11, 1935, (Printed as Appendix B to this day’s
minutes of evidence).

Ezhibit No. 19: Mr. Slaght filed the annual report of the Canadian Bank
of Commerce for the year ended October 30, 1943.

Ezhibit No. 20: Mr. Fraser (Northumberland) filed the annual report of
Canadian Canners Limited for the year ended February 29, 1944.

Ezhibit No. 21: Mr. Wedd filed a copy of Agreement re Operating Charges
on Accounts in use by the Canadian Bank of Commerce. (Printed as Appendix C
to this day’s minutes of evidence.)

At 1 o’clock p.m. the Committee adjourned until Tuesday, May 30, at.
11 o’clock a.m. i ;
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Tuespay, May 30, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Cleaver, Edwards, Fontaine, Graham, Hanson (York-Sunbury), Hazen, Hill,
Jackman, Jaques, Kinley, Lafontaine, Macdonald (Brantford City), Mac-
Kenzie (Neepawa), McCann, McGeer, Mecllraith, McNevin (Victoria, Ont),
Marier, Martin, Noseworthy, Perley, Picard, Ross (St. Paul’s), Ryan, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks; Mr. S. M. Wedd, President, Canadian Bankers’ Association;
Mr. A. K. Harvie, Secretary, Canadian Bank of Commerce.

The Chairman presented a report of the sub-committee, which is as
follows:—
The sub-committee met at 4 o’clock p.m. on Friday, May 26, the
following members being present: Messrs. Moore, Blackmore, Fontaine,
Graham, Hanson, Kinley, McGeer and Noseworthy.

A great deal of consideration was given to the matter of procedure, particu-

larly in conducting meetings of the Committee, and it is recommended:

1. That all two-hour sittings of the Committee be divided into two periods
of one hour each: the first to give the general membership of the Com-
mittee an opportunity to examine the witness for a period of not more
than fifteen minutes; and the second for lengthier examinations.

2. Members who wish to examine the witness for more than fifteen minutes,
to take advantage of the second hour to do so and to notify the Chairman
before the meeting of their intention, and the Chairman will arrange
their order of precedence at his discretion.

All of which is respectfully submitted.
On motion of Mr. Kinley, the report of the sub-committee was concurred in.

The Chairman read a letter, dated May 27, from the United Farmers of
Canada, Saskatchewan Section, asking that their representative be given an
opportunity to appear before the Committee, and enclosing a written brief.

On motion of Mr. Graham, it was ordered that an invitation be extended
to the United Farmers of Canada, Saskatchewan Section, to appear before the

Committee, and that their brief be printed as Appendix A to this day’s minutes
of evidence.

The Chairman also read a letter from the Canadian Retail Federation

asking that their representative, Mr. Gilbert Jackson, be heard, and enclosing
a written brief.

On motion of Mr. Macdonald (Brantford City), it was ordered that Mr.
Jackson be invited to address the Committee, and that the Federation’s brief
be printed as Appendix B to this day’s minutes of evidence.

Examination of Mr. Wedd was continued.

It was agreed that Mr. James Stewart, Assistant General Manager,
Canadian Bank of Commerce, be called and examined regarding small loans
at the next meeting. .

At 1 o’clock, p.m., the Committee adjourned until Wednesday, May 31,
at 11 o’clock a.m.
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WebpNespay, May 31, 1944

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

Members present: Messrs. Autnier, Black (Cumberland), Blackmore,
Cleaver, Fontaine, Fraser (Northumberland, Ont.), Graham, Gray, Hanson
(York-Sunbury), Hazen, Hill, Jaques, Jean, Kinley, Lafontaine, Macdonald
(Halifax), Macdonald (Brantford City), MacKenzie (Neepawa), McGeer,
MeGibbon, Mellraith, McNevin (Vietoria, Ont.), Marier, Martin, Mayhew,
Moore, Noseworthy, Perley, Picard, Ryan, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks; Mr. James Stewart, Assistant General Manager, Canadian
Bank of Commerce; Mr. A. K. Harvie, Secretary, Canadian Bank of Commerce.

The Chairman stated that he had received a brief from Mr. G. C. Papineau-
Couture, K.C., Counsel for the Attorney-General of Quebec, with the request
that he be permitted to appear before the Committee when Clause 92 of Bill 91
is under consideration.

It was agreed that Mr. Papineau-Couture’s brief be printed as Appendix A to
this day’s minutes of evidence.

The Chairman also stated that he had received a letter, dated May 25,
from Mr. G. G. McGeer, M.P., with which was enclosed a copy of a resolution
passed by the Nepean Water Area Residents Association.

It was agreed that the Association’s resolution be printed as Appendix B
to this day’s minutes of evidence.

Mr. Lafontaine gave notice that on Friday next he intends to move that
the Committee proceed to consideration of Bill 91, clause by clause.

Mr. Stewart was called and examined.

Exhibit No. 22: Mr. McGeer filed the Statement of Current Operating
Earnings and Exzpenses and Other Information for the Ten Chartered Banks,
tabled by the Minister of Finance in the House on May 2 and published in
the Official Report of Debates at p. 2620. (Printed at p. 136 of the minutes
of evidence of May 18.)

At 1 o’clock p.m. the Committee adjourned until Thursday, June 1, at 11
o’clock.

THURSDAY, June 1, 1944.

The Standing Committee on Banking and Commerce met at 11 o’clock a.m.,
the Chairman, Mr. W. H. Moore, presiding.

Members present: Messrs. Authier, Black (Cumberland), Blackmore,
Claston, Cleaver, Edwards, Fontaine, Fraser (Northumberland, Ont) Fraser
(Peterborough West), Graham Grav Hanson (York-Sunbury), Hazen, Hill,
Jackman, Jaques, Jean Kmley, Lafon*ame Macdonald (Halzfax) MacKenzie
(Neepawa) McGeer, McIlra1th MecNevin (thom, Ont.), Moore, NoseWorthy,
Perley, Ryan Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Fmance Mr. G. F. Towers, CMG,,
Governor of the Bank of Canada; Mr. C. S. Tompkms Inspector General of



BANKING AND COMMERCE xxiil

Banks; Mr. James Stewart, Assistant General Manager, Canadian Bank of
Commerce; Mr. A. K. Harvie, Secretary, Canadian Bank of Commerce.

Examination of Mr. Stewart was concluded.

Mr. Towers was recalled and examined.

At 1 o'clock p.m. the Committee adjourned until Friday, June 2, at
11 o’clock a.m.

Fripay, June 2, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blackmore,
Fontaine, Fraser (Northumberland), Fraser (Peterborough West), Graham,
Gray, Hazen, Hill, Jackman, Jaques, Jean, Kinley, Lafontaine, Macdonald
(Halifax), Macdonald (Brantford City), MacKenzie (Neepawa), Macmillan,
MecGeer, Mellraith, McNevin (Victoria, Ont.), Marier, Martin, Maybank,
Mayhew, Moore, Noseworthy, Ryan, Slaght.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.

Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

i The Chairman read a letter, dated May 31, 1944, from the Alberta Farmers’
nion. :

On_ motion of Mr. Blackmore, it was ordered that the brief accompanying
the Union’s letter be printed as Appendix A to this day’s minutes of evidence.

Mr. Lafontaine moved that on Tuesday next, June 6, the Committee
proceed to consideration of Bill 91, clause by clause.

Mr. McGeer moved, in amendment, that Bill 91 be not considered section
by section until the Report of the Bank of Canada covering its operation for
the year 1943 and referred to this committee shall have been examined and a
report made thereon.

Discussion followed.

At 1.05 o’clock p.m. the Committee adjourned until Tuesday, June 6, at
11 o’clock a.m.

TurspAy, June 6, 1944.

The Standing Committee on Banking and Commerce met at 11 o’clock a.m.,
the Chairman, Mr. Moore, presiding. A

Members present :—Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Breithaupt, Cleaver, Edwards, Eudes, Fontaine, Fraser (Peterborough West),
Hanson, (York-Sunbury), Hazen, Hill, Jackman, Jaques, Kinley, Lafontaine,
Leclere, Macdonald (Halifaz), MacKenzie (Neepawa), McCann, McGeer,

MecGibbon, Mellraith, Martin, Maybank, Moore, Noseworthy, Picard, Ryan,
Slaght, Ward.

In attendance:—Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector General of
Banks; Mr."A. K. Harvie, Secretary, Canadian Bank of Commerce.

Mr. Ilsley read a statement regarding inner reserves of chartered banks.
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By leave of the Committee, Mr, Lafontaine withdrew his motion that on
Tuesday next, June 6, the Committee proceed to consideration of Bill 91, clause
by clause.

Mr. McGeer moved that Bill 91 be not considered section by section until
the report of the Bank of Canada covering its operations for the year 1943 and
referred to this Committee shall have been examined and a report made thereon.

Mr. Cleaver moved, in amendment, that the first hour of each sitting of
the Committee be devoted to the individual clauses of Bill 91, and that the
concluding hour be devoted to general discussion.

After discussion, and the question having been put, the amendment was
resolved in the affirmative.

Mr. Slaght moved that the chartered banks, each of which has applied to
Parliament for a ten-year renewal of their respective charters, should be
directed, and are hereby directed and required to disclose to Parliament through
this Committee, forthwith, the total aggregate amount of hidden inner reserves,
and:—

1. the source of the money;

2. the method of furnishing same to their inner hidden reserves; and

3. the details and amounts thereof for the past 15 years down to the

present time. ;

After discussion, it was agreed to allow Mr. Slaght’s motion to stand until
a subsequent meeting of the Committee.

Mr. Harvie filed the following documents, which are printed as Appendix
A to this day’s minutes of evidence:—

Ezhibit No. 23: Cost to Borrower of Personal Loans, Canadian Bank of
Commerce. '

Ezhibit No. 24: Earnings, All Personal Loan Departments, Canadian
Bank of Commerce, by Years, since Inception. 1

Ezhibit No. 25: Personal Loans made by Canadian Bank of Commerce
from Inception of Department, June, 1936, to April 30, 1944, by Divisions.

Exhibit No. 26: Personal Loans made by Canadian Bank of Commerce
from Inception of Department, June, 1936, to April 30, 1944, for the Purpose of
Assisting Borrowers in meeting Medical, Dental and Hospital Expenses.

Ezhibit No. 27: Personal Loans made since Inception of Scheme, June,
1936, to October 31, 1943, by Classification of Occupation and Purpose from
Monthly Statement Figures.

Mr. Tompkins filed:

Ezhibit No. 28: A list of firms, companies and corporations of which bank
directors are directors or partners.

At 1 o'clock p.m. the Committee adjourned until Wednesday, June 7, at
11 o’clock a.m.

WEDNESDAY, June 7, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Breithaupt, Cleaver, Fontaine, Fraser (Northumberland, Ont.), Hazen, Hill,
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Jackman, Jaques, Kinley, Lafontaine, Leclerc, MacKenzie (Neepawa),
Macmillan, McCann, McGeer, Mcllraith, Martin, Maybank, Moore, Noseworthy,
Ryan, Slaght, Ward.

In attendance: Hon. J. L. Tlsley, K.C., Minister of Finance; Dr. W. C. Clark,
C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector General
of Banks.

The Committee proceeded to consideration of Bill 91, An Act respecting
Banks and Banking, and adopted the following clauses thereof: 3, 8, 9, 12, 13, 14,
16, 17, 19, 22, 23, 24, 25, 27, 29, 30, 31, 32, 34, 35, 36, 37, 38, 39, 40, 41, 43, 44,
48 51, 52, 58, 63, 67, 69, 70, 72, 73, 74, 76, 77, 78, 79, 80, 81, 83, 84, 95, 96, 98,
99, 100, 101, 102, 103, 104, 105, 106, 109, 110, 111, 113, 118, 120, 121, 122, 123,
124, 125, 126, 127, 130, 131, 132, 133, 134, 135, 136, 137, 141, 142, 143, 144, 145,
151, 152, 153, 154, 155, 156, 158, 159, 160, 161, 162, 163, 164.

Consideration was resumed of Mr. Slaght’s motion of June 6 regarding

publication of the aggregate amount of the inner reserves of the ten chartered
banks.

Mr. Tompkins filed the following documents, which are printed as Appendix
A to this day’s minutes of evidence:—

Exhibit No. 29: Break-down of Interest, Dividends and Trading Profits on
Securities (Item 2) in Statement of Current Operating Earnings and Expenses
and Other Information for the Ten Chartered Banks for the Financial Year 1943
(Page 2620 of Unrevised Hansard, May 2, 1944).

Exhibit No. 830: Break-down of All Other Current Operating Expenses (Item
10) in Statement of Current Operating Earnings and Expenses and Other
Information for the Ten Chartered Banks for the Financial Year 1943 (Page
2620 of Unrevised Hansard, May 2, 1944) .

At 1.00 oclock, pm., the Committee adjourned until 4.00 p.m. this
afternoon.

AFTERNOON SITTING

The Committee resumed at 4 o’clock p.m., the Chairman, Mr. Moore,
presiding.

Members present: Messrs, Black (Cumberland), Blackmore, Blair, Cleaver,
Fraser (Northumberland, Ont.), Fraser (Peterborough West), Hazen, Hill,
Jackman, Jaques, Jean, Kinley, Laflamme, Lafontaine, Macdonald (Halifax),
MacKenzie (Neepawa), Macmillan, McGeer, Mecllraith, Martin, Moore,
Noseworthy, Picard, Ryan, Slaght, Ward. -

In attendance: Hon. J. L. Tlsley, K.C., Minister of Finance; Dr. W. C. Clark,
C.M.G.l; Deputy Minister of Finance; Mr. C. 8. Tompkins, Inspector General
of Banks.

Consideration of Mr. Slaght’s motion regarding inner reserves of the
chartered banks was continued.

Mr. Cleaver moved, in amendment, that the reasons expressed by the
Minister of Finance as to why, in the public interest, inner reserves of the Banks
should not be publicly disclosed are adequate; and that, in furtherance of the
amendment suggested by the Minister of Finance in his formal statement to the
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Committee on June 6 regarding inner reserves, complete information regarding
these reserves be furnished yearly to the Minister of National Revenue and the
Deputy Minister for Taxation only in addition to those who now by law
receive it.

Discussion followed.

At 6 o’clock p.m. the Committee adjourned until Friday, June 9, at
11 o’clock a.m.

Fripay, June 9, 1944.

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

Members present: Messrs. Black (Cumberland), Blackmore, Cleaver,
Edwards, Eude, Fontaine, Fraser (Northumberland), Fraser (Peterborough
West), Hazen, Hill, Jackman, Jaques, Kinley, Leclerc, Macdonald (Halifaz),
MacKenzie, (Neepawa), McCann, MecGeer, Mecllraith, McNevin (Victoria,
Ont.), Marier, Maybank, Moore, Noseworthy, Ryan, Slaght, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. 8. Tompkins, Inspector
General of Banks.

By leave of the Committee, Mr. Cleaver withdrew his amendment of June 7
to Mr. Slaght’s motion of June 6 regarding inner reserves of the chartered banks.

Consideration of Mr. Slaght’s motion was resumed.

Ezxhibit No. 31: Mr. Tompkins filed a statement of high and low prices of
Canadian Chartered Bank stocks in each of the years 1929, 1933, 1939 and 1943,
which is printed as Appendix A to this day’s minutes of evidence.

At 1 o’clock p.m. the Committee adjourned until Tuesday, June 13, at
11 o’clock a.m.

Tuesday, June 13, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Claxton, Cleaver, Eudes, Fontaine, Fraser (Peterborough West), Hanson (York-
Sunbury), Hazen, Hill, Jackman, Jaques, Lafontaine, Leclerc, Macdonald
(Halifax), Macdonald (Brantford City), MacKenzie (Neepawa), McCann,
McGeer, McGibbon, Mellraith, McNevin (Victoria, Ont.), Marier, Maybank,
Moore, Noseworthy, Picard, Ross (St. Paul’s), Ryan, Slaght.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

The Chairman read a letter, dated June 9, from the Alberta Farmers’ -
Union, with which was enclosed a resolution of the Board of Directors of that
organization dated June 8. 3

It was agreed that the resolution be printed as Appendix A to this day’s
minutes of evidence.
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Consideration of Mr. Slaght’s motion of June 6 regarding inner reserves
of the chartered banks was continued.

At 1 o’clock p.m. the Committee adjourned until Wednesday, June 14, at
11 o’clock a.m.

WeDNESDAY, June 14, 1944.

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

Members present: Messrs. Black (Cumberland), Blackmore, Blair, Cleaver,
Eudes, Fontaine, Fraser (Northumberland, Ont.), Fraser (Peterborough West),
Hanson (York-Sunbury), Hazen, Hill, Jackman, Jaques, Jean, Kinley,
Lafontaine, Leclere, Macdonald (Halifax), Macdonald (Brantford City),
MacKenzie (Neepawa), Macmillan, McGeer, McGibbon, MeIlraith, McNevin
(Victoria, Ont.), Marier, Martin, Maybank, Moore, Noseworthy, Picard, Ross
(St. Paul’s), Ryan, Slaght.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C. Clark,

C.Ml.{G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector General of
Banks.

Consideration of Mr. Slaght’s motion regarding inner reserves of chartered
banks was continued.

At 1 o’clock p.m. the Committee adjourned until Thursday, June 15, at
11 o’clock a.m.

THURSDAY, June 15, 1944.

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

Members present: Messrs. Authier, Black (Cwmberland), Blackmore, Blair,
Claxton, Cleaver, Eudes, Fontaine, Fraser (Northumberland), Fraser (Peter-
borough West), Hanson (York-Sunbury), Hazen, Hill, Jackman, Jaques,
Kinley, Lafontaine, Leclere, Macdonald (Halifax), Macdonald (Brantford
City), MacKenzie (Neepawa), Macmillan, McCann, McGeer, Mecllraith,
MecNevin (Victoria, Ont.), Marier, Martin, Maybank, Moore, Noseworthy,
Perley, Picard, Ross (St. Paul’s), Ryan, Slaght. Hoeuds

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.

Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

Consideration of Mr. Slaght’s motion regarding inner reserves of chartered
banks was continued. ;

By leave of the Committee, Mr. Slaght amended his motion, by deletion

of alldwords following the words, inner reserves of the ten chartered banks,
to read:—

That the chartered banks, each of which has applied to Parliament
for a ten-year renewal of their respective charters, should be directed,
and are hereby directed and required to disclose to Parliament through
this Committee, forthwith, the total aggregate amount of hidden inner
reserves of the ten banks.
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Mr. Hanson filed the following documents, which are printed as Appendix
A to this day’s minutes of evidence:

Ezhibit No. 32: Return of the Chartered Banks of the Dominion of
Canada, November 30, 1933, made to the Minister of Finance in conformity
with Section 112 of the Bank Act, Ch. 12, R.S. 1927.

Ezxhibit No. 33: Return of the Chartered Banks of the Dominion of
Canada, November 30, 1943, made to the Minister of Finance in conformity
with® Section 112 of the Bank Act, Ch. 24, 1934.

Mr. Tompkins filed the following document, which is printed as Appendix
B to this day’s minutes of evidence:—

Ezhibit No. 34: Statement of deposits by the public and by Dominion
and provincial governments in the chartered banks as of December 31st, in the
years 1928-43 inclusive.

At 1 o’clock p.m. the Committee adjourned until Friday, June 16, at
11 o’clock a.m.

Fripay, June 16, 1944.

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

Members present: Messrs. Black (Cumberland), Blackmore, Claxton,
Fraser (Northumberland, Ont.), Hanson (York-Sunbury), Hazen, Hill, Jackman,
Jaques, Kinley, Macdonald (Halifax), Macdonald (Brantford City), Mac-
Kenzie (Neepawa), McCann, McGeer, Mcllraith, Marier, Martin, Maybank,
Moore, Noseworthy, Perley, Ross (St. Paul’s), Ryan, Slaght.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Fmance Mr. C. 8. Tompkms, Inspector
General of Banks

Consideration of Mr. Slaght’s motion regarding inner reserves of chartered
banks was continued, and, the question having been put, it was resolved in
the negative on the following division: Yeas,—Messrs. Blackmore, McGeer,
Perley, Slaght,—4; Nays,—Messrs. Black (Cumberland), Claxton, Fraser
(Northumberland, Ont.), Hanson, (York-Sunbury), Hazen, Hill, Jackman,
Kinley, Macdonald (Halifaz), Macdonald (Brantford City), MacKenzie
- (Neepawa), McCann, Mcllraith, Mearier, Martin, Maybank, Ross (St. Paul’s),
Ryan,—18.

The Committee resumed consideration of Bill 91, and adopted  the
following clauses thereof: 4, 6, 7, 15, 18, 26, 28, 33, 45, 46 47, 49, 50, 57, 68,
71, 82, 86, 87, 108, 138, 139 147

Mr. Perley moved that section 5 subsection 1 be amended by striking
out the words fifty-four in line thlrty-one and substituting therefor the words
forty-siz.

Discussion followed.

At 1 o’clock p.m. the Committee adjourned until Tuesday, June 20, at
11 o’clock, a.m.
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TuespAYy, June 20, 1944.

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

Members present: Messrs. Authier, Blackmore, Breithaupt, Cleaver,
Coldwell, Eudes, Fontaine, Fraser (Peterborough West), Graham, Hanson
(York-Sunbury), Hazen, Hill, Jackman, Jaques, Lafontaine, MacKenzie
(Neepawa), MeCann, McGeer, McGibbon, Mellraith, Marier, Martin, Maybank,
Moore, Noseworthy, Perley, Picard, Ross (St. Paul’s), Ryan, Slaght, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. 8. Tompkins, Inspector
General of Banks; Mr. S. M. Wedd, President, Canadian Bankers’ Association.

Consideration of Mr. Perley’s motion to amend clause 5 by changing the

expiry date of the banks’ charters from July 1, 1954, to July 1, 1946, was
continued.

Mr. Wedd was recalled and questioned.

At 1 o’clock p.m. the Committee adjourned until Wednesday, June 21, at
11 o’clock a.m.

‘WeDNESDAY, June 21, 1944.

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

Members present: Messrs. Blackmore, Blair, Breithaupt, Cleaver, Eudes,
Fontaine, Fraser (Northumberland, Ont.), Fraser (Peterborough West), Graham,
Hanson (York-Sunbury), Hazen, Jackman, Jaques, Lafontaine, Macdonald
(Halifax), MacKenzie (Neepawa), McGeer, McGibbon, McNevin (Victoria,
Ont.), Marier, Maybank, Mayhew, Moore, Perley, Picard, Ryan, Slaght, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C. Clark,
C.M.G., Deputy Minister of Finance; Mr. G. F. Towers, C.M.G., Governor of
the Bank of Canada; Mr. C. S. Tompkins, Inspector General of Banks.

The. Chairman read a letter, dated June 20, from Messrs. Gowling,
MacTavish and Watt, Barristers and Solicitors, with which was enclosed a brief

%u_ll)ln;}iltted on behalf of the Government of Alberta respecting clause 92 of
i ; -

It was agreed that the brief of the Alberta Government be printed as
Appendix A to this day’s minutes of evidence.

Mr. Towers was recalled and ques'tioned.

Mr. Towers filed the following documents, which are printed as Appendix
B to this day’s minutes of evidence:

Exhibit No. 85: Names of directors of the Bank of Canada and firms of which
they are partners or directors.

Ezhibit No. 36: Statement showing advances made by the Bank of Canada
to chartered banks and banks incorporated under the Quebec Savings Bank Act.

At 1 o’clock p.m. the Committee adjourned until Thursday, June 22, at
11 o'clock a.m.
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THURSDAY, June 22, 1944.

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

Members present: Messrs. Authier, Blackmore, Breithaupt, Cleaver,
Coldwell, Eudes, Fontaine, Fraser (Northumberland), Fraser (Peterborough
West), Graham, Hanson (York-Sunbury), Hazen, Jackman, Jaques, Lafontaine,
MacKenzie (Neepawa), McGeer, Mecllraith, MeNevin (Victoria, Ont.), Marier,
Moore, Noseworthy, Perley, Picard, Ryan, Slaght, Tucker, Ward.

In attendance: Mr. D. C. Abbott, K.C., M.P., Parliamentary Assistant to
the Minister of Finance; Dr. W. C. Clark, C.M.G., Deputy Minister of Finance;
Mr. G. F. Towers, CM.G., Governor of the Bank of Canada; Mr. C. S.
Tompkins, Inspector General of Banks.

Examination of Mr. Towers was continued.

At 1 o’clock p.m. the Committee adjourned until Friday, June 23, at 11
o’clock a.m.

Fripay, June 23, 1944.

The Standing Committee on Banking and Commerce met at 11.30 a.m.,
the Chairman, Mr. Moore, presiding.

Members present: Messrs. Blackmore, Cleaver, Edwards, Fraser (Nor-
thumberland), Graham, Hazen, Jackman, Jaques, Jean, Lafontaine, McCann,
MecGeer, McIlralth Ma.rtln Mayhew Moore Noseworthy, Perley, Ryan Slaght
Ward.

In attendance: Mr. D. C. Abbott, K.C., M.P., Parliamentary Assistant to
the Minister of Finance; Mr. G. F. Towers, C.M.G., Governor of the Bank of
Canada; Mr. C. S. Tompkins, Inspector General of Banks.

Examination of Mr. Towers was continued.

On motion of Mr. Jaques, it was ordered that a letter from the Alberta
Farmers’ Union, dated June 21, 1944, to Mr. Jaques be printed as Appendix A
to this day’s minutes of evidence.

At 1 o’clock p.m. the Committee adjourned until Tuesday, June 27, at
11 o’clock a.m.

TuEespay, June 27, 1944.

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

Members present: Messrs. Black (Cumberland), Blackmore, Cleaver,
Coldwell, Eudes, Fontaine, Fraser (Peterborough West), Graham, Gray, Hanson
(York- Sunbury) Hazen, Jackman Jaques, Jean, Macdonald (Brantford Catar),
MacKenzie (Necpawa) McCann McGeer McIlralth McNevin (Vietoria, Ont.),
Marier, Martin, Moore, Noseworthv Perley Ross (St Paul’s), Ryan, Slaght
Tucker

3 In attendance: Hon. J. L. Tlsley, K.C., Minister of Finance; Dr. W. C. Clark,
C.M.G., Deputy Minister of Finance; M. G. F. Towers, CMG Governor of
the Bank of Canada; Mr. C. S. Tompklns Inspector General of Banks.

Examination of Mr. Towers was continued.
At 1 o’clock p.m. the Committee adjourned until Wednesday, June 28, at
11 o’clock a.m.
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WEeDNESDAY, June 28, 1944.

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

Members present: Messrs. Black (Cumberland), Blackmore, Breithaupt,
Cleaver, Coldwell, Eudes, Fraser (Northumberland), Fraser (Peterborough
West), Graham, Gray, Hanson (York-Sunbury), Hill, Jackman, Jaques,
Kinley, Lafontaine, Macdonald (Brantford City), McGeer, McNevin (Victoria
Ont.), Marier, Maybank, Moore, Noseworthy, Perley, Picard, Ryan, Slaght,
Tucker.

In attendance: Hon. J. L. Ilsley, K. C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks; Mr. S. M. Wedd, President, Canadian Bankers’ Association;
Mr. Robert Rae, General Manager, The Dominion Bank.

The Committee resumed consideration of Bill 91 and adopted the following
clauses: 11, 21, 42, 60, 62, 65, 66, 85, 107, 114, 115, 116, 119, 128, 148, 157.

On motion of Mr. McGeer, it was ordered that Exhibit No. 28, List of firms,
companies and corporations of which bank directors are directors or partners,
be printed as Appendix A to this day’s minutes of eyidence.

The Chairman stated that he had received a letter from the General
Accountants Association making certain representations in respect to clause 55,

and it was ordered that it be printed as Appendix B to this day’s minutes of
evidence.

Mr. Jackman moved that clause 10 be amended by striking out the words
One Hundred Dollars each and substituting therefor the words Ten Dollars each.

After discussion, and the question having been put, the motion was resolved
in the affirmative.

Clause 10, as amended, was adopted.

The Committee adjourned until Friday, June 29, at 11 o’clock a.m.

Fripay, June, 30, 1944.

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

Members present: Messrs. Black (Cumberland), Blackmore, Breithaupt,
Graham; Hanson (York-Sunbury), Hill, Jackman, Jaques, Jean, Kinley, Lafon-
taine, Macdonald (Brantford City), McCann, McGeer, McNevin (Victoria,
Ont.), Martin, Maybank, Mayhew, Moore, Noseworthy, Perley, Ryan, Tucker.

In attendance: Hon. J. L. Isley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. G. F. Towers, C.M.G., Gover-
nor of the Bank of Canada; Mr. C. 8. Tompkins, Inspector General of Banks.

Examination of Mr. Towers was resumed.

Dr. Clark was recalled and examined.

At 1 o’clock, p.m., the Committee adjourned until Tuesday, July 4, at
11, o’clock, a.m. :
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Tuespay, July 4, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Cleaver, Coldwell, Eudes, Fraser (Peterborough West), Graham, Hanson
(York-Sunbury), Hazen, Hill, Jackman, Jaques, Jean, Kinley, Lafontaine,
Maecdonald (Halifax), Macdonald (Brantford City), MecGeer, McGibbon,
McNevin (Victoria, Ont.), Mayhew, Moore, Perley, Picard, Ross (St. Paul’s),
Ryan, Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C. Clark,
C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector General of
Banks.

Examination of Dr. Clark was continued.

At 1 o’clock p.m. the Committee adjourned until Wednesday, July 5, at
11 o’clock a.m.

Jury, 5, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Breithaupt, Cleaver, Coldwell, Eudes, Fraser (Northumberland), Graham,
Gray, Hanson (York-Sunbury), Hazen, Hill, Jackman, Jaques, Jean, Kinley,
Lafontaine, McGeer, McGibbon, MeclIlraith, MceNevin (Victoria, Ont.), Marier,
Moore, Perley, Ross (St. Paul’s), Ryan, Slaght, Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks; Mr. F. T. Appleby, President, and Mr. G. R. Bickerton,
Director, United Farmers of Canada, Saskatchewan Section.

Mr. Appleby was called and made a brief statement.
~Mr. Bickerton was called, heard and questioned.

At 1 o'clock p.m. the Committee adjourned until this afternoon at 4
o’clock.

AFTERNOON SITTING

The Standing Committee on Bankipg and Commerce resumed at 4 o’clock
p.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Black (Cumberland), Blackmore, Breithaupt,
Cleaver, Graham, Gray, Hazen, Hill, Jaques, Kinley, Lafontaine, Leclere,
McGeer, Mcllraith, McNevin (Victoria, Ont.), Martin, Moore, Noseworthy,
Perley, Ryan, Slaght, Tucker.

In attendance: Dr. W. C. Clark, C.M.G., Deputy Minister of Finance;
Mr. C. S. Tompkins, Inspector General of Banks; Mr. F. T. Appleby, President,
and Mr. G. R. Bickerton, Director, United Farmers of Canada, Saskatchewan
Section. .

Examination of Mr. Bickerton was continued.

At 6.15 o’clock p.m. the Committee adjourned until Thursday, Juiy 6 at
11 o’clock a.m. v ‘
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Tuurspay, July 6, 1944.

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

Members present: Messrs. Black (Cumberland), Blackmore, Breithaupt,
Cleaver, Fraser (Northumberland), Fraser (Peterborough West), Graham,
Gray, Hazen, Hill, Jackman, Jean, Kinley, Lafontaine, Leclerc, Macdonald
(Brantford City), McGeer, Mecllraith, McNevin (Victoria, Ont.), Mayhew,
Moore, Noseworthy, Perley, Ryan, Slaght, Tucker.

In attendance: Dr. W. C. Clark, C.M.G., Deputy Minister of Finance; Mr.
C. 8. Tompkins, Insector General of Banks; Mr. F. T. Appleby, President, and
Mr. G. R. Bickerton, Director, United Farmers of Canada, Saskatchewan Section.

Examination of Mr. Bickerton was concluded.

At 1 o'clock p.m. the Committee adjourned until Friday, July 7, at 11
o’clock a.m.

Fripay, July 7, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blackmore,
Fraser (Northumberland), Fraser (Peterborough West), Graham, Gray, Hazen,
Jackman, Kinley, Lafontaine, McCann, McGeer, Mecllraith, McNevin (Victoria,
Ont.), Moore, Noseworthy, Perley, Ross (St. Paul’s), Ryan, Slaght, Tucker.

In attendance: Hon, J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks; Mr. G. T. Clarkson, C.A.

The Committee proceeded to consideration of clause 55 of Bill No. 91.
Mr. Clarkson was called and examined.

At 1 o’clock p.m. the Committee adjourned until Tuesday, July 11, at
11 o’clock a.m.

. TuespAy, July 11, 1944.

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

Members present: Messrs. Black (Cumberland), Blair, Breithaupt, Cleaver,
Fraser (Northumberland), Fraser (Peterborough West), Graham, Gray, Hazen,
Jackman, Jaques, Lafontaine, Leclerc, Macdonald (Brantford City), McCann,

McGeer, Mcllraith, Marier, Mayhew, Moore, Noseworthy, Perley, Picard, Ryan,
Slaght, Ward.

In attendance: Hon. J. L. Tlsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

o Tlfle Committee resumed consideration of Bill No. 91 and adopted Clause 55
ereof.

22047—3
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Mr. Graham moved that Clause 56 be amended by inserting a new subsection
immediately after Subsection (8) as follows:—

Where in the opinion of the Minister an amount set aside or reserved
by any bank out of income, either by way of write-down of the value of
assets or appropriation to any contingency reserve or contingent account
for the purpose of meeting losses on loans, bad or doubtful debts,
depreciation in the value of assets other than bank premises or other
contingencies, is in excess of the reasonable requirements of the bank
having regard to all the circumstances, the Minister shall notify the
Minister of National Revenue and the Deputy Minister of National
Revenue (Taxation) of the amount so set aside and of the amount of
such excess, but nothing in this subsection shall be construed to give the
Minister any jurisdiction over the discretion of the directors of the bank
with regard to amounts set aside, reserved or transferred to any reserve
or other fund from income upon which taxes have been assessed under
the Income War Tax Act or the Excess Profits Tax Act, 1940.

Mr. Slaght moved, in amendment, that the new subsection to be inserted
immediately after Subsection (8) provide that the bank may continue as here-
tofore to treat as operating expenses, and deduct from gross earnings, the actual
losses incurred by the bank during its fiscal year, but hereafter shall, with respect
to any sum or sums set aside or reserved out of income for future possible losses
which may or may not ever be incurred—whether the same are set aside or
reserved, either by way of write-down of the value of assets, or by appropriation
to any contingency or inner reserve or contingent or inner account for the
purpose of meeting future losses on loans or doubtful debts, or depreciation in
the value of assets, other than bank premises, or for any other future contin-
gencies which may or may not occur—be required to pay taxes thereon in the
fiscal year in which the earnings from which such sum or sums accrue.

Discussion followed.

At 1140 a.m. the Committee adjourned until Wednesday, July 12, at 11
o’clock a.m.

WepNESDAY, July 12, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blair, Breithaupt,
Cleaver, Fraser (Northumberland), Fraser (Peterborough West), Graham, Gray,
Hanson (York-Sunbury), Hazen, Jackman, Jaques, Jean, Lafontaine, Leclerc,
Macdonald (Brantford City), Macmillan, McCann, MecGeer, McGibbon,
Mellraith, Mayhew, Moore, Noseworthy, Perley, Picard, Ryan, Slaght, Ward.

In attendance: Mr. D. C. Abbott, K.C., Parliamentary Assistant to the
Minister of Finance; Dr. W. C. Clark, C.M.G., Deputy Minister of Finance;
Mr. C. S. Tompkins, Inspector General of Banks.

The Committee resumed consideration of Bill No. 91, clause by clause.

Mr. Graham moved that Subsection 7 of Clause 61 be amended by deleting
the words five days at line twenty-five and substituting therefor the words
thirty days.

After discussion, and the question having been put, the motion was resolved
in the affirmative.
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Clause 61, as amended, and Clause 64 were adopted.

Mr. Jackman moved that Subsection (1) of Clause 97 be amended by
deleting the words five hundred dollars at line fourteen and substituting there-
for the words one thousand dollars.

The question having been put, the motion was resolved in the affirmative.

v

Clause 97, as amended, was adopted.

At 1 o’clock p.m. the Committee adjourned until Thursday, July 13, at
11 o’clock a.m.

TrURSDAY, July 13, 1944.

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

Members present: Messrs. Authier, Black (Cumberland), Blair, Cleaver,
Fraser (Northumberland, Ont.), Fraser (Peterborough West), Graham Gray,
Hanson (York- Sunbury), Hazen Jackman, Jaques, Jean, Laflamme; Lafontame
Macdonald (Brantford City), McGeer McNevm (thona Ont) Marler,
Moore, Noseworthy, Perley, Picard, Rya.n Slaght, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Mr. D. C.
Abbott, K.C., Parliamentary Assistant to the Minister of Fmance Dr. W. C.

Clark, CMG Deputy Minister of Finance; Mr. C. S. Tompkms, Inspector
General of Banks.

The Committee resumed consideration of Bill No. 91.

Dr. Clark was further examined.

The Chairman having ruled that some remarks of Mr. McGeer were
irrelevant and out of order, Mr. McGeer appealed the said ruling. The
Chairman’s ruling was sustained on the following division: Yeas,—Messrs.
Cleaver, Fraser (Northumberland, Ont.), Graham, Gray, Hanson (York-
Sunbury), Hazen, Jackman, Lafontaine, Macdonald (Brantford City), McNevin
( Vzctorza, Ont.), Maner, Noseworbhy, Perle) Ryan, Slaght, Ward—16; Nays,—
Messrs. Jaques, McGeer—2.

Clauses 54, 129 and 140 were adopted.

At 1 o’clock p.m, the Committee adjourned until this afternoon at 4 o’clock.

AFTERNOON SITTING

The Committee resumed at 4 o’clock, the Chairman, Mr. Moore, presiding.

Members present: Messrs. Blair, Breithaupt, Cleaver, Edwards, Eudes,
Fraser (Northumberland, Ont.), Graha,m Gray, Hanson ( York-Sunbury) Hazen
Jaques, Jean, Laflamme, Lafontame Macdonald (Brantford Caity), Macmxllan

McGreer McIlralth McNevin ¢ thona Ont.), Moore, Noseworthy, Perley, Ryan,
Slaght, Ward.

S DL
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In attendance: Dr. W. C. Clark, C.M.G., Deputy Minister of Finance;
Mr. C. 8. Tompkins, Inspector General ‘of Banks Mr. P. K. Heywood, President,
Canadian Retail Federation; Mr. Gilbert E. Jackson.

The Committee resumed consideration of Bill No. 91.

After discussion, and the question having been put, Mr. Slaght’s amendment
of July 11 to Mr. Graham’s amendment of the same date to clause 56 was
negatived.

Discussion following on Mr. Graham’s amendment to clause 56, it was
agreed that it stand until the Minister of Finance could be present.

Mr. Heywood was called, heard and questioned.
Mr. Jackson was called and questioned.

Ezhibit No. 37: Mr. Jackson filed Sidelights on the Great Depression, which
is printed as Appendix A to this day’s minutes of evidence.

At 545 o’clock pm. the Committee adjourned until Friday, July 14, at
11 o’clock a.m.

Frmay, July 14, 1944.

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

Members present: Messrs. Authier, Eudes, Fraser (Northumberland),
Graham, Gray, Hanson (York-Sunbury), Hazen, Jaques, Laflamme, Lafontaine,
Macdonald (Brantford City), McCann, McGeer, McIlraith, McNevin (Victoria,
Ont.), Martin, Moore, Noseworthy, Perley, Picard, Ryan, Slaght, Ward.

In attendance: Hon. J. L. Ilsley K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Flnance Mr. C. S. Tompkms Inspector
General of Banks Mr. P. K. Heywood, Pre31dent Canadian Retail Federation;
Mr. Gilbert E.-Jackson.

‘Examination of Mr. Jackson was continued.

At 1 o’clock p.m. the Committee adjourned until Monday, July 17, at
11.30 o’clock a.m.

Monxbpay, July 17, 1944.

The Standing Committee on Banking and Commerce met at 11.45 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Blair, Cleaver, Fraser (Peterborough West),
Graham, Gray, Hanson (York-Sunbury), Hazen, Jackman, Jaques, Macdonald
(Halifaz), McGeer, Mecllraith, Moore, Noseworthy, Perley, Ryan, Slaght,
Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Fmance Mr. C. S. Tompkms, Inspector
General of Banks Mr. Gilbert E. Jackson.

Exhibit No. 38: Mr. Slaght filed a statement of moneys loaned by the
Chartered Banks, being all loans in Canada (inclusive of loans to provincial
governments and municipalities) and abroad for certain years from 1926 to
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1943, which is printed as Appendix A to this day’s minutes of proceedings and
evidence.

The Chairman stated that he had received a brief from the Workers’
Educational Association of Canada regarding Clause 91 of Bill 91. It was

ordered that this brief be printed as Appendix B to this day’s minutes of
evidence.

Examination of Mr. Jackson was continued.

At 1.00 o’clock, p.m., the Committee adjourned until this afternoon at
4.00 o’clock.

AFTERNOON SITTING

The Committee resumed at 4.00 o’clock, p.m., the Chairman, Mr. Moore,
presiding,

Members present: Messrs. Blair, Cleaver, Edwards, Fraser (Peterborough
West), Gray, Graham, Hanson (York-Sunbury), Hazen, Jackman, Jaques,
Kinley, Macdonald (Halifax), McCann, McGeer, McIlraith, Mayhew, Moore,
Noseworthy, Perley, Ryan, Slaght, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks, Mr. Gilbert E. Jackson.

Examination of Mr. Jackson was concluded.

At 6.35 o’clock, p.m., the Committee adjourned until Tuesday, July 18, at
11.30 o’clock, a.m.

Tugspay, July 18, 1944.

The Standing Committee on Banking and Commerce met at 11.40 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Black (Cumberland), Blair, Cleaver, Edwards,
Eudes, Fraser (Northumberland), Graham, Gray, Hanson (York-Sunbury),
Hazen, Jackman, Jaques, Jean, Kinley, Laflamme, Lafontaine, Macdonald
(Brantford City), Macmillan, McCann, MecGeer, MecGibbon, Mellraith,

McNevin (Victoria, Ont.); Marier, Mayhew, Moore, Noseworthy, Perley, Picard,
Ross (St. Paul’s), Ryan, Slaght, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.

Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

The Committee resumed consideration of Mr. Graham’s motion of July
11th that Clause 56 of Bill 91 be amended by inserting a new subsection
immediately after subsection (8) as follows:—

Where in the opinion of the Minister an amount set aside or reserved
by any bank out of income, either by way of write down of the value of
assets or appropriation to any contingency reserve or contingent account
for the purpose of meeting losses on loans, bad or doubtful debts,
depreciation in the value of assets other than bank premises or other
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contingencies, is in excess of the reasonable requirements of the bank
having regard to all the circumstances, the Minister shall notify the
Minister of National Revenue and the Deputy Minister of National
Revenue (Taxation) of the amount so set aside and of the amount of
such excess, but nothing in this subsection shall be construed to give
the Minister any jurisdiction-over the discretion.of the directors of the
bank with regard to amounts set aside reserved or transferred to any
reserve or other fund from income upon which taxes have been assessed
under the Income War Tax Act or the Excess Profits Tax Act, 1940.

After discussion, and the question having been put, the motion was resolved
in the dffirmative.

Clause 56, as amended, was adopted.

Mr. Slaght moved that Clause 59 be amended by striking out in the second
line thereof the word five and substituting therefor the words one hundred, and
by inserting before the word deposit, in the third line thereof, the word demand;
and

That a new subsection be added to Clause 59 to read as follows:—
The bank shall not make loans to the Government of the Dominion
of Canada or any Department thereof.

At 1 o’clock p.m. the Committee adjourned until this afternoon at 4
o’clock.

AFTERNOON SITTING

The Committee resumed at 4.10 o’clock p.m., the Chairman, Mr. Moore,
presiding.

Members present: Messrs. Black (Cumberland), Blair, Cleaver, Eudes,
Fraser (Northumberland), Graham, Gray, Hanson (Yorlc Sunbury) Jackman,
Jaques, Jean, Kinley, Laﬂamme Laffontame, Macdonald (Brantford City),
McGeer, McGibbon, Mellraith, "McNevin (Vactoria, Ont.), Marier, Moore,
Noseworthy, Perley, Picard, Ross (St. Paul’s), Ryan, Slaght.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Fmance Mr. C. S. Tompkms, Inspector
General of Banks.

Consideration of Mr. Slaght’s motion was continued.

At 6.00 o’clock p.m., the Committee adjourned until Wednesday, July 19,
at 11.30 a.m,

‘WEeDNESDAY, JULY 19, 1944.

The Standing Committee on Banking and Commerce met at 11.40 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Black (Cumberland), Cleaver, Fraser (North-
umberland), Fraser (Peterborough West). Graham, Gray, Hazen, Jaques, Jean,
Kinley, Laflamme, Lafontaine, Macdonald (Brantford City), Macmillan,
McCann, MecGeer, Marier, Mayhew, Moore, Noseworthy, Perley, Ross (St.
Paul’s), Ryan, Slaght, Ward.

S . p—
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In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

Consideration of Mr. Slaght’s motion to amend Clause 59 of Bill 91 was
continued.

At 1.00 o’clock p.m., the Committee adjourned until this afternoon at
4.00 o’clock.

AFTERNOON SITTING

The Committee resumed at 4.10 o’clock p.m., the Chairman, Mr. Moore,
presiding.

Members present: Messrs. Black (Cumberland), Blair, Cleaver, Edwards,
Fraser (Northumberland), Graham, Gray, Hazen, Jackman, Jaques, Laflamme,
Lafontaine, Macdonald (Brantford City), McCann, McGeer, Mcllraith, Nose-
worthy, Moore, Perley, Ross (St. Paul’s), Ryan, Slaght, Tucker, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.

Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

Consideration of Mr. Slaght’s motion was continued.
At 6.00 o’clock p.m., the Committee adjourned until Thursday, July 20

at 11.30 am.

TaUrsDAY, July 20, 1944.

The Standing Committee on Banking and Commerce met at 11.53 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Black (Cumberland), Blair, Cleaver, Edwards,
Eudes, Fraser (Northumberland), Fraser (Peterborough West), Graham, Gray,
Hanson (York-Sunbury), Hazen, Jackman, Jaques, Kinley, Laflamme, Lafon-
taine, Macdonald (Brantford City), McCann, McGeer, McNevin (Victoria,

Ont.), Marier, Martin, Mayhew, Moore, Noseworthy, Perley, Ryan, Slaght,
Tucker, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.

Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector-
General of Banks.

. Exhibit No. 39: Mr. Tompkins filed a breakdown of Item 7 of Exhibit 22,
which is printed as Appendix A to this day’s minutes of evidence.

Consideration of Mr. Slaght’s motion to amend-Clause 59 of Bill 91 was

~continued.

At 1 o’clock p.m. the Committee adjourned until 4 o’clock this afternoon.

AFTERNOON SITTING

The Committee resumed at 4 o’clock p.m., the Chairman, Mr. Moore,
presiding.
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Members present: Messrs. Black (Cumberland), Blair, Cleaver, Fraser
(Northumberland), Fraser (Peterborough West), Graham, Hazen, Jackman,
Jaques, Jean, Kinley, Laflamme, Lafontaine, Macdonald (Halifax), Macdonald
(Brantford City), McCann, McGeer, Mecllraith, McNevin (Victoria, Ont.),
Mayhew, Moore, Noseworthy, Perley, Ross (St. Paul’s), Ryan, Slaght, Tucker,
Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector-
General of Banks; Mr. B. C. Gardner, General Manager, Bank of Montreal.

The Chairman stated that he had received a brief from Mr. Paul A. Fisher
of Burlington, Ontario, President of the Halton County Branch of the Ontario
Federation of Agriculture.

On motion of Mr. Cleaver, it was ordered that Mr. Fisher’s brief be printed
as Appendix B to this day’s minutes of evidence.

Ezhibit No. 40: Mr. McGeer filed a copy of his pamphlet The Conquest of
Poverty.

Mr. Gardner was called, heard and questioned.
At 6 o’clock p.m. the Committee adjourned until this evening at 8.30 o’clock.

EVENING SITTING

The Committee resumed at 8.35 o’clock p.m., the Chairman, Mr. Moore,
presiding.

Members present: Messrs. Blair, Cleaver, Fraser (Northumberland),
Graham, Hazen, Jackman, Jaques, Kinley, Laflamme, Lafontaine, McCann,
McGeer, McNevin (Victoria, Ont.), Martin, Mayhew, Moore, Noseworthy,
Perley, Picard, Ross (St. Paul’s), Ryar, Slaght, Ward.

In attendance: Mr. D. C. Abbott, K.C., Parliamentary Assistant to the
Minister of Finance; Dr. W. C. Clark, C.M.G., Deputy Minister of Finance;
Mr. C. S. Tompkins, Inspector General of Banks; Mr. B. C. Gardner, General
Manager, Bank of Montreal.

Examination of Mr. Gardner was concluded.

Consideration of the clauses of Bill 91 was resumed.

The question having been put, Mr. Slaght’s motion of July 18 to amend
clause 59 was resolved in the negative.

Clause 59 was adopted.

Mr. McGeer moved that clause 75 be amended by adding thereto a new
subsection providing that it shall be unlawful for any chartered bank to create
and issue bank deposit credit in the place of, or as a substitute for, the lawful
currency and coinage of the Dominion of Canada unless the amount so created
and issued has been authorized by a Board consisting of The Governor of the
Bank of Canada, The Minister of Finance and The Prime Minister.

The question having been put, the motion was resolved in the negative.

Clauses 75, 93, 94, 112 and 117 were adopted.

On motion of Mr. Graham, it was resolved that clause 146 be amended by
deleting the word of at the beginning of line three on page seventy-eight and by
substituting therefor the words not exceeding.

Clause 146, as amended, was adopted.
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On motion of Mr. Graham, it was resolved that clause 150 be amended by
inserting the word receipt after the word warehouse at line two of page seventy-
nine.

Clause 150, as amended, was adopted.

At 10.20 o’clock p.m., the Committee adjourned until Friday, July 21, at
11.30 o’clock a.m. .

Fripay, July 21, 1944.

The Standing Committee on Banking and Commerce met at 11.45 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Blair, Claxton, Cleaver, Fraser (Northumber-
land), Graham, Hazen, Jackman, Jaques, Jean, Kinley, Lafontaine, Macdonald
(Brantford City), McCann, McGeer, McIlraith, Nevin (Victoria, Ont.), May-
hew, Moore, Noseworthy, Perley, Ross (St. Paul’s), Ryan, Tucker, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C:.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks; Mr. David W. Mundell, Counsel, Department of Justice;
Mr. G. C. Papineau-Couture, K.C., representing the Attorney General of Quebec.

Consideration of Bill 91 was continued.

Mr. Papineau-Couture was called, heard and examined regarding Clause 92.
Mr. Mundell was called and examined.

At 1 o’clock p.m., the Committee adjourned until this afternoon at 4 o’clock.

AFTERNOON SITTING

The Committee resumed at 4.20 o’clock p.m., the Chairman, Mr. Moore,
presiding,.

Members present: Messrs. Blair, Cleaver, Graham, Hazen, Jackman,
Jaques, Kinley, Macdonald (Brantford City), McGeer, Mcllraith, McNevin
(Vietoria, Ont.), Martin, Mayhew, Mcore, Perley, Ross (St. Paul’s), Tucker.

In attendance: Hon. J. L. Ilsley, K.C.; Dr. W. C. Clark, CM.G.; Mr. C. S.
Tompkins, Inspector General of Banks; Mr. S. G. Dobson, General Manager,

The Royal Bank of Canada; Mr. H. T. Jaffray, General Manager, Imperial Bank
of Canada.

On motion of Mr. Graham, it was resolved that paragraph (e) of clause 2
be amended by deleting the words goods, wares or merchandise appearing at

lines one and two thereof and substituting the words goods, wares and mer-
chandise.

On motion of Mr: Graham, it was resolved that paragraph (b) of clause 2
be amended by adding the words washing machines after the word churns in
line nineteen, and by adding the words and cooking after the word heating in
line twenty, and by adding the words or use in the farm home after the words
farming operations in line twenty-one.

On motion of Mr. Graham, it was resolved that paragraph (z) of clause 2
be amended by deleting the words goods, wares or merchandise in subparagraph
22047—4
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(i) at lines thirty-three and thirty-four, and in subparagraph (ii) at line forty,
and substituting therefor the words goods, wares and merchandise.

Clause 2, as amended, was adopted.
Mr. Dobson was called and examined regarding clause 20.

On motion of Mr. Graham, it was resolved that subsection (1) of clause 20
se amended by adding thereto the following:—
provided that in the case of not more than one-quarter of the number
of directors the minimum requirements of subscriptions to stock in
paragraphs (a), (b) and (¢) above shall be reduced to $1,500, $2,000 and
$2,500 respectively.

Clause 20, as amended, was adopted.

By leave of the Committee, Mr. Graham moved and it was resolved that
subsection (2) of clause 11 be amended by adding thereto the following:—

provided that in the case of not more than one-quarter of the number
of provisional directors the minimum requirements of subscriptions to
stock in paragraphs (a), (b) and (¢) above shall be reduced to $1,500,
$2,000 and $2,500 respectively.

Clause 11, as amended, was adopted.

On motion of Mr. Graham, it was resolved that clause 53 be amended by
adding two new subsections after subsection (8) as follows:—

The bank shall within such period after the end of each financial
year of the bank as may be preseribed by the Minister from time to
time, transmit or deliver to the Minister for the purposes of the state-
ment referred to in the next succeeding subsection a return of current
operating earnings, expenses and other information in the form set
forth in Schedule Q to this Act.

As soon as may be practicable after the receipt by the Minister in
each year of the returns required by the next preceding subsection he
shall cause to be prepared a statement showing under each heading
contained in the form set out in Schedule Q to this Act the total arrived
at by adding together the amounts shown under such heading in the
said returns made by the banks and such statement shall thereupon
be published in the Canada Gazette and shall be laid before Parliament
within fifteen days, or if Parliament is not then sitting, within fifteen
days after the beginning of the next session.

Clause 53, as amended, and clause 88 were adopted.

On motion of Mr. Graham it was resolved that subsection (1) of clause 89
be amended by deleting the words the two next following subsections in line
forty-nine on page fifty and substituting therefor the words subsections (2)
and (3) of this section; and that the said subsection be further amended by
adding the words eighty-eight after the words the said section in line eight on
page fifty-one of the said Bill.

Mr. Jaffray was called and examined regarding subsection (4) of clause 89.

On motion of Mr. Cleaver, it was resolved that subsection (4) (a) (ii) of
clause 89 be amended by inserting the words at least two days prior to such
sale after the word sale 1n line twenty-six of page fifty-two.

On motion of Mr. Graham, it was resolved that subsection (7) of clause 89
be amended by deleting “(f), (g) or (k)” in line thirty-one on page fifty-three
and substituting therefor “(f), (g), (k) or (¢).”

Clause 89, as amended, and Clause 90 were adopted.
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By leave of the Committee, Mr. Graham moved, and it was resolved that
subsection (1) of clause 118 be amended by inserting the words subsection (9)
of section fifty-three and after the words pursuant to in line thirty-six.

Clause 118, as amended, was adopted.

At 6 o’clock p.m. the Committee adjourned until Monday, July 24, at 11.30
o'clock a.m. :

MonpAy, July 24, 1944.

The Standing Committee on Banking and Commerce was convened at
11.30 o’clock a.m. At 11.55 o’clock a.m., the number of members assemb}ed
being insufficient to form a quorum, the Chairman adjourned the meeting
until Tuesday, July 25, at 11.30 o’clock a.m.

Tuespay, July 25, 1944.

The Standing Committee on Banking and Commerce met at 11.40 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Authier, Black (Cumberland), Blair, Breithaupt,
Claxton, Cleaver, Edwards, Eudes, Fraser (Northumberland), Fraser (Peter-
borough West), Graham, Hanson (York-Sunbury), Hazen, Hill, Jackman, Jean,
Lafontaine, Macdonald (Brantford City), McCann, McGeer, McIlraith, Marier,
Mayhew, Moore, Perley, Picard, Ryan, Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. G. C. Papineau-Couture, K.C.,

representing the Province of Quebec; Mr. David W. Mundell, Counsel, Depart-
ment of Justice. '

Consideration of the clauses of Bill 91 was continued.

By leave of the Committee, Mr. Graham moved, and it was resolved

that clause 144 be amended by deleting the word “of” in line twenty-six and
substituting the word “to”.

Clause 144, as amended, and clause 149 were adopted.

By leave of the Committee, Mr. Graham moved, and it was resolved that

Clause 152 be amended by deleting the words “bill, note” in lines twenty-three
and twenty-nine.

Clause 152, as amended, was adopted.

By leave of the Committee, Mr. Graham moved, and it was resolved that
clause 153 be amended by inserting the words “as shown by the records of the
bank” between the words “holder” and “at least” in line forty-two.

Clause 153, as amended, was adopted.

By leave of the Committee, Mr. Graham moved, and it was resolved that

clause 15 (1) be amended by inserting the following paragraph immediately
after paragraph (a):

(b) subsection nine of section fifty-six.
Clause 157, as amended, was adopted.

Schedules A, B, C, D, E, F, G, H, I, J and K were 'adfopted. :
22047—43
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On motion of Mr. Graham it was resolved that Schedule L. be amended
by deleting the words “and provincial” in Item 12 and in Item 13 of assets;
and by inserting the following items immediately after Item 13 of Assets:—

Provincial government direct and guaranteed securities maturing
within two years, not exceeding market value .................oo00t
Other provincial government direct and guaranteed securities, not

excoeding markell Valie ... ot e s ca ey
Schedule L, as amended, and Schedules M and N were adopted.

On motion of Mr. Graham, it was resolved that Schedule O be amended
by deleting the words “in the United Kingdom and foreign countries” and substi-
tuting therefor “elsewhere than in Canada” in Item 12 of Liabilities; by delet-
ing the words “and provincial” in Item 9 and Item 10 of Assets; and by inserting
the following items immediately after Item 10 of Assets:

Provincial government direct and guaranteed securities maturing
within two years, not exceeding market value ....................

Other provincial government direct and guaranteed securities, not
exceeding 1OATKel VRIS - ..o of o no vy oo« sio o oibiare voiciais d's s

Schedule O, as amended, and Schedule P were adopted.

On motion of Mr. Graham, it was resolved that the following be added
as Schedule Q:—

SCHEDULE Q

(Section 53(9))
Return of current operating earnings and expenses and other informa-

tiomoft e bR AR Sl re U de e SR d Sl - St Bank for the financial
yearaided . 30 LIIRERE A0 19. ... made in accordance with the provi-
sions of subsection one of section one hundred and eighteen of the Bank
Act.

Amount

Current Operating Earnings:

(1) Interest and discount on loans....................... $

(2) Interest, dividends and trading profits on securities . ...

(3) Exchange, commission, service charges and other current
ODOEAING., CALTINER, o iy s dtlertavis v ol hmts » SRR N

(4) Total current operating earnings ....................

Current Operating Expenses:

(G)rintereif ot Qeposites s . DRl ST L BVTOR. WU, S
(6) Remuneration to employees ............ccovvuiann.
N e AT ey e e e R G S I B
(8) Contributions to pension fund .....................
(9) Provision for depreciation of bank premises .........
(10 All other current operating expenses (exclusive of losses or

specific provision for losses or for general contingencies)

(11) Total current operating expenses (exclusive of losses or
specific provision for losses or for general contingencies)
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Supplementary Information:

(1%) “Dividends“to-sharetiolders it (L0880 T ML L o0 $

(13) Net amount, of current operating earnings available for
losses, or specific provision for losses, and for general
CORtIDBENGIes: T St e AR el S e o s e SR $

(14) Net amount of capital profits, including non-recurring
PRORTR] i h Mt s hlisaitn Tred b S e i

(15) Average annual amount required for losses or specific
provision for losses on loans, investments and other
assets, less recoveries during the fifteen financial years
ending with the year to which this return relates ...... $

Mr. Papineau and Mr. Mundell were recalled and examined regarding
clause 92.

At 1.15 o’clock p.m., the Committee adjourned until this afternoon at 4.30
o’clock.

AFTERNOON SITTING

The Committee resumed at 4.45 o’clock p.m., the Chairman, Mr. Moore,
presiding. %

Members present: Messrs. Authier, Black (Cumberland), Blair, Breithaupt,
Cleaver, Edwards, Eudes, Frasere (Northumberland), Fraser (Peterborough
West), Graham, Hanson (York-Sunbury), Hazen, Hill, Jackman, Jean, Lafon-
taine, Macdonald (Halifax), Macdonald (Brantford City), McCann, Mecllraith,
Marier, Maybank, Mayhew, Moore, Perley, Picard, Ryan, Tucker, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. G. C. Papineau-Couture, K.C.,

representing the Province of Quebec; Mr. David W. Mundell, Counsel, Depart-
ment of Justice.

Consideration of the clauses of Bill 91 was continued.

Mr. Graham moved that subsection (4) of clause 92 be deleted and the
following substituted therefor:—

(4) Upon payment in respect of any debt being made to the Bank
of Canada under this section, the Bank of Canada shall, if payment is
demanded by the person who but for the operation of subsection three
of this section would have been entitled as creditor of the bank by
which such payment was made, be liable to pay at its branch in the
province in which such debt was owing and payable, an amount equal
to the amount so paid to it with interest, if interest was payable on
such debt, for a period not exceeding twenty years at such rate and
computed in such manner as may be determined from time to time
by the Governor in Council and such liability may be enforced by
action against the Bank of Canada in the superior, county or district
court having jurisdiction in respect thereof.

Mr. Jean moved in amendment that the words “with interest, if interest
was. payable on such debt, for a period not exceeding twenty years” be deleted
and the following substituted therefor: “together with interest thereon for a
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period not exceeding twenty years, if interest was payable on such debt”; and
that the words “in the superior, county or district court having jurisdiction in
respect thereof” be deleted and the following substituted therefor: “issued in a
court of competent jurisdiction in the province in which the deposit was origin-
ally made.”

Mr. Papineau-Couture was questioned thereon.

Discussion - followed and, the question having been put, the amendment
was resolved in the affirmative.

Mr. Graham’s motion, as amended, was adopted, viz: That subsection (4)
of clause 92 be deleted and the following substituted therefor:

(4) Upon payment in respect of any debt being made to the Bank
of Canada under this section, the Bank of Canada shall, if payment is
demanded by the person who but for the operation of subsecmon three of
this section would have been entitled as creditor of the bank by which
such payment was made, be liable to pay at its branch in the province
in which such debt was owing and payable, an amount equal to the
amount so paid to it together with interest thereon for a period not
exceeding twenty years, if interest was payable on such debt, at such
rate and computed in such manner as may be determined from time to
time by the Governor in Council and such liability may be enforced by
action against the Bank of Canada issued in a court of competent juris-
diction in the province in which the deposit was originally made.

On motion of Mr. Graham, it was resdlved that subsection 6 of clause 92
be deleted and the following substituted therefor:

(6) The bank may from time to time destroy its books and records
containing entries made more than thjrt,y years prior to such destruction
and in any aotlon, suit or proceeding in respect of any debt owing or
alleged to be owing by the bank its liability shall be determined by
reference only to evidence of matters or things which have arisen or
occurred, including entries made in books or records, during the period
of thlrty years immediately preceding the commencement of such action,
suit or proceeding: Provided that nothing contained in this subsectlon
shall affect the operation of any statute of prescription or limitation or
any right of the bank to destroy any of its books and records as it may

see fit or relieve the bank from any liability to the Bank of Canada

in respect of any debt which is subject to the provisions of subsection
three of this section.

Mr. Graham moved that clause 92 be amended by inserting a new sub-
gection after subsection 7 as follows:

Nothing contained in this section shall affect any right in respeect

of any debt owing by a bank mentioned in subsection three hereof

which His Majesty in right of any province may have exercised or
been entitled to exercise at the time of the coming into force of this

Act.

Mr. Jean moved, in amendment, that the following be substituted for the
new subsection proposed by Mr. Graham'
Nothing contained in this section shall affect any rlght.s appertaining
to His Majesty in right of any province.
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Discussion followed, and, the question having been put, the amendment
was negatived.

Mr. Graham’s motion was adopted.
Clause 92, as amended, was adopted.

At 6.20 o’clock p.m., the Committee adjourned until Wednesday, July 26,
at 11.30 o’clock a.m.

WebpNESDAY, July 26, 1944.

The Standing Committee on Banking and Commerce met at 11.45 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Authier, Black (Cumberland), Blair, Breithaupt,
Cleaver, Coldwell, Edwards, Eudes, Fraser (Northumberland, Ont.), Fraser
(Peterborough West), Graham, Gray, Hanson (York-Sunbury), Hazen, Hill,
Jackman, Jean, Lafontaine, Macdonald (Brantford City), Macmillan, McCann,
MecGeer, McGibbon, Marier, Maybank, Moore, Perley, Picard, Ross (St. Paul’s),
Ryan, Tucker, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks; Mr. S. G. Dobson, General Manager, The Royal Bank of
Canada; Mr. B. C. Gardner, General Manager, Bank of Montreal.

Exhibit No. 41: Mr. Macdonald (Brantford City) filed two diagrams
furnished by Mr. Gilbert E. Jackson as a supplement to Exhibit No. 37:
Sidelights on the Great Depression. (Printed as Appendiz A to this day’s minutes
of evidence.)

Mr. Dobson was recalled and examined on clause 91.

On motion of Mr. Hanson, it was resolved that clause 91 be amended by
the deletion of subsection (2).

Mr. Perley moved that subsection (1) of clause 91 be amended by deleting
the word siz in line 30 and substituting therefor the word five.

Mzr. Gardner was recalled and examined thereon.

After discussion, and the question having been put, the motion was negatived
on the following division: Yeas—Messrs. Coldwell, Perley, Picard, Tucker,
Ward—>5; Nays—Messrs., Eudes, Fraser (Northumberland, Ont.), Gray, Hanson
(York-Sunbury), Hazen, Jackman, Jean, Lafontaine, Macdonald (Brantford
City), McCann, McGibbon, Marier, Maybank, Ryan—14.

Clause 91, as amended, was adopted.

At 105 o'clock p.m. the Committee adjourned until four o’clock this
“afternoon.

AFTERNOON SITTING

The Committee resumed at 4.25 o’clock p.m., the Chairman, Mr. Moore,
presiding.

Members present: Messrs. Black (Cumberland), Blair, Breithaupt, Cleaver,
Fraser (Northumberland, Ont.), Fraser (Peterborough West), Graham, Hanson
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(York-Sunbury), Hill, Jackman, Kinley, Lafontaine, Macdonald (Brantford
City), MacKenzie (Neepawa), McGeer, McGibbon, Martin, Mayhew, Moore,
Perley, Ross (St. Paul’s), Ryan, Tucker, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

Consideration was resumed of Mr. Perley’s motion of June 16 that
clause 5 (1) be amended by striking out the word fifty-four in line thirty-one
and substituting therefor the word forty-siz. '

At 6 o’clock p.m. the Committee adjourned until Thursday, July 27, at
11.30 o’clock a.m.

THURSDAY, July 27, 1944.

The Standing Committee on Banking and Commerce met at 11.40 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Authier, Black (Cumberland), Blackmore,
Breithaupt, Cleaver, Coldwell, Eudes, Fraser (Northumberland, Ont.), Fraser
(Peterborough West), Graham, Gray, Hanson (York-Sunbury), Hazen, Hill,
Jackman, Jean, Kinley, Lafontaine, Macdonald (Halifax), Macdonald (Brant-
ford City), Macmillan, McCann, McGeer, McNevin (Victoria, Ont.), Marier,
Maybank, Mayhew, Moore, Perley, Ross (St. Paul’s), Ryan, Tucker, Ward.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

Consideration of Mr. Perley’s motion to amend subsection (1) of clause 5
of Bill 91 was continued.

At 1 o’clock p.m. the Committee adjourned until this afternoon at 4, o’clock.

AFTERNOON SITTING

The Committee resumed at 4 o’clock p.m., the Chairman, Mr. Moore,
presiding.

Members present: Messrs. Authier, Black (Cumberland), Blackmore,
Breithaupt, Cleaver, Coldwell, Eudes, Fraser (Northumberland, Ont.), Fraser
(Peterborogh West), Graham, Gray, Hanson (York-Snbury), Hazen, Jack-
man, Jean, Kinley, Lafontaine, Macdonald (Brantford City), McCann, McGeer,
MecGibbon, MeNevin (Victoria, Ont), Mayhew, Moore, Perley, Ross (St. Paul’s),
Ryan, Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

Consideration of Mr. Perley’s motion was continued and, the question
having been put, the said motion was negatived on the following division: Yeas,—
Messrs. Blackmore, Coldwell, Perley, Tucker—5; Nays,—Messrs. Authier, Black
(Cumberland), Breithaupt,, Cleaver, Eudes, Fraser (Northumberland, Ont.),
Fraser (Peterborough West), Graham, Hanson (York-Sunbury), Jackman, Jean,
Lafontaine, Maedonald (Brantford City), MecCann, McNevin (Victoria, Ont.),
Ross (St. Paul’s), Ryan—17.
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On motion of Mr. Graham, it was resolved that subsection (2) _of clause 5
be amended by deleting the words one hundred in line 37 and substituting therefor
the word ten.

Mr. Blackmore moved that the Committee adjourn until Friday, July 28,
at 11.30 o’clock a.m., and the question having been put, the motion was negatived.

On motion of Mr. Graham, it was resolved that clause 165 be amended by

deleting the word July in the last line and substituting therefor the word
September. :

Clause 165, as amended, and clause 1 were adopted.
It was ordered that Bill No. 91 be reported with amendments.

On motion of Mr. Macdonald, it was ordered that Bill No. 91 be reprinted
as amended. :

At 6.05 o’clock p.m. the Committee adjourned until Friday, July 28, at
11.30 o’clock a.m. S

Fripay, July 28, 1944.

The Standing Committee on Banking and Commerce met at 11.50 o'clock
a.m., the Chairman, Mr. Moore, presiding.

Members present:—Messrs. Black (Cumberland), Blackmore, Cleaver,
Fraser (Northumberland, Ont.), Graham, Gray, Hanson (York-Sunbury), Hazen,
Hill, Jackman, Jean, Kinley, Lafontaine, Macdonald (Halifax), Macdonald
(Brantford City), McCann, MecGeer, MecNevin (Victoria Ont.), Martin,

%\\lrayg)ank, Mayhew, Moore, Perley, Picard, Ross (St. Paul’s), Ryan, Tucker,
Vard.

In attendance.—Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. T. Taggart Smyth, General
Manager, Montreal City and Distriet Savings Bank; Mr. J. A. Towner, General
Manager, La Caisse d’Economie de Notre Dame de Quebec.

