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ORDER OF REFERENCE
(OrHER THAN PrIvaTE BILLS)

Moxnpay, March 31, 1924.

Ordered,—That the Resolution adopted by this House on Thursday, 27th
March, as follows:—

“That in the opinion of this House, in view of the failure of the Home
Bank and of the fact that official prosecutions and inquiries have been insti-
tuted, including the Royal Commission which has been appointed to investigate
the facts alleged in the petition represented by the depositors of the Bank and
the affairs of the Bank generally; and considering that the evidence received
and to be taken before the several tribunals will be available for consideration,
the Select Standing Committee on Banking and Commerce should be instructed
to consider the provisions of the Bank Act with a view to recommending such
amendments to the Act as will better protect the interests of depositors gener-
ally and will prevent similar occurrences in the future; and also to consider
the report of the Royal Commission in its bearing upon these matters and with
respect to the possibility of saving the Home Bank depositors from loss,” be
referred to the Select Standing Committee on Banking and Commerce for such
action as the Committee may deem advisable.

Attest.

W. B. NORTHRUP,
Clerk, House of Commons.

TuespAy, April 15, 1924.

Ordered,—That the name of Mr. Ward be substituted for that of Mr.
Forke on the Select Standing Committee on Banking and Commerce.
Attest.
W. B. NORTHRUP,
Clerk, House of Commons.

Tuespay, May 6, 1924.

Ordered,—That the Report of Dr. Tory on Agricultural Credits, tabled
on the 15th April, be referred to the said Committee.
Attest.
W. B. NORTHRUP,
Clerk, House of Commons.

Turspay, May 13, 1924.

Ordered,—That the Select Standing Committee on Banking and Commerce
be authorized to have their proceedings and such evidence as may be taken,
printed from day to day for the use of the members of the Committee and of
the House. :

Attest.

W. B. NORTHRUP,
Clerk, House of Commons.
Vi
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WepNEspAY, May 14, 1924.

Ordered,—That the said Committee be granted leave to sit while the House
is in session.

Attest.
W. B. NORTHRUP,

Clerk, House of Commons.

Turspay, May 20, 1924.

Ordered,—That the name of Mr. Euler be substituted for that of Mr.
Mitchell (resigned) on the Select Standing Committee on Banking and Com-

merce.

Attest.
W. B. NORTHRUP,
Clerk, House of Commons.

TurspAy, May 27, 1924.

Ordered,—That the Minutes of Proceedings and Evidence taken before the
Select, Special Committee on Agricultural Conditions last session be referred to

this Committee.

A
oy W. B. NORTHRUP,
Clerk, House of Commons.

THURSDAY, June 5, 1924.

Ordered,—That the said Committee be instructed to lay on the table of the
House as part of their sixth Report the minutes and proceedings of all their
sittings during the present session prior to their adoption of the said Report.

Attest. W. B. NORTHRUP,
. Clerk, House of Commons.

WEDNESDAY, June 11, 1924,

Ordered,—That the interim Report of the Royal Commission respecting
the Home Bank be referred to the Select Standing Committee on Banking and

Commerce.

Attest.
test W. B. NORTHRUP,
Clerk, House of Commons.
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REPORTS

OTHER THAN PRIVATE BILLs
(RESPECTING THE REFERENCE)
OF THE

SELECT STANDING COMMITTEE ON BANKING AND
COMMERCE

FIRST REPORT
Private Bills.

SECOND REPORT
Private Bill.

THIRD REPORT
Private Bills.

FOURTH REPORT
. mmend that they be authorized to have their proceed-
ings and such evidence as may be taken, printed from day to day for the use of
the members of the Committee and of the House, and that Rule 74 relating
thereto be suspended. (Presented, concurrence moved and concurred in, Tues-

day, May 13, 1924. See pages 262 and 264, Votes and Proceedings.)

FIFTH REPORT

Your Committee recommend that leave be granted them to sit while the
House is in session. (Presented, concurrence moved and concurred in, Wednes-

day, May 14, 1924. See page 267 Votes and Proceedings.)

SIXTH REPORT
Your Committee recommend that the Order of Reference be enlarged so as
to embrace the study and consideration of the purpose, organization and opera-
tion of some type of properly administered Central or Reserve Bank. (Pre-
sented, concurrence moved, objected to, Wednesday, May 21, 1924. See pages
295 and 297, Votes and Proceedings. Concurrence moved, lost on division,
Wednesday, July 2, 1924. See page 471, Votes and Proceedings.) '

SEVENTH REPORT
Your Committee recommpnd that the Minutes of Proceedings and Evidence
takqn before the Select Special Committee on Agricultural Conditions, of last
session, be referred to the Select Standing Committee on Banking and Com-
merce. (Presented, concurrence moved, concurred in, Wednesday, May 27, 1924,

See pages 326 and 327, Votes and Proceedings.)

EIGHTH REPORT
Private Bill.

NINTH REPORT
Private Bills.

i

Your Committee reco
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TENTH REPORT

That pursuant to the Order of Reference from this House of the 31st March,
1924, your Committee, in view of the failure of the Home Bank, have con-
sidered the provisions of the Bank Act with a view to recommending such
amendments to the Act as would better protect the interests of bank depositors
generally, and would prevent similar occurrence in the future;

And your Committee are of the opinion that it is expedient to bring in a
measure to amend the Bank Act and they therefore recommend that the said
Act be amended as follows:—

That Section 56A of the Bank Act be repealed, and the following sub-
stituted therefor:—

Inspection:

56A. 1. “ The Governor in Council on the recommendation of the Minister
shall appoint a person who in his opinion has had proper training and experi-
ence who shall be charged with the performance of the duties hereinafter
mentioned. Such person shall be designated ‘Inspector General of Banks.
The Minister may direct some other such person to temporarily perform the
duties of the inspector should the inspector, by reason of illness or other con-
tingency, be unable to perform such duties.”

2. The Inspector shall hold office during good behaviour, but may be
removed from office by the Governor in Council for misbehaviour or incapacity,
inability, or failure to perform his duties properly.

3. If the Inspector is removed from office for any such reasons the Order
in Council providing for such removal and documents relating thereto shall be
laid before Parliament within the first fifteen days of the next ensuing session.

- 4. The Inspector while holding office shall not perform any service for
compensation other than the service rendered by him under the provisions of
this section.

5. “'The Minister may appoint or employ on the recommendation of the
Deputy Minister of Finance and the Inspector, such persons with training and
experience and such clerical assistance as may be deemed necessary to carry
cut and give effect to the provisions of this section. Persons so appointed or
employed shall receive such salary or remuneration as may be fixed by the
Minister.”

6. The Inspector, from time to time, but not less frequently than once in
cach calendar year, shall make or cause to be made, such examination and
inquiry into the affairs or business of each bank as he may deem to be neces-
sary or expedient, and for such purposes to take charge of the assets of the
bank or any portion thereof, if the need should arise for the purpose of satis-
fying himself that the provisions of this Act having reference to the safety of
the creditors and shareholders of each such bank are being duly observed and
that the bank is in a sound financial condition. The Inspector at the conclusion
of each such examination and inquiry shall report thereon to the Minister.