Dr. Clark tabled a memorandum containing answers, prepared by the
Governor of the Bank of Canada, to certain questions asked by Mr. Hanson
respecting Bill No. 7. (Printed as Appendixz A to this day’s minutes of evidence.)

The Committee proceeded to consideration of Bill No. 131, An Act to amend
the Quebec Savings Bank Act.

On motion of Mr. Lafontaine, it was resolved that clause two be amended
by deleting subsections three and five of section three of the Quebec Savings
Bank Act and substituting thie following therefor:—

(3) Upon payment in respect of any debt being made to the Bank
of Canada under this section, the Bank of Canada shall, if payment is
demanded by the person who but for the operation of subsection two
of this section would have been entitled as creditor of the bank by which
such payment was made, be liable to pay at its branch in the province in
which such debt was owing and payable an amount equal to the amount
so paid to it together with interest thereon for a period not exceeding
twenty years, if interest was payable on such debt, at such rate and
computed in such manner as may be determined from time to time by
the Governor in Council and such liability may be enforced by action
against the Bank of Canada issued in a court of competent jurisdiction
in the provinee in which the deposit was originally made.
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(5) The bank from time to time destroy its books and records
containing entries made more than thirty years prior to such destruction
and in any action, suit or proceeding in respect of any debt owing or
alleged to be owing by the bank its liabilities shall be determined by
reference only to evidence of matters or things which have arisen or
occurred, including entries made in books or records, during the period
of thirty years immediately preceding the commencement of such action,
suit or proceeding: Provided that nothing contained in this subsection
shall affect the operation of any statute of prescription or limitation or
any right of the bank to destroy any of its books and records as it may
see fit or relieve the bank {rom any liability to the Bank of Canada in
respect of any debt which is subject to the provisions of subsection two
of this section.

and that clause two be further amended by adding a new subsection to section
three of the Quebec Savings Bank Act after section six as follows:—
Nothing contained in this section shall affect any right in respect of
any debt owing by a bank mentioned in subsection two hereof which
His Majesty in right of any province may have exercised or been entitled
to exercise at the time of enactment of this subsection.

Clause two, as amended, was adopted.
Mr. Smyth was called and examined.

On motion of Mr. Picard, it was resolved that clause 3 be amended by
deleting the words La Caisse d’Economie de Notre Dame de Quebec in lines
27 and 38 and substituting therefor the words La Banque d’Economie de Quebec,
The Quebec Savings Bank.

Clause 3, as amended, and clause 4 were adopted.

On motion of Mr. Picard, it was resolved that two new clauses be inserted
immediately after clause 4 as follows:—
Section thirteen of the said Act is repealed and the following substi-
tuted therefor:
* 13. The capital stock of the bank shall be divided into shares
of ten dollars each.
Subsection two of section twenty-four of the said Act is repealed
and the following substituted therefor:

(2) Every such declaration shall be, by the person making and
sighing the same, acknowledged before a judge or justice of a court
of record or chief magistrate of a city, town, borough or other place,
or before a notary public, a commissioner of the Superior Court or
a justice of the peace authorized to take affidavits, and left with the
manager, agent or other officer of the bank who shall, if corroborative
evidence of any facts alleged in such declaration is not required as
hereinafter authorized, thereupon enter the name of the person, so
shown to be entitled to such deposit or share under such transmission
as proprietor thereof, in the books of the bank.

Clauses 5, 6, 7, 8 and 9 were adopted.

Mr. Picard moved that clause 10 be amended by deleting the words
one hundred and twenty per centum of in lines 5 and 6.

After discussion, and by leave of the Committee, Mr. Picard withdrew his
motion and substituted therefor the following:—

~ That clause 10 be amended by adding the following proviso to section
thirty-seven of the Quebec Savings Bank Act:

L T —
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Provided, however, that if collateral security consists of securities
of the type described in paragraphs (b), (c) and (d) of subsection two
of section thirty-four and paragraph (d) of section thirty-five of this
Act, the market value of such securities may be not less than one hundred
per centum of the amount of the loan secured thereby.

The question having been put, the motion was resolved in the affirmative.
Clause 10, as amended, was adopted.

On motion of Mr. Picard, it was resolved that clause 11 be amended by
deleting the word subsection in line 43, and by deleting subsections (2) and (3)
of section 38 of the Quebec Savings Bank Act.

Clause 11, as aménded, and clauses 12, 13 and 14 were adopted.

On motion of Mr. Picard, it was resolved that clause 15 be amended by
deleting the word ten in line 21 and substituting therefor the word fifteen.

Clause 15, as amended, and clauses 16 and 17 were adopted.

On motion of Mr. Picard, clause 18 was amended by inserting a new item

after item 3 of Liabilities as follows: “Advances from and balances due to
chartered banks . . . .”

Clause 18, as amended, was adopted.

On motion of Mr. Picard, clause 19 was amended by deleting the word
July in the last line thereof and substituting therefor the word September.

Clause 19, as amended, clause 1 and the title were adopted.
It was ordered that Bill No. 131 be reported with amendments.

On motion of Mr. Picard, it was ordered that Bill No. 131 be reprinted as
amended.

At 1 o’clock p.m. the Committee adjourned until Tuesday, August 1, at
11.30 o’clock, a.m.

Turspay, August 1, 1944,

The Standing Committee on Banking and Commerce met at 11.40
o’clock a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Authier, Blackmore, Blair, Eudes, Fraser
(Northumberland), Graham, Gray, Hanson (York-Sunbury), Hazen, Hill,
Jackman, Jean, Kinley, Laflamme, MacKenzie (Neepawa), McGeer, McNevin

(Vactoria, Ont.), Marier, Maybank, Moore, Perley, Picard, Ryan, Slaght,
Tucker. 5

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks; Mr. G. D. Finlayson, C.M.G., Superintendent of Insurance;
Mr. G. F. Henderson, Parliamentary Agent.

(The Commaittee proceeded to consideration of Bill No. 93 (Letter 0-2 of
the Senate) wntituled “An Act to change the mname of The Discount & Loan
Corporation of Canada to Personal Finance Company of Canada”.)

The Committee commenced consideration of Bill No. 134, An Act to
encourage the provision of Intermediate Term and Short Term Credit to
Farmers for the Improvement and Development of Farms and for the Improve-
ment of Living Conditions thereon. j
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Dr. Clark was recalled and questioned.

On motion of Mr. Slaght, it was resolved that paragraph (b) of clause
2 be amended by inserting the words or in connection with a immediately after
the words for use on in line 13.

On motion of Mr. MecNevin, it was resolved that paragraph (b) of
clause 2 be further amended by inserting the words washing machines after
the word churns in line 19; by inserting the words and cooking after the word
heating in line 21; and by msertmg the words or use in the farm home after the
word operations in line 22.

On motion of Mr. Slaght, it was resolved that paragraph (f) of clause 2 be
amended by inserting the words in Canada after the word land in line 5.

At 1 o’clock p.m. the Committee adjourned until this afternoon at 4 o’clock.

AFTERNOON SITTING

The Committee resumed at 4.20 o’clock p.m., the Chairman, Mr. Moore,
presiding.

Members present: Messrs. Black (Cumberland), Blackmore, Blair, Cleaver,
Edwards, Eudes, Graham, Gray, Hill, Jackman, Jean, Kinley, Laflamme,
Maedonald (Halifaz), McNevin (Victoria, Ont.), Maybank, Mayhew, Moore,
Perley, Ryan, Slaght, Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

Consideration of Bill No. 134 was resumed.

On motion of Mr. McNevin, it was resolved that paragraph (b) of clause
2 be further amended by deletlng the word and after the word apparatus and
after the word incubators in line 20.

Clause 2, as amended, was adopted.

On motion of Mr. Tucker, it was resolved that paragraph (f) of subclause
(1) of clause 3 be amended by deleting the words as long as the borrower was
not in default in line 23.

Clause 3, as amended, and clauses 4 and 5 were adopted.

On motion of Mr. Tucker, it was resolved that paragraph (k) of subclause
1 of clause 6 be amended by inserting the word and after the word outstanding
in line 21, and by deleting the words and the rate of interest to be charged on
payments overdue in lines 23 and 24.

Clause 6, as amended, and clauses 7 and 8 were adopted.

On motion of Mr. McNevin, it was resolved that subclause 1 of clause
9 be amended by deleting the word of after the word foregoing in line 2, and
by inserting the word thereupon after the word shall in line 5.

Clause 9, as amended, and clauses 10, 11, 12, 13, 14 and 1, and the title were
adopted.

It was ordered that Bill No. 134 be reported with gmendments.
On motion of Mr. McNevin, it was ordered that Bill No. 134 be reprinted
as amended.

At 5.42 o’clock p.m. the Committee adjourned until Wednesday, August 2,
at 11.30 o’clock a.m.
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WebNESDAY, August 2, 1944.

The Standing Committeee on Banking and Commerce met at 11.50 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Authier, Blackmore, Blair, Cleaver, Coldwell,
Edwards, Eudes, Fraser (Northumberland), Graham, Gray, Hazen, Hill,
Jackman, Jean, Kinley, Laflamme, McCann, McGeer, Mecllraith, McNevin
(Victoria, Ont.), Moore, Perley, Picard, Ryan, Slaght, Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. C. S. Tompkins, Inspector
General of Banks.

Consideration of Bill No. 7, An Act to incorporate the Industrial Develop-
ment Bank, was resumed.

On motion of Mr. McNevin, it was resolved that paragraph (d) of clause 2
be amended by inserting a comma and the words alteration or repair after the

word building in line 22.
Clause 2, as amended, and clauses 3 and 4 were adopted.

On motion of Mr. Slaght, it was resolved that subclause (2) of clause 5
be amended by inserting the words or his wife, child, brother, sister, or parent
after the word ke in line 28; and by adding the words or of which he is a share-
holder after the word director in line 28.

Clause 5, as amended, and clauses 6, 7, 8, 9, 10, 11, 12, 13 and 14 were
adopted.

. Mr. McNevin moved that clause 15 be amended by inserting the words
wn the opinion of the Board after the word not in line 37.

Discussion followed.

On motion of Mr. Slaght, it was resolved that the Committee recommend
that the quorum be reduced from 15 to 10 members, and that Standing Order
(63) (1) (d) be suspended in relation thereto.

At 1 o’clock p.m. the Committee adjourned until this afternoon at 4 o’clock.

AFTERNOON SITTING

The Committee resumed at 4.20 p.m.; the Chairman, Mr. Mbore, presiding.

Members present: Messrs. Blackmore, Cleaver, Coldwell, Edwards, Fraser
(Northumberland), Graham, Gray, Jackman, Jean, Kinley, McCann, McGeer,
MecGibbon, Mellraith, McNevin (Victoria, Ont.), Maybank, Moore, Perley,
Ryan, Slaght, Tucker.

Consideration of Mr. McNevin’s motion to amend clause 15 of Bill No. 7
was continued.

At 6 o’clock p.m. the Committee adjourned until Thursday, August 3, at
11.30 o’clock a.m.

THURSDAY, August 3, 1944.

The Standing Committee on Banking and Commerce met at 11:45 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Authier, Black (Cumberland), Blackmore, Blair,
Cleaver, Edwards, Fraser (Northumberland), Graham, Gray, Hazen, Jackman,
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Jean, Kinley, McCann, McGeer, McNevin (Victoria, Ont.), Maybank, Mayhew,
Moore, Perley, Picard, Ryan, Slaght, Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. Graham F. Towers, CM.G.,
Governor of the Bank of Canada; Mr. C. S. Tompkins, Inspector General of
Banks.

Consideration of Mr. MeNevin’s motion to amend clause 15 of Bill No. 7
was continued.

At 1:10 o’clock p.m., the Committee adjourned until Friday, August 4,
at 11:30 o’clock a.m.

Fripay, August 4, 1944.

The Standing Committee on Banking and Commerce met at 11.40 o’clock,
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Black (Cumberland), Blackmore, Fraser (North-
umberland), Graham, Jackman, Jean, Kinley, McCann, McGeer, McNevin
(Victoria, Ont.), Maybank, Mayhew, Moore, Noseworthy, Perley, Ryan, Tucker.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. Graham F. Towers, C.M.G.,
Governor of the Bank of Canada; Mr. C. 8. Tompkins, Inspector General of
Banks.

Consideration of Mr. McNevin’s motion to amend clause 15 of Bill No. 7
was continued.

At 1.00 o’clock, p.m., the Committee adjourned until Monday, August 7,
at 11.30 o’clock, a.m.

Moxpay, August 7, 1944.

The Standing Committee on Banking and Commerce met at 11.30 o’clock
am., the Chairman, Mrs. Moore, presiding.

Members present: Messrs. Black (Cumberland), Blackmore, Blair,
Breithaupt, Edwards, Fraser (Northumberland), Graham, Gray, Hazen,
Jackman, Kinley, McGeer, Mellraith, Moore, Perley, Ryan, Slaght.

In attendance: Hon. J. 1. Ilsley, K.C., Minister of Finance, Dr. W. C. dlark, -

C.M.G., Deputy Minister of Finance; Mr. Graham F, Towers, C.M.G., Gover-
nor of the Bank of Canada.

Consideration of Mr. McNevin’s motion to amend clause 15 of Bill No. 7
w~as continued.

At 1 o’clock p.m., the Committee adjourned until Tuesday, August 8, at
11.30 o’clock a.m.

TuEsDAY, August 8, 1944.

The Standing Committee on Banking and Commerce met at 11.45 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members présent:—Messrs. Blackmore, Cleaver, Edwards, Frager (Nor-
thumberland), Hill, Jackman, Kinley, Macdonald (Halifax), Macdonald
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(Brantford City), .McCann, McGeer, Mellraith, McNevin (Victoria, Ont.),
Maybank, Moore, Perley, Picard, Ryan, Slaght, Ward.

In attendance:—Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance.

On motion of Mr. McNevin, it was ordered that the Report to the Council
of the League of Nations on the work of the sixty-eighth session of the Finan-
cial Committee on medium term credit to industry be printed as Appendix A
to this day’s minutes of evidence.

Consideration of Mr. McNevin’s motion to amend clause 15 of Bill No. 7
was continued.

On motion of Mr. Maybank, it was resolved that Bill No. 90, Letter H-3

of the Senate, be proceeded with as the first order of business at the next
sitting of the Committee.

At 1.07 o’clock, p.m., the Committee adjourned until Wednesday, August 9,
at 11.30 o’clock, a.m. ‘

WeDNESDAY, August 9, 1944

The Standing Committee on Banking and Commerce met at 11.40 o’clock
a.m., the Chairman, Mr. Moore, presiding.

Members present: Messrs. Blackmore, Cleaver, Gray, Hazen, Jean,
Macdonald (Halifax), MacKenzie (Neepawa), MecCann, Mellraith, McNevin

(Victoria, Ont.), Marier, Martin, Maybank, Moore, Perley, Picard, Ross
(St. Paul’s), Ryan, Slaght.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, CM.G., Deputy Minister of Finance; ‘Mr. G. D. Finlayson, C.M.G.,
Superintendent of Insurance;

(The Committee proceeded to consideration of Bill No. 90 (Letter H-3

of the Senate) intituled “An Act to incorporate Workers Benevolent Association
of Canada”.)

Consideration of Mr. McNevin’s motion to amend clause 15 of Bill No.
7 was resumed.

At 1225 pm., the Committee adjourned until Thursday, August 10, at
1130 a.m.

TaurspAY, August 10, 1944.

The Standing Committee on Banking and Commerce met at 11.50 o’clock
a.m., the Chairman, Mr. Moore, presiding. &

Members present: Messrs. Blackmore, Blair, Claxton, Coldwell, Donnelly,
Fraser (Northumberland), Gray, Jean, Laflamme, Macdonald (Halifaz),
McCann, MecGeer, Mcllraith, McNevin (Victoria, Ont.), Marier, Martin,
Maybank, Moore, Ross (St. Paul’s), Ryan, Ward.

_ In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Dr. W. C.
Clark, C.M.G., Deputy Minister of Finance; Mr. G. F. Towers, C.M.G.,
Governor of the Bank of Canada. '

Consideration of Bill No. 7 was continued.
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By leave of the Committee, Mr. McNevin withdrew his motion to amend
clause 15.

On motion of Mr. Maybank, it was resolved that clause 15 be deleted and
the following substituted therefor:—

15. (1) Subject to section fourteen of this Act, if in the opinion of
the Board, credit or other financial resources would not otherwise be
available on reasonable terms and conditions to a person engaged in or
about to engage in an industrial enterprise in Canada and if in the
opinion of the Board the amount of capital invested or to be invested
by the said person in the industrial enterprise, or where the said person
is a corporation, the amount of capital invested or to be invested in the
said corporation by the purchase by persons other than the Bank of
capital stock therein, is such as to afford the Bank reasonable protection,
the Bank may
(a) lend or guarantee loans of money to the said person;

(b) where the said person is a corporation, enter into underwriting
agreements in respect of the whole or any part of any issue of stock,
bonds or debentures of the corporation;

(¢) where the said person is a corporation, purchase or otherwise acquire
with a view to resale thereof the whole or any part of any issue of
stock, bonds or debentures of the corporation from the corporation
or from any person with whom the Bank has entered into an under-
writing agreement in respect of the said issue and may subsequently
sell or otherwise dispose of the said stock, bonds or debentures.

(2) Notwithstanding anything contained in subsection one of this
section, the aggregate of the amounts of the loans or liabilities of the
Bank, and of the expenditures by the Bank for securities held by it,
specified in the next succeeding subsection, shall not at any time exceed
fifteen million dollars.

(3) The aggregate referred to in the last preceding subsection shall
include the following amounts:— _
(a) the amount of every loan made by the Bank on which an amount

in excess of two hundred thousand dollars is owing, and
(b) the amount of the liability of the Bank in respect of every loan

guaranteed by it under which guarantee the liability of the Bank is
in excess of two hundred thousand dollars, and

(¢) the amount of the liability of the Bank under every underwriting
agreement under which agreement the amount of the liability of

the Bank is in excess of two hundred thousand dollars, and

(d) the amount of every expenditure by the Bank for stock, bonds or
debentures held by it issued by any one corporation if the amount of
the expenditure for the purchase of the said stock, bonds or debentures
so held exceeds two hundred thousand dollars, and

(e) the total amount of loans owing by any person to the Bank and of
loans to the said person guaranteed by the Bank to the extent that
they are so guaranteed and, where the said person is a corporation,
of liabilities of the Bank under any underwriting agreements with
respect to the issue of stock, bonds or debentures by the corporation
and of expenditures by the Bank for stock, bonds or debentures
held by it issued by the corporation, if the said total amount exceeds
two hundred thousand dollars; Provided that there shall be deducted
from the said total amount before including it in the said aggregate
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the amount of any loan, liability or expenditure included in the said
aggregate under paragraph (a), (b), (c¢) or (d) of this subsection.

Clause 15, as amended, and clauses 16, 17 and 18 were adopted.

On motion of Mr. McNevin, it was resolved that clause 19 be deleted and
the following substituted therefor:

19. (1) Security upon goods, wares, and merchandise may be given
to the Bank under this Act in the same form and mode by which security
upon goods, wares and merchandise may be given under section eighty-
eight of The Bank Act to a bank incorporated by The Bank Act.

(2) Delivery of a document giving security upon goods, wares and
merchandise to the Bank under the authority of this section, vests and

shall vest in the Bank in respect of goods, wares and merchandise therein
described.

(a) of which the person giving the security is the owner at the time of
the delivery of such document, or

(b) of which such person becomes the owner at any time thereafter
before the release of the security by the Bank, whether or not such

goods, wares and merchandise are in existence at the time of
such delivery

the same rights and powers as if the Bank had acquired a warehouse
receipt or bill of lading in which such goods, wares and merchandise
were deseribed; and all such goods, wares and merchandise in respect of
which such rights and powers are vested in the Bank under this section,
are for the purposes of this Act, goods, wares and merchandise covered by
the security.

(3) The provisions of subsection four of section eighty-eight of
The Bank Act shall be applicable in respect of any security given to and
taken by the Bank under the authority of this section.

(4) Notwithstanding anything contained in subsection two of this
section and notwithstanding that a notice of intention has been regis-
tered pursuant to the last preceding subsection by a person giving security
upon goods, wares and merchandise under this section, where under the
Bankruptcy Act, a receiving order is made against, or an assignment is
made 1y such person, wages, salaries, or other remuneration owing in
respect of the period of three months next preceding the making of such
order or assignment, to empoyees of such person employed in connection
with the business in respect of which the goods, wares and merchandise
covered by the security were held or acquired by such person, shall be
a charge upon the goods, wares and merchandise covered by the security
in priority to the rights of the Bank therein and if the Bank takes posses-
sion or in any way disposes of such goods, wares and merchandise,
such wages, salaries or remuneration owing for the period aforesaid shall
be paid by the Bank and the Bank shall be subrogated in and to all the
rights of such employees to the extent of the amounts so paid.

Clause 19, as amended, was adopted.

On motion of Mr. Mellraith, it was resolved that subclause (2) of clause
20 be deleted and the following substituted therefor:

(2) All the rights and powers of the Bank in respect of goods, wares
and merchandise mentioned in or covered by a warehouse receipt or bill
of lading acquired and held by the Bank or by a security given to the
Bank undgr the last preceding section, shall, subject to the provisions
of subsection three of the last preceding section, have priority over all
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rights subsequently acquired in, on or in respect of such goods, wares
and merchandise, and also over the claim of any unpaid vendor, but
such priority shall not be given over the claim of any such unpaid vendor
who had a lien on the goods, wares and merchandise at the date of the
acquisition by the Bank of such warehouse, receipt, bill of lading or
security unless the same was acquired without the knowledge on the part
of the Bank of such lien.

Clause 20, as amended, was adopted.

On motion of Mr. McNevin, it was resolved that clause 21 be deleted and
the following substituted therefor:

21. In the event of non-payment at maturity of any loan made
or guaranteed by the Bank as security for the payment of which the
bank has acquired and holds a warehouse receipt or bill of lading, or
has taken any security under section nineteen of this Act, the bank
may sell the goods, wares and merchandise mentioned therein or covered
thereby or so much thereof as will suffice to pay such loan, with interest
and expenses returning the surplus, if any, to the person by whom such
security was given; but such sale shall, unless such person has agreed
to sale thereof otherwise than as herein provided, be made by public
auction after

(i) notice of the time and place of the sale has been given by
registered letter mailed in the post office, postpaid to the last known
address of the person by whom such security was given at least ten
days prior to the sale, and

(ii) publication of an advertisement of the sale, at least two
days prior to such sale, in at least two newspapers published in or
nearest to the place where the sale is to be made, stating the time
and place thereof; and if the sale is in the Province of Quebec at
least one of such newspapers shall be a newspaper published in the

English language and one other newspaper shall be a newspaper

published in the French language.

Clause 21, as amended, clauses 22, 23, 24, 25, 26, 27, 28, 29, 30, 31, 32, 33, 34
and 1, the schedule, the preamble and the title were adopted.

It was ordered that Bill No. 7 be reported with amendments.

On motion of Mr. Maybank, it was ordered that Bill No. 7 be reprinted as
amended.

- At 1 o'clock p.m. the Committee adjourned until Friday, August 11, at
11.30 o’clock a.m.

Fripay, August 11, 1944.
The Committee met at 11.40 o’clock a.m., the Chairman, Mr. Moore,
presiding.

Members present: Messrs. Blackmore, Donnelly, Lafontaine, MacKenzie
(Neepawa), McCann, Mecllraith, Marier, Maybank, Moore, Ryan.

In attendance: Hon. J. L. Ilsley, K.C., Minister of Finance; Mr. G. F.
Henderson, representing the Province of Alberta.

The Committee proceeded to consideration of Bill No. 109, An Act to
incorporate the Alberta Provincial Bank.
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Mr. Henderson explained the bill, and was questioned thereon.

On motion of Mr. Maybank, it was resolved that a recommendation be
made to the House that the printed minutes of proceedings and evidence of
the Committee be reprinted as an Appendix to the Journals of the House; that, in
addition, 1,000 copies in English and 400 in French be reprinted in blue book
form; and that Standing Order 64 be suspended in relation thereto.

At 1 o’clock p.m. the Committee adjourned until Monday, August 14, at
11.30 o’clock a.m.

Moxbpay, August 14, 1944.

The Committee was called to meet at 11.30 o’clock a.m.
Members present: Messrs. Blackmore, Gray, Marier, Maybank, Moore.

At 12 o’clock noon, it having been impossible to secure a quorum, the
Committee adjourned to meet at the call of the Chair.

A. L. BURGESS,
Clerk of the Committee.
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MINUTES OF EVIDENCE

House or CoMMONS,
March 21, 1944.

The Standing Committee on Banking and Commerce met this day at
11 o’clock a.m. The Chairman, Mr. W. H. Moore, presided.

The CuamrMman: Will you repeat what you were saying, Mr. Abbott, so
that it may appear on the record?

Mr. AsBorr: The house has adopted the principle that there is need for
some institution of this kind. As I said in my remarks on the bill in the
house, the government believes that, whatever credit facilities may be desirable,
an institution of this kind should be set up. As Mr. Kinley has suggested,
I think it would probably be desirable and helpful to the committee if, at the
very outset of its proceedings in considering this bill, it could have the advice
of the Deputy Minister of Finance, Dr. Clark and the Governor of the Bank of
Canada, Mr. Towers, who are the principal technical advisors of the govern-
ment in matters of this kind. Therefore I believe that the detailed considera-
tion of the various clauses of the bill would be facilitated if Dr. Clark and Mr.
Towers were here before the committee at the outset, to elaborate on the
reasons which have prompted the government in introducing this particular
piece of legislation.

The CuamMman: Mr. Kinley, will you repeat your motion?

Mr. Kinrey: I move, Mr. Chairman, that, introductory to the considera-
tion of this bill, we ask that the Deputy Minister of Finance and the Governor
of the Bank of Canada be called as witnesses in connection with the provisions
of this bill.

The CmamrMAN: And that is seconded by Mr. McNevin?

Mr. McNeviN: Yes.

The CuAmRMAN: Mr. McGeer, you desired to say something?

Mr. McGeEr: I am agreeable to that.

The CrmAmRMAN: I thought you desired to say something further?

Mr. McGrer: I will speak when you have finished with the motion.

The CuAamrman: What is your pleasure, gentlemen?

The motion was agreed to.

Mr. McGeer: The matter to which I was referring, Mr. Chairman, was
the Bank of Canada Report. If I may, for the purpose of the record, I should
like to repeat very briefly what I said before. In the report, after pointing
out that the federal debt has increased from $4,693,000,000 to $11,302,000,000
and that the interest charges have risen from $169,000,000 to $304,000,000—
that is, from 1939 to 1943—Mr. Towers makes this observation: “I do not wish
to suggest that public debt could be <increased at the present rate for an
Indefinite period without placing intolerable strain on our economy. I do feel,
however, that the war debt, and the increases which will inevitably take place
for a time after the war ends, can be handled without serious embarrassment.”
I may say that I have been quoting from page 11 of the report.

As T pointed out to the committee, no one can tell just what the extent
of those increases is going to be, because no one knows when this war is going
to end. Certainly no one knows when the period of disturbance which always
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continues after a war will end, or can tell how long it is going to last. This
war is not going to end with an armistice and peace treaty. It is going to
end with armies of occupation not only in Europe but in Asia. How anybody
can say that we can carry a debt load without embarrassment, without knowing
even approximately what it is going to be, is of course one of the mysteries
of high finance, I suppose. But Mr. Towers does give us this warning: “The key
to this problem, as to many others, lies chiefly in the maintenance of a high
level of employment and income.” That I think is probably the great problem
that is going to be before this committee in the preparation of its report to
parliament.

I should like to draw this observation which Mr. Towers makes, when he
comes to deal with that problem, to the attention of the members of the
committee. I am going to read it into the record. I am again quoting from
page 11 of the 1943 report of the Bank of Canada. The observation is as
follows:—

The magnitude of the adjustments which Canada will face in main-
taining high employment after the war can be indicated in simple terms.
In 1939 about 4,000,000 Canadians were gainfully occupied and at least
300,000 who were available for work were not employed. By the end
of 1943 the gainfully occupied population had risen to approximately
5,100,000 but about 1,900,000 of these were engaged in the armed forces,
in supplying the weapons of war, or in producing the food required for
special wartime exports. The number available to meet civilian needs
had therefore fallen to about 3,200,000, but at the same time the average
standard of living had risen materially and was probably higher than it
had ever been. This increased output of consumption goods by a smaller
working force can be accounted for in part by longer hours of work,
favourable crop conditions and the abnormally small number now
employed in private capital development and maintenance work.
Another important factor, however, has been the improvement in produc-
tion techniques worked out under the stress of war.

After the war, some of those who are now employed will voluntarily .
withdraw from the working force, and the armed services may be main-
tained at a level considerably above their pre-war strength. It seems
likely, however, that at least 4,700,000 workers will be available for
employment in civilian jobs, or at least 1,500,000 more than the number
employed in that sector of the economy at the present time. A working
force of this size, at present rates of efficiency, will be able to produce a
vastly greater volume of civilian goods and services than Canada has
ever known before. By the same token, a vastly increased volume of
consumption and capital development will be necessary if this output is
going to be fully absorbed and high employment maintained. The adjust-
ments required will clearly be of unprecedented magnitude, and bold
planning on the part of labour, farm and business organizations, as well

. as governments, is urgently needed. ;

With that statement alone, and with its clear relation to the Industrial
Development Bank, I am going to move, Mr. Chairman, that we request
that the report of the Bank of Canada covering the year 1943 and issued
on February 10, 1944, by the Governor, Mr. G. F. Towers, be referred to
this committee. I move that we request parliament to make that refer-
ence to us.

Mr. KinLey: Do you agree with that statement, Mr. McGeer? It seems to
me to be a pretty good statement.

Mr. McGeer: I think it is probably the most important statement we have
had from an authority of that kind.
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Mr. Kinvey: It is very enlightening.

Mr. McGeer: The statement is easy enough.. That is a very excellent
definition. But I do not find the solution in the report.

Mr. Asorr: Mr. Chairman, if I may I should like to say a word on Mr.
MeGeer’s motion. As I understand it, it is not necessary for this committee to
have a motion passed by the house referring the Bank of Canada report to the
committee for consideration. It is perfectly open to the committee to consider
the report, discuss it and ask Mr. Towers or anyone else to come before the
committee and deal with the various matters raised in the report, and I take it
that is what members wish. I have heard from a number of members that they
would like to have that procedure followed. I think it would be very desirable
to do that. Whether that should be undertaken before consideration is given to
the particular bill which is before the committee is, of course, for the committee
to say. The only point I wish to make is that it is not necessary for us to go to
the house and ask for a motion referring the report to the committee. It is
perfectly open to the committee to consider it, discuss it, and call witnesses or do
whatever they wish to do.

Mr. Svagar: Mr. Chairman, with great respect I would disagree with the
learned assistant to the Minister of Finance. You read the terms of our authority
and power, and they do not include the consideration of this anrual report. I
therefore suggest that if, when Mr. Towers is here, any investigating mind
wanted to probe into the matters contained in his report which were not also
contained in the Industrial Development Bank Bill, it would be your duty as
chairman to rule that he was out of order. Why have anything like that oceur?
I understand that the Prime Minister stated that the way to get this report
before this committee was to ask the house to send it there. I have not any
doubt that they will send it upon our request. I therefore have pleasure in
seconding the motion.

Mr. CLEAVER: Are we not a standing committee?

Mr. AsBorr: That is just the point which I think we overlook. This is a
particular reference, a bill, which would not have been dealt with by the
Standing Committee on Banking and Commerce unless it had been referred to
it by the house. But the Banking and Commerce Committee is a standing
committee, and I am advised—and it was the Prime Minister who so advised
me yesterday—that the committee is perfectly free to consider the report of the
Bank of Canada without a reference from the house. That is my advice. I
may be wrong on it, but that is what I am told.

Mr. McGeer: There is only one thing I wish to say about that. When we
had the Banking and Commerce Committee sitting in 1939, we did not have the
Bank of Canada report before us. It came before us by reason of the fact that
a request was made to the then Minister of Finance, Honourable Charles
Dunning, to refer the report of the Bank of Canada to the Banking and
Commerce Committee. That was the procedure that was followed then. When
I spoke on it the other day in the house I asked that it be referred to the
committee, and the Prime Minister then said that the minister was not in his
place but that he would take it up and he thought that if the committee wanted
this report referred to it, the committee could ask for that reference, and that it
would be dealt with. The procedure has always been to limit the standing
committees to what is referred to them by parliament or what is specifically left
to them. For instance, the Public Accounts Committee can toueh only past
accounts of the government, unless some matter is referred to it. Of course, we
have had several matters referred to the committee. But I think that the
procedure has always been, Mr. Chairman, for parliament to decide what the
committee is going to deal with. I think that procedure can be followed without
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any danger. We should at least be sure of being in order if we followed the
course that has always been adopted.

Mr. DoxNeLLy: Mr. Chairman, from listening to the discussion that has
taken place, it seems to me that this report of the Bank of Canada very properly
comes up under the revision of the Bank Act; and it all comes back to the
question of whether or not we should take up the revision of the Bank Act, and
then the Industrial Development Bank. The revision of the Bank Act and the
report of the Bank of Canada are tied up together and should be considered as one
matter, almost, and might be taken up first with this bill following. Whether we
should do that or not, I do not know; but I am only suggesting that there is the
possibility that that should be the method of procedure.

The CuamMman: I am told that the revision of the Bank Act will not be
ready until after the recess.

Mr. MayBank: With reference to the question of whether we should or
should not consider this report, there seems to be no disagreement. The only
possible disagreement is really on a technical point, as to how it may be
accomplished. )

Mr. Assorr: That is right.

Mr. MayBank: Mr. McGeer and Mr. Slaght and maybe one or two others—
I am not sure how many—think it ought to come to us from the house. Others
have said that hardly seems necessary. We surely do not need to have any
great discussion about it here. If there is any doubt about it, make the motion
in the house and have it disposed of. Here we are in the position where we should
like to discuss the report. There seems to be little dubiety in the way of one
thinking it is unwarranted and another thinking it is warranted. But there is
dubiety as to how we are going to get that discussion. I suggest that we
could make sure of it by having the resolution passed by the house because, as
Mr. Slaght says, I do not think there is any doubt in the world that the
house can refer the report to us.

Mr. Gragam: Mr., Chairman, I happen to be in disagreement with Mr.
Maybank. So that Mr. Maybank will not misunderstand my position, I should
like to explain it. While I think there is a time when the matter raised by
Mr. McGeer will be of great interest and a proper one for examination by this
committee, I am definitely of the opinion that we should be very unwise to open
up the task we now have before us to include an exploration of the whole finan-
cial structure of Canada. I think we shall lose ourselves in that task, if we follow
that course, and overlook the immediate task of considering what has been
referred to us, namely the Industrial Development Bank bill. I therefore intend
to vote against the motion. While I am on my feet, may I ask Mr. Abbott if he
would be kind enough to advise Dr. Clark and Mr. Towers that I, for one, should
like information on and the opportunity to discuss with them (1) the advisability
of the agency being called a bank; (2) the advisability of attaching it to the
Bank of Canada; and (3) the advisability of asking the public to supply any
portion of the money required by such agency.

Mr. Assorr: I will bring the matters you mention to their attention. I
am sure they are quite prepared to discuss all three of those points, which are very
relevant to the measure.

Mr. Maysank: May I make this addition to what I have already said. It
does not make any difference whether the report in question is referred in the
manner I have suggested or in the manner which the motion indicates. That does
not mean that this committee need necessarily lose itself, as Mr. Graham suggests,
because after the matter has been referred to the committee, this committee
will still have power to decide what it will discuss. There is no need for us, merely
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because we have six matters referred to us, to get lost in the maze of the
six when we want to discuss the first.

Mr. Hiuu: Before this bill is dealt with, I think we should have an assurance
from some responsible authority as to what the government proposes to do to
assist the farmers and fishermen, because otherwise it will come up continuously
with reference to this bill. We have been told that the government was going
to do something, but I think we should have some definite authority give us
some definite assurance that something will be done to assist both the farmers
. and the fishermen.

Mr. Assorr: In the house several times I have reiterated the assurance that
the government intends to propose at the present session of parliament measures
to provide similar credit facilities for agriculture and housing.

Mr. Hiun: You did not mention fishermen.

Mr. AssorT: I am not advised at the moment as to what provisions are con-
templated with respect to fishermen. Whether that comes under agriculture or
not, I do not know.

Mr. SuagET: And the same with regard to the miners of the country.

Mr. AssorT: And the lawyers. We may as well have assistance all the
way along the line.

Mr. ScaguT: I am serious in this.

Mr. MacInnis: On a point of order, Mr. Chairman, may I say that this
matter is out of order. We are dealing with a motion made by Mr. McGeer
that the Bank of Canada report be referred to the committee. We are not
referring to other matters such as the agricultural bank, the fishermen’s bank,
or the lawyers’ bank, as Mr. Abbott suggests. They have always had access
to all the banks. Let us deal with Mr. McGeer’s motion which is perfectly in
order. It does not compel us to do anything; neither does it retard us from
doing anything.

Mr. KinLey: Mr. Chairman, I do not see any reason why the Bank of
Canada report should not be referred to this committee, but it seems to me
that the motion is premature and is going to confuse the situation with regard
to the consideration of a definite thing, a bill for a definite purpose. I quite
agree that we will, as the bill is considered, try to make it serve our constit-
uencies, and I intend to advocate a ceiling on the bill so that no big industry
can get most of the funds. I think we could very well consider the Bank Act
after we have considered this bill, and for that reason I would be inclined to
vote against the motion.

The CuamMAN: Are you ready to vote on the motion?

Mr. Creaver: Is it your intention to call any witnesses today?

The CramMAN: No, not today.

Mr. CLeaver: Have we any reporter to-day?

The CmARMAN: Yes, we have now. )

Mr. Cieavier: If we are calling no witnesses today, I would move that we
adjourn, because I do not think that we are getting anywhere.

Some Hox. MemsBERs: Oh, no.

Mr. McGeer: May I, Mr. Chairman, just say what I had in mind when
I quoted this reference by Mr. Towers of the Bank of Canada to the unemploy-
ment problem. I heartily agree with the expression of opinion by Dr. Donnelly,
but Mr. Towers is not dealing with the Bank of Canada in this report. He has
gone away beyond anything that has to do with the administration of the Bank
of Canada Act. He is giving to this committee, through parliament, and
through this general report a very, very clear warning of the problem that

22047—5
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we have to deal with. I assumed that, when he referred to “adjustments of
unprecedented magnitude” this Industrial Development Bank is one of the
things he had in mind. It is because Mr. Towers has apparently made a pro-
found study of the situation that he sees developing, and has referred to it, that
it seems to me that this report comes right into the picture of the principles on
which the Industrial Development Bank is founded. That is why I think he
should be with us on this report.

Mr. CLeaver: Why should he not be called in to give evidence rather than
considering the report?

Mr. McGeer: I quite agree with Mr. Maybank that, even if it were merely
for the purpose of being on sound ground, we should take the procedure that
has been followed in the past, and that we simply request parliament to refer
this report to us. Then we have it before us and we can deal with it without
any question of being out of order.

Mr. McItrarta: As I understand the last part of Mr. McGeer’s remarks, if
the principle of the Industrial Development Bank bill comes squarely within the
report or part of the report of Mr. Towers from which he has just read, then we
are going to examine Mr. Towers fully as a witness here and we accomphsh the
same end by merely calling him as a witness; and that has already been pro-
vided for. There has already been a motion "to that effect.

Mr. McGezer: The problem, as I see it, Mr. McIlraith, is that we mlght find
ourselves out of order on that very thing.

The CuAIRMAN: Are you ready for the question?

Mr. Jaques: I am not sure as to how wide the discussion may be that will
be allowed on this bill when we discuss the general purpose of it. Some members
seem to think, or at least I gather that they think that discussion should be
limited strictly to technical discussion of the bill itself. I do not see how we
can discuss a bill of this nature unless we do have an almost unlimited sphere of
reference. If we are just going to discuss the technical points of the bill, I do not
think it is possible to have any intelligent discussion of it. I just wondered if you
could tell us what the situation is, Mr. Chairman.

The CrHAlRMAN: I think tl}e committee will just have to use its own good
sense.

Mr. Brair: Yes.
The CralRMAN: Are you ready for the question?

Mr. Brackmore: Before we vote on this motion, there is an observation
that I should like to make. Probably we have come to the time when a new
order must be introduced; and if a new order is to be introduced, if it must be
introduced, it becomes the responsibility of this committee to take the lead, to
assume the responsibility, to show the courage which is necessary. I believe that
a discussion of the question as to whether or not a new order must be introduced
and of the question of what must be the nature of a new order if we propose
to introduce it, would properly be carried on in a discussion of the Bank of
Canada report. I therefore would support Mr. McGeer’s motion most heartily. I
would say to the other members of the committee that such a procedure can
certainly do no harm, and it might do a great deal of good. Before taking my
seat, may I refer to the statement to the effect that we will become lost. I can
conceive of no better way in which we can become lost than through proceeding
to discuss the merits of a bank designed to fit into a system, the nature of which
we do not know. The first thing for us to determine is what is the nature of the
system; then we can judge the merits or demerits of a particular bank in
relation to the general principles which we have laid down.

Mr. McNevin: I am not averse to this committee giving conmderatlon to
the annual report of the Bank of Canada. But here we have a bill with a
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capitalization of $25,000,000. I think we should do things one at a time, and
that we should get along and do something. If we get into all this, we are not
going to be able to deal with this bill at all.

Mzr. Brack: I am going to support the motion. I cannot conceive of objec-
tion to the motion of Mr. McGeer and Mr. Slaght. The bill that we have before
us for consideration has as its foundation the Bank of Canada, to start with; and
the Bank of Canada is the foundation of the banking system in Canada. There-
fore we, as a parliamentary committee, should have, not only for the purpose
of discussion of this bill, but of every matter that is referred to or dealt with by
this committee, the benefit of having this report placed before us. Therefore 1
am going to support the motion.

The Cuamrman: I will ask the clerk to read the motion.

Clerk reads motion: Moved by Mr. McGeer that the Committee recommend
to the House that the report of the Bank of Canada for the year 1943, issued on
February 10, 1944, by the Governor, Mr. G. F. Towers, be referred to this
committee.

Mr. Svacur: I seconded that.

Mr. Creaver: I have an amendment which I should like to make. I hope we
shall reach unanimity. After hearing the discussion that has gone on, I would
move as an amendment, that the Bank of Canada report be considered after we
have completed our study of the present bill.

Mr. SvaguT: Oh, no. That is not an amendment.

The Cuamman: We will have the vote taken.

Mr. CrLeaver: Are we voting on the motion or on the amendment?

The Cramrman: We are voting on the motion.

Mr. JackmaN: The amendment is out of order.

The CramrmaN: I think I must rule, Mr. Cleaver, that your amendment
was out of order.

Mr. Cueaver: Very well, Mr. Chairman; I do not appeal from your ruling.

Motion carried on division.

The Cuamrman: Gentlemen, we shall meet again on Thursday, when
Mr, Towers and Dr. Clark will be present.

The Committee adjourned to meet again on Thursday at 11 o’clock a.m.

House or CoMMONS,

March 23, 1944.

The Standing Committee on Banking and Commerce met this day at
11 o’clock a.m. The Chairman, Mr. W. H. Moore, presided. .

The Cuarman: Is it the pleasure of the committee to have a statement
from the Deputy Minister of Finance, Dr. Clark?

Hon. Mr. Hanson: Before Dr. Clark begins may I express the pleasure
I feel at being here and regret that I was not here on Tuesday, and make a
request? This is the third revision of the Bank Act we are coming to. There
are in the archives of parliament reports of the revision of 1923 and 1934. I
would suggest, sir, that you arrange with the powers that be that the members
of this committee be supplied with the evidence taken in 1934, and if anyone
desires it, the evidence taken in 1923. It is very interesting and illuminating

22047—53
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reading if you want something relaxing. I would also suggest that we be supplied
in advance with copies of the present Bank Act as passed.

Dr. W. C. Crark, Deputy Minister of Finance, called.

The Wirngss: Mr. Chairman and gentlemen: I should like to speak about
three or four points in connection with this bill which I think have been of
interest to various members of the committee and of parliament. In what I say
I shall try to reflect, as far as I can, what I believe to be the minister’s under-
stgmding and approach to the bill, and to the particular problems I shall speak
about.

First, I should like to say a little bit about why this bank has been proposed,
what are the reasons for proposing it at the present time? In that connection
I should like to make two main points. One is that I think there has always
been a gap in our existing financial structure, a gap which has not been filled by
the various types of private finanecial institutions which have developed in this
country, and which this bill is intended to fill. It is intended definitely to supple-
ment existing institutions rather than to supplant or compete with them.

Let us see just what I mean by reference to a gap in our financial fabrie.
I might take the case of a new small or medium sized industry. I think Mr.
Abbott in one of his speeches in the house perhaps made sufficient reference to
the new type of enterprise, using that as an illustration of the kind of thing
that the government had in mind.

By Hon. Mr. Hanson: -

Q. Was that in his first speech?—A. I think it was in his closing speech.
He used the illustration of a new enterprise. I think also you are all familiar
with the difficulties which small new enterprises having in getting started in this
and in other countries as well. As an illustration of what I have to say about
the gap I should like to take an existing enterprise, one that is short of capital,
needs more permanent capital either because of rapid expansion in business or
for some other reason.

Let us take a little company that may have been started fifty or seventy-five
years ago by a man who built it up to proportions adequate to that day. Perhaps
it has passed down now to two or three of his sons or one of his sons and they

have provided good management; are making a good product and the demand is .

increasing rapidly. They have only $10,000 or $15,000 or $25,000 or $30,000 in
the business, perhaps a little more, perhaps a little le_sr?', but undey current condi-
tions they may need a substantial amount of additional working capital. It
may be $100,000, $200,000 or $300,000 which they may need to build an extension
to the plant or put in new machinery and tooling. Let us say for the sake of
illustration that they need a couple of hundred thousand dollars.

Q. Dr. Clark, did you use the expression “current conditions”?—A. Yes.
I am speaking about the level of activity and income. e .

Q. Did you mean war conditions?—A. I am not thinking especially of
war conditions; it is really post-war conditions. They go to a chartered bank
and make a request for a line of eredit or advance of a couple of hundred
thousand dollars. They have only this small amount of capital in their business
and the bank says to them, naturally and rightly, “Are you going to be able
to pay this off at the end of a year or in a year or two”? Chartered banks
normally. like to see loans cleaned up each year, and provide the surplus working
capital that is necessary to carry on industry and commerce. The answer
has to be, “ No, we cannot pay this off; we are not likely to be able to pay it
off in a year or two.” What the banker says is, “ What you ought to have
is more permanent capital in your business, more stock or more funds raised
by a stock issue or by a bond or debenture issue.”

I want to say that the bank is perfectly right. There is no ecriticism
that can be made of the bank for taking that point of view because that is
not the purpose for which chartered banks have been set up.
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Q. It depends ‘on the term that he wants, does it not?—A. Partly on the
term and partly on the amount of capital that is required, partly on the
amount of security that may be taken or ought to be taken to safeguard that
kind of loan.

Q. You are talking, of course, of a loan for capital expansion and not
working capital?—A. I am assuming primarily for capital expansion although
there will be cases where there ought to be more permanent capital in the
business to provide some working capital which a chartered bank could
* supplement.

Q. What is the ratio?—A. It is permanent capital, working capital, needed
year in and year out, and most businesses ought to have some of that capital
as permanent capital.

: ig i tio_of working capital required in an enterprise
as against borrowings?—A. It varies with every business, every industry. 1
do not think you can lay down any fixed ratio. Anyway, the banker gives
his answer. i

Q. Would two to one be a fair ratio?—A. Oh, it would vary. I think
two to one might be all right in some industries, three to one, four to one and
some a good deal more than that. The banker sends this man off to get more
permanent capital in his business. Where does he go? He goes to an investment
dealer, investment firm, and what do you find there? The investment dealer
1s probably very anxious to do business, to get a stock or bond issue which
they can sell to the public, but if the amount is only for $200,000 or $300,000,
or if this concern is not generally known—and it would not be under the
conditions I have assumed, it would not be generally known throughout the
country—it is practically impossible for that investment dealer to sell a bond
or stock issue.

Q. Do you mean to say he could not sell preferred shares?—A. Very rarely.

Q. Well, it is done—A. Yes, it is done occasionally. In New York they
used to say that any firm that wanted a security issue for less than $1,000,000
had no chance of trying to raise the money in New York. It just could not
be done. Here in Canada you can sell issues smaller than that, but you would
probably find that if the 1ssue is for an amount up to $500,000 or $600,000
it is going to be very difficult to get an investment dealer to underwrite such
an issue.and sell it, particularly if the company is not nationally known, has
not a reputation, has not a back record of very satisfactory earnings, and so on.

What does the individual or this group of two or three brothers do then?
In the occasional case again they might be able to get a loan from an insurance
company or mortgage and loan corporation, but there the conditions have to
be pretty favourable before they can get such a loan.

Q. It depends on the type of business?—A. Oh, yes, it depends on the
type of business and the past record, and so on. Usually that kind of case
that T am mentioning will not be able to get that capital unless the individuals
concerned can find an. angel, for instance, who is prepared to put up $200,000.

Q. Sugar daddy is the word?—A. Sugar daddy, and usually the sugar daddy
if he puts up that amount of money wants to have control of the enterprise.
He might want 51 per cent or more of the stock, or something of that sort.
That is one type of case that the minister has in mind.

The other type of case is the brand new enterprise without any record
behind it, perhaps with the public not knowing anything about the individuals
who are proposing to start the new enterprise. Under the set-up of this Act
such individuals could go into the Industrial Development Bank and present
their case to the management of that bank and the bank would have the powers
that are outlined under section 15 of the Act, “ Lend or guarantee loans of
money,” or “ Enter into underwriting agreements in respect of the whole or
any part of any issue of stock, bonds or debentures of a corporation engaged
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in or about to engage in an industrial enterprise in Canada.” Notice the words
“enter into underwriting agreements in respect of the whole or any part of
any issue.” Then, “ Purchase or otherwise acquire with a view to resale
thereof, the whole or any part of any issue of stock, bonds or debentures,”
and so on. I think that in an institution with that kind of power the type
of case that I have been referring to should be dealt with wherever there is
a fair and reasonable chance that the enterprise is likely.to succeed under
conditions of high employment and high national income. ;

By Mr. Graham.:

Q. Dr. Clark, as a side light would I not be correct in that case you men-
tioned that it would put that particular business in a very receptive mood if
they could not get the capital required to listen to the big shots who would want
to merge, take them over, and thus put an end to their troubles as to financing?
—A. T think that might be the only resort. The second point that I wish to
make is that while this gap under our financial structure has always been there,
has been there for a long time in this and most other countries, and should be
filled, I think it is very important that it should be filled in the post-war period
into which we are coming at some time in the future. You have got in addition
to the ordinary requirements of new enterprises and these expanding small or
medium scale enterprises the reconversion requirements, the switch from war to
peace economy which is going to require capital. It seems to me also you are
going to have many new opportunities for new industrial enterprises based on
the commercial application of many of the scientific developments that have
occurred during the war in the electronic field, the plastic field and a great
many other fields where technological developments during the war have been
of astounding proportions, and where I hope we can make similarly great ad-
vances during the post-war period by applying the new science now learned, the
new knowledge, to the needs of peace, to ordinary civilian requirements.

If we can fill up that gap which I have been talking about I think we will
be in a much better position to promote what I think every section of the
committee would like to see, an expanding economy after the war with a high
level of national income, employment and productivity. It is adding just one
other stone to the financial family. It may not be the coping stone but it is an
important and much needed stone. If you go back over the history of the last
ten years or so you can see that one step after another has been taKen to fill
out, round out, make more comprehensive and better integrated, the whole
financial structure of Canada, the setting up of the Bank of Canada, the im-
provements made, developing and improving the short term money market, the
central mortgage bank in the mortgage and long term loan field which has not
been put into effect but presumably it, or something along that line, will have
to be done after the war.

The government has indicated in addition to this bill you will have some-
thing in the field of the guarantee or insurance of export credits to facilitate
export trade in the post-war years when such assistance may be greatly needed.
T think also that Mr. Abbott has referred in the house to developments in the
field of intermediate agricultural credit. This is one of the steps that have been
and are being taken to fill out, round out, the financial structure.

The second general point to which I should like to refer for a few minutes
is why do we propose to set up the new agency as a subsidiary of the Bank of
Canada? The members who have discussed this I think have approached it from
two angles. I think there are some who have suggested that perhaps it should
be a private institution set up perhaps in some way by the chartered banks and
other private financial institutions. I think that is a legitimate case for discus-
sion. In considering that, note these points which I think are the ones which
weighed with my minfister in recommending the set-up which is proposed in this

bill. As I have just said, the first point is that this is an institution which is.
S
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being set up to do certain things which private enterprise has not done in the
past_and which, in my opinion it can scarcely be expected to do. I do not
think what T have said indicates that criticism should be made of the chartered
banks for failing to make this type of loan, or of the investment dealer or other
institutions. The type of loan intended here is a type which private institutions,
as we have set them up in this country under the laws of this parliament for the
most part, are not equipped to do and probably should not do. The new
institution here is intended to supplement the kind of thing which private
- enterprise has been doing in the past.

In the second place I would point out that the chances of profit in the
operation of an institution like this are, I think, very modesf, and the risks are
probably considerable. T believe there are not great chances of profit, or profit
“whollycommensurate with the risks that may have to be taken. The profit
possibilities in relation to the risks are not, I think, such as to attract private
capital to this kind of business. Therefore, it seems to me appropriate that
the type of institution you set up to perform this function should be essentially
a non-profit making institution which goes out to render a service that is needed
rather than to make profits primarily.

By Mr. Graham: :

Q. Is there a greater possibility there will be losses?—A. I think that will
depend onthe competence and good judgm by the management.
itt be some losses made. Perhaps Mr. Towers could speak
far more effectively on this than I can. There will undoubtedly be mistakes
made even by the most competent and most efficient of managerial set-ups
which you could provide for an institution like this. There are losses in all
kinds of lending and the fellow who does not make any losses is probably the
fellow who does not make any loans at all. You can turn down all loans and
you will save yourself from making losses. However, what we are thinking of
here is an institution which will make loans, or give guarantees, where there
is a fair and reasonable chance that the industry will succeed, that it is making
a product for which there is a demand, that there is sound and relatively efficient
management. If we get a reasonably efficient management what I would expect
is that there would be a modest or relatively moderate profit rather than large
profits.

By Hon. Mr. Hanson:
Q. That is just a pious hope, is it not?—A. You may say it is a hope.
To me it is a belief. I have confidence in that appraisal. Perhaps we might
look at it five or ten years hence and see whose guess is right.

By Mr. Tucker:

Q. It depends on the administration?—A. It depends wholly on the
administration. '

Q. The banks are intended to help new businesses but will only help
new businesses with assets to pledge for the loan that you get. If you are
going to help new business you are bound to have losses—A. That is what I
say. Under this heading our success in maintaining a high national income and
high employment after the war will depend to an important extent on government
policies both in the domestic and in the international field. The success or
failure of the kind of marginal or residual industrial enterprise with which
this bank is likely to be concerned will tlierefore depend to a very substantial
extent on the success or outcome of the government policies. For that reason
it is believed that a government agency is in a better position to operate in the
field than any private institution, because it is in a far better position to
estimate or appraise the outcome of those policies. '
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By Hon. Mr. Hanson:

Q. And it also depends on the taxation. This bank will pay no taxes
while private enterprise will have to pay taxes?—A. Yes.

Q. I should like to attract some attention to that aspect.—A. Is that question
pertinent here?

Q. It is pertinent to your statement made just a minute ago.—A. I have
been talking about the proposal to set up a private corporation of some sort
instead of this government agency to make this type of loan. I do not think
that the success or failure of this institution is going to depend on the tax
structure essentially.

Q. Do you not think it is an element?—A. It is an element. I do not
know what you are thinking of, Mr. Hanson, whether you are assuming a
continuance of tax rates on the present basis of excess profits taxes, and so on?

Q. I am thinking about taxes on the industry itself.

The CHAmMAN: Excuse me, the reporter is having difficulty in getting
your remarks.

Hon. Mr. Hanson: Perhaps we had better let Dr. Clark continue and then
he will be re-called for cross examination.

The Wirness: So much for the alternative.

Mr. Kinvey: I think I must intervene here. Dr. Clark has been stressing
the idea of a private bank. I never heard that in any speech. He said that
some were advocating that. The thing is whether it should be an interlocking
directorate as a public bank with the Bank of Canada.

The Wirness: That is what I am coming to now.

Mr. McGeer: I do not think we have anybody in the House of Commons
who would suggest that this should be a private corporation in view of the
success of the Bank of Canada.

The Wrrness: The government had before it two alternatives. I have
dealt with one. Now I am coming to the other. The second one is that it
should be set up as a government corporation independent of the Bank” of
Canada, not interlocked, as you say, with the Bank of Canada. In this
connection it is said it is unwise.to mix the functions of the Industrial Develop-
ment Bank with the primary central bank function which is the control or
regulation of the volume of money and credit in circulation. On that point
I would just like to make these comments. It is true that most central banks
do not engage in ordinary banking operations. Nevertheless there is a precedent
for the tie-up of this type of thing with central banks. I think various
speakers in the house have referred to the Bankers Industrial Development
Corporation in England set up under the auspices of the Bank of England, and
also to the industrial loaning program of the Federal Reserve Banks of the
United States administered under section 13(b) of the Federal Reserve Act.

There is a precedent for setting up this bank as a subsidiary of the central
bank. In the second place under any form or organization there will be
necessity for the closest possible co-operation between the Bank of Canada and
the Industrial Development Bank. The Bank of Canada is the channel through
which the monetary policy of the government is put into effect. The operations
of the Industrial Development Bank will naturally have to dovetail into the
country’s monetary policy.

By Mr. McGeer: i
Q. Would you say that this is modelled after the English practice?—A. No,
1 would not say it is modelled after the English practice.
© Q. It is pretty similar to it. It is a subsidiary. What do you call that
bank in England?—A. The Bankers Industrial Development Company.
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: Q. It is a subsidiary of the Bank of England in exactly the same way as
this is.

Mr. Towers: Not wholly owned, only partly owned.

_ Mr. McGeer: Subject to that distinction, but the Bank of England is
virtually the dominant head of that bank. I think we will agree on that.

The Wirngss: In this connection I think the preamble is pertinent.

Whereas it is desirable to establish an industrial development bank
to promote the economic welfare of Canada by increasing the effectiveness
of monetary action through insuring the availability of credit to industrial
enterprises which may reasonably be expected to prove successful if a
high level of national income and employment is maintained, by
supplementing the activities of other lenders and by providing capital
assistance to industry with particular consideration to the financing
problems of small enterprises.

Rather, therefore, than provide for a separate form of government corporation
and then try to bring about the necessary, co-operation or co-ordination between
the new government corporation and the Bank of Canada the government
thought it more efficient and sounder to make the Industrial Development Bank
a subsidiary of the Bank of Canada.

In the third place I should like to make a point which I am sure Mr.
Graham Towers will not like. I am going to make it, anyway. It is that the
government has great confidence, and I think rightly, in the management
of the Bank of Canada, and believes that management can arrange more
efficiently and economically for the carrying out of the difficult role which the
Industrial Development Bank will have to play, provide a more efficient and
economical arrangement than any mew corporation built from the ground up
almost over night.

Finally, the new function given to this subsidiary of the bank will not, I
think, interfere in any way with the primary function of the central bank in
regulating and controlling the volume of money and credit in circulation. On
the contrary I would think that it might assist in enabling this main function
to be carried out more efficiently because of more intimate contact with the
Bank of Canada will hereby have with the conditions and the problems of small
and medium sized industries throughout the country. I think it is an important
point that this bank’s work, this kind of funection, will bring Mr. Towers and
the management of the central bank more constantly and more intimately in
touch with the conditions and problems of small business throughout the
country.

The last point that I wish to refer to is the size of the bank, the question
whether a $100,000,000 institution is sufficient to do the job. Under that head
I should like to say first that $100,000,000 after all is a pretty large figure
in spite of the ease with which we talk about billions of dollars these days.
It is a pretty substantial figure. I think Mr. Abbott contrasted it with the
couple of hundred million dollars of industrial loans by the chartered banks
prior to the war. Secondly, it was thought wisest to start this bank modestly
because we were breaking new ground, and to give parliament an opportunity
to see how the new institution would work rather than start with a wvery
grandiose scheme. In that connection if more funds are shown to be needed
as the bank acquires experience in the next year or two it will be easy,
presumably, to come back to parliament and request that the capital stock and
the assets available to the bank be raised. That method of procedure will enable
parliament at that time to review the operations of the bank, to see the
function that it is performing, the need which it is filling, and to decide whether
or not its assets, its size, its magnitude should be expanded. I think, Mr.
Chairman, that is all I need to say at the moment.

22047—6
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The CHaRMAN: Are there amy questions that you desire to ask?

- Hon. Mr. Haxson: Should we not have the text of this statement before
we examine on it?

The CaarMAN: Shall we go on with the statement of Mr. Towers?

Hon. Mr. Hanson: That is just my suggestion. I do not want to force my
will on the committee.

Grauam Towers, Governor of the Bank of Canada, called:—

The Wrirness: I have very little to add to what Dr. Clark has said. I
think I should like only to endorse the remarks which he has made in regard
to the existence of a gap in our present credit facilities. I think that might
bring to people’s minds the question, “Did this gap always exist; is it greater
now than it used to be or not?” I think the answer is that the lack of facilities
under modern conditions presents a more serious impediment to the small
enterprise than was the case twenty-five or more years ago. Some considerable
time ago if a small but progressive business concern found that the type of
credit facilities which it needed were of such a term they could not properly
be obtained from a commercial banking institution, were of a size and character
which did not lend themselves to be supplied through the form of a bond
issue or preferred or common stock issue in the general market, that small
enterprise turned to individuals to try and obtain additional capital. It is still
open for the small enterpriser to do so, but I think the difficulty which he would
experience nowadays in interesting individuals in putting additional capital in
a minority position in a small enterprise is much greater than it was twenty-
five or thirty-five or more years ago.

By Hon. Mr. Hanson.:

Q. Why do you say that?—I think you are perhaps correct, but why do
you say that?—A. I say that first of all because the increase in savings of the
type of person who had accumulated sufficient to put it into a small enterprise
is, of course, greatly effected by modern income taxes. Furthermore, that
individual has to think twice before he puts $25,000, $50,000, or whatever it
may be, into a minority position in a small concern because some day or another
in the natural course of events death will overtake him. His estate will then
be in possession of a minority interest in a small enterprise with which they
might find considerable difficulty in turning it into cash, in finding a market,
in other words. A

By Mr. Breithaupt:

Q. Because the stock at that time may not be listed and there is no market?
—A. In all probability it will not. His estate faces the problem of raising cash
for succession duties and yet having in this particular stock an asset which it
is very difficult to realize on except perhaps at considerable sacrifice.

By Mr. Kinley:

Q. You are assuming he will buy stock and not lend the money?—A. In the
ordinary course of events I would think he would buy stock.

Q. Be a minority shareholder to a large extent?—A. Yes, possibly, although
that has never been easy in itself.

Q. It is mnot very attractive.—.A. He may come in in some form of
partnership participating in the business. There are all kinds of permutations
and combinations. What you suggest has never been easy, and I agree with
that, but I would simply suggest that for the reasons I have mentioned it.is a
good’ deal harder nowadays to interest individuals in putting in capital in a
small enterprise unless they are ones which they are managing and trying to
build up themselves.
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By M. McGeer:

Q. Why is that?—A. Taxation. s

Q. In other words, we are taxing ourselves out of private enterprise and
taxing ourselves into a state of public aid or public ownership?—A. I think there
1s a tendency in that direction. I do not think the war situation can be cited
as an example because during.a period of war it is necessary to do things which
may not be applicable in peace, but that the tendency existed before the war
I think was also true although naturally not nearly to the same extent. I think,
Mr. Chairman, that is all I would wish to say.

The Crammman: What do you suggest as to procedure? Shall we wait

until we have printed copies of these statements or proceed with the examination
now?

Mr. Tucker: Mr. Chairman, 1 should like these gentlemen to deal with
some points that have been raised. They must be prepared to do so. Then they
could be asked questions on them. One point that was raised was why the
Industrial Development Bank should not be permitted to obtain money on redis-
count from the Bank of Canada at say 1 or 1} per cent instead of having to go
and sell bonds that are not guaranteed by the government in the market.
Admittedly they would like to be able to sell them at no lower yield but in
view of the fact they are not government guaranteed and that a very small
profit is possible in this enterprise the Industrial Development Bank could
not hope to sell bonds, in my opinion, at any less than 44 or 5 per cent interest.
Assuming the cost of operation of a bank is around 2 per cent, as Mr. Towers
has told us before, it would mean that they could not lend money at less than
6% or 7 per cent. The suggestion is made that this Industrial Development
Bank should have the right to go to the Bank of Canada the same as the
chartered banks and get money from the Bank of Canada at 11 per cent the
same as the chartered banks instead of having to go into the money market
and get it at 5 per cent. That was raised in the House of Commons, and I do
not see any reason why it should not be dealt with now. Then there is the other
point which was raised also in the House of Commons that if the Bank of Canada
has the dominating say as to what loans shall be made they will have to be
extra cautious in the making of loans, as Dr. Clark has pointed out, for fear of
bringing the management of the Bank of Canada into contempt with the whole
banking community. In other words, a separate institution could operate
purely for public purposes and for the sake of stimulating enterprise could
afford to take losses, but if the Bank of Canada did that the whole banking
community would say, “Well, the Bank of Canada management must be slipping;
they cannot, even manage their own business and they are undertaking to manage
the business of the whole country.” Those are two points which were made
very strongly in the House of Commons and I suggest ‘that they should deal
with those questions and we can ask questions on them afterwards.

The Wirness: As to the first point, the question of the desirability of the
Industrial Development Bank having the right to rediscount from the Bank of
Canada, I do not think that will be necessary because it is proposed that the
Bank of Canada should be authorized to buy the securities of the Industrial
Development Bank. These securities, of course, can be issued for any term.
They may be one, two, three or fifteen years, provided that those in excess of
ten years are limited in amount in so far as the Bank of Canada holdings are
concerned. If certain needs of the Industrial Development Bank are temporary
in character, that is, of a character which would have caused them to rediscount
if they had the authority to do so, it is open to them to issue a short term
security which can be bought by the Bank of Canada at a rate not-in excess of
the rediscount rate. Secondly, in regard to the cost of financing which the
Industrial Development Bank will incur by the sale of bonds or debentures, as I
have already mentioned, the Bank of Canada is to be authorized to purchase,

22047—63%
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and the Bank of Canada will have certain considerations in regard to the value
of these bonds or debentures. It will take into consideration that the concern
has a paid-up capital of, shall we say, $25,000,000, that its total liabilities are not
to exceed, including capital, $100,000,000. In other words, there is a very
substantial proportion of capital in relation to other liabilities. We would feel
that these securities should sell on a basis approximately as favourable as govern-
ment guaranteed bonds, and I would be prepared to say that is the basis on which
they will sell.

By Hon. Mr. Hanson:

Q. You are prepared to say that?—A. Yes. If I were not prepared to say
that I must also be prepared to say that the risk of loss is such that not only
would the $25,000,000 capital disappear but that further capital then would not
be forthcoming. I certainly would not be prepared to say that.

Q. You admit there is a risk of loss?—A. Most decidedly; I am coming
to that now. The other thought expressed was that management by the Bank
of Canada might not be the best type of management having in mind the pur-
poses of the institution.

By Mr. McGeer:

Q. Just before you leave that other point, the point that was raised, Mr.
Towers, was not just the one you have covered. As I understood it the point that
was raised in the House of Commons was why this bank, which presumably had
to get money for needy industry at the lowest possible cost, should have less
right and power to acquire capital finances than the chartered banks have. When
chartered banks borrow from the Bank of Canada, or acquire Bank of Canada
cash, they have the power to multiply their capital finances for loaning purposes
up to nine times. I am taking borrowing practice. Legally they can expand it
up to twenty times, but in normal banking practice they do it up to nine
times. Here is a chartered bank which borrows money from the Bank of Canada
at your new rate of 14 per cent. It multiplies its capital finances by nine times
without paying anything in the way of interest rates at all. Here the Industrial
Development Bank comes forward and it is proposed to go in the open market
and sell its bonds to acquire capital finances to reloan to needy small companies,
and to compete with the chartered banks.—A. Theoretically chartered banks
could borrow from the Bank of Canada and expand their liabilities in the way
you suggest.

Q. They do, do they not?—A. No, they do not. The Bank of Canada would
not make loans to chartered banks of a continuing character. They must neces-
rarily be very short term. Secondly, even if the Bank of Canada were willing
to loan to the chartered banks for the purposes you mentioned, which we are not
and will not be, even if we were willing it would be unprofitable for the chartered
banks to develop their business on that basis because they cannot afford to
develop it on the basis of paying 1% per cent for the money. They extend their
deposits in the way you mentioned, and they have to pay interest on those de-
posits on average.

By Mr. Tucker:

Q. Which costs them on the average how much? What is the average amount
paid by the banks on their deposits?—A. About -6.

Q. So they get their capital at -6 per cent and you are requiring the
Induhs"?rial Development Bank to pay at the very least 3 per cent?—A. Pay how
muc

Q. They get their capital at -6 per cent and you are requiring the Industrial
Development Bank to pay to either you or the public at least 3 per cent?—A. No,
not necessarily; it depends on the term.
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Q. Under present circumstances?—A. No, it depends on the term of the
obligation which was issued.

Q. These would be long term bonds?—A. Not necessarily because not all
loans will be long term. The average length may be not fifteen years, but six
or seven or eight.

Q. What is the average interest paid?—A. I should say a four year show
would be about 2 per cent.

Q. But you said the average would be six years?—A. Call it two and a
- quarter.

Q. So in one case you are requiring the Industrial Development Bank
to pay 2% per cent while the chartered banks get their capital at -6 per cent
for money which they .reloan, credit they reloan?—A. There is one cost factor
which you have left out, and it is infinitely more important than the interest
charged, the cost of operation.

Q. Does the Industrial Bank not have cost of operation, too?—A. Not
for taking deposits, and servicing them.

Q. It will have to pay employees for the sake of making loans and collect-
ing them?—A. Yes. If one goes into the deposit business it is necessary to have
a large number of branches and to have the staff to deal with cheques and
other forms of bank deposits. I have no hesitation in saying that if the Industrial
Development Bank were given power to take deposits from the public and if it
wanted them in any volume it would naturally have to open offices and provide
the staff for the operation of those accounts. I have no hesitation in saying
that I believe the cost of the Industrial Development Bank obtaining funds in
that manner would be greater than doing it by the sale of bonds or debentures.

Q. But the point, Mr. Towers, that we were dealing with was the establishing
of a set-up whereby the banks are able to get their credit at -6 per cent plus
what it costs them to operate.—A. That is about 2 per cent more.

Q. Of course, that includes taxes?—A. No.

Q. You told us in the Banking and Commerce Committee in 1939 that it
did include taxes?—A. Yes, I am speaking from memory.

Q. T have looked it up.—A. I could supplement my remarks later.

Mr. Gramam: Mr. Chairman, may I suggest that Mr. McGeer asked the
witness a question and I was interested in the answer. I am also interested
In what Mr. Tucker is developing, but I would like to hear a completed answer
to Mr. McGeer’s question. I suggest we adopt the practice of allowing the
witness to answer the question asked by a particular member.

Mr. Tucker: I thought I was following up the question.

The Wrrness: I think for all purposes, and again subject to correction, I
had better say 14 ex taxes is my present guess. - I say that without having gone
back to my file.

By Mr. Tucker: :

Q. Even on that basis you are letting the banks get capital roughly at
slightly over 2 per cent and you are going to require this bank to pay more than
that— —A. T should think that the banks on the basis I have mentioned—and
this is subject to my amending it later on because I am speaking from memory—
their costs ex taxes could be called about 24 per cent. I do not think that the
average cost of the Industrial Development Bank will be more.

Mr. McGerr: We shall probably have the banks before us this year and
likely get something better than a guess on that.

The Wirness: I think so.

By Mr. Tucker:
Q. The point was that by virtue of our national set-up we have enabled the
banks to get their credit from the government, leaving out of account cost of
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operation of -6 per cent. If the purpose of this bank is to assist in the develop-
ment of industry in the country, leaving aside everything else, why should not
we say that we shall, leaving aside cost of operation, let the Bank of Canada
supply credit to the Industrial Development Bank at the same cost as the
banks get their credit, leaving aside cost of operation, which in one case is
-6 per cent and in the other case it is going to be somewhere around 2% per
cent?—A. The Bank of Canada does not supply loans to the commercial banks
as a steady diet.

Q. No, but what you do as a matter of fact is even better than that. You
actually buy government bonds and supply the cash to people who take it
into the banks giving the banks use of it at the average cost that they pay
their depositors?—A. Plus operating expenses, yes.

Q. Leaving aside operating expenses, the Bank of Canada to-day is supply-
ing credit to the chartered banks to do business at a rate of -6 per cent; that
is true, is it not?—A. The public are. ¢

Q. The public and the government?—A. The public really, because they
are the ones who leave the deposits there. _

Q. You make it possible for the public to buy bonds or you pay currency
out which they can take and deposit in the bank?—A. Yes. :

Q. Between the Bank of Canada and the public under the national financial
set-up credit is supplied to the banks which they can loan at the cost, outside
of operating expense, of 6?—A. I do not see how one can leave out operating
expenses. It is really almost like saying that if a concern which is making an
automobile finds it can get the materials for $100 and leave aside labour. they
can produce a car at $100; but as labour is the main factor in the construction
of that automobile no one ever mentions in assessing the cost of a car—no one
ever speaks of material; they go on and assess the cost of the labour.

Q. Yes, but if you leave aside operating expenses you can secure the
operating expenses afterwards. If you borrow money on the sale of long term
securities it is going to cost you well over 4} per cent and you will have to
pay operating expenses, won't you?—A. In the Industrial Development Bank
or any other bank we can get that credit at -6 unless we are willing to spend
the money for operating expenses, so that the expenses and the interest are
absolutely indivisible and inseparable, and we cannot do the one without the
other. :

Mr. McGeer: Of course, you have no way of telling what your operating
costs are going to be with the Industrial Development Bank because you are
going into a field of unknown enterprise, and probably one of the heaviest
items—

Hon. Mr. Hanson: Could you estimate that cost?

The Wirxess: No.

Mr. McGegr: —probably one of the heaviest items in cost of operation

in the banks is bad debts. It may not be one of the heaviest, but it is substantial.

Mr. Tucker: Of the chartered banks. |

Mr. McGeer: Of the chartered banks. Now, that cost is certain to lump
in the picture of the operation of this bank. So when you say, as you did a
moment ago, that when you compare cost of getting the finances as between
the chartered banks and the industrial bank you have to take into consideration
the cost of operating the deposit system, while if you compare the cost of
operating the Industrial Development Bank, keeping in mind, as you have
said, the danger of loss, that cost probably will not be much less than the
chartered banks’ cost, so I say that if you state the cost of getting these finances
first and then deal with the relative position of the operating costs of both
institutions as apart from the cost of securing the capital finances required we
will have a better understanding of the picture and less confusion. The point
I raised was not a question of operating costs either of the industrial bank or
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the chartered banks but the question of what the capital finance costs before
it is moved into operation at all; and that must be confined to the method of
securing that capital finance. Why a publicly owned industrial bank should
have to go into the market and borrow to re-loan when the chartered banks
are not put to any such expense at all is something that I think the average
citizen of Canada would want to be informed about.

The Wirness: Of course, Mr. McGeer, I do think that is a point which
should be cleared up, because unless we can agree what the chartered banks do
1t 1s very difficult to talk about what the Industrial Development Bank does.

By Mr. McGeer:

Q. I agree with you; and let us confine ourselves to the cost of capital
finance.—A. You told us that the chartered banks do not have, as you say,
to go into the market to finance, but that is just what they have to do, because
they have to obtain and retain the deposits which the public make with them.

Q. Where else would they deposit them?-—A. They nevertheless retain them

and have the cost of operating.
. Q. There is no place else to go.—A. Oh, yes, there is; it is possible to go
into Bank of Canada bills or to put it into a mattress. That is exactly what
would happen if there was any doubt with regard to the solvency of the banking
system. As a matter of fact, there is a substantial amount of notes held in
that form right now—mnot due to doubts with regard to the banking system
but due to a certain preference which individuals have or seem to have.

By Mr. Tucker:

Q. The effect of that is a loan to the government without interest.—
A. Unfortunately, not without interest because it costs money to print ciculation
and keep it in order. You might call it the equivalent of a loan at about
five-eighths of one per cent.

Q. You would have no competitive loans being made in large quantities—
A. Well, from the narrowest selfish profit-making point of view, no, but in
the interest of the general public, yes. I do deprecate it, because so many
who cannot afford it tend to lose their small supply of bills because they have
fallen into the stove or.gone down the drain, or someone steals them.

By Mr. McGeer:

Q. But you have maintained ever since the Bank of Canada was incorporated
or commenced business what is commonly known in bank parlance as an easy
money policy which, as I understand it, provides the chartered banks with
their reserves of cash?—A. Yes, we are in the interest on the bonds and they
hold the cash without any earnings on it; it is rather a profitable operation
for the Bank of Canada and the government.

Q. Well, the government pays you and you return the money to the -
consolidated fund?—A. Yes.

Q. It is a rather useless financial piece of bookkeeping. However, we will
deal with that later. But you have maintained as a matter of policy keeping
the banks supplied with cash at no interest charge to the banks?—A. Oh, yes.

Q. In the main?—A. Oh, yes.

Q. Could you tell us how much interest they ever paid the Bank of Canada?
—A. The banks find that they have, shall we say, ample or at times high cash
reserves because we have bought securities from Tom Jones and they have
deposited the proceeds of that sale in the banks. The banks find that they have
this idle cash that they have not asked for and on which they earn no interest.

Q. The point is, Mr. Towers, that you have actually maintained the policy
in the Bank of Canada of providing finances through your easy money operations
at no cost to the banks. I mean if I buy a bond and hand the government
the credit and the government spends that when the recipient of that expenditure
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of Bank of Canada cash deposits it with the bank and it becomes the property
of the bank; they do not need to borrow from the Bank of Canada at the bank
rates; is not that correct?—A. Yes, that is not done at no cost to the bank.

Q. I am not saying it is not done at no cost to the bank but I am saying
that the cost of securing that capital finance is not one of the items of cost?
—A. Yes.

Q. That is correct, is it not?—A. No, it is not.

Q. Where does it come in?—A. Because in taking the deposit it costs the
bank money.

Q. It costs the bank money to operate that deposit but it does not cost
the bank anything to get the money?—A. They may pay interest on it.

Q. To what extent?—A. 14 per cent.

Q. Will you give us a statement of the interest the banks have paid to the
Bank of Canada for the last five years, or since you started?>—A. No, I do not
mean to the Bank of Canada—to the customer who makes the deposit.

Q. That is again something separate and apart from the cost of securing the
capital finance.

Mr. MayBaxk: Mr. Chairman, it is not just the easiest thing to catch what
is being said by Mr. McGeer and the witness, and with all due respect to Mr.
MecGeer I wish to say that he is interrupting the witness too often and in so doing
does not make it any easier for us. I know that the interruption is not inten-
tional, but there is quite a lot of interruption of the witness as he attempts to
give an answer, and I would ask that the members be more careful.

The Wirness: I am awfully sorry to be so obstinate, but I cannot separate
the two costs, that is the pure interest cost which the banks pay on deposits,
whatever it may be, and the costs of providing the facilities which enables them
to have those deposits. I cannot separate the two things. I cannot say: Well,
interest cost is only +6; and then proceed to consider some of the main features of
banking operation with that -6 in mind and say: Oh, well, we will think of the
operating cost some other time; the two things are together. So to my mind the
cost of the bank’s financing with the public is what they do by retaining the
deposit accounts and operating them for the account of the customers; and to my

mind that financing cost is something of the order of 2 or 24 per cent. As said

earlier, perhaps more accurate figures will be available later on, but I say this
now because 1t is approximately correct.

Hon. Mr. Haxson: Mr. McGeer has suggested to Mr. Towers that there is
a paid capital fund supplied to the chartered banks by the Bank of Canada
without cost to the chartered banks; is not that your point? I would like the
witness to elaborate on that. Is that correct in the first place? I do not know; I
am asking for information.

Mr. SvacaT: The Bank Act gives the power to the banks themselves to
create the money with a bookkeeping entry.

The CuarMAN: Suppose we allow Mr. Towers to answer the question.

The Wrrness: The scent or the aroma of the reply is extremely important
because it can be pushed either way. I think I will put it this way: if you had
it in your power to print dollar bills yourself, if you had a printing press in the
back garden—which I hope is not the case—and if you could print some of those
bills and go to the corner grocer and buy a month’s supplies with that paper you
have provided the grocer with paper without charging him any interest other
than he is giving you the goods, and I think you would have no hesitation in
believing that you had perhaps the best of that particular transaction. £

Hon. Mr. Hanson: Your answer is that the situation suggested by Mr.
McGeer does not exist?

The Wrrness: I think that one thing we should guard against is the belief
that it is a privilege for the banks to receive paper money in exchange for interest
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bearing securities. It is not a privilege, it is rather a responsibility and a
!lability. So that if the Bank of Canada takes steps by buying securities to force
mto the hands of the chartered banks a substantial amount of cash that is a
liability in essence, an operating liability, so far as the banks are concerned if it
forces into their balance sheet, shall we say, a substantial amount of non-earning
assets. At the same time as that is happening the deposits of the public with the
bank are increased, the bank’s costs for payment of interest have increased, their
operating costs have increased, and on the asset side what have they? Anything
earning money? No; Bank of Canada cash. As they receive that additional
cash due to our operations—received by assuming liabilities in the form of de-
posits, not as a gift—they have to struggle to try to overcome the disability to
which we put them by forcing this additional cash into their hands at the
cost of making them increase their liabilities to the public and their payments
of interest and also their operating costs. They try to overcome that disability
by adding to their earning assets.

By Mr. Tucker:

Q. I wonder if I could suggest this: when we met in 1939 there were members
of the committee who were very anxious to know the exact cost of the banks’
operations in regard to the cost of running their deposit system and the cost of
financing their loans and covering their losses and all the rest of it: Now,

r. Towers at that time made a guess of 2 per cent which covered taxation
and the cost of doing business and covering losses on their loans and everything,
as I understood. Now, here we are meeting again eight years later, and I think
that as a committee conducting this hearing on behalf of the people of Canada
that the people of Canada would like to know just how much it does cost the
banks to get that credit-—that is to operate the deposit system, to pay the
depositors and to maintain their properties to the extent which it is necessary just
to receive deposits, leaving out of account the losses. The losses have to enter
in but I think we are entitled to have it broken down as to what it does cost
the banks to get their credit, what they pay their depositors, what it costs to
keep the doors open to receive deposits to get that credit, and if the Bank of
Canada or the Department of Finance wants to put in also the cost of covering
their Josses that should be put in too, but I think they should be broken down.
1 do not think we should be asked to do business on guesses; we should have
the exact figures, and then we can see whether we are asking the Industrial
t1))evelopment Bank to pay more for their credit than we are asking the chartered

anks.

Mr. SuaguT: I suggest that Mr. Towers cannot give us that. We have to
g0 into this whole matter of Bank of Canada finance later and at the appropriate
time, and it is only the chartered banks surely that can furnish what Mr. Tucker
is asking for. T am as anxious as he is to have that on record, but it is not fair
to point to Mr. Towers and suggest that he can give us that information,
because he cannot.

Hon. Mr. Hanson: Is not that an argument for having the Bank Act
before us at the same time?

Mr. SvagaT: I think so.

Mr. Kintey: Both the witnesses in their presentation dealt with the angle
of the little fellow. They were very close to the little fellow. Before Dr. Clark
got through he got into the realm of one-half million dollar loans. It seems to
me that if this is going to he a bank to help the little industries of the country
that, it should be preserved for the little industries, and for that reason I have in
mind that there should be a ceiling or a limit on the amount that should be
loaned to any one person by this bank. Dr. Clark did not touch on that, and
I think it is one of the important points in connection with this bill.
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Dr. Crark: Mr. Chairman, I do not think I mentioned that the bank would
loan amounts of $500,000; that is not what I intended to say.

Mr. Kincey: You went to $300,000.

Dr. Crark: I said that it was probably difficult in this country for an
investment house to float loans for less or much less than $500,000. Now, in so
far as the provisions of the Act are concerned, I think it would be preferable not
to tie the bank down too rigidly as to the size of loans that should be made.
I think it is better to leave that to the management. The primary purpose of
the bank is to deal with the case of small and medium sized industries, but I think
it is extraordinarily difficult for anyone to say now whether in the case of a
$300,000 loan or a $400,000 loan or a $500,000 loan, or more if you like, it
should not be subject to being made by the bank or being guaranteed. I say that
it would be wiser not to attempt to put any restrictions in the Act as to the
particular size of loans that could be made. It may be that a new industry
setting up for the first time might need a $500,000 loan, and everybody in this
committee, if they saw the facts, will agree that if the funds could not be raised
in any other place that this bank ought to make the loan. That would be my
offhand view of the matter. It would be better not to be too restrictive in regard
to the size of loans. I think it is very difficult now to see just what the situation
in the post-war period will require. ,

Mr. KinLey: What made me think about the matter was the way you
stressed the loans to the little industries.

Dy, CLARK: . Y.

Mr. Kinrey: Now, a man who gets $300,000 or $500,000 is not very little,
and your capital is only $100,000,000, and you would only have a restricted
clientele in the whole country if you are going to loan the money in half million
dollars blocks. Now, there was another thing you said which struck me as being
rather extraordinary. I presume that both of you are exponents of orthodox
finance. You referred to the case of a man whose capital was about $50,000 and
who might want $300,000. That is rather extreme. You are getting into the
realm of business that is pretty hazardous. I had in mind that we should not
loan more than $50,000 for any one man, and that these loans would be for
small industry—what it is advertised to the public to-day for as a bank in the
interest of the small industry of this country.

Mr. Ryax: We are now discussing the operation or the management of
the bank once it has been established. I do not think the deputy minister has
said anything about the loans. He mentioned the amounts of $300,000 and
$500,000, but it would be up to the management to decide what would be the
amount, of each loan and in what circumstances they should make that loan.
I do not think we should go into the operation of the bank.

Mr. KinLey: Whatever the bill says.

Mr. Ryan: I think it is correct in the bill.

Mr. CLeAvEr: Mr. Chairman, it occurs to me that there are three factors
involved so far as this committee’s work is concerned with respect to the
present, reference to us: (1), the cost of the money through the proposed bank
to be set up; (2), the profits to be made by the shareholders of the bank;
(3), the losses to be made. Now, as I understand the bill—and I want to make
sure of this—the profits to shareholders are restricted to 4 per cent; is that
correct?

WirNess: Yes.

Mr. Creaver: And all the shares are to be held by the Bank of Canada.
Now, coming to the question of the cost of the money, I do not expect an
answer today, Mr. Chairman, but I would like Mr. Towers to supply to the
eommittee his estimate of the cost of $100,000,000 which is to be made

i’
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available to this bank for loans to the public, and also an estimate of the
cost of $100,000,000 from our existing banks if we are going to loan this sum
of $100,000,000 to the public. Then, with these two estimates before us we
will be able to reach our own conclusions in that regard.

The other thing I would like to get if possible would be an estimate
from the witness of the differences in amounts of percentages that we can
anticipate by way of losses. I realize that that is very difficult, but I think
that we should have that information. I may not have understood the witness

. correctly, but if T did understand him correctly I believe that it is anticipated
that the type of loan which will be made by this bank will be more hazardous
than the type of loans in the ordinary way made by the private banks. I would
like an expression of opinion as to how much more hazardous these loans will
be because that is a cost factor.

Mr. Fraser (Peterborough W.): Mr. Kinley mentioned having a ceiling.
I believe we should have a ceiling on these loans because if we do not have a
ceiling then when we do have losses on the loans your losses might be $500,000
for a number of firms, and that has to be paid by the taxpayer. $100,000,000 is
one-fifth of the pre-war income of this country, and if we do not have a
ceiling we are not going to be able to look after the boys who are fighting this
war for us. They will not want $50,000 or $100,000 or $500,000 loans, they
will want $10,000 or $5,000 loans. I think there should be a definite ceiling.
I think that Mr. Towers and Dr. Clark should get together on this.

Mr. Suagutr: There are two points I should like to clear up either with
Dr. Clark or Mr. Towers. Perhaps I shall address my question to Dr. Clark.
Doctor, I take it that this is the first departure whereby the taxpayers’ money,
as such, through a subsidiary of the Bank of Canada, is to be loaned to the
public in Canada by way of commercial banking, which means that heretofore
the Bank of Canada has never been permitted to do commercial banking
business with the public; is that correct?

Dr. Crark: That is true.

Mr. StacaT: Now I have every interest in the small business man, small
business enterprise, we all have, but will you tell me whether under this bank
the farmer, whether he is alone or associated with others, the miner, the
prospector, the logger or the fisherman, can get any public money under the
provisions of this bank? Offhand, is it not class legislation?

Dr. Crark: Mr. Slaght, the loans under this legislation are to industrial
enterprises, and industrial enterprise is defined to mean “...a business in which
the manufacture, processing or refrigeration of goods, wares and merchandise
- or the building of ships or vessels, or the generating or distributing of electricity
1s carried on”. I think I said, and certainly Mr. Abbott referred to the faot
in the house, that the government would deal with intermediate credit to
agriculture particularly in other legislation which it intends to bring down.

Mr. SvaeuT: Why do you discriminate in favour of the small business
man and exclude from similar privileges the prospector, miner, logger and
fisherman unless you are introducing class legislation?

Dr. Crark: I think, Mr. Chairman, that a loan of that ﬂype to a producer
should not be taken .care of under this legislation.

Mr. StacuT: I did not get you.

Dr. Crarx: My point was simply this, that this type of institution is not
considered appropriate for the making of the type of credit or loan which you
have in mind. That kind of system should be arrived at in other ways, under
some other kind of legislation. I am only a civil servant and I cannot predict
the government legislation. I can only say what has already been announced
on behalf of the governement, just as Mr. Abbott has in the house.
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Mr. SvacaT: The announcement, as I recall it, dealt with two prospective
forms of relief, one to agriculture and the other to housing. Perhaps it is not
fair to you. You do not make policies, at least in the open, and perhaps it is
not fair that we should ask you about a matter of policy, but would you agree
with me that the effect of this bill, if you do nothing but add the farmer, does
operate to leave out in the cold, if I may put it that way, the miner, prospector,
logger and fisherman? Surely that is so.

There is one more point. Would you direct yourself with me to section 15
which gives the powers of this new bank. It may only lend or, let us put it,
provide credit or other financial resources, and then these words trouble me,
“which would not otherwise be available on reasonable terms and conditions”.
You note that. That, of course, is an important limitation on the lending power
of this bank. I suggest to you that you are asking Mr. Towers to take on an
awful job. If the man has to do it I think he will be an excellent man if he
were disassociated from controlling the commercial banks with which he
competes and I am not querying in any way his ability if he were to devote
himself to this. I think he knows that. I have here an advertisement I want
to file. It is an advertisement by the chartered banks in McLean’s magazine
of Mareh 15th. It is just cold.

A chartered bank is one which competes with nine others for your
business.

" Then the ten banks are the Bank of Montreal,—and it recites them. Then it
says that it is the custodian of your money and so on.

Ten competing chartered banks are the very opposite of a state
monopoly,

and so on. It says:

Under state monopoly if you failed to get accommodation at the
one bank you could not go to any one of nine others to seek it. You
can to-day.

Now, a man comes along to Dr. Clark for a $20,000 loan. I suggest to you—
and you will correct me if I am wrong—that Dr. Clark has got to be assured
that he has endeavoured, from each of the ten competing banks, to secure that
loan on such security as he was able to offer. What do you say?

Dr. Crark: I think that is carrying the clause very far. I think the
purpose of that clause ties in with what I said a little earlier, namely, that the
type of loan that is envisaged here is a type of loan that the chartered banks
are not equipped to supply. Their legislation is such as not to allow them to
make the typical kind of loan that is envisaged here.

Mr. McGeer: To what legislation do you refer?

Dr. Crark: The Bank Act.

Mr. SvacuT: Surely, Dr. Clark, this implies the direct opposite of what
you are telling me because it says, “to provide credit or other financial resources
which would not otherwise be available on reasonable terms and conditions”.
That surely indicates you are going into competition in part, at least, with
the commercial banks? Would that not be so?

Dr. Crark: If the commercial banks were not allowed to make the kind
of loan that is in mind here surely you could say that this type of loan is not
otherwise available from the chartered banks.

Mr. SvacuT: If it is the intention to allow this bank to lend only to
borrowers to whom the chartered banks are forbidden by law to lend why do
we not say so? I do not understand that to be the intention. I understand
you to have a vehicle which will go into competition with the commercial
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banks in a certain branch of the lending you do, but has this got to be a cat
or dog that no chartered bank would touch and would not loan money to? I
think, if I may suggest it, that is a dangerous thing to do with the taxpayers’
money.
Hon. Mr. Hanson: Hear, hear.
Mr. StacaT: Am I wrong in that? :
Hon. Mr. Haxson: The chartered banks are not forbidden to do this
business. They are forbidden to lend on mortgages but they are not forbidden
“to take long term credits. It is a matter of policy.
Mr. KinLey: Oh, no.
Hon. Mr. Haxson: Yes.
The CramrMAN: Order, please.

.. Dr. Cragk: The type of long term loan that would be taken by this bank,
if it were a long term loan, presumably would be secured by mortgage security,
you see.

The Cuammman: We will allow Mr. Slaght to continue his examination.

Mr. SvaguT: I will conclude very shortly. There is another point which
troubles me about section 15. We have in Toronto alone seventeen trust
companies. I have a list of them. We know the trust companies. Then we
have mortgage companies and investment trust fund corporations who have the
right to make just the kind of loan you were last talking about, one that a
chartered bank might have trouble with. I suggest to you that Mr. Towers, if
you put this burden on him, has got to say to a prospective borrower, “Have
you exhausted your efforts to secure money from the mortgage loan companies
of this country or investment trusts of this country”? You would agree with
that, would you not?

Dr. Cruark: I think it is a matter of legal interpretation. I think that is
carrying the clause pretty far.

Mr. SvagaT: It is a matter of common sense, surely. Listen to the
language: “In order to provide credit or other financial resources which would
not otherwise be available on reasonable terms and conditions”. How dare
Mr. Towers lend $10,000 to a borrower who has not been able to satisfy him
that he could not otherwise secure that loan on reasonable terms and conditions?
That is clear, is it not? There is no legal acumen required about that.

Hon. Mr. Hanson: It is not a question of law. It is a question of fact.
The Cuamman: Order, please allow Mr. Slaght to continue.
Mr. SvaguT: Is that not clear, Dr. Clark?

Dr. CrLark: I think it does involve the interpretation of that clause. I
am not a lawyer but I would think offhand that the legal interpretation you
are putting on it is stretching things pretty far. I am not sure. However, I
should like some person who is a lawyer to answer.

Mr. SvagaT: Dr. Clark, you are a banker which is more important in this
connection. '

Dr. CrLarg: Just a civil servant.

Mr, StagaT: As a banker are you telling me if you had this trust fund—
because this is the taxpayers’ money you are asking Mr. Towers to administer—
and faced with that definition of your power to lend, that you would make a
loan to any applicant unless he satisfied you, or Mr. Towers in his position, that
that money was not otherwise available to him on reasonable terms and con-
ditions from any other possible lender in Canada? I do not want to bring too
much in, but does it not follow he has got to go around to all lending institutions
who would have the right to lend that type of money, submit his security and
submit his own reputation, because a great deal depends on the borrower’s
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personal integrity. He must be a man who has not had two failures and a fire
or two fires and a failure, or been in jail. He has got to go to these institutions,
submit his personal record, submit his security and .say, “I want a loan.” He
is bound to do that before he can come near you or your new bank, and then
he must come, and I suggest to you, satisfy you that he has done that and ha
been refused from every other reasonable source. '

* Mr. GraraM: 1 would suggest. ..

The CramrMAN: Order, please; would you allow the Governor to answer
that question?

Mr. Gramam: 1 just wanted to make this suggestion to Mr. Slaght, that
it has been suggested that the section can be corrected by inserting after the
word “which”, “which, in the opinion of the directors, would not otherwise be
available”.

Mr. SvagaT: I am taking it as I find it, but surely the directors must act
according to the directions we give them under the Act. If the directors are
going to form an opinion they have got to form it on facts, and the borrower
must submit facts to enable them to reach that opinion. That is my view. I
want to be corrected if I am wrong. :

The Wrrness: Without passing an opinion on the legal aspects of the
matter I would say that the method of operation which you have suggested,
Mr. Slaght, would, of course, be completely impractical and that, in fact, the
only way in which it could operate practically would be if the judgment of the
bank was relied on.for the interpretation of that provision, “not otherwise
available on reasonable terms and conditions”. When a person came for a loan
I think the first thing one would say would be, “Have you discussed this with
your bankers? Are facilities not available there”? Suppose he said he had
and the bank had felt the loan was too long a term for them, that it was a seven
or ten year loan which was quite outside their province; then the question as
to whether it might be possible to do it by an issue on the market is something
which I think one could quite readily form judgment on. There might be the
occasional case where the judgment was that they could not do it whereas at
a subsequent date the firm which was in that business would say they could
have. There might be occasional disagreements on that score, but I should
imagine that there would not be more than one in a thousand.

Mr. SvaguT: Mr. Towers, may I suggest this? The chartered banks
themselves have put out a call to the public against the state monopoly of
banks—and I agree with them—basing it on the fact that one chartered bank
might turn you down and you have got eight others to go to and you could
get the money. If a man came to you and said, “My particular banker”—who
may know him too well—*“would not lend me money on the security I offered”,
are you going to take that in the face of an advertisement of this kind, that he
has not been able otherwise to get the money, and not have him go to the
seventeen trust companies and the numerous mortgage loan and investment
companies before you dish out the taxpayers’ money to him? T cannot conceive
that you could, and I think I am befriending you in not wanting to put you in
the job under this wording. It would place an intolerable task on you if
conscientiously and honestly discharged as I am sure you would discharge it.
I think you would be subject to grave censure if on application for a loan you
said, “Have you talked to your own banker about it,” and he said, “Yes, I
could not get it from him”, and you did not say to him, “Have you gone to
some of the other nine banks which are clamoring for your business in com-
petition in a half page advertisement”? “No, I did not go anywhere else”.
“Did you go to a mortgage company”’? “No”. Then you sit down and write
him a cheque for the money. Surely that is not workable.
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Hon. Mr. Hanson: May I ask a question? Is it your contention that these
words in section 15, “and which would not otherwise be available” imply a
condition precedent to getting a loan of this money?

_ Mr. SuaeuT: Certainly; section 15 is the empowering section beyond which,
if it is not amended, no manager of that bank dare lend a dollar and be honest
about it. The power is clear to read; it is only to a man to whom such a loan
as he wants is not otherwise available on reasonable terms and conditions,
and it does not take a lawyer to tell anybody that.
. Hon. Mr. Haxson: Mr. Chairman, it is nearly one o’clock. I should like
to see the evidence before I attempt any cross-examination of the two gentle-
men who have favoured us with their presence. If it is agreeable to the chair
and the committee I should like to make a motion in line with the suggestion
I made at the opening. It is that the committee procure fifty copies of the
evidence of the Standing Committee on Banking and Commerce at the sessions
of 1923 and 1934, and fifty copies of the Bank Act, 1934, and that they be
distributed to the members of the committee. I understand that a formal
motion is necessary because they have to be paid for out of the House of
ommons vote to the King’s Printer. I make that motion, seconded by Mr.
Jackman.

Mr. JackMAN: Are fifty copies enough in view of the fact there are fifty
members of the committee?

The Cuaamman: What is the pleasure of the committee?

Mr. CoupweLL: I have been sitting here listening and wondering even if
these documents are distributed how far we are going to get in this discussion
without going into the whole matter of banking and the chartered banks. Again
and again this morning we have returned to what the banks will do or will not
do, what their charges are and what they are not. I am of the opinion that
while this will be very useful to us what we really want to have before us is
the bill amending the Bank of Canada Act or revising it or extending it.

Mr. KinLey: Consider the bill. '

Mr. CoupweLL: As the case may be; to my mind we are going to waste a
lot of time if we do not do that.

Mr. SuacuaT: May I supplement that by suggesting that we have been told
thgt some sort of vehicle for lending to farmers is going to be set up. Is there
going to be another bank, a farmers’ bank of agriculture? Then, will there
be a miners’ bank? We ought to have this legislation before us to know how
much it involves, what the total commitments for the budget are to be?

Hon. Mr. Hanson: Hear, hear.

Mr. McGeer: Mr. Chairman, if I might there is a document here which
I wish to distribute. I have not got a sufficient number of copies for the com-
mittee as a whole. I presume you are conversant with the plan entitled “A
Twentieth Century Economic System”, which I think was developed by the
secretary of the London Chamber of Commerce and I believe endorsed by that
Institution which is representative of some 3,000 of the leading business men
of London.

The Wirngss: Not endorsed by the institution.

Mr. McGeer: In any event, I should like to examine both Dr. Clark and
Mr. Towers on that plan. I will distribute the copies as far as they go.

The CuarrmaN: Gentlemen, we have a motion before us moved by Mr
Hanson and seconded by Mr. Jackman. Will you please read the motion?

Motion read by clerk of committee.

The Cuamrman: All those in favour please say yes.

Motion agreed to. ;
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Mr. LecLerc: Mr. Chairman, as we have been sitting for the last two
hours I want to propose that we adjourn until next week at the call of the chair.
At the same time I wish to move a vote of thanks to the two witnesses who
have been kind enough to give us the information we have had this morning.

The CuarMAN: Before we adjourn what is the wish as to the date of
adjournment? We can have this committee room" to-morrow if we want it.

Hon. Mr. Haxson: We will not have the printed evidence to-morrow. 1
suggest that we meet on Tuesday.

. The Cuammman: If we can get the room; it will be at the call of the chair
then.

Hon. Mr. Haxson: I think we ought to preempt this room. The Banking
Committee has always had it.

Mr. SvagHT: Having a vote of thanks in which we all concur does not
mean that Dr. Clark and Mr. Towers will not be with us again?

The CaarrMan: No.

The committee adjourned at 1 o’clock p.m. to meet again at the call of
the chair.

House or CoMMONS,
" March 29, 1944.

The Standing Committee on Banking and Commerce met this day at 11
o’clock a.m. The Chairman, Mr. W. H. Moore, presided.

The CuAmrMAN: Gentlemen, let us proceed, and I would ask that we give
the floor to the Governor of the Bank of Canada. There are some statements
which he desires-to make tying in what was said last session with the inquiry
today. Mr. Towers, will you proceed. '

Mr. Graram Towers, Governor of the Bank of Canada, called.

The Wrrxess: Mr. Chairman, I wonder if I might have the committee’s
permission to remain seated. It will be helpful if I might.

The CuarMAN: Certainly.

The Wirness: At the last meeting of the committee the question was
raised about the desirability of the Industrial Development Bank being author-
ized to take deposits from the public. It was suggested that this might be a
cheaper means of financing than through the issue of bonds or debentures. I
thought it might be useful if I placed on the record for the benefit of the com-
mitteee our estimates of what the earnings and expenses of an Industrial Develop-
ment Bank are likely to be. I am proposing to do so on the assumption that
the $100,000,000 which the bank will be authorized to have in the form of
total liabilities, including capital and, therefore, total assets, is fully used in
the form of loans. It is easier to estimate earnings and expenses on that basis
than it would be if one had to make the assumption that the loans outstanding
were, say, $5,000,000 because the expense ratio with a very small amount of
loans is naturally much higher than it would be when a certain volume has
been obtained. If it is the policy on the part of the directors and management
to make loans and investments at an interest rate of, say, 5 per cent per
annum then that would produce about 4% per cent earnings on total assets
because, of course, something has to be kept in the form of cash.

As to expenses, if interest on bonds and debentures was approximately 2%
per cent, assuming that the average term of those bonds or debentures was,
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say, 4} or 5 years, that would represent 14 per cent per annum cost in relation
to total assets. I would think that the general operating expense of the bank
would be about 4 of 1 per cent per annum of total assets. I have put in here
an estimated provision for losses of 1% per cent per annum on total assets. If
these estimates turn out to be approximately correct the bank with total loans
of, say, $95,000,000 would then have available for reserve fund and dividends
some 1 per cent of total assets which would be equivalent to 4 per cent on
the capital stock.

I think I would like to point out that loans made by the Industrial Develop-
ment Bank would not be “cats and dogs” which were avoided by other lenders
because they bear a terrifically high loss ratio. They would be loans which,
because they were for periods of several years and in rather small amounts,
were not suited to other financial institutions. The fact that such advances
were of the type I have described would probably lead to the Industrial
Development Bank incurring somewhat larger proportional losses than do the
makers of ordinary short term loans.

When I first went into banking business about twenty-five years ago I
recall that those who were then experienced in it assumed that about 4 of 1
per cent per annum on total loans was the loss ratio which could normally be
expected. The experience of the last twenty-five years certainly leads me to

lievethat that old experience of 4 of 1 per cent per annum is a little on
the_low side. The normal losses which a commercial bank might expect over a
period of years might now be something a little less than ¢ of 1 per cent per
annum of total loans. It is hardly necessary for me to add, of course, that any
Institution in the banking business must or should make losses because a bank
which never makes a loss is no good to man or beast. No losses mean that a
bank is operating so extraordinarily conservatively that it is not performing
1ts function in the community. -

If we take a little less than three-quarters as the normal desirable expected
experience of a commercial bank in respect of losses I do not think it is
necessary to estimate the probabilities for an industrial development bank at
higher than 14 per cent per annum, double the commercial bank figure. If it
were higher than that consistently I would think that it reflected on the
management of the bank, subject to this exception that if after a certain period of
satisfactory volume of business in the country, if after such period we suddenly
had arise again a situation of the character of 1930, 1931 or 1932, then I
think that the loss ratio that I have mentioned would .turn out to be some-
th}t low; but I do not beleive that we should make our plans or do our
business on the basis of an expectation of a return of that catastrophic situation.

Turning to the possible benefit—to the benefit which it is thought might
be obtained by an industrial development bank financing through taking public
deposits rather than borrowing by means of bonds and debentures, I would
estimate that the operating expenses of the chartered banks are of the following
order approximately: I believe the interest on deposits represents -6 per cent
per annum of the deposits themselves, or in terms of total assets, 3 of 1 per cent
per annum. I would guess that their costs of operation in respect of administer-
Ing loans-and investments is about 4 of 1 per cent per annum, all those figures
bglng percentage of total assets. I should think that administering the deposit
banking business and all the ancillary activities which are connected with it,
costs about 14 per cent per annum, so that the total operating costs would be 13,
not including interest costs. These operating expenses I have mentioned include
local taxes but not taxes on profits. If the Industrial Development Bank tried
to do its financing by means of obtaining deposits from the public it would have
to expect an average interest cost of ‘6 per cent. And general operating
expenses of 14 per cent. - So I believe that the cost of money to an industrial

N /
N
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development bank would be 2-1 per cent per annum. Then one would have to
increase the costs of the industrial development bank—increase the estimates
which I made a moment ago—by reason of the fact that instead of keeping
5 per cent cash reserve it would have to keep more if it was in the demand
deposit business. That, I would say, would have an effect which would make
the over all cost to the Industrial Development Bank of obtaining funds in that
form 2-35 per cent per annum as against my estimate of 24 in the case of securi-
ties. I need hardly say that as someone who may be connected with the
management of the institution I am concerned to find the method which should
be followed to obtain funds at the most reasonable cost, and the opinions which
I have just expressed are based on the desire to operate in the most economical
way. Naturally, the picture which I have endeavoured to give is only an
approximate one. It has not made any allowance for the fact that in the case
of conducting a general banking business the chartered banks obtain a certain
amount of earnings for various services performed which go a part of the way
toward meeting their cost of operations. On the other hand, I have not included
any allowance for the fact that if the Industrial Development Bank obtained
its funds through deposits repayable on demand instead of by issuing securities
for a term of several years it would have to keep a fair part of its assets in short
term liquid investments on which earnings would be small; also I have not made
any adjustment for the fact that if the industrial development bank carried on a
deposit, banking business with only $75,000,000 on deposit, its operating costs
would be mueh higher than the figures which I have given in respect of the
chartered banks, because of the small volume of deposits.

On the whole I believe the comparative figures I have given underestimate
the picture so far as the cost of deposit banking would be concerned for an
industrial development bank.

Hon. Mr. Hanson: You think it would be more than that.

The Wirness: I think it would be more than that. I am sure it would be
more on a volume of $75,000,000.

Hon. Mr. HansoN: So that you reject the suggestion that they should take
deposits, and that is why the recommendation is in the bill?

The Wirness: Yes, I believe it would be more expensive.

Hon. Mr. Hanson: Yes, I do too; and it would be competitive with the
chartered banks.

The Wirxess: It would have to go into the general commercial bankihg
business.

Hon. Mr. Hanson: Right.

The Wrirness: There are one or two other questions which were raised at the
last meeting, Mr. Chairman.

The CuammAaN: I think it is the wish of the committee that you should
make your statement.

The Wrirness: Mr. Kinley asked if the bill should not provide for a maxi-
mum limit on loans to any one borrower if the Industrial Development Bank is
designed to do small business. I think it is very difficult in practice to make
provisions of this kind. Either the limit is so high that it has no practical value or
it is so low that it prevents certain desirable loans being made. While the
emphasis in the Industrial Development Bank is toward small and medium size
credits I would assume that it is desirable to encourage the development of any
size of enterprise. It seems to me that to follow the other course is to withhold
assistance from workers who happen to be employed in a large business instead
of in a small one. If the resources of the Industrial Development Bank are so
small that they are insufficient to go around and there has to be rationing, then
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I would be inclined to favour a form of rationing which gives special considera-
tion to small business, but the government has indicated that if $100,000,000 is
found insufficient it is prepared to ask for additional sums. So I would not, in
practice, see any risk of small business not being able to obtain loans because the
supplies have been exhausted through loans to large enterprises.

There is one final point I would like to touch upon if I may. Mr. Slaght
suggested that the effect of the wording of section 15 of the bill, namely to
provide credit or other financial resources which would not otherwise be
available on reasonable terms and conditions would make it necessary for the
Industrial Development Bank to make sure that every potential lender had
been canvassed by the applicant before the Industrial Development Bank could
properly make a loan. Obviously it would not be practicable for the manage-
ment to go to any such lengths. Leaving aside the legal question for the
moment, my opinion is that the bank would have to operate along the following
lines: if an applicant wanted a loan of a type in which a commercial bank might
reasonably be interested the Industrial Development Bank would see that he
discussed the matter with an least one representative bank normally doing this
kind of business; if the credit requested was one which might be expected to be
available by the issue of securities I think the development bank would want
to know that he had talked to someone in that business to see if arrangements
could be made; and similarly if it was the type of business which might well be
done by an insurance company or a mortgage or trust company he should have
some contacts of that kind before coming to us. The wording of section 15, so
far as I understand it, was intended to confirm the thought expressed in the
preamble of the bill that the Industrial Development Bank was to supplement
existing lenders rather than displace them. For practical reasons I do not see
how an absolute guarantee can be given that every potential lender in the
country will be approached, in fact I am not sure that this would be entirely
desirable. Perhaps the public interest would be better served by leaving
lenders some incentive to look for business themselves. If the present wording
of the section means that the Industrial Development Bank could not legally
proceed in the way I have described, then I think the wording needs to be
thanged. In view of the terms of the preamble of the bill T think it is clear
that the Industrial Development Bank should operate to supplement rather than
displace whether or not a similar thought is actually incorporated in section 15.

By Hon. Mr. Hanson:

Q. You will agree immediately that the enacting clause 15 overrides the
preamble—it overrides the pious wish of the preamble?—A. Yes; but I would
like legal minds to interpret the enacting clause.

Q. Yes. I am going to make this suggestion to the sponsors of this bill,
that they give consideration to the suggestion which Mr. Slaght raised on a
striet construction. I would say in interpreting this bill that that is right and
that would render—I agree with Mr. Towers—the operation of the bill very
neffective. That is the suggestion I make.

Mr. DonnerLLy: It would make it impossible.

Hon. Mr. Haxson: Almost.

Mr. ABBorT: In view of the estimated figures which Mr. Towers has given
as to the operating costs of the commerecial banks, I think perhaps I should tell
the committee that it is the intention of the Minister of Finance to present
exact facts with respect to the profits of the banking system as a whole together
with figures as to their expenses for doing business. I think that I should make
that statement now. '

Hon. Mr. Hanson: Are they available now?
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Mr. Assorr: They are always available to the Department of Finance.
Hon. Mr. HaxsoN: Are they available to this committee now?

Mr. AsBorr: No. T am not prepared to make them available now, but I
am making the statement that at the appropriate time, probably before this
committee or in the house, the Minister of Finance intends to present exact
facts with respect to earnings and operating expenses of the system as a whole.

Hon. Mr. Haxson: That is interesting. I think we should have them before
this bill passes.

Mr. AsBorr: It might be more appropriate.

Mr. Brar: With regard to the case of a person engaged or about to engage
in an industrial enterprise, if that enterprise is started and is in debt to the
chartered banks, or if that enterprise finds difficulty in carrying on, is it
possible for the chartered banks to tell them to go to the Industrial Development
Bank and unload their financial difficulties with respeet to these companies that
are not making a success of their business? Will the Industrial Development
Bank be a scapegoat for the chartered banks, used to carry their burdens?

The Wirness: As the chartered banks are operated by human beings, Mr.
Chairman, I would not like to say that that possibility does not exist, and I
think it would, therefore, be up to the management of the Industrial Develop-
ment Bank to have sufficient wit to give assistance where it was justified and
not simply to allow themselves to be made a scapegoat.

Hon. Mr. Hansox: The answer is Yes.

Mr. Bramr: Yes, it looks like that. We do not wish to have the Industrial

Development Bank used for the purpose of exonerating the other banks from
their responsibilities.

The Wrrness: I absolutely agree.

Mr. Gragam: I want to take the opportunity of dealing with matters I have
in mind: first, that it is debatable whether this institution should be called a
bank, because it seems to me, Mr. Towers, that the word bank in Canada is
synonymous with safety. I do not mean a record of no failures, but in the eyes
of the public who use our banks, there is almost a blind assumption that an
institution entitled to use the word “bank” is a safe depository for any surplus
funds and a safe institution to rely on in financial dealings. The Bank of Canada
has established the same reputation in the field in which it has been set up. It
strikes me, therefore, that we should be extremely jealous of the use of the word
“pbank” in attaching it to a given institution. It strikes me, Mr. Towers, that
one of your difficulties is this: as I listened to your outline of the purpose and
the plan for instituting this industrial development bank, I felt that there is a
slight conflict between your idea of the purpose of this bank and the purpose
I would think the great majority of the members of the House of Commons think
it is being set up for; and the purpose that the House of Commons thinks it is
being set up for is not in the strictest sense of the word a banking operation; it is
a means to assist in a period of reconstruction to create employment, it is a
means of assisting in the decentralization of industry, and it is a means, I think
most members believe, of assisting men coming back from the services to engage
in industry with reasonable prospects of becoming a success and becoming a
sturdy part of our economic life.

Now, if that purpose is carried out, it is obvious to me at least that the
officials cannot follow what would be considered “good banking practice” in
making loans. We expect more than that, we expect them to appreciate the
purpose of parliament and to make loans based not on security or on the
immediate prospect of success, but on the ultimate hope that there is an industry
that has the requisite hope of suecess; that some agency should be prepared to



BANKING AND COMMERCE 33

loan money in order that these industries may develop either in western Canada
or in the maritimes or in central Canada, and that moneys out of this institution
should be advanced for that purpose. Now, that is a big task which involves, at
least, $100,000,000, a very large sum of money, even comparative to our long
record of commercial banks. It, therefore, strikes me that since the agency is
not presuming, as you point out—you are not recommending it to be a depository,
1t performs only one function, and that is of making loans that are thought
advisable and proper to make. Many of the things we associate with commercial
banking this agency does not intend to do at all; and because of the purpose
intended by parliament, and the desire that it will not strictly adhere to the
accepted policy of banking institutions generally in the loaning of money, there
will be in my opinion ultimate losses that cannot be foretold on any basis of
comparison with losses made by the commercial banks. Undoubtedly, in my
opinion, the expectancy is that if one or two of the industries fall by the wayside
and two or three prove their success, that will be good business, but the institution
will have no partnership in the good ones; they have to take a small return from
the loans and will have to absorb, of course, the losses where the loans do not
come up to our expectation.

Now, in the reconstruction period I do hope that the Bank of Canada will
not become involved in the inevitable political pressure, using that term in the
best sense, territorial and economic. It is the quite apparent desire of the
Canadian people as a whole that we do our best to achieve a new era of prosperity,
of high national income and full employment, and that we do it by seeing to it
that small industries, and particularly the men who are coming back, be not
handicapped in the matter of obtaining reasonable funds. I am therefore very
anxious to have you consider if it would not be unwise to drive the Bank of
Canada into association with an institution that is going to meet that pressure.
I would think that the handling of $100,000,000 for the carrying out of this
purpose is a big enough task for a separate management group. We found you,

r. Towers, in the chartered banks; let us look over the institutions, let us look
over the banking concerns, there may well be a person like you who is fully
fitted to handle this particular institution for the purpose for which it is intended,
and who will do credit to our general set-up of credit institutions.

And so I suggest to you that if we are going to do likewise with regard to
the farmers—if we are going to set up a similar institution—we are going to
Impose on the Bank of Canada tasks that I do not think the officials have the
time or the inclination to supervise with the care required; and secondly, I am
fearful that we will involve you and a very important institution—the Bank of
Canada—in an atmosphere of economic and political pressure, which will be a
very unwise thing to do.

Finally, it seems to me that we have to keep this in mind, that if you
pursue that policy which I think parliament expects of this institution I cannot,
for the life of me, see how you can hope to induce the public to subseribe to an
1ssue of bonds and debentures at a rate equivalent to our victory loans or
dominion issues guaranteed by the dominion authority. I am speaking my own
reaction when I say that if I had the choice between buying a dominion govern-
ment bond of like terms I would frankly not consider purchasing the issue of
this particular bank or institution which is going to engage in a somewhat
hazardous enterprise for a national purpose which is considered proper and wise
under existing circumstances. Therefore, I think we would be unwise to invite
the public to subsecribe to the issue of such an industrial bank so closely asso-
ciated with the Bank of Canada. Whether we like it or not, in the mind of the
public the two institutions will be identified as one—that is to say the Bank of
Canada. The failure of one will reflect on the other. -

And as one final word I would ask you to deal with this: it seems to me
that there is nothing that the Bank of Canada can do for this new agency that
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men particularly chosen for the task could not do just as well, having, of course,
the Bank of Canada officials for the purpose of advice and counsel in large
matters that come up, but standing on its own feet with its own management. I
would like you to deal with that thought.

The Wirness: First of all, with regard to the name, certainly from the
point of view of the management of the Industrial Development Bank there is no
particular merit in the word “ bank ”. If the committee or the government were
to think that another name would be more desirable it certainly would be no
handicap so far as the new institution is concerned.

By Hon. Mr. Hanson:

Q. It is not a matter of substance—A. It is not a matter of substance in so

far as the institution itself is concerned.
By Mr. Kinley:

Q. You contracted out of the Bank Act in this bill?—A. Yes.

Q. Therefore you are not a bank?—A. Not a bank of that character.

Q. Under the law.—A. Not a bank of that character. The Bank of Canada
contracted out of the Bank Act too, as you will recall, and so did the Central
Mortgage Bank.

Q. You have not the privileges of this bank under the Bank Act nor the
restrictions?—A. No.

Q. Therefore you are not under the Bank Act.—A. Not under the Bank Act,
no.

Q. Then if the Bank Act defines a bank, you are not a bank?—A. The same
statement, of course, can be made of the Bank of Canada and the Central
Mortgage Bank.

Q. You may have been wrong there.

Mr. AssorT: No.

Hon. Mr. Hanson: It is a federal reserve bank of a different type.

The Wirness: The second question was as to the association of the proposed
bank—I will keep on calling it a bank until the bill is changed—with the Bank
of Canada. I fully realize the possibilities which have just been mentioned, of
the new bank being exposed to pressures, territorial and otherwise.

Hon. Mr. Hanson: And political. Do not leave that out.

The Wirness: Political was mentioned in the best sense, Mr. Hanson.

Mr. Kintey: What is that sense?

The Wirness: In the broad sense. The directors of the Bank of Canada
carefully considered that feature when the proposal was made that the Bank of
Canada should assume this responsibility; and even recognizing these risks, they
felt that if the government so desired, it was not only our duty but also appro-
priate for us to take those risks. I have never found that it paid to be unduly
timorous. There is a suggestion very often made that Central Bank officials
live in an ivory tower.

Hon. Mr. Haxson: Hear, hear.

The Wirness: The ivory tower has not been very apparent to me since the
Bank of Canada started business, and that is particularly true of the war years,
but it must be said that, partly because of the character of central banking
business and partly because of the fact we are located in Ottawa which is
away from the main centres of industry and commerce, over a period of years
there would be difficulty in maintaining that touch with what is going on
which is desirable if the managers of any concern are to keep their blood running
freely and their intelligence at an appropriate level. I think that, joined to the
disadvantages and risks which are involved in this association with Industrial



BANKING AND COMMERCE 35

Development Bank there is that other feature, that it does provide a touch
and a direct knowledge of what is going on which is very much better than the
second-hand information obtained on casual visits to various parts of the
country. It would be necessary, of course, to find people who would staff the
institution and who would take on the bulk of the work involved.

Mention was made of the possibility—farm credit, I think was mentioned—
that other duties would be imposed on the Bank of Canada. I do not believe
that is the case. I think this proposed bank is the only thing with which the
Bank of Canada would be concerned. Perhaps I might add that when the
proposal for this institution was made, I thought that I should express the view
to the Minister of Finance that if the Central Mortgage Bank was brought to
life, revived in any form—put into operation, in other words—it would be neces-
sary for the Bank to Canada management to ask that they be dissociated from it
or from any responsibility for it, because of these other duties.

By Mr. Graham:

Q. Did you mean the proposed bank to take care of the needs of the farmer?
—A. I beg your pardon?

Q. When you speak of the mortgage bank, did you mean the suggestion made
by Mr. Abbott that that would be an agent to deal with the farmers?—A. No. I
am just saying if the Central Mortgage Bank is brought to life in any form—
and I have no knowledge of intentions in that respect—instead of being where it
I8 now, in cold storage, the Bank of Canada management would have to ask to be
relieved of their present responsibility there.

Q. What about the proposed institution to take care of the needs of the

farmers?—A. The Bank of Canada would have no association with anything
along those lines.

By Hon. Mr. Hanson:

Q. If T may be permitted, may I ask this. If it is not feasible or desirable
for the Bank of Canada to have any responsibility in relation to the Central
ortgage Bank or the proposed agricultural assistance bank or whatever you
are going to call it, for good and sufficient reasons, does not the same reasoning
apply to your going into a semi-commercial banking business?—A. One of the
reasons for not having association with the other things is that the amount of
work involved would be very much greater, and there is a limit to the amount
of work which can be undertaken.
As to the general principle of our being associated with the Industrial
evelopment Bank, I have mentioned one or two factors, but I should not like
to carry the thing any further. It is not as if the Bank of Canada were, so to
speak, anxious for the business, or seeking the privilege.

Q. No—A. T really think it is more a matter of government to discuss
than it is for the Bank of Canada, although I have thought that it was appropriate
for me to mention one or two of the pros and cons. £

Q. You suggest it is a matter of policy for the government to decide, and you
are willing to co-operate. That is your position?—A. Yes. There was one other
question Mr. Graham raised.

Q. All right, go on.—A. That was the question of selling bonds and deben-
tures to the public or to institutions such as banks because of the risk element
involved. I would not, of course, ever for a moment believe that any holder of
such bonds or debentures would experience a loss. If the loss ratio is higher
than the figures which I suggested as possible earlier this morning, it is not
going to happen all of a sudden that the $25,000,000 capital is wiped out. There
will be an annual report to the Minister of Finance; and I would certainly say
that if the situation was such that the capital had been impaired by the end of
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any fiscal year, the Minister of Finance would unquestionably be advised to that
effect. The Bank of Canada is authorized to buy these bonds or debentures,
and would do so. It will have views in regard to their value, and I think those
views will govern the market price. I see no chance whatever of a holder being
left with them and suffering a loss.

By Mr. Fraser:

Q. Suppose there was a sudden slump or a great depression. Would there
not be a chance then of your $25,000,000 being lost? You would have failures
right across the country?—A. That would represent a sudden wiping out of 25
per cent of the loans. I cannot conceive it.

Mr. MacIxnnis: Mr. Chairman, might I ask Mr. Graham a question to
clarify what he has said?

The CuaAIRMAN: Yes.

Mr. MacInnis: Is it your contention that the Industrial Development Bank
should operate more for social ends rather than on a strictly profitable business
basis?

Mr. Graram: Oh, I would not say for social ends; but I certainly think
that parliament now is of the impression that this particular institution must not
pursue strict business dealings in accomplishing its purpose.

The Caairman: Will you repeat that a little louder, please, Mr. Graham.

Mr. Graaam: I was saying that I would not care to use the term “social
purposes” although it may be that Mr. MacInnis has the same thing as I have
in mind when he uses that term. But I am convinced that parliament does not
believe that this particular institution proposes to pursue strict business dealings
in accomplishing its purposes.

Mr. MacInNis: That brings me to the next question. If instead we use
the term “the common good,” that purpose cannot be met by present banks;
the present banks are not in a position to accomplish that, following strict business
principles. They are not able to do the things that we expect this bank to do.

Mr. Graram: They are handling other people’s money, and we cannot expect
the commercial banks to do_this.

Mr. MacInyis: Will not this bank be doing that?

Mr. KiNLEY: Are they doing that?

Mr. MacInnis: Will not this bank handle other people’s money too?

Mr. Jaques: I thought we had gone out of that state of affairs.

Hon. Mr. Hanson: This is a very interesting discussion, but I do not think
we are getting very far. My chief objection to the establishment of this bank
is this. In my view, in the final analysis, it means that the government of this
country is lending the taxpayers’ money. I object to the government going into
the business of lending money. You can say it is not a likely event, but suppose
that happens which you say is unlikely to happen, and this institution goes
broke. Who is going to pay the piper? Look at the Home Bank. Look at all
those failures which happened in days gone by. The taxpayers of this country
footed the bill. Is it a desirable situation that the government of this country
shall, in any contingenecy, get into the business of loaning the taxpayers’ money?

Mr. McNevin: May I ask a question, Mr. Chairman?

The CHAIRMAN: Just a minute.

Hon. Mr. Haxson: Let me finish.

Mr. McNevin: Just a question. -

The CuaRMAN: Excuse me, Mr. McNevin. Mr. Hanson has the floor.

Mr. McNEevin: I thought he was through.
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Hon. Mr. Hanson: I made a statement and I asked a question to this
effect: Is it not, in the final analysis, the taxpayers’ money that is being loaned
through this government agency?

The Cuamman: Mr. Towers, do you care to answer?

The Wirness: It seems to me that the question of whether the government
indirectly should engage in any business of lending to the public is a matter of
government, policy which I should not deal with.

_ Hon. Mr. Hanson: All right. If you do not want to deal with it, I am not
going to quarrel with you. You say that is a matter of policy, and you do not
want to answer the question. I think that is fair enough, and I am content.

Mr. McNgvin: Mr. Chairman, what I wish to ask Mr. Hanson is this: How
would he explain the action taken to loan $50,000,000 of the taxpayers’ money
under the Canada Farm Loan Board if he does not believe that the government
should loan the taxpayers’ money to farmers or anybody else?

Hon. Mr. Haxson: It was a case of necessity. I do-not believe that we
should do it in normal times, but should rather leave it to the appropriate agency.
However, we did it. I understand we do not have much accounting from them,
and nobody knows whether it has been a success or not.

Mr. ABsorr: Yes. I tabled a statement yesterday or the day before, of last
year’s operations.

Hon. Mr. Haxson: I understand that Mr. Bennett had great difficulty in
fgndlgg out about the affairs of the Farm Loan Board. It was a very independent
oard.
Mr. Assort: I filed a statement yesterday.

Hon. Mr. Haxson: I am not as familiar with it as I might be. However,
asking another question does not answer the question I have put. That is the
old story of cross-examination.

Mr. McNevin: I should like to continue. I think that the Honourable
Mr. Hanson has stated the Canada Farm Loan Board was set up to take care
of a special difficult period in Canada’s history. I believe that the post-war
demands will constitute circumstances of a nature just as special, and perhaps
more so, in the industrial field than existed with regard to the setting up of the
Canada Farm Loan Board by the administration with which the honourable
member was associated in the early thirties.

Hon. Mr. Hanson: We did not set it up.
The Cramrman: Mr. Kinley has the floor.

Mr. Kintey: Mr. Chairman, in view of the introductory remarks of Mr.
Towers and Dr. Clark, and the preamble of the bill, T am much surprised that you

objected to a ceiling so that this bill will'be preserved for the small enterprises
of Canada.

The Wrrness: You are surprised that I objected to a ceiling?

By Mr. Kinley:

Q. You are changing your premises, I think, from your introductory remarks
and the preamble of the bill when you want a free hand to lend this money ad lib.
—A. That is because I believe two things. First, I believe that a rationing
Will not be necessary; and if there is need for a larger amount than $100,000,000,
I would think that the government and parliament would agree to an enlargement.
That I do not know. That is only my opinion. Secondly, I believe that requests
for large loans will be distinguished by their rarity. The large organizations can
usually arrange their financing elsewhere, and I think a large loan will be a rarity.
But T think it would be unwise to debar a loan of a substantial size.

220477
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Q. I know. But do you think it is unwise to protect the small man?—A.
I believe that the small man will be protected by two things: (1) the lack of
need of the large one to borrow from the Industrial Development Bank and
(2) the probability that additional funds would be available if the $100,000,000
were fully absorbed.

Q. Have you not unduly stressed in your introductory remarks this need
of small enterprise as the reason for this bill?>—A. I believe that, in fact, the
real need is with the small enterprise to the extent of 90 per cent of the use of
the facilities of the Industrial Development Bank. I believe that its business
will be almost entirely with small enterprises. But I should not like to rule
out the possibility that there may be one, two or three larger loans.

Q. That depends on the management of the bank.

Mr. McGeer: Yes.

The WirnNEss: Yes.
By Mr. Kinley:

Q. And your management to-day—that is, your directors—are men who
are mostly acquainted with big business?—A. All kinds, I would say.

Q. You do not convince me that there should not be some regulation on
the maximum amount that could be loaned under this bill which gives limited
funds to the bank.—A. Well, of course, much would depend on the size; but
I think there would be cause to regret it. Suppose a situation came along where
a request was made for a loan for, shall we say, some millions of dollars and
it was felt that that was desirable, that it would help to maintain and provide
employment in the industry concerned, if that industry by definition is large,
it may be quite a factor in the life and affairs of its particular community and
in -its powers to provide employment. I think that the first case of that kind
which was turned down because of a limitation on the amount which the
Industrial Development Bank could lend, would certainly lead to represen-
tations, and very well-founded ones, from the people of the community to have
that provision changed. ,

Q. We are dealing with supplementary services, and there are banks in this
country now who look after the usual business; and we also have the trust
companies. A company that needs a lot of money will float a bond issue or
something of that kind, and you are going to get in competition with the floating
of bond issues and all that sort of business.—A. If the company can float a
bond issue or obtain funds from another financial institution, the Industrial
Development Bank would not make the loan; not if they ean obtain funds on
reasonable terms and conditions.

Q. I have in mind that the small man might get cheap money from this
bank, or reasonably cheap money. If you do not have a ceiling on it, the big
man will come along with his bond proposition and he will try to get into that
circle of cheap money that is for a social purpose, rather, as my friend here
says. You will have competition which will be most disconcerting and will
destroy the virtue of what the bill is intended to do, namely, to build up small
industry and give it a chance in the country.—A. Well, it is a matter of
opinion.

Q. Quite so.—A. But as I say, I think most definitely that small industry
}villdnot find itself unable to get loans because someone else has borrowed the
unds.

Q. Do you not think that when this war is over, money will be about
the cheapest thing we have in this country?

The CHARMAN: Mr. Picard has a question.

Mr. Kinrey: I asked a question.



BANKING AND COMMERCE 39

Mr. Picarp: Mr. Chairman—

Mr. KinLey: Mr. Chairman, what I wanted to convey was that the amount
of money that is being put into eirculation, with the amount of industry that
18 going on, is such that when this war is over it is reasonable to believe that
there will be funds in the hands of the public away and above what was con-
ceived of before in this country, or in the experience of other countries, and that
the banks and the people will have money to lend that they never had before.

Hon. Mr. Hanxson: They are being taught that.
Mr. Brerraaver: Why worry if this bank makes large loans?
The CrAmMAN: Order, gentlemen.

Hon. Mr. Hanson: Before Mr. Picard asks his question, may I correct a

statement made by Mr. McNevin when he said that we set up the Canada Farm
oan Board. It was set up in 1928 and came into operation in 1929.

Mr. McNevin: I stand corrected.

The CrAlRMAN: Mr. Picard has the floor.

Mr. Prcarp: I should like to get into my mind the type of business that
bank is going to carry on. I came away from the radio committee just for the
purpose of trying to get my ideas clear on this point. The purpose of the bill,
according to the preamble, is to promote the economic welfare of Canada. Then
1t goes on to point out three ways in which that can be done. The first is by
mnsuring the availability of credit to industrial enterprises; the second is by
supplementing the activities of other lenders; and the third is by providing
capital assistance to industry—and then there comes in the idea stressed by
Mr. Kinley—with particular consideration to the financing problems of small
enterprises. Later on in the bill the word “industrial enterprise” is described
as follows: “ ‘Industrial enterprise’ means a business in which the manufacture,
Processing or refrigeration of goods, wares and merchandise or the building of
ships or vessels or the generating or distributing of electricity is carried on.”

ow may I just say this. Parts two and three of this description do not apply
at all to small enterprise; I mean with regard to building ships and generating
electricity. Therefore it would mean that the help to small enterprises would
be under the item of “ manufacture, processing or refrigeration of goods, wares
and merchandise.” Therefore the importance of knowing exactly what will be
considered as a small enterprise becomes apparent, or what part of the assets
of the corporation will be devoted to small enterprises. If we have the idea
that throuhgout the country a large number of small enterprises is to benefit
—and a large number of people in a large number of districts are concerned
In the general welfare of Canada—it is of the utmost importance to know right
now, when we are studying the bank, what those who drafted this bill meant
Y the term “the eéconomic welfare of Canada” and what they mean by “small
enterprise.” 1 will have other questions later on, but I should like to have

r. Towers’ reaction to that.

Mr. McNevin: Just a minute. I wish to make a correction to a statement
that Mr. Hanson made correcting me. I should like to make it clear that the
Canada Farm Loan Board was not operated in the Province of Ontario, in
which I live, until it was put into effect by the administration with which the
honourable member was associated.

Hon. Mr. Haxson: I do not accept that.

The CuamrmAn: Order. Mr. Picard has the floor.

Mr. Picarp: That is very interesting.

The CuamrMAN: Mr. Picard has the floor.

Hon. Mr. Hanson: The board was set up in 1928. ;

The CuamrMAN: Order, please. Mr. Picard has the floor. Would the
Governor of the Bank of Canada care to answer the question he has put.

22047—73
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The Wirness: I think the only thing I can say .is that I believe small
enterprises should have priority.

By Mr. Picard:

Q. They should have priority?—A. Yes; and that if there were any indica-
tion that the available funds might run out, that a reserve, so to speak, of
loaning powers should be kept, to make sure that the small loans could be
made and avoid any risk of large loans having so taken up the authority that
desirable small ones could not be encouraged.

Q. I understand that “small enterprise” is an expression meaning anything.
I should like to know what is in the mind of the Governor of the Bank of
Canada and this bank too, and what we may expect to understand as to the
meaning of the words “small enterprise.” What I mean is this. The idea
of the chairman of the First National Bank of New York may be such that
it would mean a loan of $15,000,000, and to the chairman of a small bank in
one of the smallest cities in the United States it may mean a small enterprise
of $5,000 or something. What is in the mind of the Governor of the Bank
here? What does “small enterprise” mean? I know it is hard to put a
limit of any figure, but would it be $50,000 or $60,000? Could we have that?
—A. My ideas are very small. Because it is a manufacturing enterprise, the
amount of capital involved naturally tends to be somewhat larger than it would
be in a very small retail store. But I can visualize loans of $5,000, of $10,000.
I would not visualize loans of $500 or $1,000.

Q. No. There you would be going down to the loan business.—A. Yes.

Q. Which is not considered under this bank.—A. That is right.

Q. But there is one item only out of the three mentioned in the preamble
which applies. The first is “insuring the availability of credit to industrial enter-
prises”; and industrial enterprises would mean rather the larger enterprises
than the smaller ones. The next is “supplementing the activities of other
lenders”; when a manufacturer needs $10,000 he will surely be able to get that
somewhere or else his record is very poor. Then there remains “capital assistance
to industry with particular consideration to the financing problems of small
enterprises.” Then when you come down to the description there is only one of
these items that can be considered as small. The building of ships cannot be
considered as small. The generating of electricity cannot be considered as
small. We are left with “the manufacture, processing or refrigeration of goods,
wares and merchandise.” It does not appfy to the building of ships or vessels,
or the generating or distributing of electricity. It applies only to “the manu-
facture, processing or refrigeration of goods, ware and merchandise.” Here is
a man, let us say, in one of the smaller districts where there are a lot of fruit
and vegetables growing and he has the idea of a plant to dehydrate fruit and
vegetables. He may need $100,000. He has no capital, although possibly he has
had administrative or business experience. He has an idea that could well be
exploited, the process of dehydrating. I just happened to pick on that. I do
not know anything about dehydrating myself. That is just one that came to
mind because it could be used in a small district to the advantage of farmers.
This man has no capital personally but he can find a certain amount if he can
supply the balance. Would it be the policy of the bank to underwrite, let us
say, 25 per cent of the amount he needs? With the underwriting of that amount -
the man would probably, if the amount was being investigated by such a bank,
immediately find other capital in the vicinity or might find other people who
would want to put up the capital if and when the bank comes in and gives a
substantial amount. That is a new venture. It is a new enterprise in that dis-
trict. Would that come under the ideas of the bank as promoting the economic
welfare of a certain district?—A. My answer would be ves.

Q. I beg your pardon?—A. I would say yes.
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Q. You would say yes—A. Yes. Whether the Industrial Development
Bank in such case should take 25 per cent of the equity stock, I doubt. I think
probably its assistance should take some other form; whether that might be
preferred stock, debentures or income debentures I would not be prepared to
say now. But I think that, if other people were prepared to provide a fair
proportion of the capital required, and risk their money after investigation,
having determined that the prospects were, in their opinion, reasonably good,
the Industrial Development Bank could furnish the rest of the funds required
‘In some appropriate form.

Q. If I may say so, if it has already been investigated by prominent people
who are willing to invest, the regular banks would probably go into it. What
I mean is would the Industrial Bank if a man comes to them with a prospect
of that kind, or with a proposal of that kind, investigate the-prospect and say,
“Yes, if you can find a certain proportion of your capital, we think there is a
cf_lance for it; and we are willing, to promote the economic welfare of that
district, to take let us say, such and such per cent of your bonds, such and
such per cent of your other preferred stock or whatever it is, or underwrite you
for a certain amount of bonds.” Would it also come under the function of this
Industrial Development Bank to say, “Well, we will guarantee for a period
of seven years” or “we will underwrite for a period of ten years a loan of that
nature to the company,” or would it take any of the bonds, stocks and so on?
It may be of great importance and may be a determining factor for that com-
pany to establish itself. If an institution like this bank comes in with its staff
and investigates this matter and sees that there is a chance of the company
carrying on and that it has a reasonable chance to prove successful, that they
will go ahead providing they can find the capital required. Would it be one of
those projects that you would describe as “helping the small enterprise”?—

Yes. f -

Q. Now, that might mean small amounts of $25,000 or $50,000. For small
business T would not go down to $1,000 but T would say about $5,000 to $50,000
or from $5,000 to $70,000, and you would be helping the small plant. Now, let
us say that a municipality has a plant, a hydro electric plant. The municipality
has already reached the limit of taxes it can impose, its financail load, in the
way of funded debt, is about all it can carry and it would not be good policy
for it to float a further issue of bonds. It would not then be possible for them
to go ahead with the enlargement of their plant, yet they want to enlarge and
develop electricity for the surrounding rural distriects. Now, let us say that this
hydro electric plant is owned by private enterprise that needs, say, $500,000 and
let us say that they have good prospects of bettering their position if they can
enlarge their producing facilities if they get a loan of that size. For a company
like that wishing to generate more electricity in order to contribute to the elec-
trification of the surrounding rural districts, would that be considered as “some-
thing that might promote the welfare of that district”?—A. Yes. -

Q. Of course, I am not thinking of building vessels or ships because that
would not have anything to do with small enterprises, unless they were wooden
ships, and T think that business to a certain extent would be limited because such
ships serve only the fishing trade. When we come to determine what loans this
Industrial bank will make or how this bank should help such an enterprise may
we have some idea of what procedure will have to be followed by a business
man who has a prospect and goes to the bank? Will they have to go to Ottawa or
send an application through to the bank? It is difficult, T know, to establish and
staff a large number of branches and so on, but will there be branches in the
d}ﬁ'erent provinces with a set up such as regular banks have? Will there be only
nine such branches, one for each province, or will there be more according to the
Deeds of different districts of Canada? Will these people who have a prospect
submit their case locally or will that case have to be decided by the main office
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at Ottawa?—A. I would say that in the first instance the bank would have
great difficulty in establishing anything much in the way of branches. I say that
because of the war. It is going to be difficult enough in the early stages to find
a few people, but that is something which the bank will have to try and over-
come. As soon as it became possible to add to the staff—I do not imagine that
at any time a really large staff will be required, but the quality will have to be
good, will have to be particularly good, in order to engage in a business of this
kind. As soon as an adequate number of persons of proper quality can be
obtained—

Q. You refer to the quality of the personnel?—A. The quality of the per-
sonnel, yes, because they will not be numerous but they should be good. As soon
as they are available I would say that it would be desirable to establish certain
branches so that the distance between prospective borrowers and the bank would
not be too great. I think that the extent to which branches are established would
naturally depend on the prospect of volume of operations? For example, if in a
certain given region we do not hear either directly or indirectly of more than two
or three or half a dozen concerns which want to borrow then I do not think
that we could establish a branch even in quite a fair sized city in that region.
I say that for two reasons: (1) that it will be uneconomical to have staffs there if
there are only half a dozen or a dozen prospective clients; (2) apart from the
fact that it would be uneconomical it is also a killing thing so far as staff are
concerned; they have to be kept busy otherwise they stagnate. But with those
views expressed with regard to the branches, the underlying thought would be
that as quickly as possible we should respond to the needs for services as those
needs develop. Also it should be possible for people who want to contact the
bank with the idea of borrowing money to do so through their present bankers.