7. A copy of all reports made by the auditors of a bank to the General
Manager and to the Directors under the next preceding section shall be trans-
mitted or delivered to the Minister by the auditors at the same time as such
reports are transmitted or delivered to the General Manager and Directors.

8. The Inspector, or person acting under his direction, shall have a right
of access to the books and accounts, documents, vouchers and securities of the
bank, and shall be entitled to require and receive from the directors, officers
and auditors of the bank such information and explanation as he may deem
necessary for the performance of his duties.

9. The Inspector shall have all the powers conferred upon a Commissioner
appointed under the Inquiries Act for the purpose of obtaining evidence under
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oath, and may delegate such powers as oceasion may require. Any person who
refuses to give such evidence or to produce any book or document material
thereto when required so to do shall be guilty of an offence against this Act.

10. Whenever the Inspector is satisfied that a bank is insolvent he shall
report fully on the bank’s condition to the Minister and the Minister may,
without waiting for the bank to suspend payment, in specie or Dominion notes
of any of its liabilities as they accrue, request the Association or the President
of the Association to appoint a curator to supervise the affairs of such bank,
and such request shall have the same effect as if the bank had suspended pay-
ment in specie or Dominion notes of any of its liabilities as they accrued, and
a curator shall forthwith be appointed as provided in section 117 of this Act.

11. The Inspector shall be paid a salary fixed by the Governor in Council
on the recommendation of the Minister.

19. All salaries, remuneration and other expenses incidental to giving effect
{0 this section shall be paid out of the Consolidated Revenue Fund, and the
Consolidated Revenue Fund shall be recouped after the end of each calendar
year for such outlay by an assessment upon the banks based upon the average
total assets of the banks respectively during the year, as shown by the monthly
returns made by the banks to the Minister under section 112, and such assess-

ment shall be paid by the banks. ; .

13. All persons appointed under this section shall be officers of the Depart-
ment of Finance, but the provisions of the Civil Service Act, 1918, shall not
apply to such persons. g

14. Any bank or any director, president, general manager or any officer of
a bank who directly or indirectly makes a loan or grant or gives any gratuity
to the Inspector or any other person r employed under this section,
and the Inspector or any such person who accepts or receives, directly or
indirectly, any such loan, grant or gratuity, commits an offence against this
Act, and is liable as provided in section 157 of this Act, in addition to any
punishment otherwise provided. ¢ :

15. The Inspector or any person appointed or employed under this section
who discloses to any other person, except the Minister and the Deputy Minister
its business or affairs commits

of Finance, any information regarding a bank, 1 ] :
an offence against this Act and is liable as provided in section 157 of the Act.

16. Provided, however, that the Government shall not incur any liability
whatever to any depositor, ereditor or shareholder of any bank, or to any other
person, for any damages, payment, c(_)mpensatlon or indemnity which he may
suffer or claim by reason of this section or anything therein contained, or by
reason of anything done or omitted to be done ung:ler _the requirements thereof,
or by reason of anything omitted to be done which 1s hereby required to -be
done, or by reason of any order or discretion of the Governor in Council or of
the Minister in the execution or administration of the powers of any of them
by this section conferred, or by reason of any failure or omission on the part of
the Governor in Council or of the Minister or o_f the Inspector, or of any officer
or employee of the Government to execute or discharge any power, authority or
duty thereunder, or otherwise by reason of any default, negligence, mistake

.o+ i the administration or discharge of the powers or duties

which in any circumstances are by this section intended or authorized to b::

executed or performed; and no such pfg,yment, damages, compensation op

indemnity, nor any claim therifor, shall in any case be authorized, paid o
i nment.

e i nto force on the first day of October, nineteen

17, Tha tion shall come 1 '
hundred 1;}11115 i:felllty-four, but it shall not be incumbent upon the Inspector to

examine all of the banks under the section during the calendar year ope
thousand nine hundred and twenty-four.
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(Presented, Friday, June 20, 1924. See pages 423, 424, 425, Votes and
Proceedings. Concurrence moved, concurred in, Monday, June 23, 1924. See
page 432, Votes and Proceedings.)

ELEVENTH REPORT

Your Committee have had under consideration the Order of Reference from
this Honourable House, dated 31st March, 1924, which reads as follows:—
“That, in the opinion of this House, in view of the failure of the
Home Bank, and of the fact that official prosecutions and inquiries
have been instituted, including the Royal Commission which has been
appointed to investigate the facts alleged in the petition represented by
the depositors of the Bank and the affairs of the Bank generally; and
considering that the evidence received and to be taken before the several
tribunals will be available for consideration, the Select Standing Com-
mittee on Banking and Commerce should be instructed to consider the
provisions of the Bank Act with a view to recommending such amend-
ments to the Act as will better protect the interests of depositors gener-
ally and will prevent similar occurrences in the future; and also to
consider the report of the Royal Commission in its bearing upon these
matters and with respect to the possibility of saving the Home Bank
depositors from loss,” be referred to the Select Standing Committee on
Banking and Commerce for such action as the Committee may deem
advisable.

And also the Order of Reference dated 11th June, 1924, reading as follows:—

“That the Interim Report of the Royal Commission respecting the

Home Bank be referred to the Select Standing Committee on Banking
and Commerce.”

Your Committee have sat from time to time, and have studied the Interim
Report on the Home Bank submitted by Mr. Chief Justice McKeown and the
evidence therein referred to.

Your Committee consider that the facts therein brought out and the
evidence therein referred to clearly establish that the depositors of the Home
Bank have no claim under the law of the land for compensation by the country
on If\]ﬂlccount of any loss they may suffer by reason of the failure of the Home
Bank.

But your Committee are also of the opinion that, in view of the representa-
tions made to the Department of Finance in the years 1916 and 1918, the
Government of the time could have made in 1916 and in 1918 an effective audit
under Section 56A of the Bank Act, and if such an effective audit or thorough
investigation into the Bank’s affairs had been made it would have resulted:—

1. In the immediate liquidation of the bank, or

2. Its amalgamation with another bank, and that the effect would have
been, no loss to the depositors in 1916 or 1918.

Your Committee have studied the evidence given before the Royal Com-
mission by Sir Thomas White, who was then Minister of Finance, and particu-
larly his statements: “I would never think of putting in a special auditor in a
bank and taking chances, especially at a time like that, of closing the bank ”
(page 345) ; and further: “ Under no circumstances would I have allowed a bank
to fail during the period in question. I had many difficult and dangerous finan-
cial situations to deal with during the war. At its outbreak, in view of the
panic which prevailed, the Government, at my instance, placed itself behind
the banks of Canada and gave public assurance that it would loan them such
sums as they might require to meet the conditions of the war, and would take
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all further steps necessary to safeguard the financial situation during its con-
tinuance ”’ (page 359); and further: “The action I took was in my discretion;
in exercising his discretion, a Minister must have regards to conditions, because
conditions have a direct bearing upon the consequences attendant on his action
to the bank and the general situation. If you make a mistake in putting in an
auditor, in peace time the consequences may be a run producing little effect
upon the bank; if in war time, you may bring down the bank and, in addition,
you may cause an unspeakable calamity to the country ” (page 743).

Your Committee is not called upon to question the manner in which Sir
Thomas White made use of the powers given to him, or whether he exercised

his discretion correctly or otherwise. :
Your Committee consider that the facts brought out in the Interim Report

submitted by Mr. Chief Justice McKeown, and the evidence therein referred to,
establish that the depositors of the Home Bank have a moral claim in equity
for compensation by the country on account of any loss they may suffer by
reason of the failure of the Home Bank.

(Presented, Tuesday, July 1, 1924. See page 463, Votes and Proceedings.
Concurrence moved, concurred in, Thursday, July 17, 1924. See page 585,

Votes and Proceedings.)

TWELFTH REPORT
- Your Committee recommend that the Government should study and con-
sider the practicability of laying before Parliament at a subsequent date the
establishment in the chartered banks of Canada of an additional class of savings
account whereby all holders of deposits, who may place their money in such
class of accounts, in any onme bank or branch thereof, shall be protected

against loss up to the sum of $3,000 by the establis‘}}ment of a fund on an
insurance basis, the premiums of which will be contributed by the depositor
and the bank in such proportion as may be determined and that the Govern-
ment work out the details and actuarial data necessary for the establishment of
the said proposal and upon conference with the banking institutions of Canada,
that legislation may be enacted to carry out the results of the said conference
and such scheme as may be evolved. X s i3 5
(Presented, Friday, July 4, 1924. See page 430, Votes and Froceedings.
Concurrence m’oved, concurred in, July 15, 1924. See page 562, Votes and

Proceedings.)
THIRTEENTH REPORT
Your Committee, pursuant to the Order of Reference, dated 6th May. 1921,

reading as follows:— .
« Ordered,—That the Report of Doctor Tory on Agricultural Credits,
tabled on the 15th April, be referred to the said Committee.

Attest. W. B. NORTHRUP,
Clerk, House of Commons.

have had under consideration the report of Dr. Tory on Agricultural Credits.
ort shows that, of the nine provinces of Canada, seven already

Said re e
have on theipr statute books laws for the purpose of establishing public systems
and

of agricultural credit; e :
Whereas a study of the systems existing in these provinces shows that there
is considerable variation in the systems, both as to method and detail; ang
Whereas it is the purpose of all such rural credit systems to secure, through
the better organization of security, loans for agricultural purposes at better
rates of interest than have been current heretofore; and
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Whereas it is doubtful if this purpose could be best served by the estab-
lishment of a Federal System operating in the above mentioned provinces in
addition to and in competition with the systems already in existence or in pro-
vinces where the need has not been sufficient, in the opinion of the provinecial
authorities, so as to justify the establishment of such a system; and

Whereas it would seem to be wise, both from the point of view of efficiency
and economy, if a Federal System is to be established, that it be a common
system for the whole of Canada, and that, of necessity, would entail confer-
enices between the federal and provincial authorities;

Therefore, your Committee recommend that the investigation of the subject
be continued, in order to determine whether it be possible to co-ordinate the
various systems of rural credit now in existence into a Federal System,
applicable to the whole of Canada, and that legislation be prepared based on
the said further investigations and calculated to meet the credit needs of the
agricultural classes of the Dominion, and submitted to Parliament at its next
session.

(Presented, Wednesday, July 9, 1924. See page 507, Votes and Proceed-
ings. Concurrence moved, concurred in, Friday, July 18, 1924. See page 648,
Votes and Precceedings.)

FOURTEENTH REPORT

Your Committee recommend that Subsection (f) of Section 76 of the Bank
Act be amended by striking out all the words after the word “be” in the
fifth line thereof and substituting therefor the following: “ without the unani-
mous approval of the directors present at a regular meeting of the board or
meeting specially called for such purpose, provided that the notice calling any
such regular or special meeting shall set out specifically such aforementioned
purpose.”

(Presented, Wednesday, July 9, 1924. See page 508, Votes and Proceed-
ings. See also pages 544 and 545, Votes and Proceedings.)

FIFTEENTH REPORT
Private Bill.

SIXTEENTH REPORT

Your Committee have had under consideration the various matters referred
to them by the Order of Reference, and have reported on same from time to
{ime.

Your Committee, in addition to numerous meetings of the sub-committees,
have held thirty-nine sittings on twenty-seven separate days, have heard the
evidence of ten witnesses, and have had twenty-three exhibits filed with them.

Your Committee submit herewith for the information of the House a
printed copy of their proceedings, the evidence given before the Committee,
and also certain documents submitted to the Committee as exhibits, but not:
contained within the proceedings.

Your Committee recommend that the Order of Reference, Reports, Pro-
ceedings, and the evidence given before the Committee, together with a suit-
able index to be prepared by the Clerk of the Committee, be printed as an
appendix to the Journals of the House of the present session, and for distribu-
tion, and that Rule 74 be suspended with reference thereto.

(Presented, Thursday, July 10, 1924. See page 517, Votes and Proceed-
ings. Concurrence moved, concurred in, Friday, July 11, 1924. See page 542,
Votes and Proceedings.)



PR,

g

. —— R O,

BANKING AND COMMERCE v

APPENDIX No. 1
SEVENTEENTH REPORT

Your Committee have had under further consideration and st
of Dr. H. M. Tory on “Agricultural Credit,” which was refer?‘el(lid}’zot}}c;g;lp%r;
May 6, 1924. kA 2
Your Committee find that the cre it of persons engaged solely i i
or the tillage of the soil is affected by certain provisions of The Ban}lr{;&lptf?ﬁgf
Your Committee, therefore, recommend that legislation be introduced at
the present Session of Parliament amending The Bankruptcy Act as follows:—

“An Act to Amend The Bankruptey Act.

«1. This Act may be cited as ‘The Bankruptcy Act Amendment, Act, 1924.

«9 The Bankruptcy Act is amended by inserting after section 8B thereof
the following section:— :

“8C (1) Notwithstanding anyt:hmg contained in this Act, if the Lieutenant-
(Yovernor in Council of any' province has gxuthorized any officer of the pro-
vincial government, charged under a _provmcwyl statute with duties which in the
opinion of the Tieutenant-Governor 1n Council are analogous in any respect to
the duties of custodian and trustee, to act as custodian and trustee under this
Act, the Official Receiver shall in the case of an assignment by a person engaged
solely in farming or the tillage of the soil appoint such officer as custodian.

“ (2) Any officer so appointed to the office of custodian by the Official
Receiver shall thereupon in addition to such ofﬁcq be and be deemed to he the
authorized trustee as if appointed under subsection (1) of section 15 of this
Act, and shall continue to be the authorized trustee until properly removed
under subsection (2) of the said section 15. .

“ (3) In case any such prov1nc1al officer is appomted custodian and trustee,

any remuneration as custodian or trustee nor

he shall not be entitled to be paid tion
any of the costs enumerated as_costs of custodian in Part III of the General
Rules, but shall be entitled to his lawful disbursements.