Q. With regard to small business, do you not think that the centralization
at one point of decisions rendered for small business scattered all over Canada
might work against the interest of small business—the fact that the decisions,
the investigating and everything else are handled from a centralized board in
Ottawa—would not there be the tendency to leave aside and neglect the small
enterprises? In the light of this I might point out that our private banking
system in Canada, which was more successful than the banking system in the
United States in avoiding bank failures during the depression, has other
disadvantages. The headquarters of the banks are in Montreal or Toronto
and the tendency is to speed the big corporations and the big companies which
are there, businesses with which the banks are constantly in touch, and where
needs were better known and whose possibilities were better known- by the
head offices in Montreal and Toronto; therefore, those centres have benefited
more under the present system. However, in the United States, under their
private banking system there is a higher risk of bank failures, small banking
firms were scattered here and there, but they had not the centralized system
that we have here. These banks have developed in the small towns many
small industries and contributed to the prosperity of a great number of centres
of industry. In the case of the Industrial Bank now under study the whole
business is carried on from a central point, and I am asking whether there
would not be a tendency in the case of applications coming from remote parts
of the country that they would be neglected and that the requests from larger
businesses located in big cities would be handled more quickly. Despite the
statement that small loans should have priority and that this is a principle
that will be followed, would there not be a tendency because of this centralizing
influence to facilitate the larger concerns rather than the smaller ones? There
might be two or three of these concerns in a rural district, and these firms
located in places with a small population should have the same opportunity
as the big concerns that have contact men in Ottawa and have easy access to
the industrial bank. That is a point I want you to consider as regards small
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business.—A. Perhaps I might say, as regards that, that that I am in favour
of branch offices staffed by men of sufficient intelligence and sufficiently high
calibre to be given authority.

The CualRmMAN: Are you finished, Mr. Picard?

Mr. Prearp: No, I am not.

By Mr. Picard:

. Q. Mr. Towers, you admitted a moment ago the importance of banking

men being in contact at all times with the centre of business. You mentioned
that it would be a good thing for the Bank of Canada, I mean officers of the
bank in Ottawa, to be in closer daily contact with the people who are running
the financial affairs of the country in Toronto and Montreal. I think there
might be a quarrel between Montreal and Toronto as to which city should be
selected and I think Ottawa for that reason is a good choice, although I agree
with you on the necessity of personal contacts in business. It is a fact that
first-hand knowledge of a commercial or manufacturing enterprise is of the
utmost importance in determining the financing of those enterprises. Then,
if you have your central authority here with no branches in the provinces or
in the distriets I doubt if those applications would receive the same consideration
as they would if there were branches. With regard to the present set-up in
the personnel of the head office of the Bank of Canada here, do you think
frankly that an industry located in rural Saskatchewan or rural Quebec—it is
even more applicable to rural Quebec because the business practice there may
be different from what it is in Toronto or Montreal—would there be at the head
office of the bank a personnel who would understand these conditions just as
well as if you had a man stationed in the district knowing the industrial enter-
prises in that particular district? Now, no matter how broad may be the
views of those who are presiding over this bank or how good its set-up may
be, it is a fact that you have very few people there with experience in the
business life of the Province of Quebec. It may be said, although I do not
agree, that it does not matter in the case of the Bank of Canada, but it is not
what is should be for an industrial bank that will have to look after the economic
welfare of all parts of the country, and yet we have the same set-up for this
bank as we had for the Bank of Canada. I doubt whether small industry in
the western provinces or in some parts of Quebec would have much chance,
with all due respect to the broadmindedness of the head of the bank and with
due regard to previous experience and the knowledge acquired in different fields
—I doubt whether they would have much chance in a bank like this unless
the bank had on its staff people who know the conditions in these districts
so that people coming from one part of the country will get the same con-
sideration as people coming from other places?—A. First of all, the Industrial
Development Bank will have to have its own staff; I mean it cannot be operated
by the Bank of Canada staff. For one thing we have not got the people
available. 3

Q. But according to this statement is it not provided that the general
manager. and others will be the same people who are now managing the Bank
of Canada?—A. It is provided that the Governor of the Bank of Canada
shall be president of the bank, but certainly the Industrial Development Bank
would have to operate with its own staff.

Q. “There shall be established a bank to be called the Industrial Develop-
ment Bank, consisting of those persons as members who for the time being
comprise the Board of Directors and the Assistant Deputy Governor of the
Bank of Canada...” and so on. That is the board of directors. As to the
administrative staff, do you intend to separate entirely the staff of the Bank
of Canada from the staff of the Industrial Development Bank?—A. Yes.
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Q. An entirely new set-up?—A. Yes. We might loan one or two people,
something of that kind, but apart from that it would have to take on its own
staff.

Q. They will not be loaned as was done in the case of the Foreign Exchange
Control Board where nearly half of the staff went over?—A. Oh, as a matter
of fact the maximum we loaned there at any time was thirteen. All we loan
now is three.

Q. At one time I thought that nearly half of the staff of the Bank of
Canada had been switched to the operation of the Foreign Exchange Control
Board?—A. Oh, for the first ten days they worked in the Bank of Canada in the
daytime and in the Foreign Exchange Control Board all night, but that was an
emergency. However, I do agree that the maximum decentralization which is
practicable should take place.

By Mr. Jaques:

Q. I would like to know whose money this bank is going to lend?—A. I hope
you will not think that T am being flippant, Mr. Jaques, if I say your money
if you will buy some of the debentures. :

Q. Then the bank is going to be limited, or rather it will not be granted the
powers which the chartered banks have of creating what they lend or creating
what people borrow?—A. That has been discussed, of course, under the question
of the desirability of the Industrial Development Bank taking deposits from the
public.

Q. T understood you to say in 1939—in fact you were very definite on it—
that the chartered banks could not lend their depositors funds?—A. It is a
question whether the egg or the hen comes first. In the banking business in
which the chartered banks are engaged it is the case that a bank can, by making
loans, increase its assets and its liabilities. I think that the fundamental trouble
which creates the ocean which separates us is the belief that a deposit is an asset.
I think that is the difficulty which stops many people from being able to under-
stand the operations of the banking system—the belief that a deposit is an asset;
and as it is said that the banks create deposits, some people think they create
assets, which would certainly be a wonderful privilege; but the banks create
liabilities, which is a responsibility.

Q. And they cannot lend their liabilities?—A. No..

Q. But the real distinction between the two kinds of money is this, that if
I lend money or if any individual lends money it is money which he has earned
by work which he has performed in the past?—A. You can do the same type of
business as a bank, Mr. Jaques, only in a somewhat limited way. When you
buy a suit of clothes and charge it you have done a banking business, you have
created a liability.

Q. Not quite, because my credit is only good for the suit of clothes whereas
the bank ereates general credit—A. I say in a small way.

Q. Yes, it is very limited, that is obvious. I want to get this clear, that
this proposed bank would be limited in its operation strictly to the money which
already is in existence in Canada?—A. You mean that in selling its debentures
it would have to appeal to those who are already in possession of the money ?—
A. That is partly true, although it would be able to sell bonds and debentures
to the Bank of Canada; but even if that were not the case the volume of money
to which the Industrial Development Bank could appeal, of course, runs into the
billions. However, I think that is entirely a separate question. The question
of monetary policy for the country as a whole is something quite separate from
this institution.

Q. By monetary policy you mean the increase or decrease in the amount
of money in the eountry?—A. Yes.
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Q. It is not proposed to use this bank as a means of increasing the amount
of money in Canada?—A. That would not be its function, that is the function
of the central bank and other sections of the financial community—but not of
this institution.

Q. Any money that this proposed institution might lend for industrial
purposes would not be in any way an. addition to the amount of money in
Canada?—A. The two things are not connected in any way.

Q. If I have a business proposition and I go to a chartered bank and I
borrow any sum of money to finance this business that is a real addition to the
amount of money in the country, is it not?—A. Oh, no, not necessarily, yours
1s, but at the same moment somebody else may repay a loan.

Q. I am not thinking of what somebody else is doing.—A. One has to
because it is not a one way street.

_ Mr. Gramam: Mr. Jaques, if I get your idea rightly you would like to see
this institution affiliated with the Bank of Canada print $100,000,000 of new
money and give it to the bank to lend out to individuals, thus increasing the
purchasing power; is that your idea?

Mr. Jaques: No. I think the printing press is used as propaganda.

Mr. Grazam: I am only trying to get your viewpoint. Is it your idea-
that that would be good for Canada?

. Mr. Jaques: It might be. I think that the idea has been mentioned here
this morning that this bank will lend the taxpayers’ money—I think that was the
expression used—and therefore it then becomes fixed in people’s minds that the
first duty of this bank is to safeguard the taxpayers’ money. Now, if they do
not lend the taxpayers’ money I take it that that idea is mistaken. It seems to
me that the first purpose of this bank is to add to the production of wealth in this
country. I do not say for one moment that the purpose of the bank is to create
employment, I leave that to other people. The first duty of the bank should be to
Increase the production of real wealth in Canada, but if you are going to say that
that must be limited by the taxpayers’ money then I will only say that we are
golng back to the system which prevailed before the war. You cannot fight a
Wwar on the taxpayers’ money only, and I do not think you are going to fight the
Peace on it either.

The Wirness: We have fought the war on the taxpayers’ money.

By Mr. Jaques:

Q. Is there no increase in the total amount of money in Canada today

to what there was before the war started?—A. I am assuming that all people in
Canqda are taxpayers and the war has been fought partly from the money they
Pay in taxes and partly from the money which they lend either in the form of
burchase of victory bonds or war saving certificates or in the form of the
additional deposits which they have in the banks.
Q. Partly, yes. It has already been stated here that there is going to be
such a lot of money after the war that it will be a problem—there has been such
an Increase in the amount of money. I think that is surely another way of
Saying that there has been an actual increase in the money in Canada during
the war?—A. Yes, a billion and a half.

Mr. Fraser: Mr. Chairman, Mr. Towers I believe said that the way the
borrower would have to contact the Industrial Development Bank would be
through his own chartered bank.

The Wirness: No. He has the choice.

By Mr. Fraser:
Q. He would have a choice?—A. Yes.
22047— 8



46 STANDING COMMITTEE

By Mr. Maybank:

Q. He would what? I did not catch that—A. He would have a choice;
either direct, or if it was more convenient for him, he could make contact through
his bank.

By Mr. Fraser:

Q. I thought that what you said was that he would have to contact through
his bank.—A. No; just if it was more convenient for him to do so.

Q. What personnel would the Industrial Development Bank use? Would they
use the managers of the chartered banks? Would they go to them and get their
advice on these loans? Because the manager of a chartered bank in many cases
has lived all his life in a community, and he knows the people and knows the
conditions in that section—A. I would hope that would be the way in which
they would work.

Q. You would try to work with them?—A. Yes.

Q. That would be the idea.—A. By an amicable working arrangement with
the customer, the chartered bank and ourselves; because I believe that, to the
extent that it turns out there are needs for Industrial Development Bank
facilities, the provision of these facilities will be in the interests of the borrower
and of his bank, because if the borrower progresses, that is a good thing for
the bank with which he does business.

Q. If he worked through the chartered bank and you worked through the
chartered bank, there would be less chance of loss, would there not?—A. I thmk
that is true.

Q. There would be much less chance of loss—A. So I would hope. That
is, in fact, the way in which it would work in a great many cases. But natur-
ally the direct access must always be open to anyone.

Q. Take the case where an industry borrowed money from the Industrial
Development Bank and eventually they were closed out by Industrial Develop-
ment Bank. Suppose they failed and the Industrial Development Bank took
over, and the industry was not satisfied with the treatment it got. Would they
have to get permission from the governiment to sue the bank or would they be
able to sue in any event?—A. No. My understanding is that they would be able
to sue. Certainly that is the way I believe it should be.

Q. In the case of the Barik of Canada, do they have to get permission to sue
it?—A. I do not think so.

Q. You are not sure of that?—A. No. I do not think they have to.

Mr. AsBorr: There is nothing in this bill in that regard.
The Wirness: That is the principle.

By Mr. Fraser:

Q. Yes, that is the principle. That is what I was getting at. As the Indus-
trial Development Bank is now under the Bank of Canada, I wondered if there
would be any provision for that, just to safeguard the borrower—A. Instead
of my giving an answer which might not be quite correct, I should like those who
looked after the legal points in the bill to answer that.

Q. It can be answered next time.—A. But it was discussed; and as I
recollect it the intention was that suit could be taken without fiat.

Q. I think that would be fair.

By Mr. Maybank:

Q. I should like to ask a question with relation to the use of the chartered
banks. You say that you will be using the managers in different places. They
will be agents of the Industrial Development Bank. They are in the employ,
however, of quite a different institution. What possibility is there of a clash
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of interests and what consideration has been given to that? To what extent
might, there be a clash of interests and it colour the advice of the agent?—A. I
think there will be two possible cases. One would be where the Industrial
Deyelopment Bank made the entire loan to the borrower. In such case I
believe that, by arrangement with the commercial bank concerned, it would be
possible to talk to the manager of the branch who dealt with the customer and
obtain the benefit of his advice and experience. He would not be acting as an
agent of the Industrial Development Bank. He would be acting in what you
mlgtht call a co-operative capacity, by agreement with ourselves and with the
customer,

By Hon. Mr. Hanson:
Q. What the lawyers call amicus curiae?>—A. T would not know.

By Mr. Maybank:

Q. I was not suggesting that there is necessarily a clash of interests, but I
wes asking what consideration had been given to the possibility of such being
the case—A. Mental consideration has been given. You have in mind the
Possibility that his views might be unduly liberal, perhaps?

Q. T did not quite cateh that.—A. You have in mind the possibility that
the manager’s view might be unduly liberal because he was anxious to aid the
customer?

Q. Or the opposite—A. Or the opposite. To appraise the value of that
advice would be the job of whoever in the Industrial Development Bank was
gﬁahng with the case. In other words, they would have to have their wits about

em.

Q. TIs there any possibility of a clash of interests of his employer in some of
these loans? The interest of my bank which has been serving for thirty years
18 affected by this particular proposal I have in front of me at the moment, and
I am advising the Industrial Development Bank pro or con with reference to this
application. What about that sort of mental hazard? Is there any possibility,
In your opinion, of such a clash of interest?—A. Oh, it would be impossible to
say that there never could be such a situation.

Q. I am not seeking it out—A. No.

Q. If there is only the faintest possibility of it, then my questions are of
RO Importance at all—A. I think it boils down to this, that the Industrial

evelopment Bank representatives have to make up their own minds in regard
to the quality of the advice they receive. It may be good. It may be bad.

Mr. McGeer: This goes on and on. Pardon me.

By Mr. Maybank:
Q. Then that means that it is going to be just about as much centralized as
I. Picard was fearing—A. I do not see that that follows. :

Q. Tt does not necessarily follow, but if there is not anybody whose advice
can be taken at a point a distance from the centre, where are you?—A. I would
hope that ninety times out of one hundred the Industrial Development Bank
would feel that the quality was good.

Q. Yes, I see—A. Secondly, I do visualize the possibility that loans could
be made in conjunction with chartered banks.

Q. Yes—A. That is, that they would take a certain percentage of the risk.

Q. Of course, if you are both in it, that makes a big difference. At any
rate, with reference to any possibility of clash of interests hampering the
Purposes of the bank, you start the day out rather optimistically?—A. Yes;

ecause there is no fundamental clash; and any clash which might take place
would be due to misunderstanding.

22047—83 5
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Mr. BrerrHAUPT: In the remarks of Mr. Piecard, I think he rather left us
with the impression that the chartered banks diseriminated against the small
borrower, particularly in the large cities throughout the country. 1 come from
a district which is highly industrialized. The industries are very diversified.
There are large businesses there, branches of American industry and plenty of
small industries that started from scratch. In my experience I think 1t is
only fair to the chartered banks to say that they have, in all cases that I have
known about—and I have known about some up there, having been president
of the Board of Trade for a number of years and in that way they have come
to my attention—they have actually not diseriminated against the small
borrower. As a matter of fact, they have helped the small borrower. I think
there is a need for this bank as well as the chartered banks. I do not think we
should place the chartered banks and the loan companies in the wrong light.

Hon. Mr. HaNsox: That is a very good statement. Mr. Chairman, may
I ask a series of questions before we adjourn?

The CHAIRMAN: Yes.

Mr. KinLeEy: Before Mr. Hanson goes on, may I just say a word here
in connection with what Mr. Breithaupt has just said with regard to the banks.
They will loan the little fellow money if he gets a good endorser. It seems to me
that this system of the banks’ loaning money with endorsers, without considera-
tion, is an imposition on some of the publie, not excluding the politicians.

Mr. MayBank: Have you been hooked too?

The CHARMAN: All right Mr. Hanson.

Hon. Mr. Hanson: Mr. Towers, I am not expecting an answer to-day
to these questions, but I should like you to think them over when you read
them. Both you and Dr. Clark emphasized the position that there was a gap
between the facilities serving the borrowers in this country. Have you made
any survey of the gap to determine how big it is or how wide it is? Have
you tried to ascertain the extent or size of the gap?

Mr. KinLey: A little louder, Mr. Hanson, please. I cannot hear you.

Hon. Mr. Haxson: What is the extent of the gap? You made a further
statement that such lack is a more serious impediment now than it was
twenty-five or thirty years ago. That is an expression of opinion, and I should
like you to give us some supporting testimony. Coming specifically to the
series of questions which I have propounded in thinking this thing over, we
are in agreement, I think, that the job of this bank is to advance capital to
persons who are establishing or extending industries, be they small or whatever
they may be. T think we are in agreement on that. T should like to put this
question to you: On what ground will you select the industries to be aided?
I do not want just a general answer, if you will pardon me for saying so—
and I am not being dogmatic—but I want something specific. I do not
want just an answer that they will be industries of advantage to the nation.
T want to know what the tests will be which will be applied. One will have
to be, of course, that they cannot obtain capital elsewhere. We are in agreement
on that. Another will be, T assume—or it should be, I assume—that such
industries will pay or have a reasonable expectation of paying. TIf the industry
will pay or have a reasonable expectation of paying, why should there be
any doubt of its being able to obtain capital in the open market or in the
locality ?

Then there is a further point of view which I should like to put to you.
Is it not a fact that by giving this aid to industries which you select, you are
using the power of government to favour certain industries and certain localities
where they are established, as compared with other industries in other localities?
It is a fact, of course, that every industry in Canada competes, or should be
competing, to some extent with every other industry, for labour, for power, for
materials of all sorts. Why should the government assist one industry in
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‘preference to another? Dr. James, in his monumental work, has stated that

we ought to expect, if we are to keep up our Canadian standards of living and
progress, that about 20 per cent of the national income should be devoted to
capital—to the providing of new operating equipment or the improvement of
present equipment. The national income is supposed to be running around
$8,000,000,000 per annum—perhaps larger—Is it not perhaps larger than
$8,000,000,000.

The Wirness: There are so many definitions of national income. I would

.. prefer that Dr. Clark should answer that.

Hon. Mr. Haxson: I have never been able to determine what is the true
national income. I have tried it many times, but I find that there are as many
opinipns as there are economists giving the opinions. They all start on different
bases. Assume that it is $8,000,000,000 at the present time. Twenty per cent
of that would be $1,600,000,000. I do not suppose that you expeect that your
bank will be able to obtain a return on its investments—that is, return of the
capital; I am not speaking of the income—in less than ten years or some
comparable -term. There are not many businesses, I suggest to you, which can
}}Ope to repay capital quicker than that, and I know of some that have not paid
In that period of time. Therefore your bank would add $10,000,000 a year to
the capital funds available in Canada. I ask you this question: Is it worth
while h?aving a bank to add $10,000,000 to a requirement of $1,600,000,000 per
annum
. Then there is another very important question, and I am using the word
_political” here not in the highest sense, because this is a mundane affair; and
if you know as much about human nature in Canada as I think you do, and
as I hope I do, there is such a thing as political pressure. Suppose you build
a factory in Regina, Moose Jaw, or Winnipeg. Some other place will want
one too. Why should Regina get help and it be denied to Moose Jaw? If you
have any factories in British Columbia, why should not Alberta be asking for
one too?

Mzr. Brerruaver: Or Fredericton.

Hon. Mr. Haxson: Yes. I will certainly put in my oar for Fredericton, if
I am here, which I do not expect to be.

Mr. Brerrgaver: Or British Columbia.

Hon. Mr. Hanson: Yes. British Columbia will want to be treated as well
as the maritime provinces; and you will hear often of the maritime provinces,
make no mistake about that. The maritime provinces will want fair treatment

a8 compared with the other provinces, which we maintain we have not had.

e are not going to debate that now. Ontario and Quebec which are supplying
the major part of the capital in this country—they supply the major part of
the taxation of this:country, there is no doubt about that—will be saying, “Well,
you cannot take care of the poor relations at our expense. We will want our
share.” How do you propose to deal with situations like that? I particularly

" do not want you to say that there will be no polities in this in the lower sense

of the word, for I should like to remind you, this committee and the people
of Canada, that it is the duty of this parliament, elected by the people, to guard
the expenditure of the money that is taken from them by way gf taxes. This
government of ours has no open sesame to revenue except by taxation or borrow-
Ing its people’s money; and to guard that expenditure the members of parlia-
ment have to decide what line they will take, and that decision will be made
along party lines. You may not like it, but that is the fact. Any one who tells
you otherwise is just bluffing or kidding you. That is a realistic attitude for me
to take, and it has been impressed upon me. In other words, and in plain
language, everything which the government of Canada finances is subject to
political control, and is going to be as long as we have representative govern-
ment in Canada. What I want you to say is how you propose—
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Mr. Kivtey: I object. Either government or bureaucratic control.

Hon. Mr. HansoN: At the moment we have bureaucratic control, and I
object to that.

Mr. KiNnLey: It came down to us.

Hon. Mr. Hanson: What I want you to tell the committee is how you
propose, as a government bank, to stand against the pressure; because although
you can call it by any other name you like, this is a government bank and
the people will look upon it as a government bank, and if there is a loss, it is
going to fall on the taxpayers. How are you going to stand out against this
political pressure?

I should like to make this observation. I believe that the treasury of this
country and the Bank of Canada are in the hands of very competent people.
But that has not saved us from pretty rash financial policies in Canada in days
gone by. For example,—and I wanted to bring this out in the railways commit-
tee the other day, but I did not have the opportunity—when the C.N.R. put its
brief in to the reconstruction committee, it put in a reconstruction program and
said that it was going to spend $260,000,000 for projects which might not pay
and $103,000,000 for projects which would not pay, because they were desirable.
That sort of thing does not commend itself to me as a taxpayer.

Mr. Kinvtey: That is what you did with the Hudson Bay Railway.

Hon. Mr. Hanson: I did not. T had nothing to do with that, and I am not
going to be deflected from my purpose here.

The CramrMman: Order, please.
Hon. Mr. Haxson: Or the line of argument I am taking.

Mr. KinLey: That is exactly what you did.

Hon. Mr. Hanson: If you want me to say it, both parties are responsible.
You started it and we finished it. We went on with it, T always thought
improperly; but I do not want to go into that now.

Mr. Jaques: It created a lot of work.

Hon. Mr. Haxson: I have not heard either the treasury or the Bank of
Canada telling the C.N.R. that their business was not to worry about what was
desirable, but to run the railway at a profit. That is what they ought to do, if
possible. But when I think of them spending $363,000,000 for projects which
may pay possibly and some which could not possibly pay, out of the people’s
money, @hen_to me it is sheer nonsense. How do we know that the Bank of
Canada is going to take any better stand on other projects such as this, especially
if the time comes when the bank has not as good a governor as it has today?

Mr. ABBorT: Soft soap!

Hon. Mr. Hanson: If this bank is not established, do you really and seriously
believe that anything will go very wrong in this country as a result? If so, what
will be the wrong that will follow? If not, why should we adopt this very radical.
dteparf:’ure from the principles of allowing private enterprise to function on its
steam?

Finally there is this; and it ties in with the suggestion made by my colleague,
Mr. McGeer, the other day to which you, I thought, at least gave partial assent,
and to which I am going to refer in a moment. Is it not a fact that a very small
reduction of the taxation in this country would render a huge volume of.capital
available for capacity in industry, a great deal more than this bank can ever put
into circulation? I refer to Mr. McGeer’s question. It was near the end of your
examination the other day. Mr. Kinley had been cross-examining you on
certain matters, then Mr. McGeer asked a question in reply to an answer which
you made to Mr. Kinley. “Why is that?” Perhaps, in order to give the context,
I had better go back to the bottom of page 14. The record reads:
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By Mr. Kinley:

Q. You are assuming he will buy stock and not lend the money?—A.
In the ordinary course of events I would think he would buy stock.

Q. Be a minority shareholder to a large extent?—A. Yes, possibly,
although that has never been easy in itself.

Q. It is not very attractive.—A. He may come in in some form of
partnership participating in the business. There are all kinds of permu-
tations and combinations. What you suggest has never been easy, and I
agree with that, but I would simply suggest that for the reasons I have
mentioned it is a good deal harder nowadays to interest individuals in
putting in capital in a small enterprise unless they are ones which they
are managing and trying to build up themselves.

By Mr. McGeer:
Q. Why is that?—A. Taxation.

That is your answer, Mr. Towers. Then Mr. McGeer asks this question:

Q. In other words, we are taxing ourselves out of private enterprise

and taxing ourselves into a state of public aid or public ownership?—A. I
think there is a tendency in that direction.

Is there not a tremendous amount of truth in that statement? I am going
to leave this with you, Mr. Towers.

The CuamrMmAN: Before we adjourn, Mr. Abbott has a statement to make.

Mr. Asgorr: I have not very much to say. This will be the last meeting
before adjournment, I take it, and I think I can say definitely that very shortly—
probably immediately after we resume—the government will be in a position
to introduce the Bank Act and probably the other financial measures which it
Proposes to place before the house. I think the proceedings this morning have
demonstrated, however, that we have been able to make some progress with the
discussion of this bill. "As to what the order of business will be after we resume,
that of course will be in the hands of the committee.

The committee adjourned at 1 p.m. to meet again at the call of the chair.

May 16, 1944.

: The Standing Committee on Banking and Commerce met this day at 11
o’clock a.m. The Chairman, Mr. W. H. Moore, presided.

The CrAmRMAN: The next order is an Act to incorporate the Industrial
Development Bank. Is it your wish that we proceed with No. 2 or that we
Proceed with No. 3, Bill 91, an Act respecting Banks and Banking?

 Mr. McGeer: In connection with that, Mr. Chairman, this is not a com-
mittee set up to consider the amendments proposed; it 1s a committee dealing
at this time with the revision of our banking laws which comes up every ten

years. It is somewhat different from any other sitting of the Banking and

Commerce Committee which we have held in the last few years. In fact, it is
;)nly comparable with those sessions of the committee that have been held every
€N years.

The proposed industrial bank and the proposed amendment to the Bank
Act can be considered, I think, only when we have a very comprehepswe under-
standing of the operation of the system which was inaugurated in 1934. In
1934 Canada established a new monetary system, a monetary system based upon
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the establishment of a central bank. In 1938 that policy was again changed and
the central bank became a publicly owned institution. I suggested in this com-
mittee, and this committee accepted the suggestion and the recommendation
was made to the House of Commons that the report of the Bank of Canada
covering last year be referred to this committee. That is a most comprehensive
document. It is a document that deals not only with the fiscal situation in
Canada but makes very sweeping recommendations with regard to the whole
economic structure of Canada and the requirements as they are perceived or
understood by the Governor of the Bank.

It does seem to me that before we move to consideration of the specific
legislative proposals before us that we should have before the committee a com-
plete review of the operations of the Bank of Canada year by year since its
inauguration. We have never had before the Banking and Commerce Com-
mittee an examination of the accounts of the Bank of Canada. We get a
general statement as what its profits are. “We have never examined the opera-
tions of that bank nor have we ever had any understanding as to just what are
the costs of the operations of the chartered banks. Certainly one of the issues
that is now before us is the question of the cost of servicing the financial needs
of the people of the Dominion of Canada. We are now told by the Minister of
Finance that if we borrowed 3 billion dollars fromthe" “Bank of Canada
_rather than from the chartered banks the cost would be more. It does seem to

} memt parliament through this committee, and the peoplé of Canada through

parliament, are entitled to know whether the costs of the operation of the present
gankmo system are fair and reasonable; and if they are too high in-what way
those costs can be reduced, because T thmk ‘that anybody who examines the costs
of this war, notes the bills we have accumulated, notes the indebtedness that
has been estabhshed notes the interest charges that are involved over the next
indefinite period of time, must realize that the cost of financing public enterprise,
including war, is to-day more costly than the actual financing, or actual con-
struction and development of public enterprise, or the actual costs of the war
itself. Do not forget that the last war established an indebtedness that still
stands on the books of this nation for every dollar that was incurred. We have

paid out in interest to date more than the last war cost us. Our debt situation is

such to-day that no one can look at it without being apprehensive as to what the
situation is going to be in the future. If we can find no other way to finance
public enterprise for municipalities, for provinces and for federal administration,
than that of pyramiding forever an accumulation of unpayable debt then we are
putting the course of this nation in the same course that brought Europe to
disaster. What I feel is if we are going to deal intelligently with the proposals,
if we are going to make constructive suggestions as to improvements in our fiscal
system, then there are a great many facts that we need to know.

I suggest that we should have the auditors of the Bank of Canada before
us, and that a good start could be made in examining last year’s report. I
believe we must call witnesses from the provinces and from the cities as well
as witnesses from the banks. When we have that information before us then
I think we can proceed, not only to deal with the amendments proposed but to
make constructive suggestions as to what changes should be made for improve-
ment of our fiscal policies, our fiscal powers, and our economic structure through-
out the dominion.

I offer these suggestions. I appreciate that the committee has power to
develop its own course of procedure. I for one feel that without this information
no intelligent consideration, as far as I am concerned, can be given to the
amendments proposed.

Hon. Mr. Hanson: What you are suggesting is a wide open inquiry.
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The CraRMAN: Gentlemen, the question I raised was whether we should
proceed with bill 7 or bill 91. Do I understand that it is the pleasure of the
committee, and your suggestion, that we take up bill 91, Mr. McGeer?

Mr. McGeer: No, I am suggesting that we do not take up either one of
them, and that we proceed to call witnesses. My suggestion is that first we
proceed to an examination of the report of the Bank of Canada which is referred
to this committee for review.

The Crmamman: Will you convert your suggestion into a resolution or
motion?

Mr. McGeer: I am offering it as a suggestion. I do not know that I want
to make a motion. If my colleagues on the committee do not agree with it
then we cannot proceed that way.

The CuAmrMAN: I cannot tell whether they agree or disagree unless they vote.

Mr. Brackmore: Mr. Chairman, I feel that I desire to support the member
for Vancouver-Burrard in his contention. I believe there are two other matters,
or perhaps three, which it is the unavoidable duty of the members of this commit-
tee to examine with great care at this critical juncture in the history of our
nation. In the first place I have never had it definitely defined in my presence
just exactly what the Canadian people are justified in aiming to achieve through
their banking system. I doubt very much that any satisfactory number of those
who have charge of the administration of our whole banking system have
ever definitely asked themselves that question and answered the question so
that they could answer intelligently to others.

The next question which has never been answered satisfactorily in my
hearing is this: To what extent has our banking system as a whole achieved
the objective which we, as Canadian people, have a right to expect it to achieve.

The third question which I think we must ask ourselves and have answered
is if the Canadian banking system is in any degree falling short of the objective
which we are justified in expecting it to attain why is it so falling short?

I believe that until we can answer these three questions definitely it is impos-
sible for us to appraise accurately the value of the industrial development bank
or of the Bank Act itself.

While I am on my feet I will just raise one question which is a difficult
question for me to answer. Why is there no preamble to bill 91? We have no
whereases to bill 91. Surely you would expect a preamble to bill 91. We turn
to this measure which we had to consider first, a relatively insignificant thing,
and we find quite clearly set out in the preamble just why we are considering
this bill. I have sought in vain through bill 91 for any statement of why we
are passing that bill. We all assume apparently that the bill ought to be passed
because our great-grandfathers passed a bill somewhat like this, quite disregard-
ing the fact that the conditions under whiech we live might.be widely ﬁlﬂerent
from the conditions under which they lived, and in the light of which they
drafted their Bank Act. j T :

I support the hon. member from Vancouver-Burrard in his contention that
we should have the most accurate and extensive examination into every aspect
of the financial situation in this Dominion of Canada before we proceed with
eifthﬁr of these bills, anxious as we all are to proceed with them and to dispose
of them.

The CuamrMaN: Will you move a resolution to that effect?

Mr. Brackmore: I would be happy to. I should like the member for
Vancouver-Burrard to draft it because he has had legal experience. I would be
happy to move it. : : :

The CuamrMaN: I think it advisable we have a motion.
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Mr. McGeer: I move that before we proceed to the consideration of the
bills on the order paper, that is, bills Nos. 7 and 91, that we take such evidence
as the committee may decide from time to time is appropriate to a proper under-
standing of the amendments proposed and the bills suggested.

Mr. Brackmore: I second the motion.

Mr. CorpweLL: In supporting that I want to say that I think what the
member for Vancouver-Burrard has suggested is the only possible course for this
committee to take at this time. He has suggested that we have a number of
witnesses on a number of topics. I do not believe we have a steering committee?

The CuairMman: Not yet.

Mr. CoupwerL: I think if this motion is adopted we should have a represen-
tative steering committee so that we can arrange immediately for the witnesses
we shall require. We shall require not only witnesses from our Bank of Canada,
the provinces, probably some of the large municipal organizations, maybe even
representatives of some of the rural municipalities in some of the provinces, but
also a lengthy number of witnesses from the chartered banks. We should con-
gider very carefully just who these witnesses should be, and we should map out
our work accordingly.

It is now the fifteenth of May and the session is running out. I think it is
regrettable, since this legislation had to come before the House of Commons
and the committee sometime during this session, that we did not proceed with
this long ago so that we would have been well on with our work at the present
time. I do not want to speak too often because there are a number of members
of the committee who have ideas they wish to express, but while I am on my
feet I want to say that I hope that the committee and the chairman will not
endeavour to rush this thing along so that we do not get an opportunity to
consider the material that is placed before us from day to day. I saw a report
in the paper suggesting that we sit while the house is sitting today, tomorrow
when the committees are sitting, Thursday and I think even Friday all day.
I submit that that is not the procedure to be followed. We want to give this
measure every consideration. We also have our duties to attend to with regard
to other committees of the House of Commons. I know that this committee with
me will take precedence over anything else I have to do, but I hope that when
the time comes to consider sittings of the committee, we shall not be called upon
to sit every day, morning and afternoon. I think that would be entirely wrong,
would overburden the committee and prevent our giving the consideration to

this matter that should be given to it. I think, when we are considering what"

we should do, we should have a small committee to go ahead and map out the
work for us. However, I am supporting the motion now before the committee.

The CuamrMAN: Mr. Coldwell, may I suggest that the report in the papers
is, I think, greatly exaggerated. The sessions of the committee, of course, are
in the hands of the committee. The only thing I would suggest is that we try
to meet, as far as possible, every day at 11 o’clock and get through at 1 o’clock
and that we carry that on regularly day after day. That is the only suggestion
I have to offer in regard to that.

Mr. Graaam: Mr. Chairman, Mr. McGeer’s suggestion is, of course, taking
us a long way from the order paper. I have no objection at all to this committee
at some time being asked to explore the very vast field which Mr. McGeer
suggests to the committee and which Mr. Blackmore adds to with respect to
the numerous problems that seem to have engaged his interest. I am not
opposed either to the house in some manner doing what Mr. McGeer suggests
should be done with regard to the whole system of credit agencies and banking,
both the national bank and the commercial banks. But my mind suggests that
we have two concrete tasks to perform as a committee of the House of Commons.
One is consideration of the Industrial Development Bank and the other is the



BANKING AND COMMERCE 55

decennial revision of the Bank Act. It seems to me that common sense suggests
that we discharge the two concrete tasks first; because in my opinion if we do
not do that, then there is the danger that time alone will prevent us from doing
the job that parliament has asked us to do in this session.

I would say to Mr. McGeer that the commercial banks have been in business
for a long, long time, and that the Bank Act is not a new statute, that we all
will want the commercial banks to carry on, even though we are considering
the larger phases of the whole matter of banking. I would point out too that
- parliament, if it sees fit, can at any time again request this particular committee
or some other committee, or even another commission such as the Maemillan
Commission—as I think in the end it will have to be—to again in the light of
the new experience that we have gained through the war in the matter of finance,
to inquire into and report on the matter. But I do sincerely suggest to the
committee that consideration of the Industrial Development Bank and con-
sideration of the revision of the Bank Act are in themselves immense tasks
and they must and should be done, it seems to me, with reasonable speed and
with a reasonable degree of compliance with the wish of the House of Commons
from which we spring. I am therefore opposed to the motion in this sense, that
I am anxious that the committee tackle the job of clearing its decks of the
Industrial Bank Bill and revision of the Bank Act. Then if the committee in
its wisdom thinks it is wise, we could proceed with the larger inquiry.

Hon. Mr. IusLey: Mr. Chairman, I have listened to the discussion and am
disposed to agree with Mr. Graham, I think, almost wholly, if not wholly. As
I understand it, the House of Commons has declared in favour of the principle
that the charters of the commercial banks should be extended for another ten
years. That is the principle of the bill. I should think that the banking and
commerce committee should proceed within that prineiple.

Mr. McGeer: I agree.

Hon. Mr. Iusuey: The important matters for this committee to consider
are what changes, if any, should be suggested in the draft of the bill that is
placed before the committee for consideration and which has received second
reading in the House of Commons. As to whether the bill should have been
introduced before or not, I will not discuss; but the fact is that #his is the 16th
of May and the charters of the commercial banks expire by the 1st of July.
It is very important, I think, that we get down to considering the terms on
which the charters of the commercial banks should be extended. I think that
is the most important matter and the most pressing matter before this committee.
I think that the Bank Act should have precedence over the Industrial Develop-
ment Bank because it is so much more important and because time presses there
and does not press in the other case. I think if either measure is to have
precedence, the Bank Act is the one to have it. I should like to see the committee
begin its examination of the Bank Act which is before the committee; and if,
when we come to certain sections, such as for example section 59, we are drawn
Into much wider issues such as the desirability of borrowing from the Bank of
Canada rather than the banks, operation of the reserve racial and so on and so
forth, it seems to me that those broader considerations could be dealt with under
some one or other section of the Act. In other words, I am not in favour of the
resolution. I am afraid if we get considering a resolution which is a broad
economic inquiry, where there is nothing very concrete about what we are
considering, for we are considering the whole financial system of Canada in a
broad way, the discussions will take so wide a range fnhrat we vgxll not get .down
to anything concrete. It must be borne in mind that in these dlscussmns_, if one
witness makes a statement, very often some one else wants to contradict that
statement and he wants to bring evidence to show that such statement is not
precisely accurate. That leads to a great extension of discussion, broadening
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and broadening all the time, without anything definite before the committee for
consideration. So I really believe that, without limiting any discussion that is
relevant to the extension of the charters of the commercial banks and the terms
on which they should be extended, we should not engage in a general economic
inquiry before we take up the Bank Act itself. I do not know whether there
is any definite proposal for a steering committee, but that is a matter as to
which perhaps hon. members would like to express their views.

The CHamrmMan: We have a motion before us. I thi_nk we should confine
our discussion at the present time to Mr., McGeer’s motion.

Mr. SracuT: I shall speak strictly to the motion, Mr. Chairman, which is,
as you will recall, that the committee take such evidence as it may decide from
time to time before going through the bill clause by clause as the Honourable
the Minister of Finance suggests we should start doing. To me it is unthinkable
that we should take up the Bank Act in that way. I quite agree with the
Honourable Minister that the Bank Act should have precedence over the Indus-
trial Bank Bill as such, and that we should not forget that there is a Farm
Loan Bank Bill which we have not seen yet and which all ties in in our delibera-
tions, in an economic policy. May I suggest why this motion should carry? The
Minister of Finance was good enough to put on Hansard on the 2nd of May a
statement of the current operating earnings and expenses of the ten chartered
banks, which gave us some information that we have never had before. There
are three items there that I suggest must be broken down for us before we can
review the economic system with any intelligence. One item, vou will remember,
of the earnings of the banks is $60,000,000 for interest and discount on loans.
That is page 2620 of Hansard of May 2. Another item is interest, dividends and
trading profits on securities, $48,000,000. Until we know how much there is
wrapped up in that $48,000,000 of interest that the taxpayers of Canada are
paying on bonds and on short-term securities locked up in the vaults of the
chartered banks, we cannot approach section 59 with any intelligence whatever.
Then there is another item, item 3, in the total of $144,000,000 of earnings last
year by the ten banks: exchange, commissions, service charges and other current
operating earnings, $35,000,000. That is what the banks made last year in
gervice charges and commission. I personally want that broken down, because
the Minister on the 11th of May raised an entirely new issue—I was going to
call it a smoke sereen but I will not do that—by saying that if we borrowed
three billion dollars from the Bank of Canada we would force them to pay
interest on a considerable part of it through their savings accounts and the
chartered banks would have to impose an additional charge of twenty-two and
a half million dollars. That to my mind is an inaccurate statement. I should
like that statement broken down by a banker or some one from the Bank of
Canada who can review for us the ten banks as of one—we will save a lot of
time in that way—for the simple reason that, as the Minister of Finance well
knows, the chartered banks are not forced to take any man’s deposit in a
savings account, to open an account for him nor pay him 14 per cent interest.
I opened an account this morning in the post office savings bank for $10; they
were glad to have it and they are paying me 2 per cent interest on my money.
All this flood of three billion dollars that might be released can go at once to our
savings banks and be deposited there. I have not any brief for Mr. Mulock’s
system, but it was pointed out to me by the very obliging clerk in the post office
that there were 10,000 post offices in Canada into which I, if I were stranded,
could walk with my little book, and there from 8 o’clock in the morning to 8 o’clock
at night, cash any part of my deposit. So I do not think .we should be carried
away with the bald statement of fact.

Mr. MacpoNaLp (Brantford): I am afraid the clerk gave you wrong
information. It is not as easy as that to get your money out of the post office.
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Mr. SracuT: It is not?

Mr. MacponaLp (Brantford): No.

Mr, Jackman: I do not think you can issue cheques on it.

Mr. SvaguaT: No. Nor can you issue cheques on the savings departments of
the chartered banks that we are to be alarmed about.

Hon Mr. Hanson: Yes, you can.

Mr. SvaguT: Noj not without paying a service charge.

Hon. Mr. Haxson: Oh, yes.
. Mr. Sragut: Very well. You are favoured people, because I know some
Industries that pay a service charge. Take the little clerks right here in Ottawa
who issue cheques against a small savings account. The chartered banks charge
them 7 cents a cheque to issue them. When they issue about ten a month,
there is 70 cents a month to issue little cheques for $1.25. I do not want to get
Into an argument about it. My point is this. How can we render a report to
parliament without having heard evidence which is at the very root of this
problem? ‘How could we try a case in court and go on through the pleadings,
section by section of the claim, if we were to call a witness about one item,
let him go home and then find, the next day, that we have got to have him
back on another item? Surely we must have placed before us by the account-
ants of the chartered banks, one or more of them, and the accountant of the
Bank of Canada, the breakdown of the way they do their business and what is
made up in the service charges of $35,000,000. We are told that we are going to
force the banks to take those deposits if we deal with the Bank of Canada in
financing government needs. We are told that the bank charters expire on the
1st of July. We would have power, I fancy, to recommend to parliament to give
them three months’ extension of their charters if we did not conclude our
deliberations before then. 1 am not alarmed about that state of affairs. But if -
we are to take section 1 of the Bank Act and section 2, and go along without the
evidence we have to have, we cannot do our job in the proper manner, I suggest.

Hon. Mr. Irstey: The sections do not need to be taken in order.
Mr. StagET: Do not need to be taken which?
Hon. Mr. Iusuey: In any order.

Mr. StacaT: No. Then why call witnesses about a particular section,
say section 43 or section 59, and not have in our minds the examination of other
witnesses on the whole economic setup involved in the renewal of the charters
of these banks?

Some Hon. MemBeRs: Hear, hear.

Mr. SraguT: We cannot do it piecemeal and bite by bite. I suggest we
have got to have the whole broad picture presented to the committee. It would

El: a travesty to go at the matter the other way. I feel very strongly about
at.

Mr. Jaques: Mr. Chairman, if this bill must be dealt with quickly, why
was it left so late in the session before it was brought before the committee.
I think we have got to ask ourselves this question: Does this country exist to
serve the banks or do the banks exist to serve the country? I do not know
where some hon. members make their inquiries or get their experience outside
of this house, but if they are not aware of the thinking of a great many of the
people of this country it is about time they woke up. If anybody here thinks
that the people of Canada, speaking generally, are satisfied with conditions as
th_ey were before the war, and if they think that the people of Canada are
willing to go back to those conditions, that is not my opinion as the result of
conversations with the people. They have no intentions of going back to those
conditions. It is a question of whether we are going to modify the financial
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system of this country—or the parliamentary system of this country—whether
the people are going to retain the sovereignty they have enjoyed or whether
that sovereignty is to be surrendered; because what they demand and what they
intend to have is economic security, and that is something which the financial
system of this country or any country was not able to give them before this
war. If they cannot get that security with liberty, then they will surrender
their liberties in order to get it. My whole interest in this inquiry is this: I
believe it is possible for the people to have economic security and at the same
time retain the liberties which they have always-enjoyed. In fact, I will go
further than that and say that it is possible to enlarge those liberties. I will
make one more statement, and that is that if we surrender those liberties it
will not be long before we lose our security.

Hon. Mr. Hansox: As regards the words of my learned and hon. friend,
what I have to say will be strictly to the point of the amendment. I was
greatly intrigued with the amendment when it was first spoken to and moved
by the hon. member for Vancouver-Burrard.

The Cuamman: It is a motion, not an amendment.

Hon. Mr. HansoN: A motion, yes, pardon me. If we were beginning this
inquiry at the opening of the session I would feel rather disposed to vote for
this motion, because to me it will be very informative and instructive, and I
do not know anybody in this committee who needs more information and
. instruction on this matter than I do. But may I remind the committee that
we are confronted with a condition and not a theory. It is unfortunate that
the Bank Act was introduced at so late a date. There were probably good and
sufficient reasons for that. I rather chastised the minister in a mild way for
bringing the Bank Act in late, but I can understand that there would be,
perhaps, good reasons why it was done.

Mr. SuacaT: What are they?

Hon. Mr. Haxson: I can suggest this reason, and I think it would appeal
to my hon. friend from Parry Sound, that the minister’s health must be a
factor; I do not think we ought to forget that. Now, here we are on the 16th
day of May. We are all business men, I think, and we have a job to do and
a very limited time in which to do it. I do not know whether hon. members
desire to stay in Ottawa until the snow flies, but I do not look forward to that
situation with any degree of equanimity. As far as I am concerned I am not
going to stay here until the snow flies. My health would not permit. But aside
from personal convenience, I do not think we ought to be asked to stay here
for a very lengthy discussion.

Now, this is the suggestion I have to make: Being somewhat familiar with
the Bank Act I am of opinion, and I hope this will appeal to the hon. members,
that the questions raised by my friends from Vancouver-Burrard and Parry
Sound will inevitably be raised in connection with certain sections of this bill.
The very difficulties which the hon. member for Vancouver-Burard has raised
will come up under one or another of these sections, and on those occasions I
am sure the committee would desire the opportunity to be given to explore the
avenues which he wishes to explore, and in that way his purpose will, I think,
in a very large degree, be accomplished.

That is a practical suggestion. It may appeal to him in the interest of
time. I put it that way. I do think that we ought to examine the operating
report of the Bank of Canada. I think we voted to have that included in the
reference. It is a very important document. I am sure that the minister and
the committee know this and would not want to exclude discussion on the
report when the time comes. However, in the interest of good realistic business
progress, I say if we open this subject up to wide discussion on monetary
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theories well, God only knows when we will get down to the bill. I think we
h_ave to be rational about this matter; and reluctantly, from the standpoint of
time, I am afraid I will have to vote against the amendment. I do so for that
reason and for that reason alone, but I will support the member for Vancouver-
Burrard when the proper opportunity comes if he wants to get evidence here on
the subject matter that he has at heart and which, I think, can be appropriately
raised under appropriate sections. That is the suggestion I make.

~ Mr. McNeviN: Mr. Chairman, as far as I am concerned, at the appropriate
time I would welcome a wide open discussion on the whole fabric of our
economic, financial and banking system; but we passed this bill in the House of
Commons, bill 91, and it was referred to the Banking and Commerce Committee
to be dealt with, and I think we should proceed along the lines of that reference
and deal with this bill.

_The point has been raised as to why this bill has not been introduced in the
earlier stage of the session. Well, Mr. Chairman, I would direct your attention
to the fact that the war appropriations are not yet through the House of
Commons, and I think parliament and the country generally recognize that the
war apropriations are the most important problem facing the house. I think
that explains why this bill might not have been brought in sooner.

I would like to make one reference to the suggestion of the hon. member
for Parry Sound with regard to post office accounts. I happen to have carried
over a good portion of my life a small acount in the Post Office Savings Bank.
Now, it is not a suitable account for the conduct of general business. It is all
right if you have a few dollars that you do not need for an extended period of
time; it serves a splendid purpose. It is not adapted to the general practice
you would use in carrying on business. I am quite satisfied of that fact from
my experience. ¥

I am going to move an amendment to the effect that the committee proceed
with the consideration of bill 91.

Mr. Gray: Mr. Chairman, it seems to me that we have had, first of all, a
very specific duty assigned to this committee by the House of Commons, namely
consideration of this specific bill. Secondly, I do not agree with my hon. friend,
Mr. McNevin, altogether that because the principle has been adopted in the
House of Commons that that principle must necessarily be pushed down our
throats, so to speak, and that we cannot consider a principle here in committee.

have never agreed with that thought. I have heard the point raised by the
government in office to-day and the government which sat from 1930 to 1935.
They have always said: We have adopted the principle, therefore you cannot
consider it in committee. Nevertheless, I somewhat agree with what has been
said by the member for York-Sunbury. I do not do so entirely on the question
of time; I do not think we should consider the matter altogether on that basis,
although in the final analysis that is an important element; but it has been my
experience over a period of some years, and especially during the years when I
oceupied the office of chief government whip, that you have in committees and
in the house repetitions and repetitions, reconsiderations and reconsiderations to
such an extent that it does seem to me that in the final result we will get along
faster and achieve the results desired by the hon. member for Vancouver-Burrard
and the hon. member for Parry Sound if we follow our reference. I agree most
heartily that there should be real consideration given not only to the report of
the Bank of Canada but also that we should have evidence from the banks them-
selves. It is my recollection that when we last considered the Bank Act the
hon. member for Vancouver-Burrard gave evidence at some period during the
discussion of the Act. I am not one of those who slavishly follow a precedent,
but I repeat that it does seem to me that if we adopt the principle and start with



60 STANDING COMMITTEE

the consideration of this Act, reserving to all these members who feel that at
some stage consideration should be given to certain matters the right to discuss
those subjects, that with the help of the steering committee that could be set
up by you, Mr. Chairman, we would accomplish everything that has been
sugested by the mover of the motion. At the same time we would come to the
root of the matter and make progress with the discussion of this bill.

Mr. PerreEY: Mr. Chairman, I agree with parts of what has been said by
all who have spoken so far, but I think there is hardly any excuse for the fact
that we haven’t had this bill down sooner. We have been in session for three
and a half months, and the minister had his parliamentary assistant, who has
acquitted himself very well, and I think we could have had the bill here at a
much earlier date.

I agree with the previous speaker that there has been an awful lot of
repetition of different measures discussed in the house—the war appropriation
measure and this bill also; but the official opposition cannot be criticized for
holding this measure up because I think only three or four of us spoke. I spoke
briefly because I thought it was my duty to do so. I recall in 1934 when a
similar bill was before this committee that we had very interesting witnesses,
and we got a lot of information from them. That was ten years ago. Conditions
in Canada, financially and otherwise, have changed to a considerable extent
in that ten year period. I think that before we can intelligently consider the bill
we should have, at least, some witnesses from the chartered banks as we had
the last timé. There have been considerable changes in the bill. I think they
could give us a lot of useful information. I agree with the suggestion made by
Mr. Coldwell. I think we should have, as Mr. Grgy has stated, a steering
committee named by yourself, or by this committee, to consider whom we shall
call, what witnesses shall be heard. I think that would facilitate matters con-
siderably. That is very important. If that is included then, if anyone would
make that motion, I would be pleased to support it, but if it is not I am going
to support the motion as it stands because I think there is a lot of information
this committee can get which we have not heard in the House of Commons and
which I think we should have before we can intelligently proceed with the
sections of this bill.

The CuammaN: May I just recall that at our first session the member for
York-Sunbury gave us a list of witnesses whom he thought ought to be called.

Hon. Mr. Hanson: Types of witnesses.

The CaarMAN: At the time the proceedings were not being recorded, but
I would suggest that that list now be placed on Hansard. I have the list here.

Hon. Mr. HAansox: On the 16th of March I wrote this letter to the Chair-
man of the committee. I am only reading part:—

I desire to suggest that before the committee proceeds to take up
the bill section by section, hearings be held in relation to the general
principles involved— 3

That is in the bill; I was referring then to the Industrial Development Bank
because this other bill had not been introduced, but the same remarks are
applicable to bill 91.

—hearings be held in relation to the general principles involved, and that
a few witnesses be called including (a) the Deputy Minister of. Finance,
(b) the Governor of the Bank of Canada, (¢) one or more representatives
of the investment bond and share dealers, (d) the president of the Canadian
Bankers’ Association, (e) .a representative of the Dominion Mortgage
Association, (f) such representatives of small industry as may be available,
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I did not have anybody in mind. I said that.

In this connection I have no one in mind, but it does occur to me that
this aspect of the case for this bank—

meaning the Industrial Development Bank—

—could with propriety be heard.
(g) Then it occurs to me that someone representing the large war plant
industries, built, owned and operated as crown companies, might be called,
in order that the committee may have some idea as to what is being
considered and done with reference to their continuation in the post-war
period.

This is a rather imposing list of suggestions, but I do hope that the
suggestions contained in this letter will commend themselves to your good
judgment and that of the committee.

The Caamman: Thank you.

Mr, Tucker: Mr. Chairman, with the letter which has just been read T find
myself very much in agreement except for this, that one of the large industries
in this country is the farming industry, and certainly representatives of the
farmers in this country should be heard.

Hon. Mr. HaxsoN: Quite right.

Mr. Tucker: In regard to their attitude to the banking system of this
country. : g

Hon. Mr. Hansox: If it had oceurred to me I would have included it; I
agree entirely. ;

Mr. Tucker: I do not think there is really much difference of opinion
between us basically because it seems to me once we have decided in regard to
basic principles the actual sections themselves will not afford us very much
difficulty or take much time. It is just a matter of whether we should hear
Witnesses first and come to & conclusion in regard to those witnesses and then
put the sections through afterwards or whether we should start with the sections
and then run into a snag and have somebody say, “I want to hear evidence on
that”, and then be held up while witnesses are being gathered together on that.

_As I understand the motion, Mr. Chairman, it is this, that there are certamn
basic problems which we want to be satisfied about, and when those problems
are dealt with then it will not take very long to deal with the sections of the
bill. As far as I am concerned there are a couple of things. One was the lack
of a sense of responsibility on the part of the banks towards the discharge of
the trust which has been given to them, feeling they are the sole owners of
that credit and are not responsible to anybody except they have got to come
back here once every ten years. I submit there should be some authority which
should have the right to examine into their discharge of that trust continuously,
and that they should feel they are respomsible to that public authority, that
that public authority could report to this parliament, and this parliament could
look into it year by year. :

I suggested one example of that, an Act passed by this parliament, the
Farmers’ Creditors Arrangement Act, I understand the banks took the attitude
tha farmers who presumed to avail themselves of the privileges given them by
that Act would no longer receive credit which they were entitled to as citizens
of the country if they had otherwise kept themselves in good standing. If that
was the case, which I understand it was, certainly the large banks should have
bee_n called to account for it at the time and not two or three years later when
their charter is coming up for renewal. That is a matter I think we should hear
some evidence on.
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Then there is the other important question as to the limit on the rate of
interest which banks may charge. The Minister of Finance put on Hansard the
costs of operation of the banks, and he included in those costs of operation very
heavy losses of approximately $13,000,000 a year. Those figures are very impor-
tant figures in regard to our whole attitude towards the banking system of this
sountry. It seems to me before we begin to pass specific sections we should have
some representative of the banking institutions explain those figures and explain
why it costs 1} per cent to run a deposit business, why there should have been
$13,000,000 losses, whether it was losses in little accounts or in a few big
accounts, perhaps in industrial centres.

Once these things are thrashed out it seems to me that the actual dealing
with the bill section by section will not take very long. So far as I can see
there is no fundamental change in the banking system proposed in this Aet, and
once it is decided exactly what is fair for the banks to charge and whether
there should be more supervision over them it seems to me it should not take
very long to put through the Bank Act itself, but until that fundamental question
is decided you are going to have this problem, that on every single section you
are going to have all these possible objections raised. I think you will find
then that this whole thing will repeat itself. The best thing is to get the whole
principle established and out of the way by your steering committee finding
out the witnesses that the various members want called, get them called and
examined, and then after that it seems to me it will not take very long to prit
your bill through section by section. That is why I propose to support the
motion of the hon. member for Vancouver-Burrard because I think it is the
most expeditious way of dealing with the matter, that it means we will set up
a steering committee to decide what witnesses we are going to have, get them
here, call them, dispose of them, ask them anything about the whole Act, and
also the Industrial Development Bank Act, and I hope by that time we will
have the Farm Loans Improvement Act before us so that we can deal with
the whole financial set-up with each of these witnesses when we have them
before us. I think in that way we will get through this bill much quicker than
if we attempt to go through it section by section and try and call witnesses
when somebody wants a witness called. I think in that way we would drag
out the proceedings interminably. Understanding the motion as I do, that it
means we will set up a steering committee and call the witnesses we want called,
I have no hesitation in supporting the motion of the hon. member. -

Mr. MacponaLp (Brantford City): It has been stated by a number of
members that they regretted that the bill was not brought down sooner. It has
been suggested it is the fault of the government it has not been brought down
sooner. I do not think it is the fault of the government it has not been brought
down sooner. Considering the great problems we have to decide and the great
decisions we make I think the bill has been brought down very soon, indeed.
As we all know there is a war on, and Canada is playing a very big part in that
war. She has a tremendous role to play and is playing it. Our first consideration
must be making provision so that Canada can continue to pull her end in this
war.

You will recall, Mr. Chairman, that the first order of business before parlia-
ment was the adoption of the speech from the throne. Immediately that was
completed what did we go into? We went into the War Appropriation Act. We
have been considering the War Appropriation Act ever since, and I do not think
we have been spending too much time on the consideration of that bill. It is the
biggest thing Canada ever considered. It is the consideration of the spending by
this government of 5 billion dollars which is a tremendous sum of money. That
bill is not yet through the house. I am not one who thinks it should be crowded
through the house. I think every item should be most carefully considered and
gerutinized. Therefore, I think it is to the credit of the government and to the
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eredit of parliament that we have given such careful consideration and are still
giving such careful consideration to the War Appropriation Bill.

With regard to the business before this committee T would say that I hope
the committee will get all the information which the member from Vancouver-
Burrard and the member for Lethbridge suggest in their motion. Tt is just a
matter of how that information is to be brought forth. The hon. member for
Parry Sound in supporting the resolution referred to the account which he had
opened in the savings bank. I do not think, as the hon. member for Victoria

- suggested, that the hon. member for Parry Sound intimated that the post office
savings bank would take the place of the commercial banks throughout Canada.
I believe his reason for mentioning the post office savings bank was that money
can be deposited there and drawn out without a service charge. I think that is
true, although money cannot be drawn out in any branch just as easily
as the hon. member for Parry Sound suggested. He will no doubt find that out
if he goes to Vancouver and tries to draw on the post office savings account
which he has in the city of Ottawa. It has been suggested by the member for
Lambton West that it will take a great deal less time in this committee if we
consider Bill 91 clause by clause. I am in accord with him in that view. I
understand the Minister of Finance to say we would not necessarily have to
consider the sections as they are numbered but we could consider, for instance,
section 5 to-day and then jump to section 10 and then back to section 9 if it is
more convenient. It is my opinion that if we go into a general discussion of
ba:nking with no bill before us that we will continue that discussion inter-
minably and we will not get down to the business which has been assigned to us,
the definite business of considering this bill. ;

I do not think, as the member for Rosthern has said, that there is very
much difference between the viewpoint expressed. It is merely the method of
procedure, in what way it can be done most expeditiously. I have listened
to all who have spoken here to-day, and although I am anxious to get the
Information which it has been suggested by the motion we should have, never-
theless I think we will go along more quickly and get the information just as
satisfactorily if we consider the bill which has been presented to us. If it is
necessary for someone to move that this bill be considered, as the hon. member
for Victoria has suggested, I would second his motion.

The Cuamman: I think we ought to dispose of the first motion of Mr.
cGeer before we take up the next one.

Mr. Macpoxarp (Brantford City): Very well. Then I will not second the
amendment, but I will say that in order to proceed in an expeditious and
thorough manner I think the bill itself should be considered.

Mr. Mayuew: Mr. Chairman, personally in considering this bill there

are three questions which I would have to ask myself. Without making a
Speech in connection with each one of them they are: Have the chartered banks
of Canada performed a useful and adequate service to the people of Canada?
Has that service cost Canada too much? Are they capable, as they are presently
constituted, to carry on and develop Canada in the light of the developments
that we are anticipating? I do not know how I am going to answer those
questions to my satisfaction unless we do hear some of the evidence which has
been suggested. But I cannot go the whole way with the honourable member
for Vancouver-Burrard or with the member for Lethbridge in what they propose
here, because here is the way it would work out, it seems to me. First you would
have to hear, I suppose, the Bank of Canada, and there would be a long
examination there. Then you would have to hear from the ten chartered banks.
It was suggested also that we hear from the cities, so you would probably take
In the four larger cities. Then you would have to hear from the provinces and
you have nine provinces. It was also suggested that we hear from the muni-
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cipalities. Suppose you take a municipality from each of the provinces. You
would have nine municipalities to hear from. Then if we are to hear from the
farmers, no one knows where we would stop if you got down to hearing from
the farmers and from the different comumunities. Then you have to hear from
industry, large and small, from the various provineces. Then you have to hear
from the bond dealers and so on. So I suggest, just hearing one from each,
you have thirty-six witnesses to call. If I remember rightly, when hearing
witnesses before, it was a case of a long examination. I can see here, just
with those alone, that it will be thirty-five to perhaps forty weeks before
you will get through the examination of witnesses. Surely that is not what
is meant by the motion; but from the way it reads here, that is the way it
would appear to me to work out. You would run yourself into that situation.
If we can eliminate that, and hear one from the banks, hear from the Bank of
Canada and some of the others and get it down to a list of reasonable propor-
tion, then I would perhaps agree with the motion of the honourable member
for Vancouver-Burrard. But if it is leit wide open in the way it is at the present
time, I could not agree with it, because I do not propose to stay here the balance
of the year just on banking and commerce. I am sure if I were here, most of
my time would be spent listening to a repetition of a lot of questions that
would be answered. However, I do think. there is certain evidence that we
should hear. Whether we do it before we start on the bill or whether we do it at
the time of considering the bill does not seem very material to me, but I think
we should hear a reasonable number of these people and hear them in a
reasonable way. I do not believe that one person should come and take up
the whole of the time in cross examining witnesses while the rest of us who did
not know so very much about it would simiply have to sit and listen to a
repetition of it time and time again. So if your steering committee can be
formed and a reasonable number of those proposed heard, I would support. it,
but as it is now drawn I could not support the motion.

Mr. Creaver: Mr. Chairman, there are at least three distinct schools of
thought in regard to our banking system and the way in which it should be
handled. The majority in the house were not impressed with two of the more
radical schools of thought and I am quite frank to admit that I was not
impressed. I was shocked to learn for the first timé that section 59 of the Bank
Act was an empowering section, a section which gives the bank power to expand
its credit. I always thought that it was a restrictive section, a section which
said that the bank must do so and so to protect the depositors. That and many
other things should be thoroughly discussed, I think, and eanvassed in a banking
and commerce committee. I want to say at once that while we have only
one and a half months to go, I am not the least bit impressed by that argument.
The Bank Act comes up for revision only once in ten years. There has been a
lot of talk—while I think it is loose talk, I may be wrong—in the country along
the line that the banks are getting something for nothing, that the banks have
mythical powers of expanding their credit facilities and all that kind of thing.
Mr. Chairman and gentlemen, if we were to jam this through, if the majority
of the sound banking members of this committee were to jam through this
Bank Act in short order, as we could, and vote down the minority, I do not
think it would be a wise or democratie thing to do. It does seem to me that we
face two alternatives. We can ask for the co-operation of the minority, who

-have a perfect right to their views—and I concede at once that the House of
Commons is not a very satisfactory forum in which to try to sell an idea.
While the Commons has already passed on the spirit of this bill, I do not feel
that my hands are tied. I think those men who feel so strongly in favour of
some other type of banking should have the freest possible right, within reason-
able bounds, to present their views to this committee. If they are wrong, we
will hope to sell it to them that they are wrong; and if they are right, I hope they
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will sell it to me that they are right. It does seem to me that we are faced with
the situation that we can choose two courses. We can either choose to exert the
power of the majority and put this amendment to the Bank Act through with
only a formal discussion, or we can ask these other groups for their co-operation.
It has been suggested that a steering committee should be set up. I think that
18 a good idea. I have generally found that people respond to fair treatment.
There are a few isolated exceptions—I can think of one newspaper—but I have
found that most people respond to fair treatment. I think that if the other
- groups that hold divergent views feel that they have a fair opportunity to present

their cases to this committee, we will get their 100 per cent support and they
will facilitate proceedings instead of attempting a filibuster on the bill. Those
are my views.,

Mr. Ryan: Mr. Chairman, I think the thing is quite simple. From my
understanding and observation, the majority of the members of the House of
Commons have decided that they are not in favour of the nationalization of the
commercial banking system. Therefore, that being decided, the next thing to
determine is how to proceed with this bill. To my mind we should take the bill
as submitted clause by clause. The thought has come to my mind, after hearing
the discussion, that it might be a good idea to form the steering committee and
have the steering committee divide up this bill into sections and to decide how
many witnesses you want for the study of each section. I'believe we could
arrive at the same thing as the member for Vancouver-Burrard wants to arrive
at. T personally do not say that I am in favour of every paragraph or every
section of this bill, and during the discussion I, with the other members, will
have something to say, no doubt. But I do not think we should deviate and
pass a resolution, if Mr. McGeer will excuse me for saying so, such as this.
I believe we should go ahead with this bill. One thing is decided, there is no
question of discussing any other system of commercial banking. We have
decided that this government is not going to nationalize the banking system.
Therefore the thing to do is to find out what kind of bill we are going to pass,
governing how the commercial banks will be directed in future. That is all T
have to say on that matter.

I would ask the pardon of the chairman just for a moment while I refer
to a couple of other matters. I should like to offer my congratulations, and no
doubt the congratulations of the committee, to the Honourable the Minister of
Finance and to the Victory Loan Finance Committee, for the great success they
had in the sixth victory loan. I think it should be a great encouragement to the
Minister of Finance for all the work he has done and also to his deputy,
Dr. Clark. T think that success is wonderful, and I think it is a great encourage-
ment to the government and to all members of parliament. At this point too I
should like to offer my congratulations, as a member from Quebec, on the able
way in which the Governor of the Bank of Canada handled his work during this
victory loan. I might offer my congratulations again as a Quebecker on the
splendid command he has of the French language and tell him that the people
-of Quebec were delighted with the way he addressed them in the different cities.

Mr. NosewortHY; Mr. Chairman, as I understand the discussion, the
question before the committee now is whether we shall proceed by first of all
an examination of our present banking system, by callmg witnesses and
entering into a general discussion or whether we shall immediately begin
examination of the bill itself, clause by clause. I think the only question
before the committee is as to which will, within a reasonable length of time,
facilitate the examination not only of this bill but of the banking system in
general. Those who have spoken against that general examination have
indicated that time will be permitted during the examination of the bill to
question witnesses and to get this general picture. I am going to support the



66 STANDING COMMITTEE

motion because I think if we get that general discussion over first, it would
be best. I am not visualizing a discussion running into thirty weeks, as one
speaker suggested. I think the members of this committee are reasonable
enough to limit that discussion, certainly within reasonable limits. But my
opinion is that time will eventually be saved by giving us the opportunity of
that general discussion first. Otherwise you aré going to have the examination
of the bill interrupted by a whole series of general discussions. This matter
comes before parliament once every ten years. I submit that that general
discussion is warranted in the public interest, and those who are supporting
the present banking system will, in my opinion, do that system an injustice by
giving the country at this time the impression that there is an attempt to
choke off discussion of this subject. I think those who are most ardently
supporting the banking system will be working in their own interest to permit
at this time the broadest discussion that can be given within the time at our
disposal. I am certainly in favour of a steering committee. I think perhaps
all the general committee will be quite willing to follow the directions of such
a steering committee first to plan the general discussion for us, then an exam-
ination of the bill. It is my opinion, Mr. Chairman, that you will facilitate
the examination of the bill itself and facilitate the whole work of the committee
by giving us first the opportunity for that general examination.

Mr. Picarp: Mr. Chairman, I think it is of major importance at this
session that due consideration be given to our financial structure and our
banking system. I think the proper time to do it is now when we are discussing
the Bank Act. If we do not do it now, I fear we shall not do it during the
life of this present parliament. It has been said that, if we accept the sugges-
tion of the honourable member for Vancouver-Burrard, the discussion will last
too long. I think that results more from our procedure in the house for years
past than from these specific proposals now. After observing the work of the
house since 1925, I may say that the same thing has happened under every
government, under every administration year after year, whatever government
was in power. In the first weeks of the session there is the debate on the
address in reply to the Speech from the Throne. Before the war it lasted for
six weeks. Now it is shortened, fortunately. Then after that there comes the
most urgent or most important business, which is now the war appropriation.
The discussion on that has lasted more than two months. We have been on
that for quite some time. Bills such as the Bank Act, shall I say, are staple
goods. The Department of Finance and the government have had since 1934
to look at this bill from every possible angle and suggest changes that could
be made. I do not think it is an emergency bill or that the government had
to draft it at the last minute, which may have prevented its being brought up
before us at an earlier date. If that were so, I would perhaps feel differently
about its having come down so late. I quite grant that the Minister of
Finance deserves the rest that he had to take, and if it were a case of making
a last-minute decision on it I think it would be proper that we should wait
until he was back, eonsidering the amount of work he has had to carry on.
But I do not believe that the Bank Act is not such an emergency Act. There-
fore I think it might have been brought down before now. If all these staple
bills were ready and brought before the house in the first month, and the
committee work were started right away, we would not then be short of time
and have to rush a bill. I think this procedure of going through a bill rapidly
at times will not increase the prestige of parliament, which is not now in the
ascendant in some quarters. :

I think we should have a guarantee that on any specific question referred
to in any section of the bill we may have any witness we want to bring before
us. I think that is proper on any part of the bill. I think the question of
principle involved is most important and that we might want to clarify our
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ideas. As Mr. Noseworthy and other members have suggested, I think it is to
the advantage even of our banking system not to let the people think that we are
rushing through this bill but rather that we are giving it consideration. I am
In favour of giving consideration at the same time to our financial structure
and monetary setup.. I am not in favour of the nationalization of banks,
although I think their power should be curtailed in many ways. That is done
by one of the items in the new Act preventing them from issuing money after
a certain period of time. I think we should go into the bill carefully. I think

1t is far more important to do that now than to rush through it. I wish to

tell the Minister that I am not trying to embarrass him in any way; far from
1t. T am one of his many great admirers. I think he has done great work, not
only in his own department but also in preventing inflation and so on. I think
we are all behind him on that. I think the question now is a much bigger one
than personalities, and that we should clear our minds on the whole question of
our financial system and our banking system. Therefore it is up to us to decide
whether this method of procedure proposed by the honourable member for
Varcouver-Burrard is the better one by which to reach our aim. I think we
should have the general discussion on principles dealt with at first. At the
moment I feel disposed to support the motion.

The Cuamman: Are you ready for the motion, gentlemen?

_ Mr. McGeer: Mr. Chairman, speaking to the motion, may I say that I
quite agree with what some members have said, and particularly with what
Mr. Mayhew said, I think if you will look at the resolution you will see that
1t contemplates, of course, the establishment of a steering committee and the
calling of witnesses as the committee sees fit. That is the only way I know
of by which evidence can be brought before a committee of this kind. There
Just seems to me to be a little conflict or maybe some slight confusion as to what
the work of this committee is, and I think Mr. Graham has overlooked the
fact that the primary, the all-important work of this committee is to consider
the renewal of the bank charters. That is the thing. Mr. Chairman, if I may
I should just like to say a word on that. That has been a practice incorporated
In our banking legislation since the first Bank Act was passed. It was recognized
by the men who passed the first legislation that they were creating a monopoly,
that they were extending a great privilege, and that they were handing over to
one group in the community a power that could affect, in one way or another, the
well-being of the community itself and of all the people in the community.
The safeguard that they established was that we would have for a period of ten
years a fixed banking law. At the end of that ten years there would be a review
and a consideration of the whole matter and another renewal for ten years.
That has become a constitutional practice of our nation. Every time that
ten-year period moves around, those who support the existing system have the
opportunity to sustain it; those who wish to offer amendments or changes
have an opportunity to present them. But this is the open forum of the people
of Canada in which their representatives in parliament will review what has
taken place in the last ten years and lay down for the next ten. years the
fiscal policy that will govern the lives of the people of the Dominion of Canada.

Mr. Grazam: May I interrupt for a moment, Mr. McGeer?

Mr. McGeer: Yes.
. Mr. Gramam: May I point out that my chief objection to thp resolution
is that you made it quite clear that you did not want to proceed with the con-
sideration of either of the two bills, but that you wanted to. have first a discussion
of the larger question of our financial structure. I am quite aware of what you
say, and I am quite prepared to discharge that ’gask with a con_nplete degree of
care and regardless of time. But there is the point that you raise, that you do
not want to proceed with the two bills.
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Mr. McGeer: I hardly think that is the question. I do not think we would
agree on that. Whether or not I want to proceed or do not want to proceed
is not the issue. The question of whether I shall proceed with my eyes open or
proceed blindly is the thing that I see in the resolution. As far as getting the
evidence here is concerned or having this thing jammed through as my friend
Mr. Cleaver suggests—well, I have not any fear of that.

Mr. Grazam: No, no.

Mr. McGeer: What I had hoped was that there would not be any
question of that kind of confliet, although I must confess that when I read in
Toronto newspapers that this committee was to be called upon to sit—

Hon. Mr. Hanso~x: Morning, noon and night.

Mr. McGeer: Yes, morning, noon and night, I was a little bit disturbed.
I was rather concerned. If that kind of thing was going to take place, of
course the proceedings in the committee would be far from what I hoped they
would be. What I do believe now is this. When you come to start, you have
the committee of 1923. You have the list of witnesses that they called. They
were representative men of the banking world, of the public life of the com-
munity and the industrial community.

Mr. Gray: At what stage did they call them?

Mr. McGeer: Right off the bat. As a matter of fact, it was a rather
jumbled-up affair and they lost a good deal of time. But I think the model
committee—that is the committee of 1934 of which our friend Mr. Hanson
was chairman—Ilaid down a steering committee and that steering committee
decided on what witnesses they would call and what witnesses they would
not call. :

Mr. Gray: Did they not call them during the consideration of the bill?

Mr. McGeer: They called them from time to time.

Mr. Gray: Yes.

Mr. McGeer: 1 was saying that we should set up a steering committee
now and call our witnesses from time to time.

Mr. Gray: That is what I suggested.

Mr. McGeer: Because with a bill of this size there is no question of tying
this bill up and never getting at it at all. If the bill were tied up there is no
difficulty for the government to pass an emergency bill extending the charters
of the bank for a year. That has been done before. There is no difficulty
about that. :

. Mr. Gray: Don’t you think you could probably amend your motion or
drop your motion so as to have the steering committee set up and we could
then all agree—I hope we can get together.

Mr. McGeer: I would be glad to move that a steering committee be
formed for that purpose.

The Cuamman: I think we ought to dispose of the resolution—

Mr. McGeer: I can change my resolution with the consent of the
committee if I want to.

The CuamrMAN: Please don’t interrupt me until I get through.

Mr. McGeer: I have something to say; we are going to have something
to say here.

The CHAlRMAN: Yes, I know, but please don’t say it between my
paragraphs.

Mr. McGeer: All right.

The CuHARMAN: Suppose we dispose of your resolution and then we can
take up the matter of the steering committee? That seems to be the proper
way to proceed.



BANKING AND COMMERCE 69

Mr. McGeer: As a matter of fact, what I am saying is that I presume if
this: committee were formed the steering committee would merely take charge
of these matters, and that is what I had in mind; so if the suggestion is that
the inference is not plain, with the consent of my seconder .l now move that -
the steering committee be set up for the purpose of deciding what witnesses
should be called and when they should be called.

The Cuamman: Well, do you substitute that?

Mr. McGeer: Yes, I am glad to.

The CuammAN: That resolution is substituted for the one we have now
before us. :

Hon. Mr. Hanson: I think all a steering committee ever does is
recommend.

~ Mr. McGeer: The steering committee is only a sub-committee and it
brings in its recommendations which may be accepted or not.

The CHamrmaN: Then you withdraw your present resolution and make a
new resolution; is that it? -

Mr. McGeer: I move, Mr. Chairman, that a steering committee be set up
to recommend to the members of the committee from time to time the witnesses
who should be called before the committee for examination.

Mr. Gramam: I second that.
Mr. McNeviN: Does that -mean that the former resolution is withdrawn?
The CuamrMAN: Yes.

Mr. CorpwerL: This is a radically different proposal from the former one,
because the steering committee may recommend now that certain witnesses be
called on certain sections of this bill, and we lose sight entirely of the principle
which the member for Vancouver-Burrard had in mind at first, which was that
We were going to get a list of witnesses of the banks, not thirty-five people, but
a representative from the chartered banks, a representative of the agricultural
communities, ete., and in that way we would get the whole picture before us
bgfore we went into any of the clauses. Now, this leaves the way open for
discussion of the bill clause by clause by permitting the steering committee to
recommend who will be called at some particular stage of the discussion of the
bill. T am going to suggest that we will have this discussion all over again,
and I would rather see the procedure laid down now rather than to have this
Same discussion when the striking committee brings in its report. I think it
will be well for the committee to decide on the two methods of procedure:
(@) whether we are going to discuss the general principles of the banking
System—and I may say that I accept the verdict of the House of _Commons
for the time being that the question of the nationalization of the banking system
ha,g, been decided by the house—I accept that, so I am not interested from that
Point of view; but I am interested in getting this committee going as quickly
as possible, and I believe that if we have this discussion all over again—and I
anticipate it—we shall be losing time. So we had better settle the method of
Procedure one way or the other now. I am sorry that the member for

ancouver-Burrard has withdrawn his motion.

Hon. Mr. Irstey: I do not think there is much disagreement: about what
we want to do. I myself prefer to take the discussion under some clause. I
think you will get exactly as wide a discussion as you will in any other way.
For instance, under clause 5 of the bill—if hon. members will look at clause 5,
Wwhich is the extension of the charters of the chartered banks—you will see that
you can have just as wide a discussion as you like about that.

Hon. Mr. Hanson: The general application of the bill.
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Hon. Mr. Iustey: The general application of the bill. The Bank of
Canada can be heard and the chartered banks can be heard, and so on. I am
quite content to accept the motion as Mr. McGeer has moved it, that we
" appoint a steering committee to recommend to this committee the witnesses who
should be called, but I think we should follow the ordinary practice of dealing
with the Act clause by clause—not No. 1, No. 2 and No. 3 necessarily, but under
some clause. I do not think there will be any repetition under what I propose
more than there would otherwise be.

Mr. Tucker: The steering committee could recommend that we start with
clause 5?7

Hon. Mr. Insiey: Yes.

The CHAIRMAN: Are you ready for the question?

(Carried.)

Hon. Mr. Hanso~: I should like to call the attention of the committee
to the minutes of procedure of the 6th March, 1934, wherein my friend Mr.
Duff, now Senator Duff, moved:— :

That the following be adopted as the procedure of the committee
in connection with the bill—

1. Non-contentious sections to be disposed of first.

2. Any clause to which there is objection may stand on the request -of
a member of the committee for future consideration.

3. Reconsideration shall be permissible on notice of motion.

4. TImportant amendments introduced in committee may be received as
notices of motion to be discussed and not voted upon until a subse-
quent meeting of the committee. Members of committee to be
furnished with copies of such amendments.

Now, I do suggest that that is a very proper method of procedure which
should commend itself to all the members, and I make that motion.

Mr. Tucker: That is the reverse of what we have decided: the steering
committee deciding procedure and making recommendations.

Hon. Mr. Hanson: No.

Mr. Tucker: I understand that the steering committee to be set up would
make recommendations and the committee will decide whether it approves or
not. This is another departure. :

Hon. Mr. HansoN: May I hear the motion as it was passed? The steering
committee were to make recommendations as to what witnesses were to be
called.

The CuARMAN: The clerk will read the resolution.

The Crerk (Reads):

That a steering committee be set up to recommend to this committee
from time to time on witnesses that should be called.

Hon. Mr. Haxson: That is what we decided.

Mr. Granam: I think Mr. McGeer had in mind a steering committee in
addition to the committee which would discharge the usual duties of the
steering committee to recommend the course of procedure.

Hon. Mr. Hawson: No.
Mr. Tucker: I move, Mr. Chairman, that the question of procedure to be

followed should also be left to the steering committee to bring in a recom-
mendation, and to be decided— :



BANKING AND COMMERCE 71

Hon. Mr. Hanson: No, you do not want that.
Mr. Tucker: I make that motion. I have a right to make it and I do
make it.
 The CuamrMAN: Do you make that motion?

Mr. Tucker: 1 said I do make that motion. I understood when I was
voting for that motion that the steering committee was going to decide on the
procedure to be followed and the witnesses to be called, and then on that basis
~we could proceed. Now, if we are going to start to debate this matter all over
again we will have another day’s sitting.

The CramrMAN: Mr. Tucker, may I suggest that we have had meetings
before and we have had steering committees. As I understand Mr. McGeer’s
motion and the duties and functions of the steering committee, it merely
recommends to the committee as a whole the course it suggests should be
followed, and the committee has a perfect right to decide whether it is a proper
Or an improper thing to do. ;

Mr. Tucker: That is what I understood was in the motion.

Mr, Jackman: If there is a motion, and if there is not a seconder yet, I
take pleasure in seconding Mr. Hanson’s motion. |

Hon. Mr. Hanson: I move— *

That the following be adopted as the procedure of the committee in
connection with this bill—aside altogether from the steering committee’s
functions:—

(1) non-contentious sections to be disposed of first.

There are a lot of non-contentious sections.

(2) Any clause to which there is objection may stand on the request of
a member of the committee for future consideration.

(3) Reconsideration shall be permissible on notice of motion.

(4) Important amendments introduced in committee may be received as
notices of motion to be discussed and not voted until a subsequent
meeting of the committee. Members of committee to be furnished
with copies of such amendments.

Now, the object of No. 4 is to give members an opportunity to consider
the import of the proposed amendment. It is not limited. Any member can
glve notice of a motice of motion or proposed amendment. It is a perfectly
democratic procedure, and I do suggest to hon. members that it makes an orderly
Procedure if we have some such formula as this adopted.

. Hon, Mr. Irsiey: There are members of the committee who want a general
discussion under some clause. To take up the non-contentious elauses first does
not preclude them. 5

Hon. Mr. Hawnsox: It did not the last time.

Hon. Mr. Instey: I thought, perhaps, that would be an appropriate
Procedure to adopt afterwards.

Mr. Gray: Could not the course suggested be called to the attention of the
steering committee? It seems to me we are just nullifying our motion and
setting up a steering committee for the purpose of merely calling witnesses.

at are we going to call witnesses about, if they have not power to map out
a program and suggest it to this committee? We do not have to adopt their
recommendation, as Mr. Tucker said; but surely a committee set up to call
Witnesses must be empowered to map out the program of this committee.

22047—93
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I am quite in accord with a good deal of what Mr. Hanson has said as to the
course that might be adopted, but I think we will accomplish the same thing
by suggesting that this be called to the attention of the steering committee,
and then if the steering committee do not recommend it, when they bring. in
their report it seems to me it is then a matter for you to move an amendment
to their recommendations. But let us have this committee set up. If we move
that a steering committee be set up and then we start to dictate to them
upon what procedure they shall adopt, as far as T am concerned I would not
want to be a member of that steering committee.

Mr. MacpoNaLp (Brantford City): Mr. Chairman, Mr. Hanson was present
when the Bank Act was revised ten years ago and he has had that experience.
He has had the benefit of that experience as have some other members of this
committee. The committee at that time apparenily went into the method of
procedure very carefully, and after giving the matter consideration they decided
that this was the best course to follow. I do not see anything wrong in the
course that was suggested in 1934. Apparently it got very good results then.
Now, Mr. Hanson’s motion is merely giving the course upon which the com-
mittee will be steered, he is setting forth the course and it will be up to the
‘steering committee to keep on that course. The steering committee will just
decide what is non-contentious business, I presume, although I do not know how
they are going to arrive at the non-contentious clauses.

Hon. Mr. Hansox: What happened was this: the clauses were taken up
one by one and if nobody asked to have a clause stand it was considered as a
non-contentious clause and passed. There were a number of innocuous clauses,
but a great bulk of the sections were asked to be allowed to stand. Any .
member could ask to have a section stand, and then we took up seriatim those
that were allowed to stand later on.

Mr. Macponarp (Brantford): It seems to me, Mr. Chairman, that would
be a good procedure to follow at this time. The steering committee will go
along that course. That is all Mr. Hanson’s motion decides; it sets the course
which they should follow.

Mr. McGeer: That was not the plan that was followed. The motion was
moved and immediately afterwards there was another motion that affected it
seriously. The motion that was moved by Mr. Power and seconded by Mr.
Vallance is this:—

That before proceeding to a clause by clause examination of bill
Ngo 18, an Act respecting banks and banking, this committee inquire
into, .

(1) the interlocking of directorates as between banks, trust com-
panies, insurance companies and important industrial concerns,
and the effect of such interlocking directorates on the general,
financial and economie conditions of the country.

: (2) The general policies adopted by the chartered banks to combat

s ~ the effect of the depression, and to what extent the said banks

' are responsible for the drastic deflation from which the country
suffered, and is still suffering.

(83) The circumstances which brought about the enactment of
P.C. 2693, October 27, 1931, permitting the chartered banks to
show investment securities in their monthly and annual financial
statements at a valuation other than the actual or market
value thereof.

(4) Relations of the chartered banks to the wheat pools, and the
extent to which the guarantees by the dominion government to
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the banks, of the said pools’ grain market account was utilized
for the purpose of speculating in wheat on the Winnipeg or
Chicago grain pits.

(5) The relationship between the chartered banks or any of them
and the Canadian Pacific Railway Company, and the circum-
stances which brought about the guarantee by the Dominion
of Canada of a loan of 60 million dollars to the said railway
company.

(6) The relationship between the banks or any of them and' the
pulp and paper industry, and the extent to which uncontrolled
extension of eredit brought about over-capitalization and over-
expansion, and the subsequent disorganization and near bank-
ruptey of an industry dealing in some of the most valuable
of our natural resources.

And for the purposes of obtaining information on the matters
and things hereinabove enumerated, witnesses shall be called,
including Sir Herbert Holt, president of the Royal Bank of
Canada, Sir Charles B. Gordon, president of the Bank of
Montreal, and such other bank presidents and directors as the
committee may deem it advisable to summon.

That was the procedure that was followed.

Hon. Mr. Hanson: No, no, excuse me; the hon. gentleman has not stated
the position correctly. If he will go down two paragraphs he will see that it
was decided to consider this as a notice of motion postponed for consideration
at a subsequent meeting of the committee. The resolution of Mr. Power
did not carry on that occasion. What happened was we went on and con-
sideréd the non-contentious causes at that very same sitting of the committee
and we passed sixty that morning.” We made some progress. I submit, gentle-
men, that my suggestion is a sound suggestion for this committee to follow.

¥ learned friend will get all he wants under the proper section.

Mr. McGeer: 1 quite agree, but at that time the Conservatives were in
charge of the situation. :

Hon. Mr. Hanson: Let us not interject that.

Mr. McGrer: Of course, you would hardly expect that procedure to be
adopted then, but what T am saying is that as the Liberals are now in power
we should follow the procedure we recommended when we were in opposition,
and I am quite satisfied that if Mr. Power were on this committee he would
move exactly the same resolution to-day and invite the same kind of inquiry.
I want to tell this committee that any attempt to put this legislation through
Without a full inquiry will find its echo in the expression of the people throughout
Canada. T can quite see where this thing is going, but I want to tell you there
18 not a subject that the people are more vitally interested in than the adjust-
ment of our monetary system for the next ten years. o

Mr. MacooNawp (Brantford City): 1 do not think there has been any
Suggestion by any member of this ecommitte that there should not be the fullest
Inquiry. The hon. member for Vancouver-Burrard has said that he is going
to see that there is a full inquiry into the banking system of Canada. He is not

e only member of this committee who is going to see to that. Speaking for
myself, I can say that I am going to see that the fullest inquiry is made.

Mr. McGeer: Hear, hear.
Mr. Suacmr: Hear, hear.

Mr. Macoonawp (Brantford City): All we are discussing to-da{y is the
method of procedure. A steering committee has been suggested. Is the steering
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committee going to have full powers to go where it wants to, or is the steering
committee to be like a pilot of an airplane. The course is set for him by the
observer and it is his job to steer the plane along that course. I think that is
all Mr. Hanson’s suggestion to-day is, that we set forth a course and then
appoint a steering committee to see that the committee keeps on that course.

Hon. Mr. HansoN: And gets started.

Mr. Tucker: As has already been pointed out by the Minister of Finance
the idea when this motion was carried to appoint a steering committee was
to accept the thought that there should be a general discussion on some
particular section like clause 5. At least, that was what I had in mind when I
voted for it, that there should be a preliminary general discussion of the whole
situation on one particular clause. As I understood that was decided on by
the committee. Now we have another suggestion made after that has been
decided upon. If it is not clear already I would move an amendment that this
general discussion take place on clause 5 of the bill, and that ‘the general dis-
cussion take place before any other clauses are taken up whatsoever.

Hon. Mr. Hanson: I think we ought to accept that as a separate motion.

Mr. NosewortHY: If you are going into a general discussion on clause 5
the next meeting of the committee is scheduled for to-morrow morning, and
that raises the question whether we would be prepared to go into that discussion
or not. In the meantime with Mr. Hanson’s motion the committee could clear off
the books a number of non-contentious clauses in the bill and probably give
members of the committee ample time to prepare themselves for that general
discussion. That is the advantage I see.

_Hon. Mr. Hanson: That is not the function of the steering committee.
It is the function of this committee to say what is non-contentious.

Mr. SraguT: 1 agree with the Minister of Finance that to consider the.non-
contentious clauses, so-called, first will throw us into confusion, and it is the
wrong way to go about it. The principles should be established first under
sections 5 and 59. Then the clauses will all follow along very rapidly. You are
going to have a dispute every time as to whether a clause is contentious or
non-contentious.

Hon. Mr. Hanson: Somebody says, “I want something to say about this”,
and it is dropped.

Mr. McGeer: I should like to make this suggestion. I suggested in the
house that the report of the Bank of Canada should be referred to the com-
mittee. That was agreed to. Our committee made that recommendation.
There is one general discussion we should have before we deal with the chartered
banks, and that is in order of precedence. We make a recommendation to the
house and the house has referred this matter to us. Before this legislation was
recommended we had the report of the Bank of Canada. With all due deference
to anybody who has not read that report I really believe that the Governor
of the Bank of Canada has presented to this parliament in that report a
warning that the adjustments that must be made have got to be of unprecedented
magnitude. T for one want to know what that language means and why the
Governor of the Bank of Canada recommended to this parliament through that
annual report that adjustments of unprecedented magnitude must be made by
the government, industry, and all those concerned—I presume, including the
banking system. Are we going to ignore that warning and proceed to a
consideration of a post-war era without ascertaining from the Governor of
the Bank of Canada what are these adjustments that have got to be of unpre-
cedented magnitude? In that general expression, what does he propose that
parliament should do, because when the Governor of the Bank of Canada warns
a nation that adjustments of unprecedented magnitude must come, and we
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have a program such as an Industrial Development Bank with a capital of
$25,000,000 and a few minor amendments to the Bank Act, there is certainly
nothing unprecedented or nothing of magnitude in those proposals.

Hon. Mr. Hanson: Or revolutionary.

Mr. McGeer: No, nor revolutionary. Surely we should have the Governor
"of the Bank of Canada before us to let us have the facts upon which that
startling warning has been made to the people and to the parliament of this
_nation. I move, Mr. Chairman, that while the steering committee is dealing
with the witnesses to be called we proceed with the examination of the last
report of the Bank of Canada, and I hope that in that we will probably get
some very valuable assistance from the Governor of the Bank of Canada and
the men who were associated with him in the preparation of that report. I
would so move. ;

May I say a word on the steering committee? My understanding of such a
committee is that when we are calling witnesses arrangements must be made
as to their convenience and their transportation here and what they are to be
examined on. I understand that that is largely the work of a steering committee.
A!SO, there would probably be a great many people anxious to appear as
- Witnesses. Some of them will be allowed to appear and some may not. If I
may make a reference to my humble self, when it was suggested that I appear
as a witness the steering committee said: No, he has nothing to offer; but
they said that if he comes to Ottawa at his own expense and insists on being
heard we will hear him. I made such an impression on the committee that they
actually paid my expenses. 1 move that the report of the Bank of Canada be
considered. ; :

Mr. McNevin: We have got about three motions before the chair.

Mr. Tueser: I should like you to take mine as an amendment.

Mr. Granmam: I am going to appeal, I hope, to the common sense of the
committee that this whole discussion illustrates the need of a steering committee
to take Mr. Hanson’s suggestion, Mr. McGeer’s suggestion, Mr. Tucker’s sug-
gestion and my suggestion and then having these different suggestions work out
how we should proceed. Let us do that first before we get involved.

Hon. Mr. Hanson: That is a good suggestion. Will the chairman name
the steering committee?

The Crammax: Is it your pleasure to have the chairman name the
steering committee?

& deg‘x. Mr. Hanson: Certainly; I do not know how else you are going
0 it.

The Cuamman: Gentlemen, this is the suggestion I have to make,
Mr. McGeer-—

Mr. McGeer: I am going away to-morrow. Would you have Mr. Slaght
take my place temporarily, and I will take it on as-soon as I get back?
The Cuamman: We will try and get along without you for a while.
Mr. StagaT: I do not want to act on the committee permanently.

The Cuamman: Mr. Coldwell.

Mr. CoLpwerL: Mr. Noseworthy will act for us, Mr. Chairman.

Mr. McGeer: I will take it with the understanding that Mr. Slaght
can act for me. Is it agreeable that Mr. Slaght can act for me when I am away?

The CramrMan: We will put Mr. Slaght on and then when you come back
We can change. It is up to Mr. Blackmore to say he cannot act.

Mr. Brackmore: I will do my best.

The CHAmRMAN: Mr. Graham; Mr. Fontaine—we are trying to have repre-
Sentation from the different provinces.
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Mr. Jean: 1 wish to suggest Mr. Picard.
The CmamrMaN: Mr. Ross Maedonald, Mr. Hanson, Mr. Kinley and the
chairman. What is your pleasure?

(Motion agreed to).

The Crairman: Shall we adjourn and meet to-morrow morning?

The committee adjourned at 1.10 p.m. to meet again on Wednesday,
May 17, 1944, at 11 o’clock a.m.

May 17, 1944.

The Standing Committee on Banking and Commerce met this day at
11 o’clock a.m. The Chairman, Mr. W. H. Moore, presided.

The Cuamman: I will read the report of your subcommittee.

Your subcommittee met at 4 o’clock p.m., the following members
being present: Messrs. Blackmore, Fontaine, Graham, Hanson (York-
Sunbury), Macdonald (Brantford City), Moore, Noseworthy and Slaght.

Dr. Clark, Deputy Minister of Finance, and Mr. Tompkins, Inspector
General of Banks, were in attendance.

Mr. Tompkins was instructed to procure a breakdown of certain items
contained in the statement tabled in the House by the Minister of
Finance on May 2nd.

The subcommittee recommends:

1. That the committee sit from 11 a.m. to 1 p.m. every Tuesday,
Wednesday, Thursday and Friday, except that additional sittings may
be held when it is desired to expedite examination of out-of-town wit-
nesses;

2. That bill 91 be given precedence over other bills referred to the
committee; .

3. That the Governor of the Bank of Canada be called as a witness
for Wednesday, May 17;

May I just comment there that it was the opinion of the committee
that the Governor, in making his statement, should be allowed to make
it without interruption. When the statement is completed, then of course
he will be called on, naturally, to answer questions. Continuing:

4. That all persons wishing to make representations to the com-
mittee be required to file a written brief before it is decided whether or
not they shall be given an opportunity to -appear before the committee;

5. That the clerk be instructed to procure copies of the annual state-
ments of all the chartered banks for the fiscal year ended in 1943 for
distribution to the members of the committee.

All of which is respectfully submitted.

What is your pleasure, gentlemen? .
Mr. McGeer: I move concurrence in the report.

The CramrMAN: Is that carried?

Some Hon. MEMBERS: Yes.
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Motion agreed to.

Mr. Graram: Mr. Chairman, may I say a word on something arising out
of that report. I notice it is thirteen or fourteen minutes past 11 o’clock. I
know it is nobody’s fault particularly, but I should like it if you, Mr. Chairman,
would encourage all of us to be here promptly at two minutes to eleven so that
we could get going at 11 o’clock rather than later. I think when we establish
the rule of waiting for a few minutes, each of us gets in the habit of thinking if
he turns up five or ten minutes late, it will be all right.

The CuamrMAN: Gentlemen, you will please consider yourselves encouraged.

Mr. Tucker: Arising also out of the report, is anything going to be made
known as to the willingness of the committee to hear representations, for example,
from representatives of farm organizations in western Canada and representatives
of farm organizations in other parts of Canada? It seems to me that something
should be done to make it known that we are ready to hear representations.

The Cuammman: The matter of representations came up when we decided
t,h.at first of all they should present a statement as to the nature of what they
wished to say. I think that is highly desirable.

Mr. McGeer: I think it was the consensus of the committee that farm
organizations and labour organizations would be heard if they had any desire

be heard.

The CrarMaN: Yes. But it is highly desirable that we have a statement of
that kind, because we are having all kinds of representations; for instance, we
have one from the Retailers’ Association. I would say that the Retailers’
Association is a tremendously important institution and it is going to be very,
very difficult to draw the line.

Mr. Macpoxarp (Brantford City): In connection with the communication
from the Retail Credit Federation, I think that their letter should be read into

e minutes of this meeting. As you stated, Mr. Chairman, the Retail Credit
_F ederation represents business men from one side of Canada to the other. It
I8 a very representative organization, and I would suggest that their letter,
which was read yesterday in the steering committee, be either read now or in
any event be read into the minutes of this committee.

The Cramrman: Is it your pleasure to have it read into the minutes of
the proceedings? »

Some Hon, MemBERs: Agreed.

The Crarman: T understand that is carried then. Now, gentlemen, while
We are on the subject, I have a communication here from the Toronto Board
of Trade. T might also say that the Toronto Board of Trade is rather an
Important institution.

Mr. McGrrr: Where is that, please?

The CrARMAN: This side of Vancouver. I would suggest that. their letter
be printed also in our proceedings. Is that your pleasure? 4

Some Hon. Memsers: Carried.

Mr. Gray: Are you going to read all those letters?

The Cuamrman: We are not going to read them. We are going to print
them in the record.

" Mr. Gray: Are you going to put them on the record?

The CuARMAN: Yes, print them.

Mr. Gray: You are going to have a very voluminous set of minutes.

The CrarmAN: T think we will have, yes. '

. Mr. McGezr: I think you should authorize the chairman to exercise his
discretion.

22047—10
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Mr. Gray: If it is the practice, it is all right with me.

Mr. McGeer: I would move that the chairman of the committee be
authorized to use his discretion as to what is to be printed; then if there is any
question about it, it may be dealt with in the committee. I think there will be
a tremendous amount of correspondence sent in which it will not be necessary
to print. But if there is anything that anybody wants printed at any time, it
can be taken up. But surely the chairman could be left with discretion as to
what should be printed and what should not.

The CrHamMAN: What is your pleasure, gentlemen?

Mr. McNevin: I should like to suggest that the steering committee look
over that. I think we are asking the chairman of the committee to assume
greater responsibility than he would wish to assume.

The CaamrMan: We will do it between us.

; Mr. Tucker: In regard to that point, I think we should clear it up at the
start. Is it the idea that the steering committee will decide who shall be called
without any reference to the main committee?

Mr. SvacaT: No.

Mr. Tucker: I think it should be definitely decided whether the steering
committee is going to decide these things on their own or whether they are going
to refer to the main committee those who apply to be heard, recommending who
should be heard and who should not be heard, but leaving it so the committee
can decide.

The CrAmRMAN: Mr. Tucker, following up your point and what you have
in mind, may I say that we changed the name from “steering committee’” to
“subcommittee”, which illustrates the funection that we intend to perform.

Mr. Tucker: On whose authority?

The CuamMmaN: We will consult the committee.

Mr. Tucker: On whose authority did you change the name?

The CramrMman: Mentally we did it, among ourselves. We did not want
to be steered and I doubt if any one wants to be steered, so we called it a
subcommittee.

Mr. SvagHT: Mr. Chaxrman, if you and the committee approve, I suggest
that as this discussion has been rather fragmentary, you might announce, so
that the press could have it, that these bodies, associations or individuals who
desire to make representations to this committee should first file a brief and
concurrently apply to be heard. Then we will have some check as to those we
want to hear orally as well. If that be known to the publie, that a brief must
precede an oral hearing, I think it would be well.

The CaARMAN: Gentlemen, is it your pleasure to hear the Governor of the
Bank of Canada?

Some Hon. MEmBERs: Carried.

Mr. Graram Towers, Governor of the Bank of Canada, called:

The Wirness: Mr. Chairman, at an earlier meeting of the committee certain
questlons were asked by Mr. McGeer in regard to the twentieth century
economic system and certain others by Mr. Hanson. I have the answers to
thg?ed‘(?questlons here. TIs the pleasure of the committee that they should be
table

Mr. McGeer: Well, we should like to hear them. Are they too lengthy to
be read?

The Wrirness: They are rather lengthy.

’b'll‘?Mr. MacpoNarp (Brantford City): Are they in connection with another
ill?
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The Wrrness: Mr. Hanson’s questions do relate to that other question. Mr.
McGeer’s are in the field of monetary policy.

Mr. McGeer: I do not see any reason why they should not be read.

The Wirness: Including the Industrial Development Bank ones?

Mr. MacvonaLp (Brantford City): 1 think it was decided that we would
proceed with the consideration of the Bank Act and at a later date we shall
revert to the Industrial Development Bank.

Mr. McGeer: No. We did not decide that.

Mr. Brackmore: I believe we should hear those statements, Mr. Chairman,
which are carefully prepared by Mr. Towers.

~ The CuamrMAN: Gentlemen, the subcommittee reported that it would give
priority to the Bank Act. The subcommittee has made its report and I under-
stand that report has been approved by the general committee.

Mr. McNuvin: Right.

Mr. BrackMmorg: Does that mean that we will hear this statement?

The Wirxess: I think perhaps under these circumstances I could just
postpone the answers to Mr. Hanson’s questions which relate to the Industrial
Development Bank alone.

The CuamrMAN: Yes.

The Wrirness: If I may, however, I should like to table a statement showing
Operating earnings and expenses of the Bank of Canada in some detail for the
years since 1939. At the 1939 sessions of the committee information was made
available in regard to the Bank of Canada earnings and expenses, and this
brings that information up to date. Have I the permission of the committee to
table that, Mr. Chairman?

Some Hon. MemBErs: Carried. axge

The Cuamman: Very well. e

The Wirness: I was advised last night that some form of statement was
expected, but I have to admit to the committee that I am quite vague in regard
to the type of statement which is expected. I have to assume that it relates to
Some remarks which were made at the meeting yesterday on the subject of the
annual report of the Bank of Canada. The committee will recall that specific
reference was made to the suggestions contained in that annual report that
ad]pstments of unprecedented magnitude would be required in the post-war
period. The view was expressed that some elaboration or explanation of
those remarks was desirable. If I am right then in thinking that it is a state-
ment which relates to that section of the anual report that the committee expects
me to make, I could now proceed with it. But before doing so, I think that I
should quote the whole paragraph in the annual report which contains the
remarks to which reference was made, It reads:—

“After the war, some of those who are now employed will voluntarily
withdraw from the working force, and the armed services may be main-
tained at a level considerably above their pre-war strength. It seems
likely, however, that at least 4,700,000 workers will be available for
employment in civilian jobs, or at least 1,500,000 more than the number
employed in that sector of the economy at the present time. A working
force of this size, at present rates of efficiency, will be able to produce
a vastly greater volume of civilian goods and services than Canada has
ever known before. By the same token, a vastly increased volume of
consumption and capital development will be necessary if this -output is
going to be fully absorbed and high employment maintained. The
adjustments required will clearly be of unprecedented magnitude, and
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bold planning on the part of labour, farm and business organizations, as
well as governments, is urgently needed.”

Let me say, first of all, something which I hope is obvious to the committee,
and that is that the Bank of Canada does not pretend to be jack of all trades.
It has neither the qualifications nor the authority to blueprint a program for
post-war policy in the very many fields which have to be covered. Nevertheless,
if our appraisal of the general situation leads us to believe that the task of
achieving full employment is, in fact, one of great difficulty and magnitude,
and if we also believe that there is some lack of general recognition of the size
and urgency of the problem, then it seems to me there are good reasons for
mentioning the subject in our annual report as one means of stimulating interest
and discussion.

Mr. McGeer: Hear, hear.

The Wirness: If the magnitude of that task before us is appreciated by
Canadians in all walks of life, then those remarks in our annual report were
quite superfluous. In fact, I doubt whether such a general appreciation exists.
It seems to me that there is a tendency to talk too glibly about full employment
and that too much reliance is placed on the hope that this desirable objective
will be reached automatically through the release of pent-up demands after
the war. It is often said that because it has been possible to attain full employ-
ment during the war, it should be just as possible and just as easy to do the same
in peace time. This overlooks the faet that when we are at war our people are
united in the pursuit of one objective and there is no question but that it is up
to the federal government to produce the necessary war program. In peace time
we find we have a number of objectives and that the initiative is divided between
governments, labour, farm and business organizations as well as the general
public. There is not the same over-riding impetus present in peace time.
There is a much greater risk that because of divergent views as to what should
be done, nothing is done. These factors obviously make it much more difficult
to decide upon and execute a post-war program successfully.

While I have said that the Bank of Canada does not possess any ready-made
program, the committee will at least expect me to indicate what I believe to
be the salient factors which must be taken into consideration in framing any
post-war program. It is obvious, of course, that the economic activities which
in toto might produce high employment fall into three main classes—external -
‘trade, capital investment and domestic consumption. 30 AT NE ]

Dealing first with external trade, I am aware that impatience is sometimes
aroused when anyone stresses the fact that our dependence on foreign trade
places certain limitations on what we can accomplish by ourselves without com-
pletely revamping our economy. Nevertheless, there is no avoiding the facts
of life. We do depend on foreign trade for a large proportion, perhaps 30 per cent,
of our national income. Let us not forget that our present-state of full-employ-
ment is due in no small part to the enormous increase in our exports during the
war. No possible increase in domestic consumption will enable us to absorb
our grain production, or the output of our forests and mines and various other
industries. If we cannot find foreign markets for a sufficient quantity of our
produets, it may be suggested that the solution is to shift large numbers of our
people from their present employment in export industries to some other form
of employment. The agony involved in such a mass shift needs only to be
mentioned to be appreciated. It follows that we must do everything possible
to broaden the markets for our exports in the post-war period. One way in
which we can help to achieve this result is by lending our encouragement to
efforts to promote the wider international exchange of goods and services through
appropriate measures in the fields of international monetary arrangements and
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commercial policy. For our own sakes, we shall most certainly, in one form
or another, be faced with the necessity for extending credit to other countries
mn the post-war period. Neither we nor the countries to which we sell would
consent to the indefinite piling up of international debt. The moral is that if
we wish to maintain our exports at a level which will really help to achieve
high national income and employment, we must be prepared to import on a
corresponding scale.

It has been estimated that the maintenance of full employment after the
-war would require capital investment of $14 billions per annum. There are
mevitable qualifications to such estimates, but they are intended to and do
serve the purpose of giving us a general idea of the magnitude of the problem.
Because of the amount involved the question which immediately comes to mind
18 whether or not public and private investment taken together can reach the
desired level. 3

The scale of private capital investment is impossible to predict. But we
do know that it is contingent on the expectation of future profit. One of the
factors in this situation is taxation. The task of government is to devise a
System of taxation which will not have the effect of discotiraging initiative and
.Investment, thus tending to increase the problem it wishes to solve. This does
not necessarily mean that taxes should be low, but that they should not be
obstructive. _ i )

As to public works, it must be remembered that there has to be a long
period between the initial decision relating to and the final execution of a large-
scale program. Moreover, many problems of inter-government responsibility
and jurisdiction are involved. I do not think anyone would deny that a well-
chosen program of public works is highly desirable. I have mentioned the
difficulties and limitations because I believe that it is easy to overestimate
the practical scope of this type of activity and, therefore, the degree to which
public works construction can be counted upon to solve the problem of
achieving full employment.

Under any circumstances, great importance must be attached to raising
the level of domestic consumption. That level, and through it the volume of
employment, is greatly affected by the distribution of the national income, in
which connection both taxation policy and social security measures are
Important. : .

.1 do not believe that there is a magic wand in the form of a financial
policy that will cause all the real and physical problems to dissolve before our
very eyes. Would that there were such an easy way out, because I cannot
Imagine why everyone would not benefit from its use. But the fact that there
I8 no magic financial policy need not prevent us from reaching our objective.

~ The war program has required much greater financing than anything we
ever attempted in the past, and probably greater than anything we shall need
post-war. We found that we were able to get along with the machinery at
hand. T have no doubt that if we try as hard on the physical side of the
Post-war program as we have during the war, we can handle thé financial
aspect equally well.

. While I believe that the emphasis post-war should continue to be on a
fair and direct apportionment over the public of the costs of government
programs through taxation, I would not hesitate to suggest, if conditions
Warranted, that substantial use might be made of monetary expansion initiated
through central bank action.

By Mr. McGeer:

Q. Mr. Towers, in view of the fact that this question is open now we will
Proceed with some remarks in the Bank of Canada report. Before we deal with
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the subject matter of your statement, as you know the annual report of the
Bank of Canada has been referred by parliament to this committee. Now, if
you have the report before you would you look at page 1, and will you ]ust
explain to me that statement which results in showing an increase in cash
reserve of $82,000,000?—A. The figures above indicate the operations which
resulted in that increase in the chartered banks’ cash reserves of $82,000,000.
The main figure to which attention should be paid is that which shows the
increase in our dominion and provincial government security holdings, namely,
$244,000,000. That means that we bought net during the year $244,000,000 of
securities. If that had been the only thing which was taking place the cash
reserves of the chartered banks would have inereased $244,000,000, but in fact—

Q. When you say you have bought that means you have paid for those
securities $244,000,000 of Bank of Canada bills?—A. The effect is the same.
In fact it would be a credit on our banks. A

Q. But it was the same as the issue—the money was issued to the govern-
ment and put into circulation?—A. No, the money was not issued to the
government. We bought those securities on the market in the main.

Q. The money was issued, and who sold them to you?—A. First, we paid
for them by giving the se]lers our own cheques.

Q. Whom did you buy them from?—A. From a multitude of people, banks,
dealers, the market as a whole.

Q. Yes?—A. The increase in the active note circulation of $179,000,000,
took that many of our notes from the tills of the chartered banks so that their
cash reserves did not increase by $244,000,000, but by a lesser amount. There
are certain other items such as decreasing dominion government deposits and a
few other items.

Q. What do you mean by increase in rest fund? That increases the Bank
of Canada cash?—A. Yes, and involves the retention of part of our protfis to
be added to the rest fund in accordance with the Bank of Canada Act. An
increase in our capital assets offsets to that extent the effect of a purchase of
securities.

Q. Does that same principle apply when the banks put their profits to rest
account in the same way—decrease the volume of money in circulation?—A. Yes,
it would; at least, not the volume of money in circulation but the ownership.

Q. I mean that if it is in the rest account it is not circulated?—A. That
is true.

Q. Now, the next is $179,000,000?—A. That represents the increase in
active note circulation in the pockets of the people.

Q. That is that they are using more money and have more money in their
pockets for available current transactions?—A. Yes.

Q. And that is due to what?—A. I believe it is due to a number of causes.
First of all, there is increased employment and payrolls. As you will recall
the majority of payrolls are met in cash. Secondly, there is the greatly increased
volume of trade which tends to make retail merchants and others carry more
cash in their tills. Thirdly, there is the pay of the armed forces to be met in
cash. In addition to that I should say that with larger earnings there are a
far larger number of people who are tending to carry around in their pockets
more cash than they require for day to day purposes. They choose that method
of keeping it. That applies to a certain extent to industrial workers, some of
whom may find that they leave their factories at times when the banks are not
open, and also to the farmers and fishermen. - In fact, where there is consid-
erable prosperity I think that a $50 bill may often appear on the outside of the
roll even though the inside denomination is smaller.

Q. You say that they pay the armed forces in cash?—A. Yes.

Q. Are they not paid by cheque?—A. I think a certain number of officers
are paid by cheque, but in general I believe the paymaster deals in cash.

!
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Q. And that is Bank of Canada cash, I take it?—A. Yes.

Q. Now, there is the item decrease in other assets less other liabilities,
$6,400,000, what is that?—A. Those are all the items afloat. Other assets
represent, cheques in transit and similar items of that kind. The other liabilities
repﬁesen-t cheques of our own or drafts we have issued which have not yet been
cashed.

Q. Would the net results to the chartered banks be an increase of their cash
of $82,000,000?—A. Yes.

Q. That is correct. Now, how did the chartered banks acquire the cash?—
A. They acquired it involuntarily through our action in purchasing securities.

Q. And other people depositing the Bank of Canada cash?—A. The Bank
of Canada cheques.

Q. So that the banks, as you said, got it involuntarily. There was no cost
to them up to the point of receiving it; I mean as far as printing it is concerned?
—A. There is no cost of something that does not exist. Before the depositor
arrived with the cheque they did not know he was on the way. Then he put in
his cheque on the Bank of Canada which the bank credited to his aceount. From
then on the costs start. -

Q. The point T am getting at is that that cash came to them by a deposit
by individuals. If they printed their own cash, of course, they would have
had to pay for the printing, whatever it was. In this instance, they got $82,000,-
000 of Bank of Canada cash without any cost of printing similar to that of
printing their own money.—A. Oh, it is an entirely different thing, because
when banks print their money, that is a liability. When they receive a Bank
of Canada cheque, it is an asset.

Q. And the cost of getting Bank of Canada cash is less than the creation
of this liability of printing their own money, when it is secured in this involuntary
way?—A. They are two completely different things.

Q. I quite agree. But I mean the cost is less in the one case than it is in
the other—A. No, not necessarily. :

Q. Well, there is no cost of printing.—A. They never get cash for themselves
by printing money.

Q. T understood this statement to say that the increase in the chartered
ban'ks cash reserve is $82,000,000.—A. You were speaking of the alternative
of increasing their note issues. A bank does not obtain cash for itself by
Increasing its note issues.

Q. T am talking ahout the medium of exchange they use. They use either
their own chartered bank bills or Bank of Canada bills. If I go to the bank
and_I ask the Bank of Toronto to cash a cheque for me, they will either pay
me in Bank of Toronto bills or Bank of Canada bills.—A. Yes.

Q. And they can do either one or the other. T can insist upon them giving
me Bank of Canada bills, but having confidence in the Bank of Toronto, I
am willing to take Bank of Toronto bills.—A. Yes.

Q. So that in so far as the use of that kind of money is concerned—
A. The Bank of Canada cash costs them more.

Q. Tt costs them more?—A. Yes.

Q. How do you figure that out?—A. Because in- obtaining Bank of
Canada cash one of two things happens. Either they have themselves sold
securities to the Bank of Canada, in which case they forego the interest yield
on the securities which may be anywhere from 3, 4, 13 or 3 per cent, or else
they have received that cash,~through some outside person having sold securities
to us. They assume the cost and responsibility for operating a deposit account
on which interest may be paid and which, in any event, involves cost of
Operation. ‘ :

Q. Yes—A. I would say that in either case the cost works out at a higher
figure than that of printing notes. .
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Q. Yes. You assume that if somebody sells a bond to you and gets
$82,000,000 in Bank of Canada cash, and then goes and deposits that cash in
the bank, that that is a $82,000,000 increase to the bank’s cash reserve—A. And
a $82,000,000 increase in the bank’s liabilities to the public.

Q. In the liabilities?—A. Yes. -

Q. Let us assume that I go to the bank and sell the bank a security. The
bank can pay in chartered bank money, ¢an it not?—A. If you keep your account
with them, they can credit payment to your account with them.

Q. But I want the cash. Say I have $82,000,000 of bonds which I am going
to gell—A. You want to withdraw that by legal tender cash?

Q. No. I want Bank of Toronto money or Royal Bank money or any of
the bank money.—A. Because of the limitation on the bank’s note issues, they
would not be able to pay you in that form.

Q. No, not in that amount.—A. No.

Q. Let us take a $1,000 bond. I take a $1,000 bond to the Bank of Canada
and I get $1,000 worth of cash.—A. Yes.

Q. I take that and deposit it in one of the chartered banks.—A. Yes.

Q. That creates a deposit liability, but they have that money for two
purposes. It can be used as a cash reserve to increase their deposits or it can
be used as till money to meet current obligations to their customers, can it
not?—A. Yes. It cannot obviously be used as both, because once it is taken
out by customers, it is no longer a cash reserve.

Q. I grant you they cannot do the two at the same time.—A. Yes.

Q. But they can do either one of those transactions?—A. Dependent on the
volition of their customers.

Q. Whatever the customer wants?—A. Yes.

Q. But it is available for till money as they say or for reserve money.—
A. Yes.

Q. We will take this transaction. A $1,000 bond is sold to the Bank of
Toronto, we will say, and the bank can pay for that bond with Bank of Canada
cash or with Bank of Toronto bills, if the customer is willing to accept it.—A. And
provided they have not reached their limit of note circulation.

Q. I quite agree. But I am talking about it as a going concern.—A. Yes.

Q. When that $1,000 is paid for that bond, the customer owns that money
and he can re-deposit it in the bank and if he re-deposits it in the bank
exactly the same liability of servicing the deposit exists as does exist when he
deposits $1,000 of Bank of Canada cash.—A. That is true. In this case, as I
understand it —

Q. That is all T want on that.—A. There is an important factor which
is outstanding there. I have to go further than that.

- Q. I do not want to interrupt your qualifications because I quite appreciate
them.—A. Yes.

Q. And that this thing is not as simple as a lot of people think it is.—A. Yes.

Q. I do not want to shut out any explanation you have. But what we-do
want, Mr. Towers, is to get before parliament, if it can be done through
this ecommittee, and "into the public mind the actual facts about our money
system.—A. It would be enormously beneficial if that could be done.

Mr. GragaMm: I do not like to interrupt, but if Mr. McGeer would k'indly
agree to permit a diversion, I should like Mr. Towers to complete his answer
or to make the answer he suggested he would like to make.

Mr. McGeer: 1 am perfectly willing that the witness should have every
opportunity.

Mr. Gragam: We should like to hear the answer. I think you were going
to give an +adequate explanation, Mr. Towers.
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The Wirness: Yes. In that last transaction, Mr. McGeer has mentioned,
if the customer who had been paid, shall we say, Bank of Toronto bills, came
back and deposited it in his account with the bank, Mr. McGeer mentioned that
there would be the same charge of servicing that account as if the original
transaction had taken place by the deposit of Bank of Canada cash. There is
this important difference. In the first case, where the chartered bank has bought
the security from the individual, they retain the security and the earnings on it.
In the case where the individual deposits Bank of Canada cash the bank’s
.asset, to correspond with the deposit liability, is Bank of Canada cash on which
nothing is earned as distinet from a security on which interest is paid and is
received by the bank.

By Mr. McGeer:

Q. Yes, I appreciate that. I want to state the proposition I have in mind
to you so that there will not be any question about it, because I do not want
to be here in conflict with you. This committee is representative of parliament,
and as such is, I hope, co-operative and desirous of improving a situation which
some of us believe can be improved. The proposition that I make to you is this.
By the free issue, under the open market policy, of Bank of Canada cash by the
banks, the Bank of Canada actually supplies the chartered banks with a_cash
Iedium “of-exchange in~the-form of one dollar bills and in_the form of bills-of
Other dominations up to, we-will-say, $50—A. They buy the cash from us.

Q. They buy the cash from you. How?—A. By selling us securities or by
(depositing the cheques of customers who have sold securities to us. =~

. Yes. Is depositing a cheque of-a customer who has sold to the Bank
of Canada a bond a purchase of cash?—A. Yes, in essence. ‘The holder of the
cheque has a claim on us. He chooses to take that in the form of cash.

Q. Yes. But how does the Bank of Canada or how does the chartered bank
buy, with a cheque of the depositor, cash from the Canada? There is no pur-

- chase transaction there at all.—A. It has bought the cheque from the depositor
In the sense of assuming a liability to him.
. Q. I mean tp say, when we use the word “buy” we surely mean buying
In the ordinary sense of the term. However, you make that statement and I
will let it go.—A. It does not matter in any event.

Q. Oh, it does matter—A. I think the question we are getting at is one
of cost rather than the definition of “purchase”.

Q. No. The question that I am getting at is this, that the Bank of Canada
18 & fjlhng station for the chartered banks and by its open market operations
Supplies the banks with cash more cheaply than the chartered banks can print

ieir own cash. We may disagree on that, but that is my proposal.—A. We do
disagree, Mr. McGeer.

Q. Well, all right.—A. You will forgive me if I thought that the “filling
statlonf’ was coming up, because as you will remember, we spent a great many
hqurs in 1939 covering the same ground. I hope that I am saying the same
thing now as I did in 1939. <

Q. I think you will agree with me. I am not going to go over what we
all went over in 1939; I mean, we have that report, and you have no change to
make in any of the statements you made at that time.—A. No. T am saying
the same thing now as I said then.

Q. Then if I just give a short summary of what I think we agreed on in
1939, it might cover the situation. We agreed first that our medium of exchange
was created under the laws of parfﬂm‘%ﬁl and consisted Ofthe__followiﬁg:“,(%)
metal coms minted by the mint; (2) Bank of Canada bills issued by the Bank
of Canada, and T think that we agreed-that that was our national currency and
represented about 12 per cent of the total amount of medium of exchange in
use; (3) chartered bank bills issued by the chartered banks; and (4) credit
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entries constituting debt obligations of the chartered banks to customers of the
chartered banks and called bank deposits. Those I think we agreed were the
four types of media of exchange that constituted the money of Canada. I think
you agreed to that.—A. Yes.

Q. I think we also agreed that the government were able to finance public
enterprise by using (1) national currency; (2) by taxation; (3) by borrowing
from the people; and (4) by borrowing from the chartered banks. Those four
methods are, I think, the only four available to government as a means of
financing. We agreed on that, I think. Is that right?—A. Yes.

Q. I think we also agreed that our paper money issued by the Bank of
Canada for domestic purposes was just as good as gold.—A. Certainly.

Q. Yes.—A. Provided reasonable restraint was exercised.

Q. Oh, yes. Of course, gold has a bad habit of bouncing around. Some-
body has suggested that it might go to $65 an ounce. It has already bounced
from $20 to $35. I think we also agreed that, as the law is to-day, a chartered
bank with $50,000 in Bank of Canada cash was able to purchase interest-bearing
bonds from the government to the value of $1,000,000 by giving the government
a credit of a million dollars in the bank’s books. We agreed on that. We also
agreed that under bank practice, the bankers hold 10 per eent of all cash reserves,
so that under banking practice a banker with $100,000 in Bank of Canada bills
can purchase $1,000,000 in interest-bearing bonds by writing into the books of
the chartered banks a credit to the government of $1,000,000. We agreed on
that, did we not?—A. Yes.

Q. And we also agreed that the chartered banks do not lend their depositors’
savings. That is right?>—A. They do not lend their liabilities.

Q. They do not lend their liabilities, and they do not lend their depositors’
credits or savings?—A. That is right.

Mr. SvagaT: Mr. Chairman, the reporter cannot get a nod of the head.
If Mr. Towers does not mind saying yes, the record will be kept straight.

The Cramrman: Mr. Towers, I wonder if you would sit over here. T think
the reporter could hear you better.

The Wrrness: Very well, Mr. Chairman.

By Mr. McGeer:

Q. We also agreed that because they do not lend deposits the chartered
barks finance their loans by the same practice as I mentioned with reference to
the purchase of a bond, namely increasing their deposit liabilities ten times
over their cash reserves?—A. Yes.

Q. That is right. When the banks make loans in that way, they increase
the volume of medium of exchange in circulation?—A. Yes.

Q. And when they call their loans they decrease the volume of medium of
exchange in circulation?—A. That is right.

Q. We have agréed on those general principles, and I think that that was
the general result, among other things, of my own inquiry in 1939.—A. Yes. If
I may add just this—

Q. There are many other things in there, of course—A. I think that on this
occasion we are perhaps going to make a considerable advance over 1939, because
at that time while I made certain guesses in regard to bank operating costs, they
were admittedly only guesses.

Q. I agree—A. And on first description of how a bank operates, an impres-
sion is sometimes left that it does in fact create something out of nothing so far
as the bank itself is concerned and therefore that banking must be an extra-
ordinarily profitable business. I hope that the availability of the figures of bank
earnings and expenses will tend to bring to us all a greater sense of reality in
these discussions about banking practice.
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Q. Just on that, may I say this. I am not quarreling with our banking
system, and I want to be on the record very clearly as opposed to the
nationalization of our commercial banks. I mean, there is a good deal of
confusion about what I stand for in that regard. T want to go on record as
saying that I think the credit system of supplying the community with
exchange centres, such as our chartered banks provide, is probably the most
efficient medium of exchange service that we have yet developed. I mean,
I do not think the banks are suffering at all in the operation of their business

_from the profit angle, but I do not think they have gone crazy like the stock
brokers did in 1929, and I think that they have kept the limit of their profit
within the limitations of what might be called highly successful commercial
business. But there are some other things that I think we might discuss to the
advantage of the people of Canada, and among them is the segregation of
public finance from private finance, the reduetion of the cost of financing public
enterprise and stabilizing an effective medium of ~exchange that can be
equated through a rate of progress and can be employed as one of the factors in
sustaining a higher and a more permanent form of employment. If I have
made that clear, I think that probably we can get along in co-operation,
Wfor%ing together and not against each other—A. I am perfectly certain
of that. ;

Q. There is just one other thing that I think we agreed upon, Mr. Towers,
and it is this. This right of the banks to issue bank deposits as a medium of
exchange on the basis of ten to one gave the banks holding charters greater buying
power than the Bank of Canada have. For instance, let me put that to you ir
this way. If the Bank of Canada buys a bond, it pays $100 or 100 cents on the
dollar in Bank of Canada cash. That is right, is it not?>—A. Yes.

Q. When a banker who holds a charter under the Bank Act buys a bond,

he can buy a $100 bond with a $10 Bank of Canada bill—A. Oh, no.
. Q. And pen and ink and a book plus his banking system.—A. No. There
Is a misunderstanding there as to the distinction between the two. When the
Bank of Canada buys a $1,000 bond, I have agreed that we use Bank of Canada
cash to make that purchase.

Q. At 100 cents on the dollar—A. Because it is too awkward to keep on
making the distinction between Bank of Canada notes and a credit on the
books of the Bank of Canada. In fact, however, when we buy a $1,000 bond,
We credit the purchaser on the books of the Bank of Canada with $1,000.

. Q. Surely.—A. When the chartered bank buys a bond, it too, if the seller
18 a client of that bank, which we will assume—

By Mr. Graham:

. Q. You mentioned the seller of the bond?—A. If the seller of the bond is a
client, of that bank, which we will assume for the purpose of discussion that he is,
then the purchasing bank credits the seller on its books with $1,000 just in the
same way as we do. It is true that the chartered banks have, in practice, to
maintain a legal tender cash reserve of at least 10 per eent of their deposits—
nowadays usually somewhat more. The Bank of Canada, on the other hand,
Since the war at least, does not have to maintain any reserves at all.

By Mr. McGeer:

Q. No. Because it does not deal in anything but reserves. It has no
other medium of exchange than reserve—A. Because it has within certain
limitations the right to issue legal tender.

Q. But Mr. Towers, under your Bank of Canada Act you are authorized
to issue Bank of Canada bills to purchase securities—A. Yes. -

Q. And when you exercise that power you must use Bank of Canada
cash or create a liability for it, which is the same thing—A. Yes.
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Q. When a chartered bank buys securities under the Bank Act, all it
requires in legal tender cash is $10 to buy a $100 bond and it purchases the
balance by going into a debt obligation to the vendor of that bond to the
extent of $90.—A. Yes.

Q. Now, let me follow that up. When it writes up that $90 as a credit in
its books to the seller, it creates $90 of new money.—A. That is right.

Mr. Tucker: Why $90? I do not follow that.

: Mr. McGeer: $10 purchasing a $100 bond. If you did not follow the
thing, I was using $10 for a $100 bond. He uses $10 in legal tender cash
reserves and creates $90 of new money in the banks.

Mr. Tucker: That is not the transaction.

The Wrrxess: Well, the transaction does not actually take place in that
way, no.

Mr. Tucker: It is a $100 obligation.

Mr. McGeer: I mean to say, instead of being $90, Mr. Tucker says it is
$100. I am not quarreling about that. I am quite agreeable to that. I mean,
$10 is neither here nor there. -

The Wrrness: The effect is the same because it creates the liability of
$100 to the customer. But having done so—

By Mr. McGeer:

Q. But you have got $10 in cash.—A. But having done so it must
immobolize $10 of legal tender cash as a reserve against that liability.

Q. And whether it is $100 or $90, it is one or the other?—A. Yes.

Q. I am quite willing that it should be $90, which I think is what the
bankers’ attitude is. But the banker, the chartered bank, does create $90 of
new medium of exchange.—A. Yes, indeed.

Q. There is no question about that?—A. No.

Q. Can anybody else do that but a chartered bank?—A. Yes., In 1939 I
cited the case of some one who got credit from the corner grocery and created
a liability of that kind. In 1939 I think it was suggested that because of the
low level of earnings, it was hard to run up much in that way. But that
situation has improved in the last five years.

Q. Yes. But has anybody got the legal power to do that which the
chartered banks do in regard to that transaction, that you know of?—A. The
power of the individual is the same as the power of the chartered bank, but of
course his credit standing is not the same.

Q. No.—A. The chartered bank has not, by itself the legal power to create
that liability. It depends on the volition of the customer, just in the same way
as my getting credit at the grocery depends on the volition of the grocer.

Q. Quite true—A. But if you work with me, I can get credit. And if the
customer works with the bank, the bank can get credit.

Q. But what I am dealing with is an entirely different thing. Under the
Bank Act of Canada, our banks are authorized to make that kind of trans-
action—A. If the customer is willing.

Q. But the parliament of Canada, by section 59, in fixing the reserve at
5 per cent, authorizes the banks to do that kind of thing—A. If the customer
is willing. :

Q. If the customer is willing?—A. Yes. If the customer decides that he
i]wants payment for his $100 bond entirely in legal tender Bank of Canada cash,

e gets it.

Q. Yes. But I am now dealing with the legal authority which we have

given to the banks. Do you know of any other Act where that power is given
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by the parliament of Canada to anybody else?—A. I would say that the power
18 not given by parliament. Parliament says that the banks can engage in
the business of banking; and if, in the course of business of banking, the banks
can persuade their customers to extend credit by leaving money on deposit, all
right, it is the business of banking.

Q. Yes, but, do you not realize that only those having charters can go into
the business of banking?—A. Yes. Tom, Dick and Harry cannot go into the
business of banking. That is true.

Q. That is quite true. So that we limit those who can do this to ten banks,
and we give them this power. Do you know of any other institutions where
that power is created as an exclusive privilege to a group of business organiza-
tions?—A. The business of banking is limited to banks. I think that is the
only answer I can give.

Q. That is quite true. Then that is a monopoly, is it not?—A. Dependent

upon the parliament of Canada.
. Q. Yes. Let me read you the dictionary meaning of a menopoly and see
if you agree with it. A monopoly is an exclusive licence from the government
for buying, selling, making or using anything. We have given the banks an
exclusive monopoly of that right to create the medium of exchange by writing
up liabilities in their books and calling them deposits.—A. Within the limita-
tions of the Bank of Canada monetary policy.

Q. Yes. But it is a monopoly within the sense of that term. Will you go
a little bit further with me?

Mr. Tucker: Mr. Chairman, there was no answer to that question.

Mr. McGrer: There was an answer. ;

Mr. StaguT: The reporter cannot take a nod.

Mr. McGeer: He nodded his head and I took it for granted that the
answer was yes.

The Wrrness: The nod was incidental in that case.

Mr. McGgerr: All right. T do not want to hurry you.

Mr. Tucker: But there was no answer.

The Cuamrvan: Gentlemen, the reporter is having difficulty.

Mr. Tucker: Mr. Chairman, Mr. McGeer was going on to assume that
there was an answer. I knew there was no answer, and I thought it was important
to point that out.

Mr. McGeer: I want to thank Mr. Tucker for what he has said.

The Cramrmax: Mr. Tucker, I doubt if the reporter can hear you. All
[ am asking is that you speak just a little bit louder so that the reporter can
discharge his duty.

Mr. SuaguT: He cannot take a nod.

. Mr. McGeer: I want to thank Mr. Tucker for bringing that to my atten-
tion. T took it for granted that there was no dispute about it. 3

The Wirness: I really, Mr. Chairman, am not qualified to appraise a legal
definition of a monopoly. I really am not qualified. I know that under the
law of Canada parliament can grant charters to ten banks, or twenty banks or
one hundred banks. It so happens that they have given charters to ten banks,
and that by the law only ten banks can engage in the banking business in
Canada. As to the legal definition of whether 1t is a monopoly or not, I cannot
Pass on that,

By Mr. McGeer: g : :
Q. All right. We in this committee can decide on what the meaning of a
monopoly is from the facts we have before us—A. Yes.
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Q. And we may disagree about that. But as a banking expert, as a
man thoroughly conversant with the banking situation in Canada, will you not
agree with me that the present chartered banks are so oroamzed as to con-
stitute a monopoly of the right to issue liabilities, call them dep031ts, and
increase or decrease the volume of medium of exchange in circulation in the
Dominion of Canada?—A. I know that parliament will not allow anyone other
than the ten banks to operate in the banking business. I know that the extent
to which the medium of exchange varies in volume in Canada depends on the
activities and policy of the Bank of Canada which, in turn, in the ultimate,
depends on government policy.

Q. All right. Now I want to go a step further. In the maintenance of that
monopoly under the present laws, the Bank of Canada bonuses that monopoly
by an issue of Bank of Canada cash.—A. No.

Q. Well, we will take that answer just as it stands. Now, I want to get,
Mr. Towers—

Mr. MacpoNALD (Brantford City): Why not let Mr. Towers enlarge on that?

Mr. McGeer: I thought he gave me a clear, well defined answer and did
not indicate that he wanted to go any further.

Mr. MacpoNaLp (Brantford City): 1 think for the benefit of the committee
he should go further.

Mr. McGeer: 1 certainly do not want to interfere with Mr. Towers. ~

The WrirNess: Earlier in the meeting 1 did say that in order to secure
Bank of Canada cash the banks had to sell securities or assume a liability.
In other words, it costs them money to hold Bank of Canada cash, so that I
would suggest that the word bonus is inappropriate.

By Mr. McGeer:

Q. Well, we disagree on that. I will have something to say on that later.
Now, you were dealing with page 1—I think we finished with page 1, so let us
go to page 2. Your dominion notes increased in 1939, $162,200,000; in 1940,
$261,600,000; 1941, $379,600,000; 1942, §572,500,000; 1943 $751, 500000 And
they are up conmderably more in 19447—A. Yes.

Q. The chartered banks decreased from $84,600,000 to $79,800,000, to
$70,600,000, to $60,300,000, to $42,200,000. So that roughly we have a decrease
in chartered bank bills in circulation of $42,000,000; is that right?—A. Yes.

Q. And we had an increase in Bank of Canada bills in ecirculation of
$600,000,000 roughly?—A. Very closely, yes.

Q. And I put it to you that that money in cireulation from the Bank of
Canada serves the banks just as effectively as a medium of exchange as their
own chartered bills?—A. These notes to which reference is made here are, of
course, notes which are held by the public, not by the banks. |

Q. But it may be deposited in the banks from time to time?—A. By
definition, however, at this date at the end of 1943, all this $793,700,000 of
notes, ours and the chartered banks, were in the hands of the public, not in
the hands of the banks.

Q. Circulating through the banks. You cannot tell whether I have got
$100 on the way to a deposit in a bank or $100 in my pocket. There is a
volume of money going through the banks all the time?—A. I know that at
this particular moment that the $793,000,000 was all in the tills or the pockets
of the people. It may be that a few dollars was in the mail, but by and large
it was in the tills or the pockets of the people.

Q. How much was in the hands of the bank over that same period of
years?—A. Over the period of years? I have not got it here. But at the 1943
date there was $122,000,000 of our notes in the hands of the banks.

Q. Could you give me a statement of the increase in the Bank of Canada
cash in the hands of the banks over those years?—A. Yes. I have not got it
with me.

Ay
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Q. We will get that? ~And with this money in the hands of the public
there was a proportionate increase in the Bank of Canada cash in the possession
of the chartered banks?—A. The two things are unrelated. There was an
Increase in the cash reserves of the chartered banks.

Q. And was it not somewhat proportionate to that increase?—A. Oh, no,
they are quite unrelated.

Q. Quite unrelated; and if there was a proportionate increase it would be
a mere coincidence?—A. Yes.

Q. T think I see a distinction there. There is a certain volume of money
that the banks require to cash cheques and handle the public’s requirements
which remains fairly static, I take it?—A. Because of the increase in the volume
of business.

Q. It would rise with the volume of business?

Mr. MacpoNaLp (Brantford City): I think the witness should be allowed
to answer the question. I cannot follow the witness and follow the questions
at the same time.

Mr. McGeer: I am very sorry. I shall try to accommodate you.

Mr. MacooNALp (Brantford City): It is not accommodating me, but I do
not think the answers to the questions are going on the record, and it is
Important that the answers should be on the record. :

Mr. McGerr: 1 quite agree, and I thank you for the interruption. I was
brobably trying to hurry along too fast, and I do not want to do that.

The Wirxess: As the volume of business increases it is necessary for the
banks to keep somewhat more in their tills in the form of Bank of Canada
notes. So when I do provide those figures you wish they will show that the
%hartered banks’ holdings of Bank of Canada notes have increased over the last

Ve years.