3. Section 59 of The Bankruptey Act is hereby amended by adding thereto

the following subsection:— s 3 .

« (2) Paragraphs “p”and “c of the preceding subsection shall not apply
in the case of an application for discharge by any assignor who at the time of
the authorized assignment was engaged solely in farming or the tillage of the
goil.”
(Presented, Friday, July 11, 1924. See page 523, Votes and Proceed-

ings.)
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ROYAL COMMISSION re HOME BANK
INTERIM REPORT

'To His Exzcellency General the Right Honourable Lord Byng of Vimy, G.C.B.,
G.C.M.G., M.V.O., Governor General and Commander-in-Chief of the
Dominion of Canada.

In compliance with the Commission of Your Excellency dated the 27th
day of February, 1924, by which I was appointed a Commissioner to make
investigation into all material and relevant facts in relation to the Orders in
Council attached to the above-mentioned Commission, I have the honour to
submit the following interim report.

This report does not contemplate a consideration of all the matters
referred to, but has to do with such of them as have a bearing upon the facts
alleged in a petition presented to Your Ixcellency by an executive committee
of the depositors of the Home Bank of Canada, dated the 23rd day of Feb-
ruary, 1924, praying that those who suffered loss as such depositors because of
the faets set out in the said petition, should be indemnified against such loss
on grounds -set forth. ;

The hearing in the matter was commenced before me in the city of Ottawa.
on the 16th day of April last, and evidence was taken under oath both at Ottawa
and at Toronto on divers days between that date and the 20th day of May,
1924, inclusive; Mr. E. Lafleur, K.C., and Mr. H. J. Symington, K.C., appear-
ing throughout as counsel for the Government of the Dominion of Canada;
Mr. H. J. McLaughlin, K.C., Mr. A. G. Browning, K.C., and Mr. W. T. J. Lee
appearing for the depositors during the continuance of the hearing; and in
addition to the above-named counsel, Sir Thomas White, K.C., Mr. McGregor
Young, K.C,, and Mr. R. A. Reid appeared for different interests from time to
time. '

In view of the questions raised and argued before me during the investiga-
tion, it is well, I think, to clearly define the proper range of the present inquiry,
as limited by the Orders in Council under which I am directed to act. No
ambiguity attaches to them, and it is my duty to confine myself circumspectly
to the letter of the instructions received.

I am the more desirous of doing so, inasmuch as the courts of the province,
on their civil and criminal sides, are concerned with the conduct of many of
those whose names have been mentioned in the testimony adduced before me,
and actions both civil and criminal have been commenced against some of them.
Regard for the obvious proprieties of the situation, demands complete reticence
on my part concerning the issues which have been thus judicially raised and as
to which the proper tribunals are now making inquiry. While some reference
to their acts as such directors was unavoidable during the taking of the evid-
ence, such reference was made for the most part wholly ancillary to the
gepositors’ claim, and in explanation of the grounds upon which this claim is

ased.

I am further particularly concerned to confine myself strictly to what I
am now directed to do, since it is said that the Parliament of Canada may be
asked to take certain agtion in respect of the petition filed by the depositors
and I appreciate how jealously the frontiers of parliamentary responsibility
and action are guarded. I do not consider that the commission requires me t%
set foot over that line. I am asked to answer these questions, and whether the
findings of fact involved in such answers be accepted or not, or whether any

1—2
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action may be taken upon them, is not for me to say. While I realize that I
have permission to express an opinion on the result of the investigation and the
evidence taken, I recognize that the responsibility for any action thereon really
lies elsewhere, and those who carry that burden should, I think, approach their
task unaffected by the expression of any opinion on my part. My duty, as I
see it, is simply to put them in possession of definite answers to the questions
submitted, as best I may. I have been urged by certain of the counsel to say
that in my opinion compassionate allowance should be made to the depositors
who have suffered loss, and also to pronounce what would amount to a finding
of negligence on the part of some responsible for the administration of the
Department of Finance in its oversight of the bank. While my right to dis-
cuss the discretionary acts of a minister of the Crown, where no dishonesty is
alleged, has been sharply challenged by other counsel, on the ground that the
jurisdiction therein abides with Parliament itself, nevertheless I have been
further invited to express an opinion upon the diligence and honesty of adminis-
trative acts. But in strictly confining myself to answering the questions set
out in the Orders in Council, I am constrained to lay aside any inquiry into
matters suggested immediately above and to refrain from comments upon facts,
concerning which various counsel have asked that pronouncement may be made,
especially regarding the conduct of ministers of the Crown responsible for the
administration of the department immediately involved.

While it would, I think, be impossible for one to follow the evidence and dis-
cussion without forming an opinion, and perhaps a strong opinion, upon the
questions so raised, yet the expression of such opinion, to my mind, would serve
no useful purpose, but rather cloud the direct issues to which T am commanded
to give attention. It may be that other matters related to the Home Bank will
be explored later, as coming within Order in Council number 412, directing the
commissioner to investigate:—

“the affairs of the said bank during the whole interval between the
issue of the bank’s charter and the failure of the said bank ” ete.,
but in this interim report I am confining myself solely to the task of finding
answers to the questions set out in the Order in Council number 306, which
questions are as follows:—

“1. Whether, in the years 1915, 1916 and 1918, representations were
made to the Department of Finance of the Dominion of Canada respecting
the condition of the Home Bank of Canada, and, if so, what representa-
tions were so made.

“2. Whether, if such representations were made, a state of affairs
was revealed concerning the condition of the said bank such as would
have justified an investigation under the powers conferred upon the Min-
ister of Finance by section 56A of the Bank Act.

“ 3. What action if any was taken by the then Minister of Finance
upon such representations as may have been made.

“4. What effect would an audit under section 56A of the Bank Act
if made in 1915, 1916 and 1918 have had upon the conduct of the affairs
of the said bank and upon the position of the present depositors.

“5. What was the financial condition of the said Home Bank of
Canada in the years 1915, 1916 and 1918, respectively, and what steps, if
any, could have been taken by the Government to save the situation.”

Adhering to the course indicated above and in compliance with what I con-
sider to be the directions of the commission in this regard, I desire to state
specifically my answers to the questions above set out.
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Question 1 is as follows:—

“1. Whether, in the years 1915, 1916 and 1918, representations were
made to the Department of Finance of the Dominion of Canada respect-
ing the condition of the Home Bank of Canada, and, if so, what repre-
sentations were so made.”

It will be observed that this question contains two component inquiries:—

First, whether during the years mentioned any representations were made,
" and,
Second, if such representations were made, of what nature were they?

I think it was established by the evidence that in the year 1915 no repre-
sentations were made to the Department of Finance respecting the condition of
the bank.

With equal clearness it is apparent that during the year 1216 such repre-
sentations were actually made to the Department of Finance. They are evidenced
by exhibits submitted and filed numbered from “2” to “42” inclusive. These
exhibits show that such representations originated from Messrs. T. A. Crerar,
John Kennedy and John Persse, who then were directors of the Home Bank,
residing in Winnipeg. In these communications, as well as in many others,
Messrs. Crerar, Kennedy and Persse are termed ¢ the western directors,” and it
is clear that originally they assumed such position with a view especially of
serutinizing the operations of the bank in Manitoba and the western provinces of
Canada. Such representations took the form of three separate communications
to the then Minister of Finance, each bearing date the 22nd day of January,
1916, the first of which in order of filing is headed: —

(Ex. 2. p:"12).
“ Re Home Bank of Canada.
Re Prudential Trust Loan.
Confidential memorandum to the Minister of Finance.”
It is signed thus:—
~ “ James Fisher,
For Western Directors.”
The second communication is headed:—
{(Hx: 3..p;.157.
“ Re Home Bank.
Confidential memorandum re Barnard loan.”
and is also signed:— <
¢ James Fisher,
For the Western Directors.”
The third communication is headed:—
(Ex b A7)k
“ Re Home Bank of Canada.
Confidential memorandum to the Honourable, the Minister of Finance,
from Me§sr§. C}"erar,‘Kennedy and Persse, Directors of the Home
Bank residing in Winnipeg.”
and is signed:—
“ James Fisher,
On behalf of and by instructions of ”

There are contained in the ycommunica,tions gl)znﬁ}sléf\?e:v?st e:;;&d:;l ai%ellos};
accompanying statements attached, particulars concerning’various loans ang
complaints about the way the bank’s business was being transacted and other

matters which will be detai i
e etailed as far as necessary in answer to the second part



XX SELECT STANDING COMMITTEE
14-15 GEORGE V, A. 1924

of this question. There were also submitted to the Minister of Finance at that
time, accompanying such communications, many letters written by and on behalf
of the western directors, and replies thereto, covering the period extending from
the 17th day of February, 1915, to the 18th day of January, 1916

From all this correspondence it is apparent that in the year 1915 the affairs
of the bank were under criticism on the part of the western directors, and that
they were making complaints to the eastern directors concerning certain loans
and the general lack of oversight and proper care that existed, and this is
especially evidenced by the communication of February 17, 1915, by Messrs.
Crerar, Kennedy and Persse to A. C. Macdonell, M.P. (ex. 10, p. 24).

The letters which passed between the western and eastern directors, of the
year 1915, are attached to the file brought to the attention of the department
in the year 1916, and admittedly came under the attention of the Minister of
Finance at that time.

It is therefore abundantly clear that as far as the year 1916 is concerned, it
must be reported that representations were made to the Department of Finance
%f thg Dominion of Canada respecting the condition of the Home Bank of

anada.

The same answer must be made as regards the year 1918, for all the com-
munications and documents above referred to were again brought to the atten-
tion of the Minister of Finance in the year last mentioned and he received
further representations concerning the condition of the bank by way of a com-
municgtion from Mr. W. A. Machaffie, for many years an official of the Home
Bank. The contents of these communications will be referred to in answer to
the second part of this question. -

In addition to the above, there were also interviews during the years men-
tioned between the then Minister of Finance and the president and other direc-
tors of the bank as well as with Mr. Z. A. Lash, counsel for the Home Bank.

Summing up what is above written as regards the first part of question
number 1, I repeat that no representations were made to the Department of
Finance of the Dominion of Canada respecting the condition of the Home Bank
during the year 1915; but that such representations were made to the Depart-
ment of Finance during the year 1916, and during the year 1918.

Turning now to the second part of this question, which asks what repre-
sentations were made:—It is to be noted that they take the form of three special
memoranda, each bearing date the 22nd of January, 1916, and signed by James
Fisher for or on behalf of the western directors (ex. 2, p. 12; 3, p. 15; and 5,
p. 17). Of these, one is more general in its character and will be referred to
first in order (ex. 5). It drew to the attention of the Minister the fact that out
of a paid-up capital of not quite two millions of dollars, about $500,000 was held
in the West; that a few years then previous, three western stockholders were
placed on the board of directors to deal with the western business; that they
met weekly and reported regularly their action to the head office. No eastern
director met with them, and none of the three attended the head office meeting
in Toronto unless specially requested. Also that in the fall of 1914 the western
members became apprehensive that the business of the Toronto branch was not
in good condition whereupon they went to Toronto about the middle of Novem-
ber of that year, for the purpose of acquainting themselves with the condition
of affairs of the home branch, as well as to make complaint of the lack of money
for loans in their part of the country; that upon their request meetings of the
directorate of the bank were at once called, lasting for four days, during which
they for the first time learned that there was no regular inspection of the
Toronto office, the reason alleged being that the business there transacted was
under weekly supervision by the eastern members of the board. The complain-
ants set out that they were not satisfied with the information furnished at these
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meetings, especially as to certain accounts, one of which on the first .day of
meeting was reported at the figure $1,100,000, but on the second day an error
was admitted to have been made, and the amount was raised to $1,500,000, and
on the third day it was placed at $1,780,000; and concerning which loan it
appears that even the largest figure given was too small, for at the meeting on
the 30th of the following month, it was disclosed that the amount involved was
nearly two millions of dollars. They also learned that the general manager was
indebted to the bank in a sum first reported as $35,000, and which was after-
wards disclosed to be $76,000, and the like situation existed regarding other
customers (ex. 10, p. 24). It was further represented to the minister that
although they had urged an immediate inspection of the Toronto office, and that
the report be ready for the next annual general meeting, it was not ready at that
time, and the annual report of the bank had been sent to Ottawa without the
western directors knowing of its contents. Also that they refused to acknowledge
the validity of the election of Messrs. Barnard and Haney to the board of direc-
tors, in the place of Messrs. Gooderham and MeNaught, who had resigned, and
the western directors notified the manager that they held themselves free to
contest the validity of these elections (ex. 9, p. 23). Another matter of com-
plaint was that at the December meeting a resolution had been submitted and
approved to the effect that a committee be appointed consisting of the assistant
general manager and two others to carry on the affairs of the bank, and to
specially pass upon all credits and make every possible effort to collect all
overdue loans, and submit the earliest possible statement showing the present
condition of the bank, with recommendations, which resolution was not pressed
to its passage as the general manager was at that time out of the country in
ill-health, but it had been agreed that this course would be taken, but the agree-
ment wag ignored and nothing done pursuant to these plain directions (ex. 10,
p. 25).' This communication was of a general nature, and in that sense supple-
mentary to the particulars set out in the other two accompanying memoranda
referred to below, but all the matters above noted were contained therein, and
M accompanying exhibits, and thereby brought to the attention of the Minister
of Finance.