By Mr. McGeer:

Q. But I think the same influence would be the effect; the larger the
volume of business, the greater the activity, the greater the number of people
on payrolls and that kind of thing would reflect itself not only in the volume of
cash that people handle themselves but in the volume of transactions that are
handled through the banks. I may be wrong about that?—A. That is true,
although it does not have the same effect on the volume of Bank of Canada
notes which the banks need to hold. :

Q. Yes, but what I am suggesting—I do not want to put any trick
questions or anything like that—I suggest that as the result of your bank
Policy you have supplied the banks with Bank of Canada cash to a much
greater extent than cash has been taken away from them by reducing the
amount, of their own bills that they are allowed to issue; and I go further and
I suggest, that you are supplying that Bank of Canada cash to the banks free,
anﬁ that they are getting it cheaper than they could have got it had they
printed their own bills, and that this talk of reducing the chartered banks’
1ssue of bills as a limitation on their power is purely hokus pokus; that they
ha\{e more cash from the Bank of Canada than they had when they printed
their own cash, and they have got it cheaper. That is my proposition?—A.

e misconception there, Mr. McGeer, and I give my own view, is so funda-
mental and has existed for so long, because we went over this in 1939, that I
frankly despair of being able to—

Q. Convince ‘me of that?—A. —to put the facts of the situation before
you i such a way that our minds will meet. I do despair of that, and I
attribute it to some fault in myself, because the facts are simple. There must
be something wrong with me.
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Q. I think it is purely a point of view?—A. It relates to facts.

Q. Yes. I may be viewing the matter—you see, after all, I have been in
public life in Canada through a great many departments of it. I have been
in the provincial legislature and I know the problems of finance there. I have
had the privilege of sitting in the chief magistrate’s chair in one of our largest
cities and I know something of the problems of finance there. And I have sat
in this parliament through a depression and through a war and I know some-
thing of the problems of finance here when we found ourselves unable to finance
in Canada in 1936, 1937, 1938 and 1939, but we find that when a situation
arises we are able to finance billions for the destructive enterprise of war.
When men responsible to the public deal with finance they probably look at
it from a different viewpoint than men whose whole lifetime has been spent
in the profession of banking. Now, let us not think there is anything wrong
with either one of us, but let us realize that we may be viewing this vital
problem from different angles?—A. We are talking about two different subjects.
I will take second place to no one in the last war or this one in regard to my
desire for the good of the country.

Q. Nobody is questioning that.—A. But what we were speaking about
earlier was my inability to explain some very simple things in a way which
will be understandable.

The Cuamman: Explain it.

The Wrrness: I have two or three times this morning and I have failed.

The CuaigmMaNn: Try again—perhaps you have not failed with the
committee.

By Mr. Tucker:

Q. Mr. Towers, in your February and March statistical summary there is
an increase in chartered bank cash given there, and if we could have it on the
record I think we might as well have it.—A. In the statistical summary? Yes,
the only catch is that in one case it is an average and in the annual report I
think it is the end of the year figure.

Q. Yes, but we can have it fairly close together with the figures for that
period. Mr. McGeer made a statement, and I think we might as well have
the facts?—A. Yes, it is close. I could mention this now if you wish.

Mr! McGeer: What is that?

The Wirness: Figures in regard to the chartered banks’ holdings of Bank
of Canada notes.

Mr. McGerr: 1 was coming to that a little later on in my examination. I
will cover it, if you do not mind.

- Mr. MacpoNALD (Brantford City): I think Mr. Towers should now give
us his viewpoint if it is different from Mr. MecGeer’s.

Mr. McGerr: I have it on this record, and I have taken the position that
I do not want to go over all the ground we covered in 1939. I think Mr. Towers
will agree with me that he has nothing to add to his statement which was
reiterated, I think, a dozen times in the 1939 inquiry; is that correct?

The Wrrness: I think so. The essence of the question relates to increases
or decreases in the chartered banks’ cash reserves. The figure of those reserves
is important because the volume of deposit liabilities to the public bears a
relation to the amount of the chartered banks’ cash reserves. &ghe Bank of

Canada believes that it is desirable that the door should be opened to an

increase in the deposits of the public with the chartered banks-it-buys securities”
fronrthe publie-or the banks, and in the way which has beenmentionied earlier
this morning that increases the chartered banks’ cash reserves. The effect on
‘the chartered banks is either that they have parted with some of their security
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holdings, sold them to the Bank of Canada and, therefore, lost such earning
| assets to the Bank of Canada and replaced them by a non-earning asset in the
| form of cash, or they have received cash as a result of one of their customers
| selling securities to the Bank of Canada. In the latter case the chartered banks
| have got additional legal tender cash at the cost of assuming a liability to the
| customer. Perhaps, they pay interest to the customer on the liability. In any
| event, they incur the cost of servicing it. So that the final point 1 would like
| to make is this: that the level of chartered bank cash reserves depends on the
| volition and activities 0f the Bank of Canada, not on those of the chartered
/‘ banks, and-the obtaining of Bank of Canada cash is an operation which costs
| the chartered banks money.

~

By-Mr.Tucker:

Q. On that point, have you got the comparative figures as to the cost of
running deposit accounts in other countries as well as Canada?—A. As to the
cost of operations in other countries?

Q. Yes—A. Yes, they are published in very considerable detail in respect
of American banks, and it would be possible—it is a rather substantial volume
of statistics—but it would be possible to make one or more copies available.

Q. You say that the cost of running these accounts was a figure of about
14 per cent outside of interest, and I was rather surprised at that. That seems
to be the crux of the whole situation about this cost, and if it could be
definitely established that not only in Canada but elsewhere the cost of running
deposit accounts was that high figure, it would have a great bearing upon
public controversy in the matter. I think you ‘might make available to this
committee at some time or other not only the cost of running deposit accounts
in Canada but in some of the leading countries of the world?—A. It is only
possible to get the figures with regard to the United States; they are not
published in the United Kingdom or anywhere else that I know. The segregation
of costs in regard to the loaning business, and the deposit business is an estimate
which we have made here. There may be similar estimates in the United
States, but I am not aware of them. However figures with regard to earnings
and operating costs in considerable detail for American banks are available. As
a matter of fact, I noticed that the cost figures of banks in the United States
with total liabilities of about $2,000,000 aré almost exactly the same as the
costs in Canada; but that is understandable because the Canadian banking
bUS{ness has a large number of small branches and its costs of operation are
obviously considerably greater proportionately than those of, say, the big New

ork banks. Our costs of operation in Canada are about the same as those
of a small country bank or a small town bank in the United States.

Q. What I had in mind was that Mr. Towers might at some time present a

statement on that to the committee in a brief form, before we get through?—
A, All right.

Hon. Mr. HansoN: Is there such a thing as costless credit?
The Wrrness: No.

Mr. Fraser (Peterborough West): Mr. Towers, in answer to Mr. McGeer
you said that the credit of the banks is governed by the securities they sold to
the Bank of Canada; would not the cheques that the Bank of Canada issue for
Interest on victory bonds help the chartered banks to get extra credit?

~ The Wirxess: That is a question which relates not only to interest on
victory bonds but indeed to all government expenditures. The proceeds of a
Victory loan are deposited very largely in the ten chartered banks with whom
the government conducts accounts, and only drawn out from those banks
gradually, as the government spends money. The effect of payments made
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from the Bank of Canada towards increasing chartered banks’ cash is offset by
the government drawing money from its balances at the chartered banks.

Mr. MacpoNaLD (Brantford City): Mr. Hanson asked you a moment ago
if there was any such thing as costless credit and you answered No. Could
you amplify that answer and tell the committee why there is no such thing as
costless credit? »

The Wirness: There are two parties to any eredit transaction, the bor-
rower and the lender. If I am the lender and I lend—say, $100 to an individual
without interest: it is costless so far as the borrower is concerned but it is
costing me something to lend it.

By Mr. McGeer:

Q. It is costing you something you never had; costing you a profit you
could have if you had lent it out at interest; is not that your proposition?—
A. Perhaps I should not refer to myself. It is costing my effort and labour to
earn the $100. Let us assume ii is someone else who has earned $100. He has
given up his time and labour to get that $100 and then passes it on to someone
else free of charge. :

Q. Of eourse, in as far as that borrower is concerned it is costless credit
to the borrower?—A. Oh, there is such a thing as costless eredit to the borrower;
someone else pays the shot.

Q. Now, I would like to follow on to page 3 of the report where you make
this statement: “The bank’s holdings of dominion and provineial government
securities were $1,260,375252 on December 31st last, having risen by $243,-
974,530 during 1943. Our security purchases during the year were undertaken
in order to offset the effect upon the chartered banks’ cash reserves of the
increase in active note circulation, and also to bring about some increase in
those cash reserves, for reasons which I shall refer to in a later section of this
report.” I take it that that reference to a later section of the report is to be
found at page 6 which says: “During 1943, the Canadian deposit liabilities
of the chartered banks increased by $748 000,000. In addition, total active note
circulation (including Bank of Canada notes) rose by $161,000,000, making the
total expansion in the volume of money, therefore, $909,000,000 during the
year”?—A. That is correct.

Now, who decides the policy of inereasing the volume of money in circula-
tion in Canada?—A. In-essence, the government, because it was the government
borrowing operations which caused the increase in the deposits of the publiec.
The government found it necessary to conduct those borrowing operations.
The management of the Bank of Canada knowing that, knew also that their
appropriate policy was to buy sufficient, securities so that the cash reserves of the
chartered banks would be sufficient to support the increased volume of deposits
which was produced by the borrowing operations of the dominion government.

Q. Who decided the policy by which borrowing from the chartered banks
gvag é:a(;ri-ed out?—A. T assume that the Minister of Finance and the government

ecided.

Q. Were you consulted with reference to that policy?—A. We are one of
the government’s advisers in matters of that kind, yes.

Q. And you participated in the conversations or discussion, 1 presume,
which resulted in the decision?—A. Yes.

Q. To borrow from the chartered banks?—A. Yes.

Q. That is right?—A. That is right.

Q. And that was a decision by the Department of Finance of the govern-
ment acting on the advice of its technical advisers?—A. A decision of the
cabinet.

Q. A decision of the cabinet acting on the adviee of the Department of
Finance which acted in turn on the advice of its technical advisers?—A. Yes:
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. Q. Were there any orders in council to that effect?—A. There were orders
In couneil covering all borrowings.

Q. General borrowings; but as to whether they borrow from the chartered
banks or elsewhere.

Mr. Crark (Deputy Minister of Finance): Not one laying down the
general policy; but there is an order in council covering every loan to the
government, and made to the Minister of Finance, and it recites that the
borrowing is to be from the general public or from the Bank of Canada or from
“the chartered banks as the case may be.

By Mr. McGeer:

Q. So it is a matter of government policy, and it was decided that it was
necessary, I take it, to borrow from the chartered banks and to authorize
the chartered banks to increase the volume or medium of exchange necessary
for them to finance their borrowing?—A. When the decision is taken to borrow .
from banks and banks agree to the purchase of securities the increase in deposits
1s then automatic.

Q. Was there a shortage of money at that time?—A. No, there was not.
The policy which I understand to have been followed by the government since
fairly soon after the commencement of the war was to obtain their requirements
as far as they possibly could by taxation and by borrowing from the public.
It is the residual amount which is then borrowed from the banks.

Q. Yes. Now, to work out that transaction it became necessary for you to

put at the disposal of the banks $161,000,000 of Bank of Canada cash?—A. I
would put it this way: it became necessary for the chartered banks to sell
sufficient, securities to obtain that additional amount of Bank of Canada cash.
. Q. In any event, whether it was one way or the other, to support that
Increase in bank deposits which the bank used to purchase government bonds the
Bank of Canada issued and made available the necessary cash reserves?—A. The
Bank of Canada purchased securities which resulted in the necessary cash
reserves becoming available and that, of course, is a very profitable operation for
the Bank of Canada. ; ;

Q. You told us in your report at page 3 that it was necessary to offset the
effect upon the chartered banks’ cash reserves—that was a necessary part of
the technique?—A. To offset the increase in active note circulation.

Q. At that time there was how much on deposit in the savings banks of
Canada?—A. The savings banks as distinct from the chartered banks? f

3 Q.? The savings bank accounts of the chartered banks?—A. Shall we pick
a date

Q. In that year—roughly two billion dollars, was it not?—A. In 1943 it
would probably average about $1,900,000,000.

Q. In round figures two billion dollars?—A. Yes. e [

Q. And notwithstanding the fact that there was two billion dollars in the
Possession of the public the policy was decided to increase the volume of money
for loan purposes, for war purposes, by $909,000,000?—A. The $909,000,000 is
perhaps not the best figure to take, because that includes the increase in active
cireulation respecting which the decisions, of course, are taken by the public
The bank deposits increased by $748,000,000. The decision was taken, yes, but
1t was one of those decisions in which there is no element of choice. ’I_‘he govern-
ment had certain receipts from taxation. It had to borrow the remainder of its
cash requirements. It borrowed as much as it could from the public. Had the
Victory loans in 1943 been $800,000,000 larger than they were this increase of
$748,000,000 of bank deposits would not have occurred.

Q. I am taking your own words from your own report on that. Itsays, and
I am quoting from page 6, “making the total expansion in the volume of money,
therefore, $909 millions during the year.”—A. Yes.
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Q. That is right, is it not?—A. Yes.

Q. Do you know of any instance when the publiec of Canada during this war
have been asked to subscribe any amount by the government that they have
not subscribed?—A. The government and the National War Finance Committee
have set a certain goal at the time of each loan, a minimum goal, and then have
done their best to go beyond that minimum by as much as they could.

Q. And in every instance the minimum set by the government has been
over-subscribed?—A. That is right. The response has been perfectly splendid.
I do not think that any criticism is due on the score of the public not having
responded sufficiently. Nevertheless, it does remain true that subscriptions did
rot cover the total borrowing requirements of the government.

Q. Because they were not asked for it. Now I come to another point—

By Mr. Macdonald (Brantford City):

Q. Do you agree with that, “because they were not asked for it”?—A. There
is a practical limit beyond which I think one cannot go, Mr. Macdonald. I
would not like to be too dogmatic on that.

By Mr. Graham:

Q. As a matter of fact, indirectly they were asked, because the Minister
of Finance has always pointed out that the amount mentioned was the minimum
and our people were asked to subseribe as much over that as they could. So in
a way our people were asked. That is true?—A. In a way, yes. It was known
that no subseription would be refused.

Mr. McGeer: You would take all you could get.

By Mr. Kinley :

Q. Beyond that point, it-was inflationary, was it?—A. To resort to bank
finaneing? ‘ ]
Q. Yes.—A. Yes.

By Mr. McGeer:

Q. So that the $909 million was inflationary over and above your bank
deposits?—A. The increase in bank deposits due to government financing is
inflationary in c¢haracter, ves. n

Q. But it did not blow the lid off this time?—A. Due to price control.

Q. Quite agreed. There is just one thing that I think you will agree with
me on and it is this. There is a propensity on the part of people to hold savings
reserves.—A. Yes. o

Q. And as a matter of fact, that has been steadily increasing during the last
rumber of years—A. It is due to the response of the public to the needs of the
situation and to the understanding of the necessity for war savings.

Q. Yes. I think if we took the line from 1914 when our savings were roughly
half a billion dollars—I am using a round figure—you will see they are steadily
increasing up to the figure now of $1,900,000,000—A. I am sorry to say that
during the depression years, for reasons which you can well understand, savings
did not show much increase. .

Q. No. But I am taking the long term view. It recovered from that. It
fell a little in 1932, 1933 and 1934?—A. Yes.

Q. But it gradually got back up and it is greater now than it ever was in _
our history?—A. Yes. :

Q. So that the long term line is a steady increase in the fixed amount of
savings held. They do not vary very much from month to month or year to
year, do they?—A. If one wants to take the actual figures, they were about
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$1,400 million at the beginning of 1935 and by the end of 1938 they had
Increased to about $1,600 million. ’

" Q. Yes, and kept going up and have increased since to $1,900 million. So
that in war and peace, outside of acute times of depression, the propensity to
hold fixed amounts in saving reserves is indicated by the records of the savings
banks deposits, is it not?—A. Yes. During the years mentioned they increased
by about $50,000,000 a year.

Q. Yes. That money is potential spending power in the possession of the.
. beople, is it not?—A. Yes.

Q. And is available for financing government.—A. If—

Q. If the people are willing.—A. If the people are willing to lend it, yes.

Q. Can you see any reason why a government that will conseript men into
the army has not the power to conseript the savings of the people into the service
of the nation in war time?—A. I think that powers such as that should be used
only when they are necessary.

. Q. Only when they are necessary?—A. Yes. In the case under discussion:
if the bank depositors preferred, to a certain extent, to leave their money
on deposit rather than invest it in government bonds, then it is possible for
the government to finance with the banks. It does not need to embark on the
type of action which you suggest.

. Q. No?—A. Involving, as it does, scrutiny of the affairs of every individual
in Canada.

Q. Now, let me ask you this—

By Mr. Macdonald (Brantford City) :
_ Q. Just a minute. Would you enlarge on that, Mr. Towers? Were you
giving that just with regard to consecripting cash? What about conseripting the
securities which individuals hold?—A. That would serve no purpose.

By Mr. Kinley :

Q. The whole idea would mean dictatorship. It could not be done otherwise.
—A. And the examination of every individual’s affairs would necessarily extend
to the taking charge of his budget, because if some one were spending very little,
had saved a lot, why go particularly to him? Why not go to the fellow whose
budget is too large and say, “You come to us every day and we will tell you
what you can spend”?

By Mr. Macdonald (Brantford City) :

Q. But if you conseript the cash to the credit of the account of A, would it
not be grossly unfair not to take the bonds which B has?—A. It depends on the
form of conseription. If it was confiscation, yes. Then you should carry it
through the piece. '

Mr. McGeer: I quite agree.

The Wrrness: If it was forced borrowing, that is another story._

By Mr. McGeer:

Q. We are enforcing borrowing to-day on wages, dividends and that kind
of thing, are we not?—A. Taxation?

Q. No. We are taking a portion and holding it until after the war?—A. Yes.
That is true.

Q. I mean, we are forcing that right now. I mean to say, there is nothing
new about that. What I want to get at is this— —A. I think I would put it this
way in regard to the personal income tax. I think I would regard the whole
th{ng as a tax in the first instance. Then the government, having in mind the
height of that taxation, particularly on those of low incomes, said, “Well, we
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must ease this. We do not want this eventually to be a tax. We want to give
some portion of it back, a particularly high proportion to those with low incomes
and a smaller proportion to the others.” 3

Q. And as I understood that policy, as explained to us in parliament and
explained to us in the publie, it was necessary to take that portion of the wage
earners wages away from him to prevent inflation, that is by decreasing for the
time being during the period of the war, the volume of his buying power in
smoney ?—A. As one of the many means of accomplishing that result, yes.

Q. T do not think we are in disagreement about that—A. No.

Q. I believe that was the reason given.—A. Yes.

Q. By the Minister of Finance to parliament.—A. Yes.

Q. And it certainly was the explanation I made to my constituents as a
member of parliament and I think was accepted in that spirit—A. Yes.

Q. But-it was an inflationary control.

Mr. MacooNarp (Brantford City): What the Governor of the Bank of
Canada said was that it was just one of the reasons.

Mr. McGeer: I grant you it is one. I am only dealing with this one.
1 quite appreciate all the others.

By Mr. McGeer:

Q. Now what I want to put to you is this. Suppose the government had
transferred these savings accounts to its credit, to the extent of one billion
dollars and placed in the chartered banks a savings certificate payable in cash
on demand. Do you think there would have been any greater demand on the
part of the owners of savings accounts to call for the use of that money than
there was when it was merely in the chartered banks?—A. Yes, I do.

Q. Why?—A. Because there is a saying which was common during the
South African war—I shall have to paraphrase it—“I do not mind kitchen
fatigue and T do not mind burial parties, but I won’t be pushed about.” If you
push the depositors about the first thing they will do is walk off with their
cash.

Q. That is theoretical; you have no proof of that, because it has never been
tried?—A. T suppose all estimates of the actions of human beings are theoretical,
but there is a lot to go on.

Q. You have no instances that where savings have been appropriated to
the use of the government in war time that the public have refused to co-operate
in that way?—A. They have not been appropriated by force majeure.

Q. Your wages have?—A. Yes, we have not been able to get wages back;
that is, the savings portion.

Q. If that had been done, then the total .volume of money in circulation
would not have been increased, would it?—A. I think you suggested that it
would be possible for an individual whose savings had been dealt with in that
form to get cash if he so desired.

Q. If he so desired; but I say he would not have any desire at all—A, Tt is
an appraisal of human nature. My appraisal would be that the procedure sug-
gested would give him an urgent desire to get his money back.

Q. Let me put this to you: he has to-day a promise of the chartered banks
to pav his savings on demand?—A. Yes.

Q. That is all he has. He does not now desire his savings; he is leaving
them. as T said, in rather a fixed amount increasing. He has, under the proposal
that T offer, the additional security of a promise on the part of the national
government, so that if the security for the man whose savings were appropriated
to the use of the nation during the war under this plan is greater than it was
before that course was adopted in that he has a savings certificate of the govern-
ment w}}’ich is payable in Bank of Canada cash?—A. Can he get the cash if he
wants it?
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Q. He can get it any time he wants it?—A. Then he will want it. Perhaps
you will forgive me for telling the story of the Irishman who went into a bank
because he had heard something and he was worried that he would not be able
to get his money. As soon as the teller produced the money the Irishman said,
“I do not want it. If I ean get it I don’t want it.”

Q. That is exactly what caused runs on the banks in the past: people were
afraid they might not be able to get their money, and as soon as we set up a
system whereby the banks must be liquid through the aid of the Bank of Canada
we had no danger of a run on a Canadian bank to-day, for the simple reason
that everybody knows that he can get his money and that there is not any danger
of the security of the banks, That is the confidence that the public have?—A. It
Is also necessary to have confidence in the government.

Q. In the government?—A. If the people think:that the government is going
to take any action along the lines you mentioned then they will not lose con- .
fidence in the banks but they will lose confidence in the government.

Q. What I am suggesting to you, Mr. Towers, is that by the course I
propose the security of the savings banks’ deposits holder will be greater than it
18 at the present time. Now, you put this question to me: can the savings
deposit holder get his money any time under the plans which I propose, and I
said yes, and you said that he will want it then. Let me put this question to you.
Can the holder of a savings bank deposit in the chartered banks of Canada
get his money now when he wants it?—A. Yes.

Q. And he does not take it? He holds two billion dollars there?—
. Because it is purely voluntary.

Q. And if he has an additional security hehind that savings deposit of a
promise on the part of the government as well as the banks to pay you say that
he will want his money?—A. If he has been pushed into the security, he wiil.

Q. T do not think there is any pushing in the government asking a savings
bank depositor to place his savings at the service of the nation during this war?
—A. They do ask them to do so and they respond very adequately.

Q. In the control of inflation, the policy adopted by the government and
the chartered banks and the Bank of Canada has resulted in 1943 in an increase
In the volume of money to the extent of $909,000,000, notwithstanding the fact
that there was already in the savings bank deposits two billion dollars of idle
cash; is that correet?—A. It is a question, Mr. McGeer, of extending the educa-
tion which National War Finance Committee are endeavouring to do over a
period of years. The other day on a train the conductor came to me. I am
Sorry to take up the time of the committee with this but it is an illustration. He
Wwas due to retire very soon, and he was one of the best types of our citizens—I
thmlg I need hardly mention that—but he was having a little trouble in making
up his income tax return. So we got together and I hope I gave him the right
answers. He started to talk about vietory bonds and he said that he bought
Some; in fact he had used some of the money he had in a savings account for

at purpose. He said that he used to have $1,700 in his savings account and
now he had only $500 and it worried him because if he or his wife should become
sick there was just $500 for an emergency, and not $1,700. I told him that if

€ needed the money he could sell his victory bonds at once. He said, “I suppose
that is true, but it worries me to have only $500 instead of $1,700.”

Q. If he knew he had a savings certificate in the savings bank and that the
government would meet that emergency any time he wanted that money he would
€ Just as well off; would he not?—A. If our educational processes were carried
ar enough I think that man—1I should not say that man, because he had
rought his account down from $1,700 to $500—but others who have not bought
bonds would buy more at the time of the loans. It would be a voluntary process
as the result of education, a voluntary action on the part of Canadian citizens.
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Q. Let me put another angle to you: if we transfer those savings from the
banks to the use of the government the chartered banks would cease paying inter-
est on the savings banks’ deposits which runs what?—A. 1} per cent.

Q. So that would be taken away as a cost to the chartered banks, would it
not?—A. Yes.

Q. And if the government paid the same amount to the savings bank
depositors they would be getting the money for 14 per cent?—A. Yes.

Q. So that there would be no inerease in the total volume of interest paid;
there would be a transfer of the payments from the chartered banks, which are
a substantial part of the whole community, to the whole community; but there
would be no increase there in the volume of money in issue or in the interest
actually paid to the holders of savings deposits?—A. But there will be an increase
in the amount of interest paid by the government.

Q. Yes, but I mean to say that the transfer would be from a portion of the
- community represented by the chartered banks and all their shareholders and
other ramifications to the community as a whole, but the government would be
getting money at 14 per cent instead of 3 per cent as for victory bonds?—A. Oh
no, the bank financing done by the government does not cost us on the average
15 per cent.

Q. It does not cost you 14 per cent?—A. No.

Q. But your victory bonds cost you 3 per cent. I am suggesting to substi-
tute this for vietory bonds, not by inereasing bank loans?—A. The same effect
would be produced if in the case of one of our victory loans the government
offered to pay 1% per cent.

Q. Very well. On page 3 you gave us a profit and loss statement. You say:
“The net profit from our operations in 1943, after providing for contingencies
and reserves, was $15,911,478.79.”

An Hon. MemBer: Mr. Chairman, it is 1 o’clock.

Mr. MacpoNaLp (Brantford City): Mr. Chairman, if you are going to
close the discussion now 1 would like to say that T think Mr. McGeer has brought
out a lot of information with is very valuable to the committee, and that Mr.
Towers has given a lot of information which is also very valuable to the
committee. Mr, McGeer has suggested, Mr. Chairman—I de not know whether
he intended to or not—that the government should take over the savings accounts
in the banks throughout the country. I would not want that suggestion to go
out from this committee. I do not think it is the consensus of opinion of the

members of this committee that the government should take over all the savings

accounts in the chartered banks in Canada. 1 do not think this' committee
agrees with that suggestion. I am afraid that if that suggestion were to go out
there would be a terrific run on the banks. I should like to make it perfectly
clear, so far as I am concerned—and I think I speak for most of the members
of the committee—that we are not in accord with Mr. MeGeer's suggestion that
the savings accounts should be taken over.

Mr. McNeviN: And you can add a lot of others.

Mr. McGeer: That is a matter of discussion that we can come to later
on. We will deal with that then.

The CuarMAN: Gentlemen, is it your pleasure to continue with the exam-
ination of the Governor of the Bank of Canada to-morrow?

Mr. McGeer: I am going away. I will be back on Monday. I thought I
had made that plain.

The CHAIRMAN: Other members may want to say somethmg

Mr. McGeer: Oh, yes.

The CuamrMaN: By the way, Mr. Tompkins has some statements Whlch he
requires permission to file and have printed so that they may be made available
to members of the committee. Is that your pleasure, gentlemen?
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Some hon. MemBErs: Carried.

The Cuamman: Shall we adjourn?

Mr. Tucker: Just before we adjourn, there is one question I should like
Mr. Towers to fetch us some particulars on, if he can. He suggested that 30 per
cent of our national income was based upon export trade. It seems to me a
greater proportion of it is really based upon export trade than that. I wish we
could have some figures on that to-morrow, if possible.

The Cramman: Gentlemen, I presume there is no need for a meeting of
the subcommittee, then.

Some hon. MemBERs: No.

Mr. Stagar: When do we adjourn to?

The Caammman: We adjourn until to-morrow morning at 11 o’clock.

The committee adjourned at 1.05 p.m. to meet again on Thursday, May 18,
at 11 o’clock a.m.

May 18, 1944.

The Standing Committee on Banking and Commerce met this day at
11 o’clock a.m. The Chairman, Mr. W. H. Moore, presided.

The Cuamrman: We shall proceed with the business of the day, gentlemen.

sitts (1\)/Ir. Towers filed the following answers to questions asked at a previous
lng o

ANSWERS TO QUESTIONS BY MR. TUCKER

1. Mr. Tucker inquired regarding the availability of statistics of operating
¢osts of banks in other countries comparable to those which have been given
for the chartered banks by the Minister of Finance. The only country which

oW to be making such information publie is the United States and the latest
gures available are for the year 1942. In making a comparison between
anadian and American bank earnings and expenses, it is only proper, as I
mentioned yesterday to exclude from the American statistics the banks in the
arge financial centres. I believe that the group of banks called “country member
aI}kS”, comes closest to being comparable with the chartered banks. This group
of ‘country” banks includes most American banks which are members of the
e(‘i‘eral Reserve System; in 1942, 6,275 out of 6,679 member banks were classed
4 “country” banks.

Total * operating expenses of “country member banks” in 1942 were
1:94 per cent of total assets. Excluding interest on deposits, general operating
Xpenses were 1-59 per cent compared with 1-79 per cent in Canada. Another way
I which the operating expenses of American banks may be compared with those
of chartered banks is on the basis of banks with assets between one million and
W0 million dollars—i.e. banks about the size of the average Canadian banking
office. The figures for this group of banks show that in 1942 total operating
€Xpenses were 1-92 per cent of total assets. Excluding interest on deposits gen-
er;l Cg]perating expenses were 1-51 per cent compared with 1-79 per cent in

nada.

There are many reasons why the two figures do not agree. For one thing,
taxes paid by the United States banks were relatively lower than in Canada. For
another, I believe that on the average the “country member banks” are able to
0 a somewhat larger volume of business under one roof than are the chartered
; 55315(8 operating in a much less densely populated area, which tends to reduce
. I am not aware of any available figures for the American banks which
divide general operating costs between the cost of administering assets and the

22047—11
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cost of doing a general deposit banking business. But since the totals of these
two types of expense are quite similar in the two countries, I assume that the
breakdown if available would also show a close degree of similarity.

2. Mr. Tucker also inquired yesterday if the proportion of our national
income derived from external trade was not higher than 30 per cent. When I
appeared before the Committee in 1939 I presented certain comparisons between
exports and national income in the years 1926-37. These figures were based
on the only statistics of national income available at that time which were those
of net national income. Since that time estimates have been made of the gross
value of our national product which naturally are larger than the net income
figures. I believe that it is more accurate to relate exports to the gross national
product statistics producing a somewhat lower ratio which bounces around from
year to year but has averaged about 30 per cent in the period 1939-43.

ANxswer 10 QuEsTION By MR. McGEER

Mr. McGeer asked for the amount of Bank of Canada notes held by the
chartered banks at December 31st each year from 1938 to 1943. These figures
are as follows:—1938, $56-8 millions; 1939, $70-6 millions; 1940, $98-3 millions;
1941, $116-3 millions; 1942, $121-1 millions; 1943, $122-9 millions.

Mr. Graaam F. Towers, Governor of the Bank of Canada, recalled.

Mr. Fraser (Northumberland): Mr. Chairman, I wonder if I could ask a
few questions for the purpose of clearing the record?

. The CHAIRMAN: Yes.

By Mr. Fraser (Northumberland): _

Q. Yesterday the Governor of the Bank of Canada, if I understood him
correctly, made a statement that the chartered banks do not lend their depositors’
money. Is that correct?—A. That the chartered banks do not lend deposits,
their deposits being a liability. Their assets are, in a sense, administered on
behalf of the depositors. Their assets consist of securities and loans. If
depositors withdraw deposits, it is true that the lending capacity of the banks
would be pari passu reduced.

Q. I can see the point that you bring out, Mr. Towers; but it seems to me
that, after all is said and done, the banks are the repositories of customers’
credits.—A. Yes.

Q. The implication is that the customer has deposited for future use the
value of his production or his labour?—A. Yes.

Q. And that deposit is a credit on the bank’s ledger in his favour available
for withdrawal?—A. Yes.

Q. As he requires it?—A. Yes.

Q. But in the meantime, the bank is paid in some cases for the storage of
Kle ‘r{_noney and in other cases he pays for the privilege of storing that money?—

."Yes.
2 YQ. So on the debit side of his ledger he loans the money as a broker?—
. Yes.

Q. To some other individual who wishes to use it?—A. Yes.

Q. So notwithstanding what you have said—and I interpret what you said
as an explanation of the loaning of the reserves of a bank—it does not seem to
me to eliminate the fact that the bank does loan depositors’ eredit.—A. I think
with that, put in the way that you have put it, I would agree.

Q. May I direct another question, Mr. Chairman, to the Governor of the
Bank of Canada. If he agrees with that, is it not true that banks are dealers or
brokers in credit?—A. Yes. 1 '

Q. And is it not true that if they did not constitute the repository of the
aggregate of individual credits, they would not be able to loan in excess of their
reserve?—A. In excess of their capital and reserve.



BANKING AND COMMERCE . 103

Q. Their capital and reserve?—A. That is right.

Q. So consequently, to clarify the record, you now agree that banks do loan
their depositors’ money?—A. Yes.

Q. Thank you.

By Mr. Macdonald (Brantford):

Q. Just one question along that same line. Yesterday it was suggested that
the government should take over, conscript or seize—I do not recall the word
used—all the moneys in the savings deposits in the commercial banks. What
effect, if any, would that have on the lending powers of the banks?—A. It need
not have any effect any more than the flotation of victory loans affects the
bank’s position, because when a loan is sold substantial amounts are withdrawn
from the current and savings accounts of corporations and individuals and are
put into the government’s accounts with the chartered banks, so that the sum
total of their assets and liabilities does not change in that process. There is a
shift from the deposit accounts of individuals and corporations into the deposit
accounts which the government maintains with the chartered banks. Then as
the government spends those funds, it withdraws them from the government’s
accounts with the banks and pays them out to contractors, suppliers and so forth,
who re-deposit the money in their own individual accounts with the banks.
There is first of all the movement from the accounts of the public with the
banks into the government’s accounts and then out of the government’s accounts
mto the individual accounts again.

By Mr. Graham:

Q. May I follow that up a little bit further? It seems to me that
section 59, which is the section which, as you properly po_mted out to Mr: MecGeer
yvesterday, merely provides that “the bank shall maintain a reserve which shall,
as provided in the Bank Act of Canada, be not less than 5 per centum of such
of its deposit liabilities as are payable in Canadian dollars”, and so on. It is
that particular provision in the Bank Act which has given support to a great
many arguments that are appearing in this committee and elsewhere with regard
to the ability of the banks to pyramid their loans on the securing of legal tender
in the shape of Bank of Canada notes or securities provided by the Bank of
Canada Act, which would constitute a legal reserve. Is not that true? That is
the section that gives rise to this argument we are listening to here, is it not?—

Yes.

Q. Mr. Macdonald has asked you if the taking of the actual cash in the
savings deposits of the chartered banks by the dominion government and the
substitution therefor of dominion securities would or would not affect the loaning
capacity of the banks. I agree with the answer given by you, provided those
securities stayed in the chartered banks. But suppose that the process of taking
the moneys from the savings, the deposits and the replacement by securities
resulted in a loss of confidence in the depository of the people’s money. Then
you would seriously affect the loaning capacity of that bank.—A. Yes, indeed.

Q. That is the point I want to make clear. It is only because the depositing
public have implicit confidence in our banking institutions that the banks are
permitted to pyramid their loans from nine to one, or ten to one or twenty to
one. Is that not true?—A. That is correct. _ :

Q. Once you destroy confidence, they are reduced immediately to a one to
one bagis?—A. That is right. It then becomes impossible, practically speaking,
to carry on business.. k. V0

Q. Exactly. And secondly, when you speak-—quite properly, I realize—of
the collective banks’ situation, which number ten. But if one single bank among
those ten lost the confidence of its depositors, it would no longer be in the posi-
tion the collective ten banks are in at all. Is that not true?—A. That is true.
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Q. And it would be faced with the necessity of reducing constantly the ratio
of its reserves to its loans, until, if that lack of confidence kept up, it would be
reduced to the position of only being able to loan its actual available capital
and rest funds?—A. That is true.

By Mr. Jaques:
Q. Would you agree that every bank loan creates a deposit?>—A. Oh, yes.
Q. And when you were a witness before this committee in 1939—
Mr. GragaM: May 1 interrupt you, Mr. Jaques in order to ask one ques-
tion there on the basis of that answer?

Mr. Jaques: Yes.

By Mr. Graham:

. Q. You say—and I have often heard it said—that every bank loan creates
a deposit. But that is not literally true if the moneys that were borrowed were
taken to pay a debt in the United States or a foreign country.—A. It remains
true in Canada, yes. Let us suppose that a corporation gets a loan of $500,000.
As it gets that loan, the bank credits its account with $500,000. If the corpora-
tion then proceeds to use that money as it will, because that is the reason for
borrowing—it does not, borrow money to leave it idle—it pays out that $500,000,
shall we say, to some one who sells United States’ exchange to that corporation.
It nevertheless remains true that the sum total of deposits in the country has
been increased by $500,000.

Q. What if it were paid to somebody in the United States?—A. It can only
be paid to some one in the United States by buying United States’ funds from
some Canadian who has them available. Then the $500,000 deposit created by
the loan is paid over to the Canadian seller of the exchange and by him deposited
in his bank.

Q. Thank you.

By Mr. Jaques:
Q. When you were a witness before this committee in 1939, Mr. Towers—
Mr. Brar: Louder, Mr. Jaques. '

By Mr. Jaques:

Q. When you were a witness before this committee in 1939 you were asked
on page 285 of the report. “Q. Then we authorize the banks to issue a substitute
for money?” You said, “Yes, I think that is a very fair statement of banking.”
Then on page 456 1 asked you this question, “Q. You will agree with the state-
ment that has been made that banks lend by creating the means of payment?”
Your answer was, “Yes, I think that is right.” Then on page 455 I asked you
if the banks lend the money of their depositors and your answer was, “The
banks cannot, of course, loan the money of their depositors.” That was at page
455. You went on to say, “What the banks have done is to make loans and
investments which result in a certain sum total of deposits. In respect to
savings that amount is $1,600,000,000 odd. Now what the depositors do with
these savings is something quite beyond the control of the banks.” Then there
is one more question I asked you: “Q. You have agreed that banks do create
money?” You said, “They, by their activities in making loans and investments
create liabilities for themselves. They create liabilities in the form of deposits.”
You would of course agree with that to-day.—A. Yes, as I would have five years
ago, ten years ago or any time in the past. ;

Mr. SvagaT: Mr. Chairman, I have two problems that I should like to
discuss very briefly with Mr. Towers. If you will permit me to do so, I should
like to make my position clear in just a word, and it will enable the witness,
I think, to better understand the help I want to get from him. I am absolutely
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opposed to the socialization or the nationalization of our chartered banks, and
that is not an issue here now, as Mr. Coldwell was good enough to say that he
regards the house as having disposed of it. I want to say that I think it would
be a calamity. If you will permit, because there is some impression that I am
an enemy of the chartered banks or the bankers, I want to say, as I said in the
‘house, that I have no fight with the banks. The banks render good service—
some of my friends of the banking fraternity are here—and they are entitled
to a fair profit. The bankers are doing a splendid patriotic job in our war
effort, and I say with great earnestness to these banking gentlemen sitting here
in this room that they are amongst the finest and best citizens in the country.
Having said that, I hope I shall not be misunderstood because I am going to
quarrel with one element of the present banking situation.

By Mr. Slaght.:

Q. Then, Mr. Towers, I am going to direct some questions to you on two
points. The first is that the right to issue currency and credit should be re-vested
in the Canadian people. through parliament and not permitted to remain in the
chartered banks where it at present rests in part. The second is that the Minister
of Finance and the government should not borrow for government needs from
the private banks by creating debt-bearing securities sold to them, but they
should borrow from the Bank of Canada for strictly government needs, if you
cannot secure sufficient money from the public by taxation and victory bond
methods. Those are the two points. I just want to state them to you so you
will be aware of what I want to know. I assume that you would agree with me
that under our British North America Act, our constitution, section 91, the
control of banking, the public debt—I am reading from the statute—currency
and coinage, banking, the incorporation of banks and the issue of paper money
are all subjects placed within the exclusive jurisdiction of the federal govern-
ment?—A. Yes. ‘

Q. That is common ground. °T suggest to you that by issuing banking
charters and then setting up our requirements under section 59, we have delegated
or given to the chartered banks the right to create the medium of exchange or
in other words the right to create money, using money in that sense—A. Yes. In
order to do so, however, you will agree that the banks have to maintain the
confidence of their customers.

Q. Well, that goes without saying.—A. Yes.

Q. With anybody in any business.—A. Yes.

Q. I am not going to raise the issue about whether that is a monopoly or
not. But I should like to settle with you what is the capital of the ten chartered
banks. I have taken the figure of $145,500,000 from the last Canada Year Book
published by the government, at page 815. They set out the capital in 1941 at
$145,500,000. On the same page they set out the rest or reserve fund at
$133,000,000. Would you agree with those figures as accurate?—A. Yes.

Q. Yes. I am not overlooking the fact that bank shares have gone up and
down, and some people may hold them now and may have paid more than the
rate at which the original capital was subsceribed. But am I correct in saying
that the capital of the banks to-day is $145,500,000?—A. Yes.

Q. Yes. My friend Mr. Hanson was in doubt about that. Now, Mr.
Towers, our Minister of Finance has put the matter of what is standard banking
business in language with which I entirely agree. If you do not mind, I am going
to quote his deseription of orthodox banking which will be found in Hansard of
July 15, 1942. It is very concise. May I read it to you:—

Everyone familiar with the working of the banking system-knows
that the moment the banks get their hands on additional cash—I mean by
that Bank of Canada notes, or deposits by the Bank of Canada which are
convertible into Bank of Canada notes—when the banks get those reserves
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in their hands powerful forees are set in motion to get the banks to buy
-securities themselves, to make loans themselves, so that the deposits of
the chartered banks will be seven, eight, nine or ten times as great as their
cash reserves. That lies at the base of their whole profit-making activities;
the way they make money is by lending more money than they have.
What they have is their cash reserves; and unless a bank has out several
times—six, seven, eight, nine or ten times—its cash reserves, it is not
being profitably, or from a banking point of view, properly conducted.

Do you agree with the minister and with me that that is, in short, a summary of
the business of banking in that aspect?—A. Yes.

Q. So that we find they may lend, as there put, nineteen times more money
than they have, but to be safer, in practice they lend up to nine or ten times
more money than they have?—A. That is one way of putting it. They lend an
amount or purchase securities—the two things go together—to an extent which
involves them in a certain volume of deposit liabilities to the public. They feel
that those deposit liabilities cannot go beyond a figure of ten times the amount
of their legal tender cash, approximately.

Q. Quite so; and that has been the practice for years. I have traced it
back. They have maintained that ten to one ratio pretty consistently. May I
try to illustrate my point by putting this to you, Mr. Towers. Assume, if you
will, that our friend the chairman secured a new bank charter starting from
scratch, and that he persuaded his friends around Whitby to join him by putting
in $100,000 in real money to start a bank. Suppose he got a charter, making
the number of banks eleven instead of ten. Would it be possible for my
friend’s bank, with $100,000 in the vault and no other assets except their building
perhaps, to start with that $100,000 in the vault and lend to Mr. A $100,000
if Mr. A handed in his note through the wicket? They, of course, could do
that, lend customer No. 1 $100,000, could they not?—A. Yes.

Q. And they would then have a note.of Mr. A lying in the vault along
with $100,000 real money, and they would enter in the pass book a credit to
Mr. A ordinarily which would justify him in believing that he could demand
from that bank the next day $100,000 in cash if he wanted it?—A. Yes.

Q. Now, Mr. B comes in next day and Mr. C, and so on, nine other gentlemen,
they come along to that bank and the banker has, under the present practice,
loaned each of the other nine $100,000 and made a credit entry in the bank’s
books showing that each of the other nine could come along the following day
day and if he wished also demand from the bank $100,000?7—A. No. It cannot
operate that way.

Q. I suggest that they do operate that way.

The CuARMAN: Please allow thé governor to answer.
Mr. SvacHT: I am sorry.

The Wirness: Now, we are speaking about the chairman’s hypothetical
bank in Whitby. That bank can take the first step you mention. At that
stage it has $100,000 in legal tender cash which is received from those who
subscribed to the capital. It makes a loan of $100,000 to Mr. A, the first arrival
on the scene, and credits his account as you outlined. That borrower, however,
proceeds to spend the money. He will be paying out that money to a number
of individuals who do not do business, I am afraid, with Mr. Moore’s bank.
They have not quite understood how good a bank it was, and they have other
connections. Therefore, through the clearing, the chairman’s bank will have to
pay out to other banks a large proportion of the $100,000 of legal tender cash
that you mentioned a moment ago.

Mr. SracHT: Possibly all.
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The Wrrness: Yes, possibly all, unless the chairman is fortunate enough
to include amongst his clients those who are receiving payments from Mr. A.

The CuAmRMAN: Just a moment. Where does Mr. Tompkins come in?
The Wrrness: He is not there that day.

The CuarrmaN: But he comes around, does he not? Tell us about Mr.
Tompkins.
The Wirness: His duty is to satisfy himself that Mr. A is a good risk.

By Mr. Slaght:

Q. I thank you for that. But will you assume with me for a moment
that the people around Whitby who borrow would not be disloyal and that a
good many of them would come back and deposit their cheques in this bank?—
A. It would not be only the people around Whithy; it would be the people in
Vancouver and Halifax as well.

Q. Now, Mr. A has had his transaction to the extent of handing in his
promissory note and having a credit in the bank of $100,000, and for ten days
he does nothing. Then along come Messrs. B, C and D, in that ten-day period
and they have a similar transaction but up to date it has not suited any of
them for ten days, or five days, if you like, to do any checking against the
promise of that bank that each of them may have $100,000. Can you conceive
of that?>—A. Yes, I can. In that case the chairman’s bank has a ten day lease
of life, but a terrible time on the eleventh day.

Q. That is what I am afraid of. On the eleventh day all the ten gentlemen
present themselves at the bank door and say to this bank: “We would like our
money.” That means $1,000,000—ten times $100,0007—A. Yes.

Q. All that is in the vault is the $100,000 of Bank of Canada notes that
he started with, or money, and nine promissory notes on which he has loaned
$1,000,000. Now, why should he have the privilege of lending $900,000 that he
has not got security for and would be unable to pay if payment was demanded
of him?—A. He has got security, because we will assume that the ten borrowers
are good risks and that in due course the amounts will be repaid; but he has
not got sufficient cash immediately to pay the claims of the depositors. In other
words, the chairman’s bank has to close its doors. At this stage I think we
should make it someone else’s bank—

Mr. MacpoNALD (Brantford): Are not the notes worth something?

The Wrrness: Yes. The bank has closed its doors because it is unable to
meet the the claims made against it in cash. Under the Bank Act the liquidator
‘réake-s over and assuming that the loans are good the depositors will be paid off in

ue course.

Mr. Fraser (Northumberland) : At this point it seems to me to be necessary
to interject what I have found in my experience with bankers. When Mr. Slaght’s
customer, A, went in to the bank to borrow $100,000 the banker probably, through
the usual channels, would say, “We want $100,000 of Canadian victory bonds to
support that loan”; and even following Mr. Slaght’s argument in its entirety,
when the bank ended up with a loan of $1,000,000 to ten people they would
haye $1,000,000 of equally liquidatable securities in their vaults, and as I under-
stand the evidence given heretofore, at that point they could take those securities
to your bank, Mr. Governor, and get Bank of Canada notes on the borrower’s
hypothecations to the chartered bank, or Mr. Moore’s bank. Is not that the
way it would work?

The Wirness: They could do that for a temporary emergency, but they
could not do it as a continuing thing. In other words, the central bank is really
the lender of last resort. Always they are willing to lend in the case of an
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emergency, or for temporary purposes, but not willing to make loans to banks
which are outstanding year in and year out. The banks will stand on their own
feet as a steady diet.

Mr. Fraser (Northumberland): 1 agree with that but I still come back to
my point; they will know that they are going to stand on their own feet.

The Wirness: Exactly.

The CrARMAN: Do I understand that the Whitby bank loans without any
security ?

Mr. SuagET: Oh, no, you would have securities in your bank.

The CuAIRMAN: Are they realizable securities?

Mr. SracaT: I thought you would be in Parry Sound, not Whitby, because
up there we are very thrifty and careful about the way we lend the money.
But, let me come back to this—

Mr. McNevin: Is it not true that in giving security to banks for loans in a
good many cases those securities are not as readily negotiable as victory bonds?

The Wirness: Undoubtedly. In any event, if I may add one thing here, the
banks, even if they have victory bonds cannot sell those securities because they
hold them as collateral; they might borrow against them.

By Mr. Slaght:

Q. Instead of contemplating the eleventh day raid, permit me to suggest
that those ten customers, having borrowed only $1,000,000 at $100,000, thdt they
carry their loans and that the money was lent to them at 6 per cent, so that
at the end of a year that bank will have received 6 per cent on $1,000,000 out-
standing in ten loans; is that clear?—A. If such an imaginary bank would do the
things that no bank can do. I do not find it possible to go along with you there
because it is a bank which never was on sea or land.

The CuamrMAN: Cannot we have practical illustrations?

Mr. SvacHT: Let us have them.

By Mr. Slaght:

Q. I will put this to you, and you can say no if I am wrong: a bank, as has
been said, lends nine or ten times more money than they have, and that is the way
they make their money. If, in the instance I have suggested, they lend ten
customers at 6 per cent, at the end of a year, they have received $60,000 in inter-
est, or gross profit on a capital that they started with of $100,000. In other
words, a gross profit of 60 per cent on their investments. Do you say no?—A. I
do say no, because I say such a thing does not exist and cannot exist.

By Mr. Macdonald (Brantford):

Q. Why can it not exist?—A. Because the bank will find that the amount of
its loans cannot be nine times the amount of its cash. If its total assets are
$1,000,000 you will find that, perhaps, $300,000 of that is in the form of loans,
$400,000 or $500,000 is in the form of securities, most of which are short term,
some of which are treasury bills $100,000 or $200,000 is tied up in cash or is
afloat in cheques or is in balances in other banks on which nothing is earned;
so that the average earned on the assets of $1,000,000 which are mentioned will
be far from 6 per cent; it will be something of the order of 3 per cent, I suppose.

Mr. Fraser (Northumberland) : Would you say till money or vault money
that is tied up? ;

The Wirness: I was referring to the earnings on the assets of $1,100,000
which includes cash.

Mr. MacpoNaLp (Brantford): That would still be a substantial profit if it
were 3 per cent.

{
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Mr. SvacaT: The 3 per cent would work out at $30,000.
The Wirness: Gross earnings.

By Mr. Slaght:

Q. Would the gentlemen who got together and put in $100,000 have as
gross earnings $30,000 at the end of the year?—A. No; because during the
course of the year they have to pay the expenses.

Q. I said gross earnings; we will come to taking off the expense of banking
“in a moment?—A. Yes.

Q. Now, is there any other business in Canada—perhaps you answered this
question yesterday—

By Mr. Graham:

Q. May I ask this qestion? In the light of Canadian banking experience,
if this theoretical bank were established at a single point with all the rights
and privileges given under the Bank Act and only operated at one single branch,
in the light of our banking experience would not there be a likelihood that the
bank would sooner or later go broke?—A. Not necessarily go broke, but I do
not think it could do the amount of business you could put in a thimble.

Q. Is there any such type of bank operating a single branch and attempting
to do what Mr. Slaght suggests in Canada—operating within the powers it has
under the Bank Act?—A. There is one bank which has only one or two branches
and it has been established quite a long time, but of course the volume of its
business is modest.

Q. The great majority of them have passed out of business or have been
consolidated under the chartered banks?—A. Yes.

By Mr. Slaght:

Q. Very properly you point out that on this transaction of $30,000—I put
it at $60,000 as the gross—we mll have to see what it costs the bank to
Operate‘?—-A Yes

Q. I am going to give you what you will like better, perhaps, the factual
experience of the ten chartered banks in 1943. The minister was kind enough
to put it on Hansard at page 2620 and he showed that undoubtedly he got this
data from the banks. There were three sources of gross revenue: first, interest
and discount on loans, $60,000,000; interest, dividends and trading proﬁts on
securities, $48,000, 000—I am using round ﬁgures—and then exchange, commis-
sions, serv1ce charoes and other current operating earnings $35000000 total
gross operating revenue $144,500,000. It does seem odd that that is just Within
$1,000,000 of their total capital 'of $145,500,000. That is a coincidence.

(Statement referred to by Mr. Slaght is made part of the record on
Instruction by the committee.)

22047—12
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Statement of Current Operating Earnings and Expenées and Other Information
For the Ten Chartered Banks
(Millions of Dollars)

Average of Financial
financial years year
Current Operating Earnings: 1929-43 1943
1) Interest and Discount on Loans............c..ccouun. 77-5 60-6
2) Interest, dividends and trading profits on securities. ... 35-0 48-7
3) Exchange, commissions, service charges and other
current operating earnings.........c.co0ceiveviin 26-2 35-2
(4) Total Current Operating Earnings. ...........ccccveu.n 138-7 144-5
Current Operating Expenses:
5) Interest on x;i)ee'poeit,s ................................. 36-0 24-5
6) Remuneration to employees.......ccvvuevvveecrassnns 42-5 49-7
7) Provision for $aX08.. " cacasins Gonssosppnsasarsnmss 10-5 15-9
8) Contributions to pension fund................... 1-5 2-1
9) Provision for depreciation of bank premises.... 4 1-8 2-3
(10) All other current operating expenses................. 20-0 20-4
(11) Total current operating eXpenses...........oc.veeee.. 112-3 114-9
Supplementary Information:
{’12} Dividends to shareholders............ccoovi.aon.i.n. 13-6 9-6
13) Net amount of current operating earnings available for
losses on loans, investments and er assets and
for other contingencies........... iR sk IR ok 12-8 20-0
(14) Net amottgnt of capital profits, including non-recurring g B 3
£ I L b g s a8 B ey . .
(15) Average annual amount required for losses or specific
provision for losses on loans, investments and other
aseets, less recoveries during the fifteen financial
years endinF the year to which this return relates. . 13-8 13-8
Ratios to Total Assets V' )
Total current operating earnings..........c.ccevueevoenees 4-02% 2:86%
Total current operating eXpenses...........c.cooeeseceoocn 3-26% 2-289,
Average annual amount required for losses or specific pro-
vision for losses on loans, investments and other
assote, lesh Téooveries. ... il i sl Ll il 0-40%
Shareholders net income @ .. .5 i is.eiiizsnconsssmsasvis 0-449, 0-35%
Ratio of Shareholders’ Net Income @ to Total Published Share-
holders’ Equity....c..occceincecueoss T e sl e e , 5-09% 6-03%
Ratio of Deposit Interest to Total Deposits................... 1-25% 0-53%
Ratio of Interest on Loans to Total Loans...... G« S e < 5:29% 4:55%
Ratio of Interest, dividends, ete.,” on Securities to Total
Securities ... .ciivivieiiiiiiidiia s eiesiiidivivicisans 2:80% 1-85%
Total i Prblishad ~ Asset@ SV . ciwvs sl Tiv es 3 5sd W #4575 4o aln sl gle L85 $3,446-8 mm. $5,047-0 mm.
Potal SRS T iion, b oo i s b St e r A TR + ot e pod s o N Y T R AP 1,465-9 “ 1,330-4 "%
Total” Barticitiam Gl o, 0 oy o S d BT s wolo de o S oV 1,248-0 2,634-0 “
Pkl T DEDME P, 2715 Eibabs DER s st IUE , iU o BIRY, S0 2.936-9 4.606:9 “
0

Total Sharehalders! iBGUALY 22 ..c: i civomnms s saseiog s enssiays 294-9 ¢ 291-9 “

w Averaﬁ;ee based on published month-end returns.

@ Shareholders’” Net Income has been taken as the sum of dividends, net capital or non-
recurring profits and net current earnings available for losses less average, annual net amount
required for losses in 1929-43.

Now, as I said that is their gross operating profit of last year, and we find
that the total current operating expenses last year were $114,900,000?—A. That
too is not very far from their capital, but that is a coincidence also.

Q. That is also a coincidence. Now, let us carry our simple arithmetic
further. I would point out to you that included in expense operation very
properly is provision for taxes, $15,900,000. So that the $29,500,000 difference
between the $114,900,000 on the $144,000,000, plus $2,000,000 more that is in
there for profit, plus the $15,000,000 which has been set aside for taxes indicates
to my mind that last year on a capital of $145,000,000—an original capital of
$145,500,000—the banks made net, except for taxes, $47,000,000. Will you
assent to that?>—A. I cannot say that anyone makes anything with the proviso
“except for taxes”.

Q. I will come to them.—A. I think that nowadays everyone realizes that
very poignantly.
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Q. Don’t we all? I am pointing out that in making their money by lending
to the needy borrowers—because you must be needy before you borrow—that
with a capital of $145,500,000, in order to enable them to pay their taxes and
have a profit for themselves, théy made a profit of $47,000,000, and then they
pay the government $15,500,000 for taxes, and that $29,500,000 on which they
only paid out some $9,000,000 last year in dividends—I would not suggest that
because this inquiry was approaching that the dividends were less sweet than
heretofore—is it not a fact that out of the business of lending to the people of

" Canada they made a gross profit of $47,000,000?7—A. I do not think that reflects
the situation.

Q. Is that a true statement or a false statement?—A. It is a statement
which to my mind conveys a wrong impression.

Q. Oh, you will not say it is a false statement—

The CraAamrMAN: Let the governor continue, Mr. Slaght.

The Wirness: One has to allow for operating losses on loans as a part of
the ordinary course of doing business because they do take place every now and
then, and taxes, because the dominion government insists upon collecting them,
and it is only after having paid all such charges, such as losses on loans and
taxes, that what I would call a profit remains in so far as the shareholders are
concerned. '

By Mr. Slaght:

Q. Then may I point out to you that we have from the minister, furnished
to him undoubtedly by the chartered banks or rather furnished to his official,
statements that the banks themselves have handed him, that they took in a gross
profit of $144,500,000 and it only cost them $114,900,000.

Mr. MacpoNaLd (Brantford): That is not profit, that is earnings.
Mr. SvagaT: Earnings. Gross earnings is the proper phrase.
The Wirness: Yes.

By Mr. Slaght:

Q. And after earning those earnings it costs them, including $15,000,000
paid out in taxes, $114,900,000?—A. And on the average $13,800,000 for losses.

Q. Now, I want to deal with that. They do not put in this statement the
$13,800,000. Let me read you item 13: “Net amount of current operating
earnings available for losses on loans, investments and other assets and for
other contingencies, $20,000,000.” There is not a suggestion that they lost a
dollar last year, because if they had it must go into the cost of operating, so
they simply tab the balance of $29,500,000 as setting it aside for possible losses.
Can you tell me what was lost last year by the ten banks?—A. I can tell you
what their average losses over this period of fifteen years are.
.. Q. Would you answer the first question? Can you tell me—I do not think
1t is possible unless you have the information with you—but I should like to
know what the banks lost last year, because in their statement they do not make
any item for lost money; they have told the people that their profit is
$2_9,500,000?—-A. It was not in fact; and if the making up of the statement in
this form conveys that impression then I would say that that is not the fault of
the banks, because they were asked to provide a statement in this form. One
Must include in any estimate of operating costs the figures for losses, so that if
this $13,800,000 which represents the average losses over a period of years turns
out to be actually the losses for 1943 I would say that their operating costs in
that year were not approximately $115,000,000, but $129,000,000. .

Q. Now, we are going to have, I hope, from the bankers what their actual
losses were last yvear, and when they come with that information we will know

OW much of the $29,500,000 in profit, net profits, they lost last year. I will pess

Tom that. Now, I want to take up another matter. You will agree that in tle
2204712}
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stress of war we have to borrow from somebody other than the people the added
sum that we have needed for our war effort. In other words, we tax and get,
perhaps, half of it; we then try to borrow in victory loans—and we have had a
very successful one—but, the story shows, on top of that, that the finance
minister has had to go to the chartered banks, and at the end of last year this
government, of Canada owed the chartered banks $2,500,000,000 in round figures.
You appreciate that?—A. I do not recall the figure.

Q. I can give you the reference. I am stating it to you?—A. You are refer-
ring to the banks holding Dominion of Canada securities?

Q. Yes, I am saying that the ten chartered banks have locked up in their
vaults holdings of dominion and provincial securities in excess of $2,500,000,000.

Mr. MacpoNaLD (Brantford City): That is including the vietory loans you
mentioned originally.

Mr. SragHT: No, it is not.

Mr. MacpoNALD (Brantford City): The two billion dollars does not include
any Dominion of Canada bonds?

Mr. SvaguT: Of course it does; it includes about $800,000,000 of Dominion
of Canada securities,

The Wirness: I do not know how many provincial securities are in that
total.

By Mr. Slaght :

Q. May I suggest this to you: the banks ought to be made to disclose to
you so that you can review it how much of that $2500,000,000 consists of
provincial securities and how much of dominion securities, because they had to
know that themselves when they handed you the total figure. May I say it will
be fair to say that only a small part of that $2,500,000,000 is in provincial
securities and the overwhelming sum is in dominion securities?—A. I think a
substantial proportion was dominion, yes.

Q. I go further and I suggest th.at there is not 10 per cent in provineial
securities. Mr. Tompkins is here and he can get it for you ?—A. T do not know.

Q. You do not know. He will have to get that. And the trouble is that
this is a composite picture so that when one banker comes here we have got
only a tenth of the story. I had hoped you could tell me. Assuming that 90
per cent of the debts in the vaults making up the $2,500,000,000 consists in
obligations of the Dominion of Canada to pay to the chartered banks, then the
rate on long term securities, from 24 per cent perhaps, or 3 per cent, and on the
short term £ of 1 per cent, would give me a figure of about $20,000,000. That
is. what, the taxpayers are paying this year to the chartered banks by way of
interest on government debts.

Mr. MacponaLp (Brantford City): Mr. Chairman, let us try to get the
record straight. I want to get it cleared up in my mind. I understood Mr.
Slaght to say that the government obtains this money by taxation which is not
sufficient to pay the government accounts from year to year, therefore, in
addition to that they borrow money from the public in the form of victory loans,
and in addition to that they borrow certain moneys from the commereial banks—

Mr. SvacHET: And you can add some from the Bank of Canada, as Mr.
Towers will tell you.

Mr. MacpoNaLp (Brantford City): —from the commercial bariks and the
Bank of Canada. Now, is the $2,500,000,000 which the government owes the
commercial banks in addition to that amount which it owes on outstanding
victory bonds?

The WirnEss: On victory bonds in the hands of the public?
Mr. Macpoxarp (Brantford City): No, the total.
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The Wirness: No, the overall dominion debt is such and such a figure. Of
that a portion, say, two billion dollars odd is held by the chartered banks, another
portion is held by the insurance companies and corporations and a large amount
by the general public.

Mr. MacooNaLd (Brantford City): Yes, say that the indebtedness of the
government to the banks is in a certain amount on victory bonds and a certain
amount in treasury notes.

The Wirness: And all other types of securities, because there are many
pre-war securities, of course, in those portfolios.

Mr. MacpoNALD (Brantford City): So it is not correct ‘to say that the
dominion government owes the banks $2,500,000,000 in addition to.what moneys
are owing on all the victory bonds that are outstanding?

The Wirness: No. It is part of the total government debt. ;

Mr. NosewortHY: I think, Mr. Chairman, the question we are trying to
get at is as to total borrowing from the banks; does that include the money that
the banks have invested in the victory loans or is it apart from the money that
the banks have put into the purchase—

Mr. SvacaT: Of course, it does.

The Wirness: In fact, it is represented by dominion government securities
which the banks have purchased.

Mr. Fraser (Northumberland) : Just to keep the record clear again, assuming
that Mr. Slaght’s total is correct, around two billion dollars that the government
has borrowed from the chartered banks—is that money that was loaned against
the government securities for customers’ deposits in the savings bank and
probably might be determined at 1} per cent—is that correct?

The Wirxess: I think I understand the meaning of your question. I think
it relates to this: assuming for the sake of argument that the banks’ holdings of
dominion government securities are two billion dollars—

Mr. SvagaT: May I give you the figure. On the 31st of December, 1943,
the chartered banks held $2,627,000,000 of dominion and provincial securities.

The Wrrness: Yes, showing the combined figure of dominion and provincial
securities, $2,600,000,000, which they held I think one gets a clearer view of the
picture if you say that the dominion and provincial governments are not borrow-
ing that much from the banks, considering the banks as the owner of the
securities; they are borrowing it from the savings and current accounts of the
depositors, and the banks are acting as an intermediary.

Mr. Fraser (Northumberland): In other words, the banks are servicing the
stored-up savings of the people of Canada?

The Wrrness: Right.

By Mr. Fraser (Northumberland) : :

Q. And in that servicing they provide a protection and on their savings
accounts pay the people of Canada on the money loaned against the $2,000,-
000,000 or $2,500,000,000, 13 per cent?—A. Yes.

Q. So that it boils down to the fact, as I said a little while ago, that the
banks are the custodians and the brokers and the bookkeepers— —A. And
the agents. :

Q. —and the agents of the people of Canada; and they, in that capacity,
lend those savings to the government against government securities at 13 per
cent or up to 3 per cent; is that correct?—A. Or as low as three-eighths:

Q. On call loans?—A. On treasury bills.

Q: On treasury bills or call loans?—A. Yes.
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By Mr. Jaques:

Q. Is it not a fact, Mr. Towers, that every bank loan and every bank
purchase of securities creates a deposit?—A. Yes, a liability to the customer.

Q. Then apparently in one statement you say the banks lend their deposits
and in another statement you say that every time they lend money they create
a deposit?—A. It is a question as to which comes first, the hen or the egg.
That is our difficulty.

Q. I do not think it is quite that. You made a straight-forward statement
that every time a bank lends money it creates a deposit.—A. Perhaps this may
help. A bank makes a loan. Other things being equal, that creates a deposit.
The deposit finds its way into the hands of people other than the borrower—
that is, into the hands of third parties—and is a liability of the banking system.
The bank, in order to carry on, in order to be able to continue to hold its
loans or securities, must gain the cooperation of the depositor in leaving his
deposit with the bank; so that in that case you may say the depositor, who is
not the borrower—he is the third party and he has a claim against the bank—
so to speak says, “I will leave that with you and you can administer it for me.
You can hold that loan or you can hold dominion government securities on
my behalf.” But if that depositor said, “No, I will not cooperate with you in
this way. I want my money in cash,” then the bank would have to sell a
dominion government security or call a loan in order to provide the cash for
the customer.

The CuamrrMAN: Mr. Tucker has an interruption.

Mr. Tucker: I wish to ask a question to clear up something.

Mr. JaQues: I have not finished yet, Mr. Chairman.

The CuarMAN: Very well.

By Mr. Jaques:

Q. You made a statement, Mr. Towers. You agreed this morning that
banks lend money by creating the means of payment. That has nothing to
do with lending morey which iz already in existence. They lend by creating
the means of payment; and if they did not do that, could you explain how it is
that the amount of deposits increases? If they only lend what is already in
existence, how could the deposits in the chartered banks increase?—A. I did
not say that they lent only what was already in existence, because it is possible
for a bank, by increasing its loans and investments, prov1ded it does not get
out of step "with other banks, to enlarge the volume of deposits.

By Mr. Slaght:

Q. And they create money, as you told me a few minutes ago.—A. Yes.
But it remains true that at any given moment the bank or the banking system
can only continue to have loans outstanding or to hold securities provided that
the depositors are willing to leave their deposits with the banking system.

Mr. Fraser (Northumberland): Mr. Governor—

. The CuAIRMAN: Just a minute please. Mr. Tucker is the next interrupter.

Mr. Fraser (Northumberland): 1 should like to clear up this point of Mr.
Jaques.

Mr. MacpoNALD (Brantford City): I do not think Mr. Towers was through
giving his answer.

The Wirness: There is one thing I should like to mention. I think Mr.
Jaques’ difficulty is that he believes that, if a bank is faced with the need for
making payments to customers, it can itself create the means of making those
- payments. I think that is the trouble; and, of course, that is not the case.
For example, if a bank or if the banking system is faced with demands from

———1
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depositors who wish to withdraw $500,000,000 in cash, I think Mr. Jaques
believes that the bank can create the means of payment to meet that demand
in that amount.

By Mr. Jaques:

Q. That is not the idea at all. That is one reason why it has been
suggested that the banks needed 100 per cent reserves. It is because we know
that, as a consequence of their lending more money than there is in existence,
“they may be called upon to meet an unexpected demand for cash payments
and it may cause a bank failure—A. No, not if they are solvent.

Q. Well, they are solvent as long as there is not a general demand for
cash on the part of the depositors.—A. There will not be a general demand
for cash except as a result of a panic or fright.

Q. Quite so.—A. If there is such a panic or fright, the Bank of Canada
is there; and under those circumstances, no bank would have any difficulty
in getting all the funds it wanted to pay up the frightened depositors.

By Mr. Slaght:

Q. May I suggest that that would be at the expense of the taxpayers of
the country through the Bank of Canada who would go to the rescue of the
bank which was smashed?—A. On the contrary, it would be a very profitable
operation to the Bank of Canada and the taxpayer. However, I do not wish
that that operation should take place, of course.

Q. No, and none of us do.—A. It would be a bad thing for the people of
the country.

Mr. Svagar: If Mr. Tucker wishes to ask a question or so, I have no
objection.

By Mr. Tucker:

Q. I should like to get the figures right. I did not follow them wvery
well. In the statistical summary of the Bank of Canada it shows securities
held by the chartered banks, and I understand the figures taken by Mr.
Slaght are for the end of December, 1943. Those figures, as I find them here,
ire:Y Dominion and provincial securities under two years, $1,664,000,0007—

. Yes.

Q. And over two years, $963,000,000?—A. Yes.

AQYAS I understand it, those include deposit certificates and treasury bills?
—A. Yes.

Q. And the $963,000,000 are over two years?—A. Yes.

Q. Those do not include securities left by customers of the bank to secure
their own borrowings?—A. No, they do not.

The CuamrMAN: Mr. Fraser has an interruption.

Mr. Fraser (Northumberland): There is just one point I should like to
get cleared up at this particular time. .

An Hon. Mewmser: Louder, please.

The Cuamrman: Will you stand up, Mr. Fraser?

By Mr. Fraser (Northumberland):

Q. The point I should like to get cleared up is this. You have agreed
that the banks loan their depositors’ funds?—A. Yes.

Q. That is correct. We have also agreed in this committee—and I think
you have agreed—that a loan creates a deposit?—A. That is right.

Q. Now the point I want to get on the record is this: it does not matter
from whose farm the wheat comes to the elevator, the function of the elevator
tontinues, the cost of that function continues; and if in the process of one to
ten or ten to ome, the velocity and flow of money continues or increases
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through the services by the banks, the cost of these services continues. Is
that correct? —A. I am sorry. I do not quite follow that.

Q. Not being a banker, perhaps I cannot get it across. My point is
this: as the currency or the credit increases, the function of the banks must
be there to take care of it, to service it.—A. As the volume of deposits and
transactions increases?

Q. Or the volume of currency that comes through your bank?—A. Yes,
that js right.

Q. The function of the bank increases and the cost of service increases?
—A. That is right.

Q. Is that correct?—A. Yes.

Q. So that regardless of the fact that, through the operating of your
banking system, you expand one to ten or ten to one, the servicing of that
turnover takes place and the cost is there?—A. That is right.

Q. In other words, the banks act as bookkeepers of the nation and supply
the service in the expapsion of the credit and the currency?—A. That is
correct.

Q. So they are entitled to a fee for keeping the books of the people of
Canada?—A. That is right.

Q. That is my point.

Mr. MacpoNALD (Brantford): Just a reasonable fee, though.

Mr. Fraser (Northumberland): A reasonable fee.

Mr. Mclurarra: There is just one point I should like to make. A few
minutes ago in a question put by Mr. Slaght he made reference to Mr. Ilsley’s
remarks in the house on Tuesday, May 2; he made reference to a statement
of current operating earnings and expenses and other information for the ten
chartered banks which is found at page 2620 of Hansard. He then framed
his questions on that statement. I wonder if we could not have that state-
ment shown in the evidence today at that point? It would be very helpful
in following the questions and answers.

Mr. SuacaT: Yes. It only takes up a page.

Mr. McIirarta: Yes. It would be very helpful in understanding fully
the import of the questions and answers.

Mr. SuacaT: Yes.

The CuamrMmAN: What is the pleasure of the committee? Is it the
pleasure of the committee it be put on the record?

Some Hon. MemBers: Carried.

Mr. MacpoNaLp (Brantford City): 1 think Mr. Towers said that he thought
;h:t }ilnformation was put in an unfortunate manner, that it was not clearly set

orth.

Mr. StacaT: We will have the bankers here who will clear that up, because
it is essentially the business of the banks that Mr. Ilsley has collected the data
on. Mr. Tompkins, I think, could tell us in a word that it is absolutely correct.

Mr. Tucker: Mr. Cha1rman that will appear, will it? I am concerned
about it because there will be copies of these proceedings going out to many
people who have not got Hansard.

The CuHARMAN: So the committee decided.

Mr. Tucker: I seconded the motion.

The CralrmMAN: We have voted on it, and the committee decided that it
would be included.

Mr. SuagHT: It has been decided to include it.

Mr. MacpoNaLp (Brantford City): If Mr. Towers thinks it should be
atmgldedt or put forth more clearly, I believe we ought to have a clearer
statement.



BANKING AND COMMERCE 17

The Wrrness: I would say I made that statement only because the form in
which this is furnished seems to have led to a misunderstanding. I think it is
just a question of how the table is printed. If item No. 15 was put immediately
under item 11, perhaps that would be an improvement.

The Cuamrman: The explanation will also be recorded in Hansard.
Mr. SvacHT: Yes.

By Mr. Slaght:

Q. Then, Mr. Towers, I suggest that you succumbed to the sweet tones of
my friend Mr. Fraser when you told him a few minutes ago that the banks are
the agents of the people. I suggest that is not true, but rather that the banks
are independent contractors who contract with any citizen who goes in their
doors to do business with them, that they are the agents and servants of their
shareholders and not of the people of Canada. What do you say to that?—A. I
say their first duty is to the people of Canada.

Q. You say their first duty is to the people of Canada?—A. Yes.

Q. That is what you say.—A. Of course I realize that in using the word
“agent” I was doing so as a layman and not in the legal sense.

Q. No. I think you were seduced into using the word by my friend
Mr. Fraser—A. Speaking again as a layman—

Q. As a layman, yes.—A. —I regard the bank as my agent.

Q. My friend is a dangerous man. You must keep your eye on him. May I
put it this way to you: their primary duty is not to their shareholders, you are
asserting?—A. No. Their, primary duty is to the public.

Q. You say their primary duty is to the public?—A. Yes.

Q. May I suggest to you that the shareholders of the chartered banks in
number—and this is a figure I think of two years ago; Mr. Weld will have it—
were 51,071, which is less than one-quarter of 1 per cent of the people of
Canada?

The CuARMAN: Just a minute, Mr. Slaght. Are you not making a false
comparison there? You are comparing the number of shareholders with the
children in cradles?

Mr. SvaguT: Quite so.

The CramrmaN: And those at high school and so on?

Mr. Stacur: Yes. How would you do it, sir?

The CmamrMAN: I think I would make a breakdown before I made that
statement. First of all, I would have information as to who are the shareholders.
Do T understand you to say that there are no companies that are shareholders,
having 50,000 or 60,000 shareholders? I would have that broken down.

Mr. SvacaT: I have not purported to make any such statement, Mr.
Chairman.

The CuARMAN: You took a statement of the number of shareholders and
compared it with the total population of Canada. .

Mr. StaguTr: Certainly. You can do only one thing at a time, Mr. Chair-
man. I did not want to get bulky questions here that involved four or five
answers.

The CuAmMAN: Oh, well.

By Mr. Slaght:

Q. Do you assent that, approximately, that is your understanding of the
number of shareholders who own shares in-the chartered banks?—A. T have not
got the number before me, but let us assume that is correct.

Mr. MacpoNALd (Brantford City): Can we keep the record straight? Does
that number of 51,071 include incorporated companies?

Mr. SvacmT: Certainly.
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The Wirness: Yes.
Mr. MacpoNaLp (Brantford City): And each incorporated company is just
regarded as one shareholder in the bank?

The Wirness: Yes.

Mr. MacDoxarp (Brantford City): Although that incorporated Company
may have hundreds of shareholders? :

The Wirness: Quite so.

Mr. SvacHT: Quite so. I was coming to that, Mr. Macdonald. The chair-
man, I hope, will not accuse me of wanting to conceal the position there. You
can only do things one at a time, Mr. Chairman.

The CuamrMAN: The only thing is this, Mr. Slaght, if you will pardon
me for saying so. I heard you make a statement in the House of Commons,
and I did not hear you come to the other part of it.

Mr. StacHT: You may recall that my forty minutes expired before I was
through. There were many things that I should like to have mentioned.

The CuamMaN: All right.

By Mr. Slaght:

Q. Let us have no misunderstanding about it now. As I view it, Mr. Towers,
an insurance company might be a shareholder of the chartered bank, and that
insurance company might have tens of thousands of policy holders who would
be interested in that investment?—A. Yes.

Q. Yes. That is all clear now, I hope.

Mr. MacpoNALD (Brantford City): Yes.

Mr. SracaT: I want to conclude as soon as possible, and I also want to
make way for any other gentleman who might want to interrupt.

Mr. MacpoNALDp (Brantford City):- I do not think you should hurry. It is
very enlightening.

The CuammMan: Take your time.

By Mr. Slaght:

Q. Mr. Towers, let us assume for a moment that the taxes have not been
sufficient, along with our victory loan borrowed money, to service the needs of
the nation. Mr. Ilsley told us a year ago that he had to go to the chartered
~ banks to borrow some more money. Now I want to put this to ‘you. Suppose

this morning the minister wants to borrow $2,000,000. I suppose he has this
alternative. He can go down to the Bank of Montreal with a bond and sell it
to the bank. Let us say it is a twenty-year bond bearing 3 per cent coupons.—
A. No, it would not be.

Q. You say it would not be. I say it has been.—A. No, it has not been.

Q. I suggest to you that it has been.—A. I am not aware of any cases.

- Q. Do they not include in that $963,000,000 which you told Mr. Tucker was
secured by purchase from the government, any bonds bearing 3 per cent interest?
—A. There probably are a few which they bought in the market, but very few.

Q. What would you like to reduce my 3 per cent to?—A. When the Minister
of Finance goes to the banks to undertake a borrowing operation, he will either
do so on the basis of deposit certicates which have six months to run and bear
interest at the rate of 4 of 1 per cent per annum, or the longest he will go would
be, or has been in the past, a security of approximately two years bearing 14 per
cent interest.

Q. Could you ascertain for us how much 3 per cent debt there is due by
Canada to the banks included in that $93,000,000 of over two years?—A. I
should think that is a question which should be addressed to the Minister.

Q. You say it should be addressed to the Minister? Perhaps we might
have Mr. Tompkins make a note of it.
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By Mr. Fraser (Northumberland):
Q. That 1} per cent is the savings rate?—A. Yes.

By Mr. Graham:

Q. Mr. Towers, in the longer-term loan that the Minister theoretically
might go to the banks on, what type of acknowledgment is there given? Is it a
tlcabmy note or a promissory note or what? You mentioned in one case deposit
certificates?—A. Yes.

Q. What type of security is given in the longer-term loan?—A. It has been
a two-year or approximately two-year bond, bearing interest at 1% per cent.
In other words, the form of the piece of paper is approximately the same as those
which are used for the general public, only the denominations are larger and
they are probably registered instead of bearing coupons.

By Mr. Slaght:

Q. All right. If I may, I should like to finish my trip with the minister to
get the $2,000,000 that he wants. Before we leave that, would you like to
reduce my 3 per cent to 2:69 per cent? I have seen that figure mentioned.—
A. No. I should like to reduce it to 4 of 1 per cent.

Q. Oh, you cannot do that, sir, because on securities over two years, I
suggest to you that is not the rate of interest. What do you say to that?—
A. Yes. But we were talking about borrowings being arranged by the minister.

Q. Yes. I will come back to that, if you do not want to give me a figure
although you quarrel with my 3 per cent. He has now gone to the chartered
bank with a bond, as you have told us, maturing some time in two years or
more. He puts that through the wicket and the bank lock it in the vault and
-they credit him on their books with $1,000,000.—A. It was a $1,000,000 bond?

Q. Yes, start with that—A. Yes.

Q. Then he checks against that account to the John Inglis Company or
any other company, for the needs of the government. That money, as you
pointed out, when he checks it out of there, trickles back in by way of deposits
or otherwise into the ten chartered banks?—A. Yes.

Q. Now, Mr. Ilsley goes, let us say, with the other $1,000,000 bond to you
at the Bank of Canada and you lock it up in your vault, you credit him with
$1,000,000 in your books.—A. Yes.

Q. And he checks that out and it gets into the chartered banks ultimately.
Now the Bank of Canada in that sense is the same as all the people of
Canada. If you put the bond away with interest on it in your vault; you are
doing it for all the taxpayers of Canada?—A. Yes.

Q. So that he gets debt-free money when he goes to you to borrow?—A. He
gets it, yes.

Q. Debt-free money?—A. It is debt-free so far as the minister is concerned.

Q. Quite so—A. Minus our cost of operation.

Q. We will come to the cost of operation later. So far as the Minister is
concerned it is debt-free. A. It is not debt-free so far as the recipient of the
money is concerned.

The Cramman: Order, please.

By Mr. Slaght:

Q. What debt is attached to it so far as the Minister is concerned, repre-
senting the people of Canada? The people of Canada pay no interest on that
$1,000,000 at all, do they? A. But the people of Canada hold the cash.

Q. They hold the cash? A. Yes, which the Minister has spent.

Q. Well, be it so. Do you agree that in borrowmg that $1, 000,000 he gets
it free of debt? He horrows it free of debt?

Mr. Fraser (Northumberland): He is taking in hlS‘ own laundry.

The Wirness: It is interest-free but not debt-free.

\
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By Mr. Slaght:

Q. All right. That suits me. It is interest-free money. A. So far as the
dominion budget is concerned.

Q. Yes. A. But of course, assuming the Minister is acting on behalf of the
Canadian people, then it is the Canadian people who suffer such disability as
there may be in lending to the Minister without interest.

Q. Yes. Well, let that be so. He has got the $2,000,000 by different routes.
In the one case the people of Canada are paying interest on the bond they
take to the chartered bank, are they not? A. Yes.

Q. Yes. If I suggest that is a more desirable way to finance the nation’s
needs—that is, through the Bank of Canada—than to pile up two billion and a
half of debt-bearing securities in the chartered banks, may I put it to you
that there are just three stock answers or objections. Perhaps you would like
to hear them. The first is that it would not be fair to the chartered banks.
You have heard that put forward by the bankers, have you not?

The CuarmaN: I never did. ’

The Wirness: No. I have heard that it would not be fair to their customers.

By Mr. Slaght:

Q. Well, to their customers. All right. Then the second is that it might
cause inflation, if we leave the Bank Act as it is, to borrow from the Bank of
Canada and release that Bank of Canada money, which in turn would let the
chartered banks have that much more to pyramid ten times on. A. Yes.

Q. That is what that means? A. Yes.

Q. Mr. Ilsley was good enough to tell us in an article published in Maclean’s
magazine, which I have, that it is no more inflationary to brrow from the Bank
of Canada without any interest burden—as you have admitted—than it is to
borrow from the chartered banks. He predicated that, of course, on the basis
" of our depriving the chartered banks of what Mr. McGeer calls a “monopoly”,
namely the power to lend nine times more money than they ever had. You
would agree that, if we change this section 59 and insert 100 per cenf in place
of 5 per cent, then the inflationary creation of that new money would have the
same effect whether you borrowed it from the Bank of Canada or from the
chartered banks? A. It would have this.peculiar effect, that parliament would
be passing a Bank Act which purported to authorize the conduct of the banking
business in Canada and at the same time would be forbidding the conduct of
the banking business in Canada.

Q. Oh, Mr. Towers! Forbidding? A. Yes.

Q. Let me point this out to you—

Mr. Graaam: Make impossible.

By Mr. Slaght:
- Q. “Make impossible,” says my friend. A. That is right.

Q. The assets these people started out with years ago were $145,500,000?
A. Yes.

Q. And their reserve was $133,000,000? A. Yes.

Q. Their bank buildings, free of debt, were valued at $70,000,000. A.
Those are on two different sides of the balance sheet. s

Q. I do not care whether they are or not. I am showing there what they
give their bank buildings to be, free of debt. That is what they say they are
worth. A. That is part of the $278,000,000.

Q. Quite so. That is part of the $278,000,000. I was including that.
A. Yes.

Q. $145,500,000, $133,000,000, $70,000,000 worth of buildings. A. No, Mr.
Slaght. $278,000,000 is their liability to the shareholders. Of that $278,000,000,
$70,000,000 is in bank premises.
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Q. Well, I cannot agree with you.
The Cuamrman: What is the point of disagreement?

By Mr. Slaght:

Q. The point of disagreement is this. They put $145,000,000 in the pot
of the bank to start with as capital. A. Yes.

Q. They have earned enough profits over and above what they paid out
in dividends, sometimes at 14 per cent and 16 per cent, to set aside in rest
~account $133,000,000 more. A. Part of that rest account represents payment
by the shareholders from their own funds.

Q. I do not care what it is. They have set it aside as a rest account
which accrued to the bank out of profits. A. No. A large portion of that came
from shareholders’ subscriptions and did not accrue from profits. However,
the sum total of the capital and rest is $278,000,000.

By Mr. MacDonald (Brantford City):

Q. Where does the $70,000,000 buildings come in? A. Part of the $278,000,-
000 provided by the shareholders has been invested in bank premises..

By Mr. Coldwell:

Q. How much, apart from the capital, was put up by the shareholders?
A. There are figures for that.

Mr. Towmpkins: They were filed yesterday.

The CuarrMAN: They will be in the record.

Mr. SvacHT: Something like $60,000,000°?

Mr. TompkiNs: Very roughly, yes.

Mr. SvaguT: Very roughly, that figure is $60,000,000, Mr. Coldwell.

By Mr. Slaght: ‘

Q. And the banks have another asset, I suggest, Mr. Towers. We have
reduced them now to $40,000,000 of their own bank bills; that is, the printing
Rres; bills that the banks have had. That is down to $40,000,000, is it not?—

. Yes.

Q. May we add that as another asset?—A. No. That is a liability.

Q. You say that is a liability?—Who in the world is that a liability to?
They took some paper and ink and printed a $10 bill and then they loaned it to
somebody. Where is the liability about that?—A. The man who holds the note
has a claim against the bank.

Q. The man who which?—A. The man who holds that note in his pocket
has a claim against the bank.

Q. He would only get a claim for two fives or five twos.—A. He has got a
claim for Bank of Canada cash.

Q. Bank of Canada cash?—A. Yes.

Q. All right. You would not hesitate to furnish Bank of Canada cash if I
presented a $10 Bank of Commerce bill to you (exhibiting) ? ;

The Cuamman: Will you file that as an exhibit?

- The Wrrness: I think that is a Bank of Canada bill.

Mr. SvacuT: If it is a liability, you do not want it filed Mr. Chairman.

I think you are asking for it because you realize it is an asset.

The Wirness: It is your asset.

By Mr. Slaght:
Q. Yes, my asset, of course—A. But it is the bank’s liability.
. Q. Now, Mr. Towers, are you serious? Because we have repented of our
Sinfulness in permitting the banks fifteen years ago to print money to the extent
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of $150,000,000 and we are compelling them each year to reduce that by some
$10,000,000; and we have got them down to $40.000,00. have we not?—A. Yes.

Q. And do you tell us that that $40,000,000 which they created with paper
and ink, and have been lending for twenty years, is a liability of the banks?—
A. Indeed I do.

By Mr. Fraser (Peterborough West) :
Q. Is not that their 1.0.U.?—A. Yes; and here we do get to the core of the
situation. If it is thought it is anything else but a liability, the whole discussion
becomes fantastic.

By Mr. Slaght:

Q. Well, it is not fantastic to me.—A. I mean, we must walk before we can
run; and if that is not understood, then how can we discuss the broader aspects
of banking, when we have gone astray on the simplest thing?

Q. Let us get back on the track, then, if we have got off it. I piled up there
$278,000,000, and then did you put Qomcthmg on top of it?>—A. No.

Q No?—A. I took the buildings off from the top.

Q. You took the buildings off that, yes. That is $278,000,000 that these
bankerg put up originally plus some earnings they made and set aside as a rest
and reserve; and that, of course, is their money and no one will want to interfere
with them, certalnly not I. That being so, let me ask you if they have roughly,
on time dep051ts called savings bank accounts about $1,600,000,0007—A. Oh,
two billion, we will say

Q. Two bllhon‘?—A About two billion.

Q. It has gone up, then, to two billion savings. Now, if in clipping their
wings by changing section 59 we still evolve that the Bank Act which permits
them to lend to customers at 6 or 7 per cent, what they like, first from $145,000,000
and next the $133,000,000 which by thrift they pile up as good business men, and
to lend the equlvalent—and I use that word advisedly—of the two billion dollars
that has been loaned to them at 14 per cent, that is a total of $2,300,000,000, and
let them go on lending that to the people—is not that enough for the banking
business to jog along with?—A. I do not quite follow what happens to the
remainder?

Q. The remainder is this—the remainder is $2,500,000,000 worth of securities
that they hold against the taxpayers through Mr. Ilsley for which they did
nothing but enter a scratch of the pen until we come to the service business; but
leaving the servieing out—A. How can you?

Q. I am going to leave it out for the moment. In other words, let me
say this: this is something I cannot see the fairness of—to permit the bankers
to pay the service charge that they render to certain customers only out of the
taxpayers’ money when the taxpayer pays the interest on those loans. You are
paying the interest and the banks lend it and they can go on lending to Mr.
Ilsley when he needs it, and the taxpayers must go on and pay the interest on
those borrowings. We should have that in order that we may determine the
expense of servicing—A. And pay the interest and operating expenses.

Q. All right. I understand that that view has been made clear by others as
well as you. I suggest that those who have the benefit of service charges should
pay for the service charges rather than the taxpayer. Is that bad business phil-
osophy?—A. I think this is really a taxation question and not a monetary
question.

Q. Would you answer that question? Is that bad business philosophy, that
the people who receive these Services from the banks should be the people to pay
for it and that it should not be paid by the poor people who never had a bank
account in their lives?—A. Well, I think if we go a little further—

Q. Go as far as you like—A. T think question No. 1 is: is it desirable that -
people who have money in savings accounts should receive 14 per cent interest—
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Q. I do not want to argue that with you—A. Now, that is one of the costs
of operation of the chartered banks.

Q. That is true. It does not work out at 14 per cent really when you take
it over a three month period?—A. It works out a little over 1 per cent.

Q. Let us call it about 1 per cent?—A. Yes, as far as the banks are
concerned.

Q. And the customer also.—A. If the customer has left the money in he
gets 14 per cent.

. Q. When we talk about 14 per cent, the customer does not get it; he gets
about 1 per cent?—A. On the average. Then there is the cost of salaries and
£0 on.

Q. Yes, I think that bankers earn the large salaries they receive. I approve
of that?—A. Now, if it was desired to reduce the amount of interest, the amount
of interest paid by’ the government on the securities which are owend by the
banks, you would have, first of all, to see what expenses it would be possible
and desirable for the banks to reduce. If, for example, it was the view of parlia-
ment that no interest should be allowed on savngs accounts, then there would
be a substantial reduction in the costs of the banks, and it might then be—in
. fact I think it would then be possible to say to the banks, “pass on that benefit
to the government by lowering the interest rates on government bonds which
the banks own’’; or it would be possible for the government to express the view
that greatly increased service charges should be applied on the operation of
current accounts or savings accounts where there are many cheques issued. The
government, could express the view that the banks should collect from their
customers, shall we say, $20,000,000 more a year in that way, and that again
the banks should reduce the interest rates on the dominion government securities
which they hold. That is the factual way of approaching it—to approach it in
any other way I think gets us lost in generalities—but if the government were
taking steps along the lines you have in mind they should accept the responsi-
bility of saying just how it should be made possible; either by cutting out the
interest on savings deposits or greatly increasing charges on the operation of
accounts or in some other form.

Q. I am going to make a suggestion—in the first place you have not
‘answered my question at all as to whether it is sound business economy and
philosophy that those who receive the benefits should be the ones to pay’ for
them and not these others; now, is that so?—A. Yes; but I think that under the
operation of the existing system they are doing so.

Q. Do you?—A. Yes, except for this, that if ‘a person has, shall we say,
$10,000 in a bank—we will say it is in a current account—and practically no
cheques are issued no service charge is applied; but hundreds of years ago, in
the days of the goldsmiths, if a person had money on deposit with the goldsmiths
he actually was charged for that. If you wanted to set up a system by which
a person who had $10,000 on deposit and did not receive any other service was
charged $50 a year for the privilege that would be possible, but not popular.

Q. Do you wish me to pass from the question I put three times; as to the
soundness of that as economic philosophy in general; is it sound?—A. I say it
18 sound, and that is what is taking place now.

Q. Now, we are getting to another ground.—A. Yes.

Q. I suggest to you that millions of people in Canada have no bank
accounts at all; what do you say to that?

Mr. McNevin: How many millions?

-The Wrrness: It is possible. I do not think there are.

Mr. McNevin: I have the totals of the number of deposit accounts in
Canadian banks, and the total is 5,400,446 in current and savings banks together.
There are duplications. I take 10 per cent off that, and if you do vou still have
over 5,000,000 accounts in a population of 11,500,000 people.
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The CuamrMmaN: Including the women and children.

Mr. McNevin: Yes. I think that is a very substantial ration.

Mr. SraguT: It is nice to have my friend’s view of ratios, but my point
for the moment is that only half of the people of Canada are accounted for,
and there are those who have no accounts at all—

Mr. McNevin: I wish to answer that in addition to that we have a very
large number of accounts in provincial savings offices, we have our post office
departments which the hon. member spoke very well about, and we have a very
large number of trust and loan savings companies and I think we will greatly
increase the figure of five million people.

Mr. SrtacuT: My friend may add that for some purpose other than I am
getting at, because the post office accounts have nothing to do with the services
rendered by the chartered banks. I think it is right for me to reject my friend’s
added suggestions and I will say why in a moment. If half the people have
bank accounts and the other half have not bank accounts I suggest to you that
there are 950,000 taxpayers in Canada who are having deducted at source some-
thing from their wages every day—people who earn less than $150 a month. Are
you familiar with that figure, Mr. Towers?

The Wirness: I am not, but I accept it.

By Mr. Slaght :

Q. And that those taxpayers and those who have not any bank accounts
at all are paying part of the interest as taxpayers on this $2,500,000,000 that we
are paying interest to the banks on. That would follow, would it not?—A., Along
with all other forms of government expense, yes.

Q. Now, we hope to have, with Mr. Tompkins courtesy, a break-down
shortly of this whole department, but I do not want it to be said that I did no#
put it to you. We are going to have a break-down of this interesting item of
exchange, commissions, service charges and other current operating earnings
$35,000,000. You cannot tell me how much the service charge is?—A. No. 1
think it is a small portion.

Q. I know of an instance of a civil servant in Ottawa who has a small bank
account but who when he issues a cheque for $1.25 or $4.50 puts on a 3-cent
stamp or a 4-cent stamp as it is now—

An Hon, MEmBER: No, it is 3 cents.

Mr. SvaguT: Three cents, is it? And the bank charges that person 7 cents
a cheque for running a little account. Are you familiar with the fact that they
make a charge of that kind?

The Wrrness: I did not know it was 7 cents; I thought it was more likely
5 cents.

Mr. SuacuT: It happens to be 7 cents in this instance. I looked at the book.

I\}/lIr. Fraser (Peterborough): How many cheques did that man issue in a
month?

Mr. SuagHT: I think ten in one month that I checked; it was 70 cents.

Mr. Fraser (Peterborough): 1 understand that if you have a deposit of $200
you are allowed to issue five cheques in a month under the savings account.

Mr. SvacaT: That may be so; but I am endeavouring to show that the
banks are making substantial service charges against poor people. I suggest
that a large firm like the John Inglis Company or the T. Eaton Company—in
mentioning any firms I do not intend any discredit to them—issue six thousand
or eight thousand cheques a month and the banks do not charge them a cent for
servicing their account.

The Wirness: It depends on the size of the company’s balance,

Mr. SracuaT: Who can give us the figures?
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The Wrrness: I do not know.

Mr. Sragur: Perhaps Mr. Tompkins will have that for us.
Mr, TomprINs: You are expecting a great deal from me,
Mzr. SracaT: No, I have great faith in you.

By Mr. Slaght:

Q. Now, if that be so, would you regard that as an equitable banking
system where the little fellow pays in proportion—take 5 cents, if you like,
instead of 7 cents—take that suggestion my friend was good enough to make—
and yet these large concerns, these large businesses with millions of capital go
scot-free on service charge?—A. I think the same test is applied on both cases.

Q. Does it apply?—A. I think so. In other words, if we take for one
moment the figures you mentioned where a person has $200 on deposit, that
person can issue, say five or ten cheques a month—I do not know how many.
Then, I assume that a firm that has a million dollars on deposit can issue five
thousand times as many cheques as the small fellow.

Q. That is following that seriptural injunction that to those who have shall
be given. If that is the way it works you give the big fellow free service and
the little fellow with $48 pays. Is that clear?

The Cuamrman: That is hardly fair,

The Wirness: I say one might agree to the proposition that people who
receive services should pay for the services they receive.

Mr. SracuT: I agree, quite; but I think they should all pay, and you agree
with me; but if we find when we get the information from the banks that the
picture I have outlined is true, then I suggest you would approve of an amend-
ment, which would compel the banks to act otherwise in the matter of service
charges.

The Wirness: I think they apply the same tests on small and large.

By Mr. Slaght:

Q. Now, would you approve if you are wrong about that, and I am right—
would you approve of our legislating in such a manner as to equalize that?—
A. T think it is a difficult subject for legislation, but I certainly agree with the
principle.

Q. Do you mean to say that this sovereign parliament cannot take away
an unequal practice from the banks, if that be the practice as I suggest?—
A. T admit it will be possible to draw that legislation but it would be rather
complicated.

Q. I have faith in you. I think you could draw it in twenty lines.

Mr. Fraser (Peterborough): The larger account is a revenue producing
account. There was mention of five million people having bank accounts by
my friend.

Mr. StagET: I got that from my friend Mr. McNevin.

Mr. FRASER (Peterborough) And you said that the rest of the people were
paying for the service which those other people had.

Mr. SracuT: Yes.

Mr. Fraser (Peterborough): In taxes?

An Hon. MemBER: It would be the people who had savings accounts that
would be paying the taxes. The working girls in the factories have their
savings accounts to pay their taxes. >

Mr. StaguT: That being so they are charged service charges, because they
are small accounts, as we have heard.

Mr. Fraser (Peterborough): Not unless they make out more cheques than
they have money deposited. ;
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Mr. StacaT: I do not know how much the working girls have, but I do
not think many of them would have $200 lying in cash in the savings accounts.

Mr. Fraser (Peterborough): Yes, they have.

By Mr. Graham:

Q. May I ask a question with regard to this matter which has been dealt
with by Mr. Slaght. He has at last, in my opinion, got down to something
that is particularly important in the consideration of bill 91, and I shall take
advantage of your wide experience. The service charge is a comparatively new
institution in banking, is it not?—A. Yes, it is mostly seen over the course
of the last ten or twelve years.

Q. And I assume that it has been inaugurated to replace other avenues of
earnings that were formerly in the possession of the bank?—A. That is largely
right.

Q. Now, in our Bank Act we have, of course, seen fit to make certain
provision covering interest charges. In your opinion will it be necessary for
parliament to consider and to deal with this new form of charge made by the
banks to their customers so that that particular imposition—not imposition—
but that particular source of revenue of the banks will be governed by the
Bank Act so that it shall not be abused, if you get my point—that is, the
general principle?—A. I find it very hard to answer that question. I wonder
if it is not a question which should be directed to the government?

By Mr. Macdonald (Brantford):

Q. The government of Canada does regulate the rates of interest which
the banks can charge?—A. Yes.

Q. Why should they not also regulate the service charges?—A. I think it
is conceivable. I mean that I do not suggest it is impossible, but it is a question
of policy really; it is not a question of monetary policy, it is a question of
another type of policy.

Q. But both interest and services are charges?—A. Yes.

By Mr. Graham:

Q. Would you tell us if tlie banks have the same method of application
of service charges? Are there certain rules that govern when a charge will be
imposed and to what extent it will be imposed?—A. I think that each bank has
its own ideas. Those ideas may be close together, but I do not know. I do
not think there is a uniform arrangement operating in all the ten banks.

i Q. Y;)ur advice would be to explore the bank officials when they come
efore us '

By -Mr. Macdonald (Brantford):

Q. It has been stated in this committee that a bank can refuse to accept
a deposit, to open an account for a customer, is that correct?—A. I am not
sure whether it is legally correct or not.

Mr. SuacHT: Certainly it is. .

The Wirness: Let us assume it is legally correct, I cannot imagine a bank
doing it unless its opinion of the character or the business of the customer was
pretty bad.

Mr. MacpoNaLp (Brentford): All he is doing is leaving his money with
the bank. ¢

The Wirness: Yes.

Mr. MacpoNaLp (Brantford): Why should they refuse to take the account?

The Wirness: I have never heard of anyone being refused.
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Mr. MacpoNALD (Brantford): 1 have never heard of anyone being refused
either.

By Mr. Slaght:

Q. With regard to the matter of savings accounts which has been mentioned
here, I think it is appropriate to clear this up absolutely. The government of
Canada operates a savings bank business?—A. Yes:.

Q. Through the Post Office Department?—A. Yes.

Q. You have told me that the customer who deals with a chartered bank
receives something in excess of one per cent on his money?—A. The average
for all customers.

Q. The average for all customers, yes. Now, in the postal savings bank—
and I have no brief for Mr. Mulock—I opened an account the day before
yesterday and I learned that the government paid to the customers 2 per cent
computed on a monthly basis and payable only once a year. Are you aware of
that fact?—A. I was not aware of the method of computation, but let us assume
that is the case.

Q. Yes. If we borrow from the Bank of Canada we are going to flood the
chartered banks, you say, with money that will cost them a lot to service.
If these people desired to take their deposits to the post office savings bank, and
if that was publicized, they would receive 2 per cent, I suggest, instead of the
close to 1 per cent they get from the chartered banks?—A. Yes. It would be
costly for the government, I admit.

Q. I beg your pardon, Mr. Towers?—A. It would be costly for the
government, I admit. >

Q. I suggest to you it would not be costly to the government. ILet me
understand what that answer means. The government for years have main-
Kmin@d these postal savings banks and invited people mildly to use them?—

. Yes.

Q. And they have—I think I will not be far wrong if I make this statement
to you—$26,000,000 on deposit there?—A. Yes.

Q. For the use of which they pay 2 per cent?—A. Yes.

Q. And have been for years?—A. Yes. —

Q. Whereas we have had the government borrowing at as high a rate as 4%
per cent, 5 per cent, 4 per cent and 3 per cent. Is that costly or is that a saving?
—A. I do not think we should be comparing the 2 per cent rate with something
which was paid on public borrowings in the last war. '

Q. Well, I am—A. Well, it is an interesting thought, but it relates to
the past.

Mr. McNevin: Was not the post office paying 3 per cent at that time?

Mr. Tomprins: Yes; at least 3 per cent.

The Wrrness: The present is such a busy time that my mind naturally
tends to rest on it. At present the government pays 2 per cent. If a very large
additional amount was deposited by the people in the post office savings bank,
I certainly would recommend that the government should lower that rate.

By Mr. Slaght:

Q. Lower that down to perhaps the same as the chartered banks?—A. Yes,
probably.

By Mr. Macdonald (Brantford):

Q. Why would you recommend that it should be lowered?—A. Because it is
accepted that 14 per cent under existing conditions is not an unfair rate to pay
to savings depositors in the chartered banks. I do not see why a different test
should be applied in the case of the post office savings bank. In view of the
small amounts involved, no change has been made.
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Mr. McNevin: Mr. Chairman, when making a comparison of interest rates
as between the post office savings bank and the chartered banks, I think the
gentleman examining the witness said they are comparing 1 per cent with 2 per
cent. After all, the post office bank account is a savings account and on savings
accounts the rate is 14 per cent. The reason that it goes down to 1 per cent
or below is because you put the current accounts which bear no interest and the
savings accounts all together.

Mr. SvagHT: No, no. That is not the reason at all. The reason is that—
if my friend will permit me, and Mr. Towers will correct me if I am wrong—
in computing the amounts payable to their saving account customers, the
chartered banks take the minimum balance, the quarterly minimum balance over
a three-month period. The man who has any fluctuation might have $150 in
there for two and a half months, but if he has only $50 in there at any time
in that three-month period, they only pay him interest on $50.

Mr. McNeviN: You are approaching it from a different angle than I was.
I was approaching it from the point of view of the depositor’s rate of interest.
I was not taking the other into consideration.

: Mr. Tucker: Is it not being overlooked, when the Governor of the Bank
of Canada said he would recommend a reduction in the post office savings bank
rates, that trust and loan companies, on practically similar deposits, where there
is not the right to check and that sort of thing, actually allow 2 per cent or
more? The accounts are not comparable at all as between a bank account and
an account with the post office or an account with a loan or trust company.
I am satisfied that the trust and loan companies pay 2 per cent or more on
their money.

The Wirness: Yes.

Mr. Tucker: I am sorry it is suggested here that there would be a recom-
mendation to cut down the amount of interest paid on post office savings. I
regret that very much, as far as I am concerned. p

Mr. SvacHT: So do 1.

The Wirness: T am glad you brought that up, because I should have
explained what was in the back of my mind, namely, that if there were a very
substantial increase in the post office savings banks, it could only be by reason
of their providing many more banking services than they do now; in other
words, it would become a different type of account, an account which is more
costly to operate. If one thinks of the form of service now provided, which is
all right for the saver who very seldom counts on having to make use of savings,
who does not find it inconvenient to go and withdraw them personally, then the
cost of the operation of that type of bank is very low and a somewhat higher
rate of interest is warranted than in the case of an account where more
gervicing is rendered.

Mr. CopwerL: May I ask Mr. Towers a question—

The Wrrness: By the same token the volume of money will not be large,
because most people will want the other services.

By Mr. Coldwell:
Q. When you said that you would discourage—or that is what you implied—
the placing of any very large volume of savings in the post office, because I
understood you to say it was more costly or might be more costly, did you have
in mind that the rate of interest of 2 per eent might be higher than on short-term
borrowings that we are making?—A. Yes, that is so.
Q. T was just wondering if that was the point. I did not get it quite clearly.

—A. That is the point.
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By Mr. Graham:

Q. There is one added reason, Mr. Towers, which justifies the continuance
of the post office savings bank. It seems to me that as a nation we desire to
encourage thrift, and that there are some people who, from their own experience
or from some other cause fear or distrust banking institutions. I think that
was one thought at least in the minds of our legislators in making the post
office the depository of the people’s savings—A. I quite agree; and nothing I
have said should be interpreted as being critical in any sense. The proof of
the pudding is in the eating. The amount is not very large, and 1 think it has
hardly increased at all over a considerable period of years. If one wanted to
build these deposits up to really large figures, then it would be necessary to
give additional forms of service.

Mr. CrowerL: I was hoping you would develop that point further. I think
we should encourage the post office savings bank.

Mr. SvagHT: So do I.

By Mr. Coldwell:

Q. It is true that perhaps for very short-term loans the interest rate is
low. But this money is left on deposit very often in the post office savings bank
for long periods of time?—A. Yes. ;

Q. Therefore, would there not be an advantage to the government in having
access to the post office savings?—A. It is a question of how far the government
wants to go in providing some more banking service in order to attract larger
sums there.

Q. That is right.

Mr. Svacar: I was nearly finished, Mr. Chairman, but not quite. I
observe that it is 1 o’clock. Are you adjourning at 1 o’clock?

The Cumamman: Is it the pleasure of the committee to adjourn until
to-morrow at 11 o’clock? -

Some Hon. MemBERS: Carried.

Mr. Mayaew: Before we adjourn, might I ask the chairman of this com-
mittee and the chairman of the social security committee to get together and
try to arrange it so that their meetings do not clash. On both days there have
been quite a number of members in here who would like to be at the meeting
of the social security committee and would also like to be here.

Mr. Prcarp: I am in the same position.

The Cuamman: Mr. Mayhew, we have arranged to meet on Tuesday,
Wednesday, Thursday and Friday at 11 o’clock.

The committee adjourned at 1 p.m. to meet again on Friday, May 19,
at 11 am. ’

May 19, 1944.

The Standing Committee on Banking and Commerce met this day at 11
o’clock a.m. The Chairman, Mr. W. H. Moore, presided.

The CuamrMAN: Gentlemen, we are ready to proceed.

Mr. SpagaT: Mr. Chairman, I wish to clear up a few remaining points with
regard to information that I want from Mr. Towers, and I appreciate the
tolerance of yourself and the committee with me yesterday. Mr. Tucker has
to leave for the west to-day by train and he desires to follow me; otherwise he
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would not have an opportunity of discussing certain points with Mr. Towers,
and I would bespeak for him that privilege if it meets with the committee’s
viewpoint.

Mr. Graaam F. Towers, Governor of the Bank of Canada, recalled.

By Mr. Slaght:

Q. Then, Mr. Towers, we learned yesterday, I think, that in making returns
to you the chartered banks lump their holdings of dominion and provincial
securities as one item?—A. In making their returns to the government, yes.

Q. To the government. And, of course, that come under your eye as well.
In March last I asked for a breakdown of that and was told by the department
that they could not get it. Would you approve of our committee making a recom-
mendation that the chartered banks should be required to return to the depart-
ment separately their provincial and federal securities?—A. So far as I can
see—I am speaking from the viewpoint of the Bank of Canada—the information
would not serve any purpose; so I say that I have no opinion at all on the
matter. .

Q. Then you would not oppose it at all? I think it serves a purpose, if I
may suggest to you, in this way, that we then know, and we cannot otherwise
find out, how much in dominion securities the chartered banks are carrying,
and some of us think that is desirable. At all events, you see no harm in asking
for that?—A. If the committee and the government think it is desirable to
have it then I assume they will proceed accordingly.

Mr. MacpoNaLp (Brantford): What about the municipal bonds? Are they
not included in that total?

Mr. SuagaT: No.

The Wrirness: They are separate.

Mr. SvacHT: The return is in a lump sum headed dominion and provincial
securities held, they do not split them; and there is no return of municipal
securities as such.

The Wrrness: There is a heading in the statement which shows municipal
securities. .

Mr. SuagHT: Mr. Ilsley’s statement at page 2620, referred to yesterday, has
this lump item, “Interest, dividends and trading profits on securities, $48.000-
000.” Now, wrapped in that will be dominion, provineial and municipal securities,
" and Mr. Tompkins has been asked by-our steering committee, and has kindly
assented, to break that down for us later, so we will have that, and we will have
the munecipal set-up.

By Mr. Slaght:

Q. Mr. Towers, another topic I want to get out of the way as fast as
possible is the present position of the Bank of Canada as to its outstanding
currency and credit as of the latest date I can find, March 1, 1944, and I have
your published statemenr from the press, published on March 11, as of March
1st. Could you check with me on that? I can show this to you?—A. Yes.

Q. T want to make this of record, that your published statement shows
currency and credit as follows: Notes in ecirculation $876,000,000; is that
checked?—A. T have not got the figures here.

Q. T am giving it to you and you can verify it.—A. Exactly.

Q. And the other item is: Total deposits $427,000,000; which added together
make $1,302,000,000, and I suggest that is, as of March 1st this year, your
Bank of Canada outstanding medium of credit. Is that correct if the figures
are correct?—A. Yes.

SN
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Q. There has been a vast increase in your issue of both Bank of Canada
currency and Bank of Canada credit, I suggest?—A. Yes.

Q. Now, I will deal with one year in your report, 1936, unless you wish
to direct me to others: back in 1936 the total outstanding of your bank was
$343,000,000, of which notes in circulation were $135,000,000 and deposits
$208,000,000; does that check?—A. Yes.

Q. So that in 1936 you had Bank of Canada medium of currency in those
two forms of $342,000,000. Now the bank has a total of $1,308,000,000, so that
roughly speaking in that interval you have put out practically a billion dollars?—
A. That 1s right.

Q. I pass for a moment to the debt situation, and I shall be very short
with this. In your own report you refer to it very clearly at page 10. This
is the Bank of Canada renort dated 10th February, 1944, and I hope all members
have a copy of it. May I summarize that year our debt situation so far as the
dominion government debt is concerned? Looking at that figure of yours, the
total outstanding owing by the dominion, including federal and C.N.R. obliga-
tions, on the 31st December last, $11,302,000,000?—A. Yes.

Q. Will you look ahead to the end of this year with me, and would it be
fair for me to suggest that we will have an added $2,500,000,000?—A.. Probably.

Q. Under our program?—A. Probably. :

Q. That added to the $13,300,000,000 would give us a total debt obligation,
federal debt, at the end of the year of $13,802,000,000?—A. Yes.

Q. I suggest to you that at the end of the year—I doubt if they increased
much—that our provincial and municipal obligations can be said to be conserv-
atively $2,200,000,000, and adding the two together——A. I do not remember
those figures.

Q. I haven’t got them accurately either?—A. I do not think that will
be far out.

Q. You do not think $2,200,000,000 of municipal and provincial obligation
will be much wide of the mark?—A. From my recollection.

Q. And we are looking ahead now to the 31st December, 1944?—A. Yes.

Q. And adding this to the $13,802,000,000 we get the startling total of
$16,000,000,000 odd which Canada will owe in these three types of debt bearing
obligation at the end of the current year?—A. Yes.

Q. That is a tremendous load to carry, I take it?—A. It depends on the
national income.

Q. Which we may expect to decrease after the war? But I suggest that
your view is that it wil! inevitably decrease, slightly at first?—A. I think that
the best we could expect would be a slight decrease.

Q. That is the best, and it might be quite a decrease?—A. Yes.

Q. What are we now, eight or nine billions?—A. There are so many
definitions of national income. Gross national income, I think is soiething
over ten billion dollars, net national income is about eight billions.

Q. I will not detain the committee with that.

By Mr. Ryan:

Q. National income means national output, does it not?>—A. The gross
Dational income is the gross value of the total output, and that is estimated
to be around ten billion dollars.

Q. And the net national income is the expendable income?—A. Paid out.
That, is gross national income after deducting depreciation and other items.
confess to the committee that this subject of the various definitions of national
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income, and the exact differences between one and another is one that I have
to be coached on every time I speak about it.

By Mr. Slaght:

Q. For my purpose I am not going to go into that. Now, starting with a
prospective debt of sixteen billion at the end of this year of debt bearing
obligation, may I put it to you that if, as we hope, the war ends before or
shortly after that period and we come to peace time that we shall still not be
able in your opinion to tax our people for our full requirements for some
years?—A. I think that is probably the case.

bQ. Which means that we shall have to do some more borrowing?—A. No
doubt.

Q. And, as someone asked me in the house the other day, have you any
expectation that we will be able to pay any of the principal back in the next
few years of this 16 billion that is owed? Or may I put it that instead of
that your expectation would be that we will inerease our debts?—A. I think so.

Q. You think we will increase them?—A. Yes.

Q. Now, a word about the interest. On page 10 your report shows that
at the end of 1943 our interest load for the year was $304,000,000?—A. Yes,
that is government and national railways.

Q. Canadian National Railways?—A. Yes.

Q. And the government are liable for the Canadian National obligations?—
A. The railway, of course, is earning its interest as things now stand.

Q. And we are getting a little ease on that?—A. Yes.

Q. Now, the interest debt for next year, or rather the taxes we must collect
to pay it, I suggest, we may expect to be heavier because you have just told
me tYhat we are likely to add $2,500,000,000 new debt this year; is that correct?—
A. Yes.

Q. And would it be fair to take as an approximate added load of interest
from the $2,500,000,000 new debt, 3 per cent, or is that too high?—A. It is
somewhat too high. Call it $60,000,000.

Q. $60,000,00 more. So next year we shall have to collect in taxes to pay
our federal debt, $364,000,000 as a rough estimate?—A. No. A little later on in
the report I mention that the net interest burden, as far as the dominion is
concerned, was running at about $220,000,000 a year. It is on top of that
$220,000,000 that one should add, say $60,000,000.

Q.1 am looking at your statement here where you show the amount out-
standing at December 31, 1943: Total annual interest payable, $304,000,0007?—
A. Then I immediately proceed to mention that that is the gross interest burden
of government and Canadian National Railway and mention deductions which
should be made in arriving at the net burden so far as the dominion government
is concerned. .

Q. There is something coming in and this is what is going out?—A. Yes.

Q. Some revenue producing item?—A. Of that $304,000,000, a portion is
borne by the Canadian National Railways themselves out of their earnings.
There are certain interest receipts of government which serve to offset payments,
so that the net interest burden was $220,000,000 a year as compared with
$145,000,000 a year at the outbreak of the war. '

Q. And then you suggest that to get a proper picture we should add the
$60,000,000 extra burden to the $220,000,000 which would give us $280,000,000
a year?—A. Yes.

Q. Of course, the Canadian National has had a splendid time financially
since the war started; their revenues are greatly increased; but when peace
comes would you expect some possible depletion in the annual revenue from
the Canadian National Railways?—A. I should think that would be inevitable.

Of course, right now they are not only earning their full interest charges but a

substantial amountl in excess of that.
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Q. We are happy about that. Now, let me put this to you: I think you
told me that you would not expect us to be able to repay any of the principal
of the $16 billion in the years immediately ahead of us?—A. That, of course,
is what you might call a general statement. So far as individuals are concerned,
they can, if they wish, receive the payement of principal or they can at any time
sell their bonds on the market.

Q. I am not speaking of that, I am speaking of the— —A. From a govern-
mental point of view I think it would be. In fact, as we have said, there is an
expectation that the debt will increase. Maturities would presumably be
refunded.

Q. Besides that it does not touch prineipal money?—A. Refunding of the
maturities is refunding of the principal.

Q. By the issue of new bonds. So that new debt is not increased by refund-
ing?—A. Refunding is a form of renewing.

Q. Yes, that is a good word.—A. As distinet from paying off in cash.

Q. Having put it to me that you expect to have to borrow money beyond
our taxation in the next few years, surely you will agree with me we will not,
by borrowing and repaying, reduce our net total debt?—A. No.

Q. We are agreed. Now, will you look with me—and this will conclude
my items with respect to the position of Canada as a debtor to the chartered
banks—have you had a chance to check the figure I suggested that at the 31st
December we owed—at least the chartered banks held dominion and provineial
securities jumbled together for $2,600,000,000?—A. Yes.

Q. I am going to take a round figure, and I am going to take $2,500,000,000
as what we owe to-day on interest bearing securities—rather, not what we owe
but that joint item, and I am going to suggest that 10 per cent of that, and
not more, is provincial obligation. Can you help me?—A. 1 cannot help you,
l1;u1; I think for the purpose of discussion it is perfectly all right to go on that

asis.

Q. Mr. Tompkins will be able to help us later, T think. That being so, I
would like to reduce the $2,500,000,000 so far as the federal debt is concerned
by 10 per cent deducting $250,000,000 and say that federally we are going to
go on owing the chartered banks $21 billions?—A. Yes.

Q. You told us yesterday'that the practice of the chartered banks for many
vears back—and I have checked it—is to lend ten times more money than they
have?—A. As regards the remark made yesterday, as a matter of fact I
intended to come back to it to-day if I had an opportunity. I may say that
what I have been trying to do is not to raise objections, if I can possibly avoid
it, to phraseology so long as the meaning which is apparently intended to be
conveyed seems to be right. However, I see that that is a risky procedure, and
having in mind the remark on two or three occasions yesterday that the banks
lend ten times more than they have I think, if you do not mind, I ought to take
that up. The banks do not do that. It is impossible for the banks to loan and
Invest more money than they have. The depositors lend the money to the banks /
and the banks in turn use that money which is lent by depositors for the pur- |
pose of making loans, investments and holding cash. Their legal tender cashi
reserves run about 10 per cent or 11 per cent of deposits.

Q. You told us yesterday that the banks create money. When the finance
inister takes a bond for $1,000,000 to a chartered bank and they receive the
bond and eredit him with a million dollars, you told us that in doing so they
were creating money; is that correct?—A. That is true. The moment it is
credited, however, it becomes a loan from the depositors of the bank.

Q. I appreciate that—the reason being that instead of turning 4 crank and
making billions of credit, they make it by a bookkeeping entry?—A. Yes.
Which entry, of course, can be translated by the depositor into a demand for
legal tender at his volition.

22047—13
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Q. Yes, but they have locked up in their vaults the bond bearing interest
each six months?—A. Yes.

Q. I suggest to you, therefore, the language, which was not mine, but to
which you assented yesterday—it was the language of our much respected
Minister of Finance when he was speaking of the way of doing business by the
chartered banks, he said, “that lies at the base of their whole profit making
activities; the way they make money is by lending more money than they have.
What they have in their cash reserves; and unless a bank has out several
times—6, 7, 8, 9 or 10 times—its cash reserves, it is not being profitably, or
from a banking point of view, properly conducted.” Now, are you going to
quarrel with that as a frank and sound statement in the English language of
what the charter bank system is?—A. It requires, in order to be precise, the
addition of two words. After the word “have”—

Q. Let us put it on the record —A. “In legal tender”.

Q. Oh, in legal tender? They only started with a capital of $145,000,000
and they are lending three or four billion; surely they are lending what they
have not got?—A. No, because the three or four billion represents amounts
lent to the banks by their depositors.

Q. I am not going to pursue that, but I am going to conclude by completing
my picture. We have done the arithmetic where we find that Canada is paying
interest on a debt she owes to the chartered banks now of approximately $24
billion of debt?—A. Interest on that much.

Q. Interest on that much?—A. Yes.

Q. Would you venture to tell me what that would be roughly, or did we
refer to it yesterday?—A. You mean the amount of interest?

Q. Yes, roughly. I will give you a leeway of $5,000,000 either way.—A.
Probably between $35,000,000 and $40,000,000 a vear.

Q. Between $35,000,000 and $40,000,000 a vear; and that, of course, comes
from the taxpayers?—A. Yes.

Q. And now if T should be right by any chance and Mr. Tlsley should have
been right in saying that that is to the extent of nine times at least more money
than they have, and we are paying $35,000,000 or $40,000,000 a year to-day on
$2% billions ‘of debt. I make this suggestion to you that this committee might
suggest and report that we rédeem from the chartered banks that 24 billion
dollars of debt bearing securities before they mature, and to pay them and take
them back. Would you dislike us to report that? I will put it this way; that
would not meet with your approval?—A. I think before one could comment on
a proposal of that kind it would be necessary to ask those who are in favour of
it to follow through on the facts. I think that has never——

Q. We did that yesterday. I understand what you mean.

Mr. Graram: I think it is very important that we get this answer, please.

The WITNEs_s: I do not think any proposition should be eriticized or
negatived before it has been made. That initial proposition of paying them off
51 not 1;1 effect the full story at all. One would then have to say who would bear

e cost,

By Mr. Slaght:

Q. I agree.—A. In order to see whether the final results of the transaction
would be in the public interest.
Q. In the public interest, and on whose shoulders. . ..

The CHAIRMAN: Please, Mr. Slaght.
Mr. SuaeaT: He had concluded, Mr. Chairman. I did not sin that time.
The Wrrness: Yes, I had concluded.
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By Mr. Slaght:

Q. Now then, I should have put to you that in order to go safely to the
chartered banks and pay off the 24 billion dollars we would first need to amend
59 of the Act by providing that instead of 5 per cent reserve they must have
100 per cent? That would be necessary if we are going to carry out my plan,
would it not?—A. Yes.

Q. The reason being if we hand them Bank of Canada currency for 2%
billions we start them off with ten times that, with a 22 billion dollars lending
0}?portunity. That is the real reason, is it not?—A. Yes—well, I will come to
that.

Q. Add if you like—A. No.

Mr. Fraser (Northumberland): May 1 just say one word? You would be
returning to the banks not the banks’ money but the depositors’ money?

The Wirness: That is correct.

Mr. Brackmore: Louder, please.

Mr. Fraser (Northumberland): T suggest to the Governor that in paying
the banks the 21 billion dollars you would not.be returning the banks’ money but
you would be returning the savings of the depositors?

The Wirness: That is correct.

Mr. Fraser (Northumberland): So in analyzing the situation and thinking
through on it we surely must take into consideration the second step, and that
step would be what would the banks do with 24 billion dollars in cash? Is that
correct?

The Wirness: That is really why 1 suggested that the proposition to be
understood must be followed through. If one does not follow through, it is a
half-baked thing that really cannot be given consideration,

Mr. Fraser (Northumberland): Mr. Governor, may I suggest that not only
from the point of view of the importance of your statement in connection with
following it through, we should also follow it through and form some conclusion
based on actual facts as to what would the customer do if the banks, as they
surely would, did return the deposits of the savings to the customers? Then,
the question arises, what is the customer going to do with the cash?

The Wrrxess: In that case in the public interest it would be necessary to
give the depositor some place in which to have his funds safeguarded. I
think Mr. Slaght suggested yesterday, if I understood him rightly, that possibly
that might be done by expanding the services of the post office savings bank.
That would require, of course, the development of a much greater organ-
ization across the country, and the giving of service of a type which the
post office savings bank does not give now. In fact, I think that although Mr.
Slaght says he is not in favour of nationalization the proposition really involves
the creation of a national bank in order to provide that service.

Mr. CoupwrLL: May I ask Mr. Slaght a question? Is that not the logical
conclusion? If you take over the banks you pay them the capital they have
Invested plus what is in their buildings, and so on, which they have acquired, say
$200,000,000, and once you have the banks’ deposits you have also the securities
and bonds, now in the hands of the banks. Is that not the logical conclusion?

Mr. Svagar: With your permission I will be glad to answer Mr. Coldwell.
It is not in any sense parallel to your proposed nationalization plan for this
reason. The banks, as we heard, started with a capital of only $145,000,000.
That is all the money they ever put in plus some $60,000.000 possibly. They
have got a reserve of $133,000,000, and they have got their buildings. You
are going to take all these things over if you nationalize. I am only suggesting
that we take back from them, and give them money for it, 90 per cent of what
We owe them on bonds because 90 per cent of what they put in in order to get
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into that favoured pusition is wind, or bookkeeping entries, or money they have
not got. I am not nationalizing banks if I take back the 2 billion of bonds and
give them cash for it when they never had the money to loan on these bonds.
You are not doing them any harm at all. If you go after them you will take
away their savings deposits; you will take away their capital; you will
expropriate their assets, their earnings and everything else and put them out
of business. I do not put them out of business. I pay them off in good money
24 billion dollars they never had to loan.

Mr. Fraser (Northumberland): Mr. Chairman, I think again we should
keep this record clear. You are not returning to the banks their money. You
are returning to the banks your money and my money and Jones’ money and
Smith’s money. ;

Mr. Suacar: How do you pay it?

Mr. Fraser (Northumberland): You are returning to the banks only what
the depositors have entrusted to them through their confidence in our banking
system.

Mr. StAGHT: Are you suggesting that the banks loan savings bank deposits?

Mr. Fraser (Northumberland): Yes.

Mr. StacaT: Mr. Towers told us definitely in 1939 that the banks do not
loan their savings bank deposits.

The CuAlgRMAN: Mr. Slaght, may I interject a statement? The essential
feature of banking is the negotiation of credit. That is what a bank is, as I
understand it. It is a negotiator of credit.

Mr. Fraser (Northumberland): A broker.

The CuairMAN: It seems to me you have missed that point.

Mr. SuagaT: I think generally speaking that is a pretty fair definition,
a negotiator of credit, but I was amazed when we were told yesterday they were
doing business for the public generally when they have a list of shareholders
to whom the directors owe their duty, and for whom last year they made
$47,000,000 before taxes. I am taking Mr. Ilsley’s definition of the business
of a bank as recognized by the bankers. That is what I am taking, Mr. Chairman,
and I would be glad to have you add as far as I am concerned they are nego-
tiators of credit, but what do they do? They borrow money at 14 per cent, and
it goes into the general pool of monies. Then, when they lend money—I do not
care whether they call it depositors’ funds or not—they lend it at 5, 6 and 7
per cent. That is a business in itself. I do not want to interfere with their
carrying on of that, but if I am right we have learned of this 24 billion dollars
Canada owes them to-day 90 per cent of it was lending money that they
never had. .

The Wirness: No, most definitely not.

Mr. SuacHT: All right, chorus.

The Wirness: Reference was made yesterday to the question of banks and
their deposits. Again I come to the fact I have tried not to impede the proceed-
ings of the committee by being too technical about phraseology. As I said in
1939 the truly correct technical statement is that banks do not lend their
deposits, but—

Mr. SuacuT: I recall you did say that—their savings deposits, I think.

The Cuarrman: There is a “but”; let us get the “but”.

The Wrrness: Depositors lend their money to the banks, and the banks
lend the proceeds of those deposits, or put them into investments. :

By Mr. Slaght:
Q. Would you fairly call it the equivalent instead of proceeds?—A. No, I
think T would sooner say proceeds. : ,

-
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Q. All right.—A. I can quite see that if you believe that 90 per cent of
the banks’ deposits are wind that you have serious misgivings about the banking
system, but unless and until we can get nearer to the real facts of the case a
discussion of the banking system loses all sense of reality.

Q. You made a remark about a half-baked theory a moment ago. 1 want
to bake it entirely with you if I can. Let me put this to you. Just following
your own statement the present holdings of savings deposits or obligations of the
savings customers are roughly $1,600,000,000?—A. Two billion, shall we say?

Q. And their original capital $145,500,000, their reserves $133,000,000, and
their buildings $90,000,000, roughly $300,000,000 more on top of the two billion
dollars?>—A. I am sorry, I cannot add together assets and liabilities.

Q. You want me to keep that $90,000,000 out of there for the buildings?—
A. Because it is in the wrong place.

Q. Let us eliminate the $90,000,000 and take the $145,500,000— —A. They
have capital and reserves of $278,000,000.

Q. Capital and reserves of $278,000,000, and just add that on top of the
savings deposits they have of 2 billion dollars and we have got $2,278.000,000.

Mr. McNEevin: Who owns the deposits?

Mr. SuagaT: The banker owns the deposits.

The Wirness: Oh, no.

Mr. McNevin: Nonsense.

Mr. StagHT: Absolutely, for this reason, Mr. Towers; he gives the savings
bank customer a little book which is his promise to pay, and if he fails and he
goes into bankruptecy what happens to those deposits? They are lost forever
unless the country goes to the rescue. The customer does not own the deposit;
he has got nothing but the promise of somebody to pay him something when he
walks in or presents the proper slip of paper for it. Is that not true?

Mr. Fraser (Northumberland): Somebody whose business it is to put
through transactions of that nature.

Mr., McNevin: I want to say this, that T am still absolutely convinced
that the deposit is an asset of the depositor and the liability of the bank.

Mr. SuacHT: Of course it is. That statement is absolutely accurate. It is
an asset of the depositor, but it is no more an asset of the depositor than if
he had his neighbour’s note for $100 in his strong box. His neighbour has agreed
to pay him $100 and it is an asset. So is his actual book showing that the bank
owes him $100, but it is the money of the bank, and the bank only gives him
a promise to pay. Is that not correct?

The Wirness: It is a liability of the bank to the depositor, of course.

Mr. MacooNALp (Brantford City): Is that not a receipt back instead of a
promise to pay? It is a book in which the bank acknowledges it has this
amount of money of this particular customer. It is merely a receipt for it.

Mr. SuagaT: They have not got that amount of money of that.customer.
Mr. Towers has just got through telling you they have loaned it out to some-
body else. Do not get down that lane; it will not go.

Mr. MacponaLp (Brantford City): They still have control of it. They
never lose control of that money. They may be using it for other purposes.

Mr. SvacaT: What happens to it if they loan it to you or me and we can-
1_1t0t 1Il)ay? Do they not lose control of it? They not only lose control; they lose
1t all.

Mr. MacponaLp (Brantford City): But they never lose control.
. Mr. SuaguT: Of course they do. You deposit your money in the bank and
1t is bank money and not yours. All you have got is you have traded your
Money for a promise to pay some day. That is all.
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Mr. MacovoNaLp (Brantford City): 1 have entrusted my money to the
bank and they have given me a receipt for it. They have it and I can look to
them for it at any time.

Mr. SuacHT: Suppose a day later you woke up and found that the bank
had failed; is it your money?

Mr. MacpoNaLp (Brantford City): It was my money. They have used
my money.

Mr. Svacur: They have used your money, but after you authorized them
to use it in the way we have heard and have loaned it out to some people. You
have authorized them to use your money and you have agreed with them to take
their promise to pay. Their promise to pay you is not your money. It is an
asset which may be good or may turn out to be bad. T hope it never will. That
is all there is to it. There is so much nonsense about whose money it is once
you put it in the coffers of the bank that I feel a little heated in explaining that.

Mr. MacooNawp (Brantford City): T still think it is my money and they
are looking after it for me.

Mr. Tucker: I have some questions which I should like to ask, and T
think this discussion could be ecarried on at a later time.

Mr. SvacHT: I apologize to Mr. Tucker, but I did not involve this. I do
not want to wake my friend up but just let him try and spend that little book.

The Craieman: Mr, Tucker’s point is well taken.

- Mr. SuagHT: Then, may I just conclude in a word or two with Mr. Towers
by asking Mr. Towers whether he understands my proposal, although not agree-
ing with it, that I am going to suggest to the committee that we recommend
that the Bank of Canada, having first altered 59, should retake from the
chartered banks the 2 billions, let us say, only retake the 90 per cent that they
got in the way we have heard, leave them with the 10 per cent against which
they did have reserves and retake 90 per cent of our obligation to the banks,
paying them off in currency or in Bank of Canada credits. My proposal is
clear to you, is it?

The Wrrness: Unless, of course, the proposal carries further and indicates
what further consequential steps should be taken, it cannot be intelligently
considered. I hope you will not think I am being rude bug I must say that the
proposal as it now stands is an irresponsible one because it does not follow
through and accept the responsibility of suggesting the consequential subse-
quent steps which are necessary.

Mr. SuacHT: May I be equally polite to you and suggest that your system
is a monopolistic one.

The CuarMmaN: Are you through, Mr. Slaght?

Mr. SuagaT: I have just one more question.

Mr. Brackmore: Would it not be well to let Mr. Slaght go on on Tuesday?

Mr. SuagHT: I do not want to go further with Mr. Towers except when he
comes back on the industrial bank. He is coming back for all of us on that.

The Crarman: We arranged to allow Mr., Tucker to go on because he
has to go to Saskatchewan.

Mr. SvacueT: I have just one more question.

" By Mr. Slaght:

. Q. If these further matters are investigated by the committee—and you
referred to the savings accounts and how the banks are to pay interest on them,
and the servicing charges—if we review those too, and should reach the con-
clusion that the people who ought to pay the service charges are those who get
the benefit of them, and then find that instead of perpetuating the right to lend
money they have not got, we will confine them to. lending on 100 per cent
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reserves that, at least, is understandable, but I take it that you still disagree
with it?—A. T think 1 could add to what I said before by reminding the com-
mittee that the idea which has just been put forward is not in essence a mone-
tary idea, which is perhaps fortunate because new monetary ideas are not
supposed to appeal to bankers.

Mr. Svacur: There is no change in banking, I suppose.

The Cumairman: Order, please.

The Wirness: It is a form of taxation. The sole effect of the proposal is
to reduce the interest payments of the government by, shall we say, $35,000,000
a vear and reduce the earnings of the banks by $35,000,000 a year. - I think it
then becomes necessary to suggest what steps the banks must take in order te
offset the effect of a reduction of $35,000,000 a year in their earnings. .

Q. May I ask you how they got along twenty years ago when they did no
have this privilege at all and did not enjoy this method of making money?

The CrairMaN: Do we need to go back over that again?

The Wrrness: That has always been the business of a bank for hundreds
of years, and we are not discovering it just now in 1944 in the Banking and
Commerce Committee, I hope.

The CuarMAN: Mr. Tucker, I wonder if you would take your stand near
the reporter?

Mr. Tucker: I will be able to make myself heard. If he does not hear
me he can tell me. :

Mr. Fraser (Northumberland): 1 asked Mr. Tucker’s permission to direct
one question to the Governor while we are on this subject. It is tributary to
some of the statements which were made yesterday and is not quite clear to
.me nor in the minds of some of the members of the committee.

By Mr. Fraser (Northumberland) :
Q. My question is, when the Dominion of Canada borrows money from the
Bank of Canada does the Bank of Canada receive from the government an
interest-bearing bond or an interest-bearing note?—A. Yes, it does.

Mr. Fraser (Northumberland): Thank you.

By Mr. Tucker:

Q. Mr. Towers, arising out of the answers which you gave to the question
asked as to the cost of operation of American banks I wonder if you have also
got this figure namely that the total operating expenses of country member
banks in 1942 was 1-9% of total assets but excluding interest on deposits, and
general operating expenses were 1:59% compared with 1-79% in Canada.
Have you got similar figures in regard to the average earnings of country
member banks in the United States?—A. Yes, 2-67 per cent of total assets
I 1942,

Q. As compared with what in Canada? 2-87, was it not?—A. 2-86 in
Canada. : :

Q. Do the banks there loan to the government in the manner they do in
this country?—A. Yes, they hold very large amounts of government securities.

Q. That would indicate to you so far as the United States is concerned
that on the whole our banking system, having in mind the heavier taxation and
the smaller volume of business, is carrying on fairly satisfactorily?—A. Yes.

. Q. Have you any figures in regard to the Scandinavian countries at all?—
A. No—you mean in regard to operating costs?

Q. Yes.—A. No, they do not publish them.

Q. Have you figures in regard to the costs of credit in Scandinavian
Countries, say to farmers?—A. I think I can get them but I have not got them
ere. . :
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Q. I have heard that the cost, particularly of intermediate credits, in Scan-
dinavian countries is under 3 per cent. I think it would be of great interest to
this committee to know what benefits the farmers in Scandinavian countries
are having compared to ours in regard to the cost of eredit to them.

The CuHAIRMAN: Are you speaking now of the co-operative credit asso-
ciations?

Mr. Tucker: No.

Mr. CorpweLL: Would Mr. Tucker raise his voice a bit? We are behind
him and we cannot hear what he says.

Mr. Tucker: I should like it if the Bank of Canada would place at the
disposal of the committee some time before the time comes for considering the
Farm Loans Improvement Act the cost of intermediate eredit in such countries
as the Scandinavian countries, and any other countries with which our farmers
have to compete, because I am very strongly of the opinion that we have got
to give as fair a break to.our farmers as they do for these other farmers in other
countries in regard to eredit.

The Wirxess: I will do what T ean to get such information.

By Mr. Fraser (Peterborough):

Q. Mr. Towers, you mentioned that the American banks lend to the
United States government. That is not all American banks, is it, but just a
certain class of American banks?—A. I think all American banks would hold a
certain amount of United States government federal securities. It is a loan of
that class we are talking about, that is, ownership of government securities.

Q. I thought there was only one class of loans to the government?—A. No.

I think there would hardly be one of their 14,000 banks which would not hold

some United States government securities.

By Mr. Tucker:

Q. I wonder, Mr. Towers, if you would place at the disposal of the com-
mittee as soon "as you can the cost of ordinary credit in the Scandinavian
countries and in Russia, the cost of ecredit to the co-operative farms of Russia
provided by the Russian banking system. If we have not got that it is time
we did get it when we have got an ambassador in Russia and Russia has an
ambassador here. As far as I am concerned I should like to know what credit
under a state operated system costs the people. As I understand it they have
got a nationalized banking system in Russia?—A. Yes.

Q. The same as the C.C.F. party is advocating in this country, and if you
can I should like you to give us the exact figures of the cost of providing credit
and give us your critical analysis of it, because I realize in Russia the cost of
providing that credit may be absorbed in part of their administration cost of
government, but I would rely on you to be able to give us a very good appraisal
of that situation. I think we should have it before we pass this Bank Act.
That should be available to us, should it not, Mr. Towers?—A. T think so. It is,
of course very much of an internal arrangement in Russia. When a certain
industry or a certain Soviet organization is being given its instructions and
program in regard to the year ahead, or whatever period of time is involved, my
understanding is that in peace time at least they were told that they could have
a certain line of credit with the appropriate bank—the industrial bank or
whichever one was concerned—and I believe that they were charged a certain
rate of interest. Very recent announcements would lead one to gather that so
far as possible each show is going to be made to stand on its own feet. ‘So that
I would assume they were charged a rate of interest which would be something
they should be expected to pay. If they eould not bear the cost, then it would
be assumed that there was something wrong with the eﬂicmncy of their

B .
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operations. ~ I think that is the idea-or the intention. ‘Whether it is possible
always to find out what a collective farm or what an industry would be paying
under the terms of its annual program, I cannot say. I think possibly one
might find out.

By Mr. Coldwell:

Q. But the interest paid in Russia to the state-owned organization goes
right back to the state; it does not go into the hands of private people. So,
in effect, it might be regarded as a tax for certain services in Russia and
therefore not as a profit to any group or individual but rather a revenue of the

" state. Therefore it does not matter very much.—A. Well, it goes to one of the
state banks; and presumably if the state bank is expected to stand on its own
feet and cover its operating costs, that interest goes to cover operating costs
and perhaps leaves over a profit for the government.