The memorandum filed as exhibit number 2 is of the same date and has
reference to the loan made by the bank to the Prudential Trust Company. The
facts laid before the minister in this document showed that the bank had parted
with $500,000 in a transaction involving the Prudential Trust Company and the
New Orleans Southern and Grand Isle Railway Company, which was explained
by the general manager in & communicaticn to Mr. Crerar, under date of Decem-
ber 24, 1915 (ex. 31, p. 53), part of which reads:—

“ James Mason to T. A. Crerar

“ Messrs. Warren, Bristol and Morden were the promoters of the
reorganized New Orleans Southern and Grand Isle Railway Company, and
as such made application to the Prudential Trust Company, Limited, for a
loan of $500,000, which the trust company agreed to make, provided
the bank would advance to the trust company the necessary funds. Tt
was afterwards discovered by the solicitor for the trust company that
under its charter it could not make the advance, but could accept the
funds from the bank for investment by way of loan to the railway com-
pany and that the trust company could guarantee repayment to the hank—
there was no connection between Warren, Bristol and Morden and the
bank—their dealings being direct with the trust company.”

There is a feature of this loan upon which I desire to make no comment,
but feel it necessary to state, and that is, that apparently, preliminary to the
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i0oan being made by the bank, a like sum of $500,000, being trust funds of one
of the provinces, then in the hands of the Prudential Trust Company, was
deposited in the Home Bank. It was considered by certain of the directors that
in some way these funds would be security for the loan to the trust company,
but obviously such could not be the case, and on reference to the bank’s solicitor,
advice to that effect was obtained. The security taken for this loan was a note
signed by the Prudential Trust Company in favour of the Home Bank of Canada,
and $750,000 of bonds of the railway company as collateral security. Now this
loan represented a very large proportion of the bank’s capital, and the western
directors whose amounts for western accommodation were being curtailed, were
unsparing in their criticism of the transaction. The exhibits show a great deal
of activity concerning this loan; the trust company made no effort to repay it,
and the same may be said of the railway company.

Their third communication to the minister (ex. 3, p. 15), deals with a loan
to C. A. Barnard, who had become a director of the bank, and concerning whose
election the western directors protested, as above referred to. It sets out that
from the report of the inspector of the Toronto office made in June, 1915, it
appears that C. A. Barnard was indebted to the bank in the sum of $394,000,
and that 2,622 shares of Home Bank stock were held in the name of Barnard
and Pellatt in trust. The inspector pointed out that there was no trust deed
held concerning these shares, and that they would have to realize about 125 per
cent to enable the bank to avoid a loss. It will be shown a little later that in
addition to these three large amounts other individuals and companies were
shown to be indebted to the bank in sums wholly disproportionate to the bank’s
assets, but in their first communications the western directors called the atten-
tion of the minister to these three large accounts then representing more than
the whole paid up capital of the institution. They complained as to the Barnard
loan that they never could get any satisfactory explanation of the transaction;
that it had been explained by Col. Mason at the November meeting in 1915 that
it was connected with the taking over of the Banque Internationale, but how it
came to be made or what its object was, complainants say they could not
ascertain; neither could they understand, nor were they informed, as to the
relationship of the bank shares to the loan in question; and by the submission
of these three accounts and others mentioned in the exhibits, they brought the
attention of the department to the condition of the bank. I do not conceive it
to be my duty to enter into detailed history or explanation concerning these
loans; T am answering the question as to what the representations were, and it
is apparent that the existence of three accounts, viz: the Prudential Trust Com-
pany, C. A. Barnard, and the A. C. Frost Company, involving at that time the
withdrawal from circulation of over two and a half millions of dollars of the
bank’s funds (ex. 4, p. 16, and 35 p. 59), upon which no interest was being paid,
and to some of which addition was being made from time to time, was relied on
by the western directors in their complaint against the bank management.
They further showed that by a statement placed before the board of directors
at the meeting in September, 1915 (ex. 4, p. 17), the Barnard account and the
Prudential Trust Company account, and other accounts mentioned below, had
been increased from December 31, 1914, and August 81, 1915, in the amount of
$192.849.30. Tncreases involved in the A. C. Frost Company account and the
Pellatt & Pellatt account were responsible for the greater part of this sum and
except incidentally in the statement of increases mentioned above, the indebted-
ness of the last named firm was not placed before the minister in the year 1916.
“'This branch of question number 1 is two-fold:—

First, as to what representations were made in 1916; and,

Second, what representations were made in 1918. Coming now to the repre-
sentations made in the year 1918, it will be observed that everything that was
placed before the department in 1916 was still available, as well as an addi-
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tional representation contained in the letter of Mr. W. A. Machaffie, who signed
himself “ Late assistant to the president ”; and under date of Augus_t 29th, 1918
(ex. 88, p. 178) communicated certain very important facts concerning the con-
dition of the bank to the then Minister of Finance, by registered mail He
drew the reports of Mr. Fisher, made in February, 1916, to the Minister’s atten-
tion, and also referred to the A. C. Frost account—which will be mentioned
below—as well as to certain shipbuilding transactions in which he alleged that
the bank, as well as the president and one of the directors, were interested with
a Mr. Stewart whom he described as a personal friend of Mr. Haney, the vice-
president; he made the serious charge that the dividends which hgd' been
declared during the years 1916 and 1917 had been based on the addition of
interest to doubtful accounts; that section 153 of the Bank Act had been
violated; and that Home Bank officials, unwilling to share in what he termed
the “ guilt ” of making false returns, were obliged to resign; that the auditor
who had the affairs of the bank under examination was incapable of filling that
position; that information was withheld by the officials of the bank from their
counsel, Mr. Lash. Taken as a whole, the nature of this comn_lunicatiop was
such as to cause the liveliest apprehension concerning the ﬁnapmgl standing of
the bank, and concerning the safety of the funds entrusted to it, if even ogly a
portion of such representations were true. And from the particulars f_urmshed
to the Minister by officials of the bank in response to his demand for informa-
tion bearing upon the accounts referred to in the communications sent to him,
it appeared that the indebtedness of the Prudential Trust Company to the bank
on the 15th of November, 1918, had risen to the sum of $933,747.74 (ex. 107,
p. 194). This large increase was due, for the most part, to a further expend}-
ture, the object of which was to protect the original investment, but which in
1918 gave little promise of assisting to work the account out. The account of
A. C. Frost & Co., sometimes referred to as the British Columbia timber account,
was reported on 30th November, 1918, as an indebtedness of $2,425,288.58
(ex. 108, p. 200). The Pellatt & Pellatt accounts showed that $1,900,960.69 of
the bank’s funds were locked up therein (ex. 109, p. 201). A portion of these
capital sums represents interest on the original investment, and the bank’s
statement to the Minister also revealed the disquieting fact that unpaid interest
amounting to $688,962.42 on the Frost account and $234,955.11 on the Pruden-
tial Trust Co. account, had been added to the principal and taken into profits
(ex. 107, p. 195).

It was therefore abundantly clear that the management of the bank had
resulted in an amount over twice its paid-up capital and reserve being locked
up in accounts not realizable, and for the most part not bearing interest, from
which it followed that whatever funds were available from day to day were
those of the depositors, and notwithstanding the declaration of dividends, a
proper accounting would have shown that no profit at all had been made for
vears. The bearing of these facts upon the condition of the bank is specifically

enquired of in the next quotation and will, I think, be more properly considered
thereunder. :

Answer to question number 1:—

A. In the year 1915 no representations were made to the Depart-
ment, of Finance of the Dominion of Canada respecting the condition
of the Home Bank of Canada. Such representations were made in the
year 1916, as well as in the year 1918.