By Mr. Macdonald (Brantford City) :

Q. Or a loss?—A. Or a loss. I think that so far as possible—and perhaps
more now than in the past—they are trying there to make each one of their
shows stand on its own feet, with the same interest charges and other expenses
which would apply in a private system, so that they can avoid as much as
possible, kidding themselves. In other words, if an organization is operating
at a loss, they want to know it.

Mr. CoLpweLL: But the interest accrues to the state itself.

By Mr. Tucker:

Q. They had that idea in mind, that they would try to charge the cost
of the service in their interest charge. That i1s why I think if you could get
the figures, they would be very’ valuable to this committee—A. I will try
to get the figures, although the reasons underlying the charging of a certain
rate may be so diverse that I would hate to say that they did represent the
estimate of the cost of operation. They might be higher. They might be lower.
One would have to know what was in the mind of the government in deciding
upon a given rate. ¥

Q. The reason I am asking that is this. In your study which you present
to this committee, you could actually cover all those points.—A. Yes.

Q. Whereas if we got the bare figures, as we are liable to get them any
day, where the state may be absorbing part of the cost of providing the credit—
as it might be by paying part of the salaries of its bank officials, for example—

We might have very misleading figures on that.—A. Yes. :
3 Q. It seems to me that Russia is the great example of state socialism as
advocated by the C.C.F. party. 1 think we should get authoritative figures
on that point before the committee, and it seems to me we have a right to
look to you for those figures.

Mr. Grasam: May I interrupt—

The CaamMman: Order, please. May I suggest that we allow Mr. Tucker
to continue without interruption so far as possible.

Mr. GraaaM: This is germane to his question with regard to Russia. I
am in agreement with Mr. Tucker. '

- The Cmamman: Well, Mr. Tucker, it is up to you. :

Mr. Gragam: It strikes me that there would be this difference. Any loans
or advances made to socialized farming would be in the hands of government
agencies. In their case there would be the difference that the control or use
of the moneys loaned would be in the hands of the very agency that loaned it;
whereas in our case we give it to an individual or a corporation, and they go
out into the field they are operating in. They are entrusted with the manage-
ment of the money completely until the due date.

22047—14
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The CuamrMAN: 1 know it might be interesting to discuss things that are
coming up before the Saskatchewan electors shortly, but I would suggest that
we leave party politics out of this discussion for the moment.

Mr. Graram: Mr. Chairman, are you suggesting that I had any party
politics in mind in asking that question?

The CuamrMaN: I would not think so, no.

Mr. CowpweLrL: Mr. Chairman, I do not want to interrupt Mr. Tucker,
but when he says that we are advocating the system as it is in Russia, then
I must take exception to that statement. I do not want to argue that with
him just now, but I shall have something to say about it later on. I do not
want to interrupt him.

The CHamrMAN: Now, Mr. Graham, you see why I did not want you to
interrupt.

Mr. CopweLL: I understand. I am going to Saskatchewan too, I may say.

Mr. Tucker: It 'is just a matter of opinion as to what the C.C.F. are
advocating. I have the opinion that they are advocating the same system as in
Russia.

Mr. CoLpweLL: No.

The CHamMAN: Order, please.

By Mr. Tucker:

Q. What I want, Mr. Chairman, and what I point out in regard to this
whole matter is this. I realize that there are many considerations, such as that
brought up by Mr. Graham. T expect you can deal with those much better in a
study of the thing which you will submit to the committee than there is any
possibility of your doing by questions and answers. That is why I put it as
I did, so that you could cover all the points. Obviously the one mentioned by
Mr. Graham is one of the factors in the situation. The other thing I wish to
ask arises out of the answer which you made in regard to the effect of exports
on our national income. I just wanted to clean that up. As I understood it,
you said that the average part of our national income which was due to exports
was 30 per cent?—A. Yes.

Q. That does not tell the whole story, does it? By that I mean that the
people who get that 30 per cent of income buy, in turn, from people within the
country and provide them again with a substantial part of their income. Is
that not right?—A. Or putting it in another way, you would suggest that if
exports were completely eliminated there would likely be more than 30 per cent
reduction in the national income?

Q. Yes.—A. Due to subsequent disorganization. I think that is true.

Q. More than subsequent disorganization: subsequent lack of purchasing
power on the part of those who depend upon exports for their purchasing power.
—A. And the disruptive effect of that lack of purchasing power through the rest
of the community. That is what I meant.

Q. Leaving that disruptive effect out of mind altogether, what I wanted
was the actual share, as it is at present, of our national income that depends
upon export markets, and I submit that it is more than 30 per cent.

The CuAmrMAN: For what period?

Mr. Tucker: Any period in the past. I do not care what period is taken.

The CuarMAN: We ought to have that period.

The WirNess: I do not think one can calculate that indirect effect. One
knows it is there. But how much, I could not say.
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By Mr. Tucker:

Q. It would be far more than 30 per cent?—A. It would certainly be some-
what more. How much, I would not know.

Q. If you take away 30 per cent of the purchasing power of our population,
its effect upon the internal purchases is going to practically reduce them by
50 per cent again, is it not?—A. I think it is very difficult to say. I cannot
give a figure there. If those whose livelihood had been taken away due to the
cutting off of the exports remained just as charges on the public, I would cer-
tainly be willing to agree that the national income would go down by more than
30 per cent, but I do not know how much more. I assume that efforts would be
made to transfer them to other vocations and employment, a terrible mass
change in our economy. The degree of agony which we would go through in that
process, I cannot put a figure on. I know it would be acute.

Q. That i1s what I wanted to make clear in regard to your answer.
That 30 per cent is just the actual share of our national income which arises out
of exports?—A. The direct.

Q. The direct?—A. Yes.

Q. Another point which I should like to cover is this. You probably remem-
ber, Mr. Towers, that it was my contention during the period of depression that,
due to the fact there were savings and those savings were not being re-invested
in capital enterprises, there was as a result a deficiency in purchasing power and
that our government, either direetly or through some agency of government such
as the Bank of Canada, should have endeavoured to balance the purchasing
power, to a certain extent anyway, with the internal productive power of the
nation. That was the argument that was used in the United States by such
persons as Stuart Chase and other economists down there. You remember that,
of course?—A. Yes, I do.

Q. Now the argument is being used again to-day that, if our hopes are not
realized in regard to foreign trade and export markets, we once again are going
to enter a period where there will be an unwillingness to invest savings in
capital enterprise, and that we will ultimately enter again a period such as we
experienced when there was a deficiency of purchasing power as compared with
the goods that were produced by the national economy. You know that there
18 that fear?—A. Yes. 3

Q. Now the argument is used, “Do you want to return to that sort of a state
of affairs?” You know that argument is being used?—A. Yes.

Q. Tt is the most potent attack upon the present set-up, as I see it, because
those who are risking their lives in order to preserve the country do not want
to go back to the situation as it prevailed in 1930 to 1939.—A. Exactly.

Q. I should like you to present to the committee a study as to what the
difference is going to be in the attitude of those in authority in regard to that
Situation if it should develop again. You are, as I understand it, one of the
main advisers of the government in financial matters; and if your advice, subject
to whatever limits are proper, is going to be asked on that, I think that to a
certain extent it should be available to this committee—A. The problem, of
course, goes far beyond the financial. It certainly is not financial in the narrow
sense. I felt I went just about as far as I could in that initial statement to the
committee. Discussion of the subject gets bang into the field of government
policy in respect of public works, in respect of taxation, in respect of social
security, dominion-provincial relations and many other fields of that kind. For
many reasons, including the fact, as I mentioned in that initial statement, that
we do not pretend to be jacks of all trades, or to know it all, T went just about
as far as T could in that first statement by mentioning some of the main fields
m which I thonght the solutions to our problems had to be sought.

22047—143
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Q. Would it be correct to say, Mr. Towers, that to the extent that may be
necessitated by anything foreseeable in the realm of interruption of foreign
trade, we have the machinery today to balance a high level of national income
as against our productive power if we see fit to use it?—A. Would you repeat
that,"Mr. Tucker?

Q. I say, taking what might be regarded as foreseceable in regard to our
export market in the future after the war, we have now finaneial machinery
that is quite adequate to balance our consuming powers, our national income,
with a reasonable productive of this eountry, if we see fit to use that
machinery?--A. I think my answer must be that the initiative does not lie on
the financial side. In other words, an expansive monetary policy just taken
by itself will not provide the solution. One could, under the circumstances that
you fear, have an expansive monetary policy which would very considerably
increase the volume of bank deposits, but still not cure the trouble that you
mentioned. You will recall that during the war, when T think the financial
machinery has operated satisfactorily, it has operated as the hand-maiden,
so to speak, of the positive activities which have been undertaken. That
situation is just as true in peace time as it is in war. It is the positive activities
in the 'way of exports, in -the way of capital investment, in the way of
redistribution of income amongst the people, with all the effects which that
redistribution may have on consumption, which count; it is all those positive
things which will count in providing employment.  With certain positive things
taking place in those various fields, the way in which finance fits in is very
important indeed. But finance is not the initiator. -

Mr. BruackMoORE: Mr. Chairman, may I ask who is the initiator or who
should be the initiator?

The CuArMAN: The people.

The Wrrness: The people and the government.

“ By Mr. Tucker:

Q. The question which I asked was this. It is based upon the suggestion
that if you get'a state-owned banking system, you have more control over the
providing of purchasing power to your people than you have under our present
system. That is the argument. that is being used continuously by the advocates
of a socialized banking system. It is contended that if we had such a system as
that, we would not have had the banks trying so hard to colleet from people
who could not pay in the depression from 1930 to 1937, we will say, and we
would not have them pressing out money to the extent of encouraging people to
expand their operations perhaps when, in the long run, they should not be
expanded, if a long-run view were taken. That is the argument used. My
question to you is this: Do you think that our present system is better than
a socialized banking system? After all, regardless of what Mr. Coldwell may
say before this committee, the fight is going on in the country as to whether
our present system is better than the system they would advocate. T should like
to have an answer from you on that point, and I think the committee is entitled
to it—A. There are two aspects of the argument. One relates to. ..

Mr. CorpwerL: If the argument was stated, I could not hear it.

Mr. Tucker: The argument in a nutshell is this.. You say if you had your
banking system socialized in the days of depression, they would not seek to
collect money sc hard as the profit banking system did and then when we were
on the upturn, they would not press money out so freely.

Mr. CorpweLL: No. ' . :

Mr. Tucker: Well, 1 have read a speech of your. esteemed leader in
Saskatchewan, and if you want me to I will read it, where he says that in so
many words.

Mr. CorpwerL: All right. Read it.
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Mr. Tucker: I will read it.
Mr. NosewortHY: Saskatchewan again!
The CralrMAN: I wonder if we could leave that for the moment.

Mr. Tucker: Mr. Coldwell suggests that 1 have not stated the matter
correctly.

The CHAlIRMAN: Just a minute. Later on the representatives of the C.C.F.
will have an opportunity to state their position before the committee, and then it
seems to me they might undergo examination. But I would suggest that at the
present time if you devote yourself to the expression of your views and ask
the Governor his ideas in regard to them, we would get along better.

Mr. Tucker: In regard to the observation of the honourable member from
the Toronto seat, Mr. Noseworthy, who said, “Saskatchewan again”, am I to
understand from him that the only place where they are fighting for socialized
banking is in Saskatchewan? Have they abandoned it in Ontario?

Mr. CorpwerL: Certainly not.

Mr. Tucker: Then is not the honourable member out of order?

Mr. CoupwerL: Did we not move it in the house the other day?

2 Mr. Tucker: All right. Why do you not have your follower fall in line,
then?

Mr. NoseworTHY: 1 was merely suggesting that we are not dealing with
the Saskatchewan election in this committee.

The CuamrMan: Who is speaking now? Is that Mr. Noseworthy?

Mr. Tucker: Yes.

Mr. MacpoNALD (Brantford City): We are not on the subject.

The Cuamrman: No. We are not on the subject.

Mr. Tucker: I submit it was improper to make that suggestion when I
am trying to examine into the socialized banking system; the sneers that Saskat-
chewan is getting are uncalled for. I would hate to have it suggested that
because they are advocating socialization of the banking system, we have no
right to examine into the effect of it.

Mr. Corowrrr: Is that all Mr. Noseworthy said?

Mr. Tucker: Yes. He said, “Saskatchewan again.”

Mr. CorpwerL: Well, Mr. Tucker need not lose his temper. He seems to
be heated up.

Mr. Tucker: 1 am not heated at all. I just feel this strongly, and I object
to the C.C.F. pretending that only they are honest in their motives and that we
are not, and their suggestion there that the only reason I am doing this is to
try to help in the Saskatchewan election. I resent that suggestion. I had been
following this up long before the Saskatchewan election was suggested.

Mr. CorpwerLL: You introduced the election here this morning.

Mr. Tucker: No. It was introduced by the C.C.F., by interruptions such
as that made by your humble and devoted follower.

Mr. CorpweLL: Mr. Chairman——

The CuAmrMAN: Order.

Mr. CoupweLL: I think this sarcasm is entirely out of place.

The CramrMmAN: I agree with you.

Mr. Tuoker: I withdraw it then. I am humble, and I apologize.

The Crammman: The chair agrees with you.

Mr. Tucker: I withdraw it entirely.

Mr. CorpwerL: He has a nasty temper which is showing itself. 5

Mr. Fraser (Northumberland, Ont.): 1 would not take that. :
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Mr. Tucker: I consider where it comes from.

The CuamMAN: Order.
Mr. Tucker: It is nothing to what they say out in Saskatchewan.

The CuARMAN: Proceed.

Mr. Tucker: You heard what the leader of the C.C.F. party in this
country has just said in regard to myself, Mr. Chairman?

The CuamrMaN: I did not hear him.

Mr. Fraser (Northumberland): Mr. Chairman, I do not think any member
of this committee has the right to tell another honourable member that he has
a bad temper, that he has a nasty temper showing itself. Surely that is out of
order.

The CuamrMan: Mr. Coldwell will withdraw it, then.

Mr. CoupweLL: Yes, Mr. Chairman.

The Crairman: All right. Let us proceed.

Mr. CoLpwerL: 1 want Mr. Tucker to keep within the bounds of propriety
too.

The CHAlRMAN: I am sure he will.

By Mr. Tucker:

Q. Now, Mr. Towers, I do not expeect that you will be able to give an
answer on that this morning, but I should like to have your considered opinion
on the point which I just mentioned, as to the difference between the way the
present system operates, providing in times of depression the banks with a
great deal of reserve and putting pressure on them to seek every way they can
to keep money lent out whether it is safely lent out or not, and to seek other
investment, compared with the practice that might be expected from a state-
owned bank, to the extent that you feel you are able to answer that as a
financial adviser, without involving- yourself perhaps, as 1 have apparently
done, in  politics. I do not know how any of us are going to deal with these
things unless we do deal with them. I wish you would consider giving some
sort of answer to that problem.—A. Yes. !

Q. In regard to the other question it is suggested that about $1 out of $5
in Canada and the United States is saved? ;

Mr. Graaam: What is that question?

By Mr. Tucker:

Q. About $1 out of $5 in Canada and the United States is saved?—A. Yes,
by corporations and by individuals, by the whole economy.

Q. And if that were saved and kept absolutely out of the picture it would
mean that the Social Credit argument that your purchasing power is always
less than the goods you have produced would be true?—A. Yes.

v Q. And as I understand it the way it is balanced up is that under our system
that $1 saved goes one way or another into the economic¢ system by way of
capital investments and deficit spending on the part of the government, direct
payments to old age pensioners, and so on?—A. By way-of capital investment
which, of course, can also include loans in one form or another to other countries
or by way of—yes, I think it would be fair to say by way of government deficit.

Q. I think it is fair to say there was a failure to realize the necessity of
government deficits and government spending in order to balance purchasing
power with productive power prior to the war in this country?—A. I do not
think anyone’s performance in that respect was. particularly good. I mean
in any country. Of course, as suggested in that initial statement I made there
are other ways of arriving at that result. The question of distribution has a
very important bearing on the rate of saving and on the rate of consumption.
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In that connection the tax system, the social security system, are of very great
importance.

Q. Of course, if you tax the money from the people that they— —A. Would
otherwise have saved?

Q. Yes, and put it into paying pensions or in spending on public works
to that extent you do tend to balance the thing?—A. Yes.

Q. But to the extent you tax them on what they would otherwise spend
you do not help at all in that regard?—A. No.

Q. So that you have got to be careful when you are taxing for that purpose
that you have got what would otherwise be saved rather than what would other-
wise be spent?—A. Yes, and I am not suggesting that the two factors I have
mentioned are by any means the only ones because private and public capital
investment are of major importance also.

By Myr. Fraser (Northumberland) :

Q. And production?—A. In maintaining a high level of employment.
Q. And production?—A. Yes.

By Mr. Tucker:

Q. Of course, what I am talking about is balancing purchasing power with
production, and as I understand from you it is quite feasible, having in mind
the present program of the government, that purchasing powér will be in the
immediate forseeable future balanced with producing power in this country,
reasonably balanced?—A. You are speaking now of the post-war years?

Q. Yes—A. I think it is feasible but one has also to say, of course, it is a
task of very great difficulty.

Q. And it will entail——A. In peacetime.

Q. —at times the abandonment of this idea that it is a splendid thing
at all times to balance your budget, will it not?—A. Yes, it is an idea to which
we paid lip service in Canada. We have not overdone it, of course.

Q. But it was a rather disastrous thing for a lot of young people, this
devotion to a balanced budget in the days of depression as well as in “days of
prosperity, was it not?—A. Yes. Of course, the cure you are thinking of is not
simply the unbalancing of the budget, but the positive actions and policies which
have as one effect an unbalancing. ; :

Q. Yes, I understand.—A. In other words, you are not thinking of the
type of unbalancing which is simply caused by leaf raking projects.

Q. No, I am thinking as far as possible of productive projects on the part
of governments such as the Boulder Dam in the United States, and such projects
as that?—A. And, of course, it also has to be remembered that bold policies
of that type have to carry general public support, otherwise a chain of circum-
stances is set up which may negative the policies due to the inspiring of fear
or doubt in peoples’ minds which results in their freezing in their tracks, so to
speak, and being frightened to carry on in the normal way. In war time, because
of the unanimous public support behind war policy, people will respond and will
give their support in a way which so far has never been found to be the case
In peacetime. I think that the mental attitude on these post-war problems is
of enormous importance, and it is not simply a pious generality to stress that
fact. I think public understanding and support of bold policies is the sine qua
non of these policies being adopted in the first place or being successful in the
Second place. We have it in war. The question is can we have it in peace,
or in peacetime will we follow what in the past has been normal procedure of
having a thousand different views as to what should be done with the net result
that nothing is done. :

Mr. Brackmore: May I ask one question?
The Cuammman: With Mr. Tucker’s permission.
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Mr. Tucker: I should like to follow it through if I can. You will have a
chance later.

Mr. Brackmore: I just wondered what the bold attitude was, whether it
was that people would not be afraid to go into debt, whether that would be what
would be involved?

The Wirness: No, it does not relate to the individual going into debt.

Mr. Tucker: I was going to say if I might, that I commend the leadership
which the Governor of the Bank of Canada has given in the last seven or eight
years along the line he has just mentioned of freeing people from undue fear of
governmental debt.

By Mr. Tucker:

Q. I would put this question to Mr. Towers. Is it not true that if people
are going to support bold policies, which may be absolutely essential if our
present system is going to be made to work to the great advantage of our people,
it should be based upon a knowledge and understanding of the difference
between a nation going into debt and an individual going into debt under
certain circumstances?—A. That knowledge would be very helpful.

Q. That is what I am trying to do in a humble sort of way this morning,
to try and have you state that there is such a difference in time of depression
between a nation going into debt and an individual going into debt at that
time?—A. Yes, there is.

Q. And because you can state it so clearly I think it would be very worth
while for you to say what is the fundamental difference, because it is so vital
that our people should understand it?—A. T have my doubts about my ability
to express that view extemporaneously and also coherently. I think it would
be better if I tried to put it down in black and white.

Q. I am quite satisfied with that. You understand what I am trying to
get at?—A. Yes.

Q. I hope you will put in that statement some sort of an explanation of the
effect of a federal government such as ours going into debt, that is, you have
suggested before that the government’s liability, if the debt is kept owed inter-
nally, is an asset of part of its people, and various estimates have been given of
how high the debt can safely go. -1 understand it has been suggested that the
debt can safely go to the extent of double the yearly national income of the
people. You have heard that suggestion?—A. I have, but the question of the
distribution of the debt is so extremely important that I do not think one can
suggest any absolute amount in relation to the national income or anything else
without knowing more about its distribution.

By Mr. Macdonald (Brantford City):

Q. Then there is a great fluctuation in the national income?—A. Yes, but
I think Mr. Tucker was referring to a volume of debt in relation to average
national income. .

By Mr. Tucker:

Q. That is right. Will you deal with that to the extent—it may be getting
into the realm of soothsaying or star gazing—you feel you possibly can? I
wonder if you would deal with it?>—A. You mean the possible level in relation
to national income?

Q. Yes—A. I would prefer not.

Q. I suppose the reason is that in the days of the Napoleonic wars the tiny
debt was going to ruin England, and in the days when we were going into the
first great war the comparatively small debt then was going to ruin Canada,
and now to-day we have a repetition of that. I suppose that is the reason why
you hesitate to make any estimate, is it?—A. Again it is a question of distri-
bution and taxation.
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Q. I wish you would deal with it to the extent you feel you can, even to the
extent of tracing the growth in the debt, for example, of Great Britain from
the days of the Napoleonic wars on. It would be interesting to put that along-
side the statements of the prophets of doom that each time the country increased
the debt it was absolutely going to be ruined. I think that should be put before
our people. In other words, it is true that if your debt could be owed reasonably
to the people who paid the taxes in the proportion in which they would pay the
taxes your debt could go to any amount without endangering your economic
set-up?—A. That is correct.

Q. And incidentally is this not true—I suppose you can say whether you
agree with this or not—that in quarreling about a reasonable service charge on
the use of credit, if it is not going to be a brake on your necessary expenditure
on humanitarian projects, it is of no great moment? Is that not correct?

A. Would you repeat that?

Q. In other words, the question of whether or not you shall pay a reason-
able service charge for the use of credit is of no great moment because if you
cannot pay that service charge you can add it to your national debt, and if you
keep it properly distributed and in balance, and do not let the increase in the
national debt deter you from taking proper steps to have a government based
upon full humanitarian considerations, the question whether you pay a proper
service charge or not is of no great moment?—A. I agree with that. There again
it is a simple question of the distribution of the burden, because even if you
paid no service charge at all some one is assuming the burden in the country.

Q. You would have to put it on them then in some other form?—A. Yes,
but it should be kept reasonable. In other words, if I might add something to
that, the problem of maldistribution is obviously greater with interest rates at
5% per cent and income taxation low than it would be with interest costs at
21 per cent and a steeply graduated income tax, infinitely greater in the former
case.

Q. And if you bring your service charge on money below your actual costs
of operating your system then you place the burden in the long run, T suppose,
upon the people as a whole?—A. Then that is a form of indirect taxation.

Mr. SvagHT: Put it on the shareholders.

By Mr. Tucker: .

Q. T am assuming you bring your burden of interest below your actual cost
of operation, and in that event the state would pay the cost?—A. The country
as a whole.

Q. Yes, the country as a whole would pay the cost?—A. Yes, individuals
:s a whole would pay the cost but not necessarily in proportion to their ability

0 pay.

Q. If you did not nave full employment the people that were doing that
work would not be otherwise engaged anyway, and then you would not actually
depress your economy by doing that; it would just simply add more to your
public debt, would it not?—A. Yes. g

Q. And for the sake, for example, of. furthering a very worthwhile project,
Wwe will say that of rural electrification, or the making of farm homes as good
as city homes, or something that really strikes at the very root of our whole
economic set-up in this country, it would be very much worthwhile to provide
credit, perhaps at less than cost, would it not?—A. There might be circumstances
under which a subsidy was necessary either in the form you mentioned or in
Some other form. ‘

Q. Tt would be a matter of governmental policy >—A. It would be a matter
of governmental policy. i

Q. Now then, in regard to the question of the proposed limitation of interest
charged by the banks you have had a great deal of experience in regard to
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banking, and is it not so that the limiting of interest charges is more likely to
help the small borrower who has very little bargaining power than the big
borrower?—A. Yes, I think that is true. As Mr. Scott reminds me I should
have added, the small borrower may be prevented from gettmg credit at all if
the rate is too low.

Q. Yes, that was pressed at the time small loans were being debated here—
A. Tt is true.

Q. I do not doubt it; if people cannot charge enough to warrant them
taking the risk they will not loan?—A. No.

Q. What I suggested in my speech in the house was that as the average
earnings of banks were 2-86 per cent, and in view of the fact that the govern-
ment was guaranteeing these loans, in effect, as long as they did not make more
than 10 per cent of bad loans, if they got 3 per cent they would be getting more
than their average rate on a guaranteed basis; it would not be expected they
would make more than 10 per cent of bad loans, so in effect the government
is guaranteeing these loans? That is correct, is it not?—A. In effect, yes.
The work involved is one of the major factors in that case because, of course,
one can have an investment of $100,000,000 in government securities without
involving practically any work in regard to handling the securities themselves.
There is work on the deposit side, but we are not thinking. of that now, whereas
if you have 100,000 sinall loans to look after you obviously have to incur
very considerable expense.

Q. Have any studies been made as to the relationship of the cost of the
small loan, we will say of under $500, with the larger loan of four or five times
that amount?—A. I do not think they have. I am not sure about that. I
think some estimates could be made. It often is the case that the cost of looking
after a loan for $1,000,000 to a very strong and first-class borrower is no
greater than looking after the cost of a loan of $100.

Q. Well, as T remember your figures, you figured that the average cost of
administering the loaning poliey itself was 4 of 1 per cent a year, was it not?—
A. The cost of administering the assets we figured at 4 of 1 per cent per annum.
But of course that included all the security holdings.

Q. So that the bulk of the expense is really administering the deposit end
of it, and that is 14 per cent as compared with 1 of one per cent on loans,
was it not?—A. Yes. But that 4 of 1 per cent, as I say, included all securities
as well as loans. The cost of looking after the security end of it is very small.
The main cost, as far as the banks are concernnd relates to the looking after
of small and meditm sized loans:

Q. But if the actual cost of administering the assets is only 4 of 1 per cent,
Mr. Towers, the additior of a couple of hundred million dollars of farm improve-
ment loans cannot possibly run it up very high, can it?—A. $200,000,000 might
not affect the average very much. But just thinking of that $200,000,000 by
itself, it eould add very greatly to the cost of operation. I mean, if I had to
make a guess, I should say that a $500 loan might involve costs of $25 in the
course of a year if a manager felt that he had to visit the eustomer, and keep
closely in touch and so on and so forth.

Q. But if the average could not be run up very muech, it would still keep it,
T submit to you, under 3 per cent. T mean it would keep it so that they would
still be makmg a profit 4t 3 per cent—A. No. T think you have to put that in
separate compartments. If on the costs side the average was not up much due
to high costs of administering the $200,000,000 of additional loans, naturally
if you apply the same formula, the average earnings on all assets might go up
by a lesser amount than the increase in the average cost.

Q. I follow you.—A. So that I think you would have to look at the gross
earnings from the additional $200,000,000 and the costs of administering it.
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Q. Of course, if actually business was being given to the banks on which
they could make a small profit even at 3 per cent, your argument would be that
the profit might be so small that they would not want to trouble themselves
with the business. I think that is the thought in the minds of the government
in the matter, that they want these loans made as widely as possible and
therefore the policy should be as helpful as possible—A. Yes, I think it is. If
the impression was that the aetivity actually resulted in a loss from an oper-
ating point of view, then certainly it is very difficult to expect much to be done.

Q. That brings up the point that it seems to me is probably the most
important of all, and that is this. Regardless of how carefully you operate
your system, is it not correct to say that the banks are the final people who
decide whether they will co-operate with any policy like that or not?—A. Do
you mean co-operate in accepting the principle? :

Q. Co-operate in carrying it out to the full extent, even if they do not
make the profit they would like to make-—A. That is true. I mean, if any
organization, whether it is selling boots and shoes or selling credit, thinks that
each transaction is likely to involve it in a loss, it is a very discouraging thing.

Q. Yes. But suppose it gives them a profit which probably is not as great
as they would like to have. But having in mind that we are giving them a
profit on big transactions such as Mr. Slaght referred to this morning, and that
we think they should take the rough with the smooth, if they refuse to do it,
then there is nothing much, under our present machinery, that we can do about
1t.—A. I should not expect it was a case that was likely to arise; in other words,
that there was not a meeting of reasonable minds on what would be sufficient
to enable a moderate profit to be made.

Q. Why I doubt that is because of the situation which I mentioned and
which will be developed later on, I hope. It certainly will be if I can get back
here in time. I have heard that the banks are taking the attitude that any one
who took advantage of an Act of this parliament, and which has been passed’
again in recent years—I have heard it of the Farmers’ Creditors Arrangement
Act—is not to have any credit given to him. If they take that attitude—which
18, I think, contempt of this parliament—there is nothing that the government
can do about it, under this present machinery, is there?—A. I think the banks
would have to speak to that themselves. But suppose it were true—and I am
not aware it is true—then irrespective of what there is may be in an act, I am
quite sure this is a situation which could be cured.

Q. Well, there is nothing in our present machinery to deal with it, is there?
—A. There 1s the common sense of the banking institutions. There 1s govern-
ment persuasion. There is public opinion. °

Q. But we do not leave it to those instruments, for example, to ccntrol the
railroads as to whether they will close an agency or not. They have got to get
leave from the Board of Transport Commissioners. Why would we trust the

anks more than we do the railroads?—A. They are very different types of
businesses. ‘One is a type in which, so far as the expansion of eredit is con-
erned, opinion enters in. In the case of a railroad, if it is under orders to
Operate a certain service day by day, that is an actual physical thing. One
nows whether a train runs or not.

. Q. Yes—A. But in this question of extending ‘credit to an individual,
- Judgment enters in as to whether a loan is unduly risky.

Q. You do not get my point. A railroad can be, and sometimes is, ordered
for the convenience of the public to maintain an agency even although they
lose by doing so.—A. Yes.

Q. Now then, I submit that in a great program like this farm loan improve-
ent bill, for example, there should be some way of keeping a check on the

anks more often than once in every ten years, to see to it that they are
Co-operating—A. In the form of extension of credit?

Q. Yes—A. As distinet from just maintaining a branch at a given spot?
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Q. I had both in mind, but mainly the extension of credit.—A. That is
where, as I say, the question of opinion enters in. It is more difficult, much more
difficult, to establish whether co-operation is all that could have been expected
in a case like that. It is mueh more difficult to establish that fact than the mere
simple fact that a particular railway station is open or that a train runs.

Q. No. What I am getting at is this. At the end of the year it could be
easily found out how much the banks have loaned under a policy like that.—
A. Yes.

Q. It is not whether they loan it to John Smith or Henry Brown or some-
thing like that. The question is, did they loan an amount which was fair, con-
sidering the need for the credit and the fact that it was government guaranteed.
Did they or did they not? If they have not done so, there is nothing the gov-
ernment can do about it, is there?—A. The only way, of course, to establish
the extent of that problem would be to know the amount which had been
turned down and the reasons for turning down.

Q. Yes. Do you not think that in order to complete our control or our
regulation of this probably most important franchise that we are giving, we
should have some public authority established that has a right to examine into
the way the banks are discharging their obligations under that public franchise,
and if they find that there is no proper co-operation or public spirit being
shown, a report may go to the Minister of Finance?—A. It is, of course, open
to people who presently get turned down, to write—and I understand they do
in a certain number of cases—to the Inspector General. He can speak for
himself. I understand that he sometimes has had oceasion to form his own
views as to whether the turning down was right or not. But it will usually
be found to be the case that the pros and cons are so evenly weighted in a case
like that, that the slightest variation of opinion can get you on one side or
the other. Perhaps the loan is all right. Perhaps it is not. The bank has
turned it down because it thinks that the risk is really not justified, that the
person should not be borrowing the money for that purpose; has not got the
prospect of in due course paying the loan back. Some one else coming along
might say, “Oh; no. I do not quite agree with you. T think this could have been
done.” But it is a hairline, Mr. Tucker, and it is awfully hard to say in such a
case which one of the two views is the right one.

Q. There are two observations I should like to make on that. One is that
I understood from you that there is some supervision. The other is that you
can come back to the point of total results over a period of a year. On the
first point, is there supervision such as you mention?—A. It is not exactly
supervision. As I say, I think Mr. Tompkins should speak for himself. But
I understand that it is not an unknown thing for him to receive letters which
contain certain complaints and that he does what he can to investigate those
complaints. But perhaps that question should be addressed to him.

Mr. Tompkins: Mr. Chairman, I may say that, more particularly during
the years 1931, 1932 and 1933, I was in the habit of receiving, either direct or
through the Minister, various complaints about banking services and about the
refusal of loans. I succeeded, I think, in satisfying the vast majority of them,
or at least in satisfying myself that in the vast majority of these cases the bank’s
action had not been unreasonable. On the other hand, there were some few
cases where the question of judgment, as Mr. Towers has suggested, was more
or less on the border line; and in some few cases the bank’s head office changed
their opinion in regard to it. Of course, I have no statutory authority in the
direct sense to be a referee in matters of that kind. i

Mr. Tucker: Just so that we will have it on the record, Mr. Tompkins
who has just spoken has the official position of what?

et Mr. Tompxins: Inspector General of banks under section 56 of the Bank
ct.
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Mr. Tucker: You acted in that capaeity. That was quite informal and
without authority?

Mr. Tompkins: In respect to matters of that kind, yes. I am charged
with certain duties and it was not, strictly speaking, one of my duties to act
as mediator or adjudicator upon complaints of that deseription.

Mr. Tuveker: Do you not feel that in doing that you were discharging a
very useful purpose?

Mr. Tompkins: I felt it was. That is the reason that I was very glad,
I may say, to bring the viewpoints of the dissatisfied customers and the particular
banks together, so far as it was possible to do so.

Mr. Tucker: And would you not have felt on sounder ground in inter-
fering in those cases if you had had some statutory basis for your intervention?

Mr. Tompxrins: Well, that is rather a broad question. As for myself, I
question whether there should be anybody as such to act as a court of final
appeal, so to speak, in regard to applicants for credit who believe they have
a grievance. I do not think, in other words, that the judgment of a body of that
kind should be substituted for the considered judgment of a bank, having regard
to the responsibility of the bank management to its shareholders, to say nothing
of its responsibility to its depositors.

. Mr. MacpoNaLd (Brantford City): What would the bank say if your
Judgment turned out to be wrong and they took a loss?

Mzr. TompriNs: In other words, if my judgment was wrong or the judgment
of any body of that description was wrong, in effect you are telling the bank
that you should make a loan which may turn out to be a bad loan. I think
the bank itself must be the final judge as to the quality of the credit they extend.

Mr. Tucker: ~You can answer this or not, as you wish. When we are basing
a tremendous policy of rural improvements upon the willingness of the banks
to enter a new field altogether, is it enough to say that they may not like to do it?

Mr. Tompxins: I think the banks should be asked that direct question
themselves. From what I know of the situation, I believe that their disposition
18'a very co-operative one, and I think therefore that there is reason to anticipate
good results from it. But I think the bankers themselves might better express

eir views in that regard.

Mr. Tucker: Thank you, Mr. Tompkins. T am practically through, Mr.
Chairman, but T wish to ask Mr. Towers a few more questions.

The CramrMAN: Very well.

By Mr. Tucker: :

- Q. In the light of what Mr. Tompkins has said, I should like to have your
Opinion, Mr. Towers, on the situation. Suppose that, as a result of an examin-
ation of the cost of intermediate credits to farmers in other parts of the world,
It was decided that, in fairness to our farmers, the interest rate should be
"egiUced to 4 per cent or 3% per cent, we will say, or 3 per cent. Do you not
think there should be some statutory basis for looking into the extent to which

ey are carrying out a government policy and having the right at least to
Teport, the situation to parliament if they find that that policy is not being
farried out?—A. I am not quite sure if I follow you there, Mr. Tucker. Did
You have in mind that there would be an interest rate which would actually
¢ unprofitable so far as the banks are concerned? :

_ Q. No. What I had in mind was an interest rate that would give them a
Teturn higher than the average return to-day; that is, on the figures you gave,
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a return of higher than 2.86 per cent, which is their average return on all their
loans. In other words, they would not make maybe the profit they would like
to make, but they would not be doing business at a loss—A. By the way, that
return is on their total assets, not on their loans.

Q. Yes, on their total assets.—A. The average on loans is 4+55 per cent. 1
think it comes back to the question as to whether, having in mind operating
costs, there is a moderate margin of profit in the business. If there is, all right,
the banks will do it. If it involves a loss, then it would also involve a govern-
ment subsidy in order to enable the banks to carry on the business.

Q. Do you not think it would be a good thing, when we are relying on the
banks so much to carry out such a fundamental policy, that there should be
some officer charged with the necessity of keeping in touch with that and
reporting to the Minister of Finance?—A. That is a question of hearing from
or getting in touch with those who have been turned down, is it not?

Q. No. It might be on the results at the end of a six-month period or
something like that.—A. But one does not know what the results might have
been.

Q. On the total results—A. One knows what the results are at the end of
that period by reason of the fact that the banks will report the amount of
loans which they make. One does not know what they might have been. One
does not know what has been turned down.

Q. They might be required to make a report on that?—A. The investigation
really relates not to what is, but to what might have been. One only knows
what might have been if one knows how much has been turned down and the
circumstances in each case.

Q. Do you not think that in the case of the Industrial Development Bank
where they are actually entering the picture and giving this service, and in the
other case where we will use the banking system to give it, we should follow it
up for some time to make sure the farmers do get what we intend to provide
for them?—A. My own belief is that if there were any substantial number who
wanted to get credit and who believed they were entitled to it, and they were
turned down, you would hear about, Mr. Tompkins would hear about, and a
number of people would hear about it. The only alternative to that is to name
a person or a board and advertise that they would be glad to receive complaints
of that kind; in other words, to encourage the sending in of any such complaints.
That is the distinetion between your proposal and the present situation really.

Q. Do you not think that the fact that the banks are liable to be under
supervision would make them realize they are administering a trust and not
their own personal property entirely, that that was the dominant policy of
the government, and having been given a great franchise do you not think that
would help to bring it home to them?—A. I think that is a question I would
sooner the banks answer themselves.

Mr. Tucker: Thank you, Mr. Towers, and thank you, Mr. Chairman.

Mr. Brackmore: Before you go I wonder if anything could be done to
expedite the publication of the Hansard of this committee. I have not received
the first copy yet. Obviously that puts us at a great disadvantage, and also the
witness, because we have not the record of the words he has given.

The CuARMAN: I can assure you, Mr. Blackmore, that we are doing every-
tl;xi;xgkwe can to expedite publication. We shall adjourn until Tuesday at 11
o’clock. :

- The committee adjourned at 1.05 p.m. to meet again on Tuesday, May 23,
1944, at 11 o’clock a.m.

[
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May 23, 1944.

The Standing Committee on Banking and Commerce met this day at 11
o’clock a.m. The chairman, Mr. W. H. Moore, presided.

The Cuamman: We have a quorum.

Grauam F. Towers, Governor of the Bank of Canada, recalled.

Mr. GramaM: Mr. Chairman, I thought before I asked Mr. Towers any
questions I would lay this premise, that I was struck with the comment that
Mr. Mayhew made that in considering bill 91 our chief purpose should be to
discover what services the chartered banks render to Canada, if they are per-
forming those services in an efficient manner, and if the cost to Canada of
obtaining those services is reasonable having regard to all the circumstances.
Before doing that I thought, arising out of the examination of Mr. Towers that
has already taken place, and having in mind that this is a decennial revision of
the Bank Act, that a good purpose would be performed by attempting to put
on the record certain information dealing with things fundamental. My own
opinion is—and I have no particular theory I am attempting to support or
attack—that there is considerable confusion of thought both in the minds of
the individual members, and certainly in the minds of some of the publie, with
regard to the fundamentals which we discuss here with a certain degree of ease.
For that reason I propose to ask Mr. Towers, if he will co-operate with me,
certain questions which may appear very elementary to you but which I think
would be valuable to put on the record and to have for our guidance in our
future discussion.

By Mr. Graham:

Q. First of all, Mr. Towers, would you care to give a brief statement as to
what you consider the purposes which the commercial banks were expected to
serve in our Canadian credit and banking system?—A. I think the first purpose
that comes to mind, although I would not fry to list their functions in order of
Mmportance, is to provide a safe depository for the savings and current balances
of the public. The second purpose that I would mention is to provide facilities
or people to make payment by cheques; to make collections for business houses,
to buy and sell foreign exchange, to provide safe keeping for securities, all that
one might call the routine functions of banks.
. Going back to that first function, I do not think any question has been
raised in regard to the efficiency of performance of that function, that is, pro-
Viding a safe place for the deposit of the funds of the public.

By Hon. Mr. Hanson:

Q. That has not always been 100 per cent true?—A. It has not always
be‘en 100 per cent true, but for a very long time that has been the case, and I
think our arrangements are such that it will continue to be the case indefinitely.

Q. I have in mind the Home bank where the taxpayers in this country paid
the_ depositors?—A. Yes, but I think measures were taken, steps were taken
Which would ensure that would not happen again.

Again T think there are few questions raised in regard to the performance
0f the routine functions that I menitoned. The banks, in order to perform those
f‘u{lct.ions with reasonable economy for the depositors, find it is necessary—and

18 1s, in fact, the business of banking—to use the proceeds of the deposits
Made with them to make loans and investments. Their loans and investments
Will never be as large as the amount deposited with them because they have to

€ep a certain percentage of their deposits in the form of cash. That is really
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the famous ratio we hear about, but I think there is some feeling that, in fact,
banks’ loans and investments exceed their deposits, that they lend money they
have not got. Of course, that is not the case, and it is a misconception which it
would be very helpful to remove.

By Mr. Graham:

Q. Just before you approach that, we want to deal fairly fully with that
phase of it, but first of all in connection with the services that the commercial
banks are expected to perform originally they had one other purpose which was
to supply currency as a medium of exchange for the transaction of business in
Canada? Is that not true?—A. In part, yes.

Q. And for many years bank currency was the larger medium of exchange
among the people of Canada?—A. Yes.

Q. Was that a privilege given to the banks without any charge?—A. No;
the banks paid a tax. They bought the privilege, so to speak, for a tax of 1 per
cent plus the costs of issuing and keeping the eurrency in circulation.

Q. And gradually we are taking that particular privilege away from them?
—A. Yes.

Q. And it will be eompletely extinguished, if I recall Mr. Ilsley’s remarks,
by 1950 if the amendments to the Bank Act are made?—A. Yes.

Q. Now then, as to the different services which the banks perform, the
issuing of currency, as a safe depository, and to assist in the routine banking
and commercial business of the country, plus the making of loans, I take it that
in your opinion those are all services that we would want performed by some
agency in Canada?—A. They are essential services; they must be performed
by some organization.

Q. That being the case, in recent years have the banks greatly increased
the added services, if you wish to call them that, or become involved in added
services particularly in war years, that is, the finaneing of government require-
ments?—A. They have. In that case the banks do not take the initiative. It
is the government, and to some extent the central bank which takes the initiative.

Q. I notice in the Canada Year Book—and I have only to the end of 1941;
you will have later figures, of course—that it is quite noticeable that the ratio
of loans to the public to their total assets is going down whereas the ratio of
securities to the total assets is going up?—A. That is correct.

Q. Is there any particular reason for that?—A. That is due to government
financing needs, and central bank policy.

Q. And I assume, Mr. Towers, that we can take this for granted that in the
loans to the public while cheap money will encourage business expansion, of
course, and therefore likely increase the demands for loans yet there is a satura-
tion point, is there not?—A. There is; unless opportunities are present because
of business conditions which make people believe they can borrow money and
employ it profitably they do not borrow. 1

By Hon. Mr. Hanson:
Q. Those conditions do not obtain to-day?—A. They do not obtain.

. Q. They do not obtain to-day?—A. The government is such an important
factor in business because of the enormous purchases of munitions and supplies
that the need for financing of private business has not increased.very much.

Q. No, but on page 14 of No. 1 of the minutes of this committee you were
asked by Mr. McGeer certain questions and you said at the bottom of the page:
It is a good deal harder nowadays to interest individuals in putting
in capital in a small enterprise unless they are ones which they are manag-

ing and trying to build up themselves.
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By Mr. McGeer:
Q. Why is that?—A. Taxation.
Q. In other words, we are taxing ourselves out of private enterprise

and taxing ourselves into a state of public aid or public ownership?—A. I
think there is a tendency in that direction.

A. In making those remarks I was not thinking of the war situation. During
the war we are not particularly looking for the development of new enterprise
except those which Munitions and Supply feel it is desirable to have go forward
for war purposes. The situation which I had in mind was rather the pre-war
one and post-war one.

Q. What you are saying is it is government policy now to discourage private
enterprise and discourage civilian consumption? I am not quarrelling with that,
but that is the fact?—A. Well, discourage, yes, in the sense it is difficult to
supply.

Q. You cannot do both?—A. To fill the demand.

Q. You cannot do both at once. I agree with you.

. Mr. MacooNaLp (Brantford City): That is not necessarily discouraging
private enterprise.

Hon. Mr. Hansox: Well, it is very depressing; I will put it that way.

. The Wrrness: What I was thinking of was new enterprises, and new enter-
prises, other than those of a war character, do tend to be discouraged because
of the shortage of supplies.

By Mr. Graham:
Q. The result would be the encouragement of enterprises that we particu-
larly needed for our war purposes?—A. Yes.

Q. And discouragement, of those which we thought we did not need?—A.
Exactly.

By Mr. Blackmore:

Q. Is it not one of the duties or functions of the banking system to provide
loans for production which is essential? I did not understand that you men-
tioned that as one of the functions of a bank.—A. I have not finished. I was
toming to the loaning part later.

By Mr. Graham:
Q. Go ahead with the loaning part then, but I wanted you, if you would,
reserve for a separate answer this ratio question. I want that dealt with
Separately. Deal with the loans in the light of Mr. Blackmore’s interjection;
that is a purpose of the banks?—A. Yes.

Q. To make loans?—A. Yes. The banks, as T was saying, use the proceeds
of the deposits made with them to make loans and investments. So far as that
function is concerned it is obviously an extremely important one, and has to be
Performed by someone. What one should expect of the banking system is that
hey would make loans to any individual or corporation which needed to borrow
money and could show that there were satisfactory prospects of being able to
repay. The banking system should not be expected to make loans which from
the beginning are obviously unduly risky or bad. On the other hand, it must
€ expected they will lose money in the making of loans.

By Hon. Mr. Hanson:
Q. There is an element of risk?—A. There is an element of risk. |

Q. In the profit system there is always an element of risk?—A. Yes, and
banks which are performing their functions properly will lose a fair amount of
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money each year in bad loans. A banking system which does not incur bad
debts from year to year is no good to man or beast because it means they are
too conservative. In the statements which have been placed before the com-
mittee of bank earnings and operating expenses there are figures showing what
the losses have been on the average over a period of years. I mention this point
because I feel that an annual provision for loss is really a part of the operating
expenses of a good banking system. It must lose a certain amount of money
each year or else it is operating too conservatively which is not for the good of
the country.

By Mr. Graham:

Q. And as to that 15-year period that the average was given on would you
consider that an average loss period?—A. Yes, I would.

Q. Tt involves depression years?—A. It involves depression years and also
some quite good years.

Q. So that you have considered that, and you consider that is a reasonably
average period?—A. Yes.

Q. I take it, too, that banks, for the sake of these purposes you have men-
tioned, have been restricted in the type of loans they may make, that is, they
cannot make long term loans on mortgage security?—A. They cannot make
loans on the security of real estate, no. As to the term of the loans that is left
to their discretion.

By Mr. Martin:
Q. Except as collateral?—A. Except as collateral.

By Mr. Graham:

Q. The purpose of that being so that the banks will not have their assets
frozen where they could not be quickly realized upon. Is that not true?—A.
That has always been regarded as the proper course for a commerecial bank.

Q. It is for the safety of the depositor?—A. That is right.

Q. So that he may expect on a given oceasion he will be able to draw out the
moneys he has deposited in the bank’s safe-keeping?—A. Yes.

Q. Those are the purposes of a bank, and again I wanted to ask you to
emphasize this, that in your opinion these are all desirable and necessary
services?—A. They are; they must be performed by someone.

Q. Then, we come to the question which you touched upon and which I
referred to and which, in my opinion, gives rise to a great deal of the discussion
that does arise whenever persons meet and discuss our banking and credit
systems. That is the so-called ratio of 9 to 1 or 10 to 1 or 20 to 1. I should
like you, Mr. Towers, without any further prompting from me to give to the
committee how that arises, its limitations, and generally speaking the results that
flow from there in as simple language as is possible. I think, Mr. Chairman, we
should ask Mr. Towers to assume that no member—and I know that many of the
members of the committee will not admit this—of the committee knows anything
about it. We would like a statement in simple language that will clear up what
the facts are with regard to that ratio.

Mr. McGeer: Providing Mr. Graham is speaking for himself.
Mr. Martin: That is a fairly good assumption.

The WirNess: It would be more satisfactory from the point of view of a
commercial bank if it could employ in loans or in investments all the proceeds
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of the deposits made with it by the public, because in that way it would be
able to make earnings on the sum total of the deposits entrusted to the bank’s
care. However, because of the necessity for having legal tender cash to provide
to depositors who need money in that form, banks in most countries—and this
relates to a long period of time—formed the practice of keeping some 10 per
cent of their deposits in the form of legal tender cash, and not investing that 10
per cent in loans or investments. Over and above the 10 per cent, of course,
the banks will have other quick assets in the form of treasury bills or call loans
or short term securities, but approximately 10 per ecent has been found to be in
normal times a reasonable amount of cash to carry.

By Hon. Mr. Hanson:

Q. What are those other items? What do they aggregate in a percentage,
10 per cent?—A. The quick assets?

Q. Yes—A. Oh, under existing conditions substantially more than that.
I have not got a percentage in my mind. That, so far as I can describe it, Mr.
Graham, is the way in which the banks operate, but I may not have made it
clear. T wonder if you could tell me whether you think I have.

Mr. Graram: By the process of questioning.

By Mr. Graham:

Q. Now, let us bring the suggestion to a concrete point. Under the present
Bank Act section 59 provides that the banks shall maintain a reserve in legal
tender which consists of either Bank of Canada bank motes or deposits in the
Bank of Canada to the extent of 5 per cent of the aggregate of the deposits
which they hold. Is that not true?—A. That is true, and that, you may say, is
a restrictive provision, not an enabling one.

Q. I was just going to ask that. That restricts the limit of the loaning
capacity without reserve of the bank?—A. Yes.

Q. T want to make this clear. If T am correct, we could delete section 59
of the Bank Act and, in fact, delete any other section of the Bank Act without
fiisturbing the primary sections, and still the bank would do exactly the same as
1t is doing, and, in fact, would have the right to increase the ratio above what it
18 at the present time by accepted bank practice. Is that not true?—A. Yes,
that is true.

Q. Qo that T want to make it clear, if T am right, that the Bank Act does not
grant in statutory terms any such privilege as we are discussing? - That is
correct?>—A. T do not quite understand that. :

Q. That the Bank Act does not in positive terms grant the privilege of
treating deposits in the ratio of 10 to 1 of its reserves?>—A. The Bank Act says
that banks can accept from the public such deposits as the public is willing to
entrust to them. The Bank Act goes on to say that you cannot loan or invest
the full proceeds of those deposits; you cannot loan or invest more than 95 per
cent of them. In actual fact the banks loan or invest only 90 per cent.

Q. So there is nothing mythical or unreal or intangible about increased
deposits and the increased loans resulting from this ratio of banking practice
of 10 to 1?—A. There is not, but where the trouble comes is in the discovery,
shall T say, which was made ten years ago, although, of course, it has been
banking practice for hundreds of years.
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By Mr. Jaques:

Q. Twenty or 25 years?—A. It should have been discovered 300 years ago;
this discovery that loans create deposits was a very exciting discovery. It seems
to have given rise to the opinion that the banks made money for themselves,
that they created money which they could use for their own purposes, and so
there has been a good deal of excitement on the part of some people about
this discovery of what the business of a bahk consists of. Of course, what
happens when a loan is made is that a deposit is created, but the deposit is a
liability to the customer. The customer owns it. He can withdraw it in cash,
if he so chooses. If he does, then the bank has to call for repayment of the
loan which was made or some other loan or sell a security. In other words, it
cannot expand its loans and deposits, its assets and liabilities, unless the
customers in whose favour the deposits are created are willing to leave them
on deposit with the bank. That being the case, what I have said a few moments
ago is true, namely that the bank is limited in the volume of its loans and
investments by the amount of deposits which the public is willing to leave with
that bank.

By Hon. Mr. Hanson:

Q. Just right there, you said that banks in practice kept 10 per cent in
legal tender?—A. Yes.

Q. And I asked you what proportlon they kept in other forms, in liquid
assets, and you would not venture a guess. May I suggest your experience
would indicate that they keep say 50 to 60 per cent in normal times in the
form of liquid assets, that is, obligations payable within two years, and now it
is up to 75 per cent so that they cannot possibly loan 10 to 1.—A. But they
do not loan 10 to 1. Their loans and investments combined are always less
than their deposits.

Q. Very much less?—A. At the present moment I think loans are perhaps
25 per cent of the deposits.

By Mr. Blackmore: 3

Q. May I ask the meaning of the word “deposit” as it is used there?
There are two meanings of deposit, as 1 understand it. If I take $10 into a
bank and place it there that is called a deposit. If the bank lends me $100
that is also called a deposit. Therefore there are two kinds of deposits. My
submission is there has developed the wildest kind of confusion in the committee
because there is not a careful demarcation between the two meanings of deposit.
—A. I think the confusion is in the two meanings, Mr. Blackmore.

Q. Let us get that clear.—A. When the bank makes a loan, it makes a
loan to you. It credits $100 to your account.

Q. That is a deposit?—A. That is a deposit, which you own and which
you pay out to other people.

Mr. GraaaM: May I interject there—

By Mr. Slaght:
Q. It is the creation of new money?—A. That is correect.

By Mr. Blackmore:

Q. Immediately it is called a deposit—A. I beg your pardon?
Q: I say immediately it is called a deposit.—A. It is a deposit.

Q. The result is that the $10 that I may take and put in the bax;k is a

deposit.—A. Yes.
Q. And also the money which the bank will create and loan to me, they
call a deposit.—A. It is a deposit.
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Q. Exactly, which makes all the remarks that the witness is making
absolutely correct, but exceedingly deceptive to the ordinary mind.—A. Oh, on
the contrary.

By Mr. Graham: v

Q. We have been speaking of that in absolute terms, that a loan auto-
matically causes a deposit and taking that, I presume, as true—A. It is for
the moment only. The depositor might choose to withdraw that deposit in
legal tender cash.

Q. He might put it in his sock?—A. He might put it in his sock. He can
cancel it. :

Q. Suppose Mr. Blackmore were going to pay me money he owed me—
I wish he did. Let us say he borrowed $1,000; suppose he owed me $1,000, that
he paid it to me and I in turn owed another bank. I would pay off the bank
and I would extinguish a deposit. Is that not right?—A. That is true.

Q. That is the negative of the deposit?—A. Yes.

Q. And I would take it that loans, to a certain extent, are limited. I
will admit it is in keeping with government policy. As I said before, there is a
ceiling to the loans that the bank can make. They must find suitable borrowers.
—A. That is right.

Q. That is true?—A. Yes.

Q. So it is not an absolute statement that, in the working out of this,
a loan creates a deposit and that continues to be a deposit for a long period?

Hon. Mr. Hansox: I have been wondering who is the witness here. Is it
Mr. Graham or Mr. Towers?

Mr. Grapam: I am asking for confirmation.

Hon. Mr. Hanson: You are leading the witness.

Mr. MacpoNaLp (Brantford City): I think it is very mild compared to
what has already happened.

The Cmamrman: Order, please. Proceed, Mr. Graham.

By Mr. Graham:

Q. Is that true, Mr. Towers?—A. That is true. It may create a deposit,
but that depends upon the will of the depositor and what the funds are used for.

Q. I have the Canada Year Book for 1942 which gives the figures up to
the end of 1941. 1 presume they are right. But could you give us, up to the
latest date that you have had, the total deposits in the chartered banks,
splitting them or breaking them down as to the time and the kind.—A. To the
end of 1943?

Q. That is fine.—A. The Canadian dollar deposits are $4,356,000,000 at
the end of 1943.

Q. Of which how much is savings?—A. Of which $1,948,000,000 are
Savings deposits.
Q. Yes.—A. $1,697,000,000 are demand deposits. : y

Q. What are the total loans to the public as of the same date?—A. Th
eurrent loans to the public, so-called in their classification, $1,104,000,000;
€all and other loans, $91,000,000. In other words, there were total loans of about
$1,200,000,000.

Q. As compared, again, as you have told us, with 4 billion?—A. $4,356,-
000,000 of deposits. K
. Q. What is the total of the securities held by the banks by way of
Investments?—A. The total of government securities is about $2,600,000,000;
Other securities $313,000,000. : :

Q. I assume that if we added together the deposits in the bank, plus
§h§1r paid up capital, plus their reserves, plus their assets in the shape of
bulld-in-gs, that would constitute the assets of the bank?—A. Yes.
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Hon. Mr. Hanson: No.
The Wirness: Would you repeat that question, Mr. Graham?

By Mr. Graham:
Q. No, they would constitute liabilities of the bank.—A. Yes.
Q. If we added together—
Hon. Mr. Haxson: No. The buildings are assets.
The Cuamrman: Will you repeat your question, Mr. Graham?

By Mr. Graham: .

Q. What I want to get at is this, Mr. Towers. If we added the loans to
the public, plus the securities purchased by the bank, plus their buildings—
A. And cash.

Q. And cash, they would equal the deposits put in there by the people of
Canada, plus, I presume, the money put in by the purchasers of stock in the
bank?—A. Yes.

Q. Plus the reserves that have been piled up?—A. Yes.

Q. Is that not true?—A. That is right.

By Mr. Blackmore:
Q. That is deposits in both senses? That is using “deposits” “in both
senses.—A. There are deposits only in one sense, Mr. Blackmore.
Q. I think there is plenty of evidence to the contrary.

By Mr. Graham:

Q. Let us go back to one point which you partly dealt with. Would you
agree with me that, primarily, the confusion on this matter arises out of this
single fact developed by Mr. Ilsley in the House of Commons, that that
deposit which Mr. Blackmore speaks about, which arises as a result of a loan
made to a borrower, is a liability to the bank in the sense that the bank owes
to somebody that deposit?—A. Yes.

Q. And consequently it is a liability in the sense that it will cost money
to service and take care of?—A. That is correct.

Q. Because, is this not true? While you might lend money to me and you
might put it to my credit in the bank, common sense says that I borrowed
it for some purpose; and if 1 paid it to Mr. Blackmore and he in turn paid it
out, and it is in circulation eight or ten times, it will finally come in the hands
of somebody perhaps who does not need the money and who will deposit it in
the savings branch?—A. Yes, that is true. 2

Q. So the banks would be faced with these deposits on which interest has
to be paid and have to meet that output?—A. Yes.

Q. Plus all the other incidental costs of conduecting a banking business?—
A. Yes.

Q. Do you agree with me that that is perhaps the fundamental error that
persons make in connection with discussions of the nine to one ratio?—A. I am
sure that is the ease.

Q. You heard Mr. Slaght suggest that the wise thing for Canada to do
would be to take the dominion securities now held by the banks and give the
banks a like amount of their value in Bank of Canada notes, and then make
provision in the Bank Act for that not to increase the deposits in the cor-
responding loans, so as to prevent inflation. You heard that suggestion?—
A. Yes.

Q. I should have liked you to carry that through. You suggested that one
must consider the results of such a policy. Will you tell us what, in your
opinion, would be the results of such a policy?—A. The results would be that

F
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the banks would have to cease to pay interest on savings accounts, and that
in default of any other method of replacing the lost earnings, they would have
to impose charges for keeping deposits.

Q. Let us assume, as I assume you do—and we may argue about that
later—that the present over-all profits of the bank are reasonable?—A. Yes.

Q. To maintain that amount, they would have, in some way, to replace
the revenue they would get from the securities by some charge upon the
depositors or the borrowers or the staff. Is that not true?—A. And the cutting
out of interest on savings deposits. !

Q. I think that is an interesting point to note. In the last few years we,
I think, quite wisely have been attempting to lower the current rates of interest
on loans of all natures, both public and private. That is true?—A. That is
true.

Q. Which means a diminution of the bank revenues on loans that they
make?—A. Yes, and on investments.

Q. Yes. But I notice that, during that same period, the banks have
lowered the interest they pay on their savings accounts.—A. That is true. As
in so many other cases, the thing is a question of degree. If I might branch
off a bit from the question you have just raised, I should like to mention this:
All the proposals for so-called reform of the monetary system are the same, in
that they all relate to the financing of government expenditures by the issue
of currency. Included in currency I place deposits with the central bank. They
all relate to that. The second question that I always ask myself is whether
there is anything new in these proposals; because if they are new, I would be
expected to be under a handicap in considering them. It is usually thought
that bankers, and particularly central bankers, are so frightened by any new
Suggestions that they are unable to give them impartial consideration. But, of
course, the procedure which is suggested is not new.

The financing of government expenditures by the issue of currency has
been taking place, off and on, for hundreds of years. It is taking place all
over the world now. It is taking place in Canada. Government expenditures
In the war in Canada have been financed by the issue of currency, defined as
I have just mentioned a moment ago, to the tune of about 6 per cent. So that
If the proposals are not new, then they are presumably a question of degree.
Perhaps some people ,think that the percentage of government expenditures
ﬁn'anced in that way should be higher. Perhaps they think that instead of
being 6 per cent, they should be 12 per cent, 30 per cent or 80 per cent. In
that case, T think it would be very helpful if, in making suggestions, they said
how far they thought the government should go; and I think it would be useful
too if they pointed to examples. Because nowadays the world is a form of an
Immense laboratory of procedures of that kind. If one wants to see the result
of financing government expenditures to the tune of 80 per cent by the issue
of eurrency, it will be possible to point to a country where that is now being
done; and if it is thought that the results are good, then that country can be
Used as an example. Or if it is 60 per cent or 40 per cent, countries can be
found where that is now being done. I think that to suggest that the financing
°f. government expenditures by the issue of currency is new is wrong; that to
all to suggest what proportion should be financed in the way suggested does
Dot help discussion; and that to fail to point to other countries which are doing
80 In varying proportions and see how they are getting along, is also wrong.

. The second consideration involved in these proposals relates to the reduc-
tion of interest charges paid by the government. There again it is a question
of degree. In Canada, in accordance with the policy which has been followed
Since 1935, there has been a steady reduction in the rate of interest paid by
€ government on its debts. The average coupon rate in March, 1935 was
‘24 per cent as compared with 269 per cent in December, 1943. The rates
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paid on borrowings from chartered banks have come down even more. During the
war years, they have averaged about 1 per cent. If these reductions in interest
rates paid by Dominion government since 1935 had not taken place, total
government interest charges to-day, gross, would be $479,000,000 instead of
$304,000,000; and the net charges would probably be about $347,000,000 a year
instead of $220,000,000. So that the argument is really not on the question as
to whether it is desirable that the interest costs should be reduced, but rather
on the question as to how far one should go. The reductions which have taken
place since 1935 have caused certain painful adjustments. The savings rate
has been brought down from 3 per cent, or rather the-rate paid on' savings
deposits has been brought down from 3 per cent in 1933; 2 per cent in 1935, to
14 per cent to-day.

By Hon. Mr. Hanson:

Q. Right through, is it not a fact that all the reductions that have taken
place in interest charges to the public on government securities and on other
securities were predicated on the reduetion in the savings bank interest rate?
That had to precede the whole thing?—A. No.

Q. I think it did—A. No. The reductions in the rate on government
securities affected the earnings of the banks and made it necessary for them
to reduce the rate which they paid on savings accounts.

By Mr. Cleaver:

Q. How much money was put into the money stream from the incorpora-
tion of the bank up to the outbreak of war, which resulted in this reduction of
interest rate?—A. You mean by the Bank of Canada? 1 have not got that
back that far.

Mr. SuaguT: It is $1,300,000,000 now.

The WirNess: The Canadian dollar deposits in the chartered banks in

March, 1935, when the Bank of Canada commenced operations, were
$2, 034000000 In August, 1939, they were $2,565,000,000.

By Mr. Cleaver:

Q. And the difference between those two amounts would be the new money
that was printed and put into the money stream?—A. Not printed. The policy
of the Bank of Canada in enlarging the chartered banks’ cash reserves resulted
in the chartered banks acquiring some securities in the market, and that in turn
resulted in an increase in deposits which I have just mentioned.

Q. New money was printed and put into the money stream by the Bank
of Canada during that period?—A. Well—

Q. There was an increase in currency issued by the Bank of Canada?—A.
I have defined Bank of Canada currency as either an increase in our note
circulation or an increase in deposits with us.

Q. Yes. What is the total of that?—A. The total assets of the Bank of
Canada when we first commenced operations were $269,000,000 and in August
of 1939 were $432,000,000.

Q. And the resulting credit expansion in the country at ten for one would
the main cause of the reduction in the interest rate?—A. It is not ten to one
of that. But it would be true to say that the credit expansion which took
place as a result of our policy was a major factor in the reduction of the
interest rate. )

Q. Why would it not be ten for one with respect to the new money that
was printed and put into the system?—A. Because a proportion of that increase
in our assets relates to increased holding of Bank of Canada notes by the
public.
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Q. By the public?—A. By the public.

Q. Yes. Then in so far as the public is concerned, suppose $1,000 of new
money is created by the Bank of Canada, this debt-free money that we hear
80 much about. $1,000 of debt-free money is issued by the Bank of Canada
and if in regard to that $1,000 of debt-free money in the first operation a
private individual in Canada acquires that and hides it in his mattress, there
18 no expansion at all?—A. No.

Q. So that this entire ten for one expansion that we hear so much about
is as a result of the action of the customer and not as a result of the action of
any bank?—A. That is correct.

By Mr. Graham:

Q. Mr. Towers, you mentioned the different countries we could, if we saw
fit, examine. Unfortunately, China is perhaps the outstanding immediate
example of credit expansion of government money.—A. Yes; and of course
one speaks of that situation with sympathy rather than criticism.

Q. Yes. And as you say, you could find various gradations of that—A.
Yes. China and the occupied countries of Europe are the ones which have gone
farthest in following the procedure recommended.

Q. And in the case of the occupied countries, that would: be at the dictates
of the Nazi controlling power?—A. That is right. The Germans have used
that procedure in order to debauch those countries.

By Mr. Blackmore:

Q. What procedure is that?—A. The procedure of financing government
expenditures by the issue of currency.

By Mr. Graham:

Q. Going back to Mr. Slaght’s suggestion, we are at the present time
borrowing from the Bank of Canada to a certain extent as a people, a govern-
ment?—A. Yes; in the sense that the Bank of Canada holds a large volume of
government securities. '

Q. And we are borrowing from the chartered banks?—A. Yes.

Q. And on those direct borrowings by the government from the chartered
banks we are paying a service charge or an interest charge of 4 of 1 per cent?
—A. On some $800,000,000 of that, yes.

Q. On some $800,000,000. Has the experiment that Mr. Slaght suggested
ever been actually tried? I understand it has been tried in Australia?—A. Yes.

hat is corrcct.

Q. Would you tell us, please, the history of that particular experiment?—
A. In Australia at a certain date, about the end of 1942, the government in
power there decided that to the extent that taxation and borrowing from the
public did not provide them with all the funds they required, they would
borrow from the central bank, the Commonwealth Bank of Australia. “They
realized that in doing so they would increase the cash reserves of the commercial
b&nks of Australia. So they decided that they would, so to speak, freeze that
Icrease in the commercial banks’ cash, very much in the same way as Mr.
Slaght suggested. They made them keep that additional cash in a special
account in the Commonwealth Bank which did not count for reserve purposes.

hey decided, however, that as the commercial banks would be under certain
®Xpenses in connection with the increased deposits and so forth, they would pay

¢ commercial banks ¢ of 1 per cent per annum interest on that frozen cash.

¢ net result of the whole procedure, as you can understand, and the -zost, is
€Xactly the same as in Canada in respect of our borrowings on deposit
certificates.
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By Hon. Mr. Hanson:

Q. That is the cost, and the other item was what?—A. The cost and the
net result of the whole procedure, its effect on the banking system, on the public;
its cost to our government is exactly the same as it is in Australla although we
have not taken the trouble to follow the same procedure nor to have it enshrined
in legislation.

By Mr. Coldwell:

Q. Is the net result the same?—A. Exactly.

Q. With regard to the money that is now frozen?—A. I beg your pardon?

Q. With regard to the money that is now frozen? What becomes of that
eventually?—A. In Australia?

Q. Yes—A. That is undetermined.

Q. That is undetermined?—A. Yes. _

Q. The net result is not known yet?—A. It is an asset of the banks in the
form of an account with the Commonwealth Bank on which they get 3 of 1 per
cent interest per annum. In Canada a similar asset of the banks’ conSISts of
deposit certificates on which they get 2 of 1 per cent per annum

By Mr. Slaght:

Q. There are long-term securities at a great deal more than the ¢ of 1 per
cent rate?—A. In the hands of the banks?

Q. Yes—A. There are very few.

Q. In the hands of the bank you gave us yesterday $963,000,000.—A. Over
two years.

Q. Over two years.—A. I would not call over two years a necessarily long
term.

Q. You do not suggest that 3 of 1 per cent covers the interest they would
pay on the $2,500,000,000 we owe, because you told me yesterday it was
$35,000,000 or $40,000,000.—A. No. I say that the interest cost of 4 of 1 per
cent relates to a substantial portion of the war financing done by the government
with the banks; and in Australia, in speaking of their arrangement, I am
talking about the war financing since the end of 1942.

Mr. Jaques: Why did they freeze them in Australia?

Hon. Mr. Hanson: So they could not be the basis of credit.

The Wrrness: To avoid that expansion which we all worry about so much.

Mr. Jaques: But as I understand it, the banks do not expand. They only
lend what they actually have.

The Wrirness: I am afraid—

Mr. CLeaver: We are back again!

The Wirness: That is where I came in.

Mr. Gramam: Mr. Towers, may I suggest this—

The Wrrxess: But it would be useful, I am sure, to say again and agam—
it would be useful, I think, Mr. Jaques, to keep on remembering that the banks’
assets cannot exceed their liabilities. One marvelous feature of a bank’s
balance sheet is that it balances. :

Mr. McGeer: It d<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>