B. The following important representations were made to the
Department of Finance concerning the condition of the Home Bank
during the years 1916 and 1918, viz:—

(1) That an amount more than double the total paid up capital

and reserve of the bank was locked up in four accounts, the securities
for which could not be realized upon.



XXiv SELECT STANDING COMMITTEE
14-15 GEORGE V, A. 1924

(2) That loans wholly disproportionate to the assets of the pank
had been made on inadequate security, from which large loss was likely
to occur.

(3) That amounts representing unpaid interest on at least three
large accounts were carried into profit year by year and dividends
declared on the basis of much fictitious earnings.

(4) That arrangements agreed upon at a meeting of the board of
directors with a view of passing upon all credits and making an early
statement showing the bank’s position, with recommendations, were not
carried out. ]

(5) That false returns were made by the directors of the bank to
the Department of Finance.

(6) That specific instructions given by the Minister of Finance in
1916 forbidding the capitalizing of unpaid interest, were disobeyed.

(7) That the president and some of the directors were indebted
to the bank in large sums upon personal account and through companies
in which they had an interest.

(8) That the auditor employed by the bank from year to year
was incompetent and important matters were concealed from the board
of directors and from Mr. Lash the bank’s counsel.

Question number 2 reads as follows:—

“Whether, if such representations were made, a state of affairs

was revealed concerning the condition of the said bank such as would

‘ have justified an investigation under the powers conferred upon the
Minister of Finance by section 56A of the Bank Act.”

Argument, was presented in support of the proposition that the minister is
responsible to parliament alone, and that unless he were charged with dis-
honesty or bad faith in the performance of his duties, the exercise of his dis-
cretion could net be challenged by this commission. I am not disposed to dis-
pute this contention, seeing that the only duty imposed upon me under this
question is to say whether the representations made to him were such as to
justify him in calling for an audit under section 56A of the Bank Act.

I am not called upon to question the manner in which he made use of
. the powers therein given to him, nor whether he exercised his discretion cor-
rectly or otherwise. It is easy to conceive that certain representations might
be made to a minister which would be.of such a nature as not to call for the
exercise of the rights given to him by this section of the statute, while on the
other hand it is equally obvious that other representations might be made of
a character which would not only justify the exercise of his discretion, but
would make it a matter of careless administration if he should not do so. How
such discretion should be exercised is a matter by itself, and must be for the
determination of the head of the department. If any fault is to be found with
the minister as to how his discretion was- exercised, the complaint must be
tried before parliament itself, always assuming honesty and integrity of purpose
on his part, and no question whatever was, or could be, raised in that regard.
But it is open to me I conceive, to say whether such a state of affairs was
revealed as would call for the exercise of the discretionary powers vested in
the minister. In answer to the preceding inquiry, I have detailed the repre-
sentations which were made, and, taking them as a basis for my answer to this
question, I do not think that any doubt can be entertained that what had been
so represented was of sufficient importance to call for an audit under section
56A of the Bank Act. I am in harmony with the view of Sir Thomas White.
as shown in his evidence at page 345 of the record:—
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“Q. As a result of the memorandum and other documents filed with
you by Mr. Fisher, you proceeded under section 113 of the Bank Act
to ask for a report?—A. I did. W .

Q. You also decided that it would justify an investigation under
section 56A?—A. I asked the auditor to make a report to me.

Q. That is under that section?—A. Yes, 56A, without doubt I
proceeded under the Bank Act. : _

Q. Well, you might answer my question, you felt yourself justified
in asking for a report under section 56A of the Bank Act?—A. Yes, un-
doubtedly, and calling on the board and on the auditor.

Q. Did you call on the auditor for a report under section 56A of
the Act?—A. Right.”

It will be remembered that in his argument Sir Thomas White contended,
with reference to the evidence above quoted, that in answering these questions
as he did, he was not committing himself to the view that an outside auditor
should have been called in, but that he was confining his testimony to an assent
on his part that the auditor appointed by the shareholders should make report,
and he said that if the questions had been put to him plainly as to his being
justified in calling in an outside auditor, he would have answered them in the
negative, for the reason that, in his opinion, the conditions prevailing in the
bank at that time would have meant that calling in an outside auditor would
have necessitated closing its doors. :

The powers given under section 56A of the Bank Act, as it stood in 1916,
were not confined to the employment of an outside auditor, or to the employ-
ment of the regular bank auditor either. The provision was to the effect that
the minister could direct any auditor “to examine and enquire especially into
any of the affairs or business of the bank”, and the argument was, that an
auditor wholly detached from the bank should have been selected, whereas the
minister, in the exercise of his diseretion, for the reasons indicated, thought best
to appoint Mr. Jones, the regular auditor of the bank. There is no necessity
for the expression of any opinion upon my part as to whether the minister
should have engaged an inside or an outside auditor for this work; either one-
could be appointed by the minister under that section according to his discre-
tion and the evidence above quoted shows that the minister exercised his dis-
cretion under the section in question by the appointment of Mr. Jones. Tt
must therefore follow that to his mind the conditions prevailing justified the
investigation under the authority of section 56A of the Bank Act, altogether
apart from the question whether it should be made by one class of auditor or
the other. The enquiry up to this point, has, 1 think, brought us to the con-
clusion that the reason that an outside auditor was not appointed was that
the minister feared such action would result in the collapse of the bank. It is
not said by anyone that the exercise of the powers given by section 56A were
not or should not, have been called into action. The argument put forward
" by counsel for the shareholders was, that such discretion as the minister saw
fit to exercise was really useless. The statement that an outside auditor would
have closed the bank, throws some light upon that contention.

The letters which passed between Sir Thomas White and the president
of the bank and Mr. Lash and others, show that it was with considerable re-
luctance that the minister relinquished his first idea of calling the attention
of the Bankers’ Association to the condition of the bank, but that he was moved
thereto by representations of a betterment of condition by change of manage-
ment, and by statements made by Mr. Lash, in whom, it is unnecessary to sa ,
he reposed a very great deal of confidence; but inasmuch as it is admitted that
these representations resulted in calling upon the auditor of the bank wunder
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section 56A, it is hardly necessary for me to amplify reasons which have led me
to the conclusion that the state of affairs revealed by the representations made,
Just;ﬁed an investigation under the powers conferred upon the minister by
section 56A of the Bank Act, for what the minister did shows it. That he
considered the situation to be a serious one, is evidenced by his letter to Gen-
eral Mason, then the president of the bank, written under date of January 24th,
1916, (ex. 43, p. 75), immediately after receiving the complaint of the western
directors through Mr. Fisher. It will be remembered that these representa-
tions and complaints were not made by outside people, or by individuals to
whom some personal grievance or antagonism towards the bank could be at-
tributed; they emanated from persons bearing the responsibility of the insti-
tution, being directors, entrusted by their shareholders with seeing that an
honest management prevailed. In this letter the minister said that he con-
sidered it his duty to ask for full particulars, both from the board and from
the auditor, as to the accounts of the Prudential Trust Company, Pellatt and
Pellatt, and A. C. Frost and Co., with a detailed statement of securities held.
In answer to a letter received from the president, asking the minister if he
would have the thirty days referred to in section 113 of the Bank Act to make
such return, the minister advised him that the matter was of so serious a char-
acter that he thought it advisable that the reply should be completed and
forwarded at as early a date as possible. 3
In writing to Mr. Fisher upon the subject, (ex. 54. p. 86) Sir Thomas further
said:
“You make certain definite explicit charges, which I conceive it to
. be my duty to investigate.”

This latter sentence describes the effect produced upon the minister by the
communications.

The evidence discloses that after the receipt by Sir Thomas White of the
communications from the western directors, attempts were made to change the
management of the bank so as to meet with the approval of all the directors,
and such attempts were well known to the Minister of Finance, being conducted
mainly through the late Mr. Z. A. Lash, K.C., who had personal interviews and
carried on correspondence with the minister concerning the matter. But
notwithstanding the desirability of having the whole directorate in accord, Sir
Thomas White did not consider that to be a solution of the difficulty, and defined
his position in a letter of February 17th, 1916, written to Mr. Lash in these
words: (Ex. 71, p. 162.) :

“Sir Thomas White to Z. A. Lash.
“ Re Home Bank of Canada:

“Dear Mg. Lasu:—I have your private letter of the 14th instant
and think I must ask you for the statements to which you refer. In
themselves they may disclose a situation which apart altogether from the
question of other accounts would cause me to bring the affairs of the
bank to the attention of the Bankers’ Association through its president
here. The position is that I have been made aware by the Winnipeg
directors of a certain condition which is most disturbing. It does not
appear to me that I would be justified in staying enquiry because the
Winnipeg directors may ask me to suspend action. The real question is
whether the bank, having regard to the condition which will be disclosed
by the statements should be allowed to continue business with the public.
I shall be glad, therefore, if you will send me those statements. It would
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not appear to me necessary that you should specially come down about, the
matter but I leave this to your discretion. I shall desire, of course, to
give the reorganized board and management every opportunity to restore
the bank’s position, but this statement must be taken subject to the
overriding consideration of the public interest.”

This was the view taken of the matter by the minister both in 1916, and
two years later, when his attention was again drawn to it by Mr. Machaffie’s
letter. The serious character of the representations made therein was appreciated
by the minister, as shown by his letter to Mr. Lash under date of September 4th
1918. He enclosed a copy of the Machaffie letter and asked Mr. Lash to take
the matter up with the board of directors, and expressed himself as follows:—
(ex. 90, p. 179).

“ Sir Thomas White to Mr. Lash.

“I regard the matter as of the utmost public importance, and it is
my intention to have a thorough investigation made through the Bankers’
Association or otherwise. Before taking this step, however, I wish to have
a reply from Mr. Haney and his board.”

All T am at present directing my attention to is, whether or not the repre-
sentations made would have justified an investigation under section 56A of the
Bank Act. From the testimony above quoted, and from the letters, extracts
from which are set out above, it is very apparent to me that the representations
made were regarded, on all sides, as of a character which would justify such
investigation, and, I thoroughly agree with that view.

Answer to question 2:—

The condition of the bank, as revealed by the representations made,
was such as to justify an investigation under the powers conferred upon
the Minister of Finance by section 56A of the Bank Act.

Question number 3 reads as follows:—

“What action, if any, was taken by the then Minister of Finance, upon
such representations as may have been made.”

1t is apparent that the answer to this must be shown by the communications
which passed between the minister and the bank and parties in interest. They
disclose in the first place, a lively apprehension on the part of the minister con-
cerning the position of the bank, and a desire to keep it upon its feet.

Confining myself first to the year 1916, it is evident that the minister acted
promptly on the receipt of the three memoranda from the western directors, for
on the 24th of January, 1916, he addressed a letter to the president of the bank,
detailing the information submitted to him by Mr. Fisher and the complaints
made. After referring to the accounts of the Prudential Trust Co., Pellatt &
Pellatt, and the A. C. Frost Co., the safety and security of which were challenged,
the minister concludes his communication to the president of the bank as
follows (ex. 43 p. 76)—

“Sir Thomas White to James Mason.

“I shall be obliged if you will write me officially, setting out concisely
the history of these loans and indicating the amounts of unpaid interest
(if any) in such accounts. I also request a detailed statement as to the
securities held as collateral and the valuation placed upon them by your
bank. Apart altogether from the question of security, the loans appear
to me to be exceedingly large, having regard to the capital of your bank
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and I can only express the hope that the concern which is undoubtedly
felt by the directors mentioned may prove to be unfounded. In directing
to you this letter with reference to the memorandum which, as I have
stated, has come before me officially, T am following the practice which
we have hitherto adopted in similar cases and am acting under the pro-
visions of section 113 of the Bank Act.”

On the same day the minister addressed a letter to the auditor of the bank,
Sydney H. Jones, enclosing a copy of the letter which he had sent to the presi-
dent, as follows: (ex 46. p. 78.)—

“Sir Thomas White to Sydney H. Jones.
“The Home Bank of Canada.

“For your information I enclose herewith copy of a letter I have
today addressed to Hon. James Mason, president of the above bank,
referring to a memorandum which has been officially filed with me respect-
ing certain accounts of the bank and requesting detailed information.

Under the provisions of section 56A of the Bank Act, I now direct
and require you as auditor to enquire into the accounts mentioned and
report to me in all proper detail respecting them. Your prompt attention
will greatly oblige.”

Mr. Jones acknowledged the receipt of this letter on the 26th of January
1916, but, further than that, he seems to have paid no attention to the directions
sent him by the minister, who again addressed him on the 24th of the following
month as follows:— (ex. 59. p. 89.)

“Sir Thomas W hite to Sydney H. Jones.
“Re Home Bank of Canada.

“Referring to my previous letter requesting an investigation by you
of certain accounts of the above bank, I shall be glad if you will send
me as soon as possible a detailed statement showing advances, repayments,
and interest charges on the A. C. Frost Company account. The western
members of the Board have thought it desirable that I should obtain this
information. Your prompt attention will oblige.”

This communication was acknowledged by Mr. Jones on the 26th of Febru-
ary 1916, and on the first day of March following he forwarded a statement show-
ing details of advances, repayments and interest in the A. C. Frost Company
account, which he said that he had duly verified by the books of the bank. (Ex.
61. p. 90.) This is all that was done by the minister or the auditor under the
provisions of section 56A of the Bank Act.

It is apparent that the minister relied with confidence upon the opinions
expressed by Mr. Lash, counsel for the bank, and accepted his conclusions. The
result was, that in consequence of the representations made by Mr. Lash and
the directors, acting then in harmony, Sir Thomas consented to allow them to
work the situation out, but in assenting to this it is plain that the mind of the
minister was hardly at rest and his opinion concerning the condition of affairs

can easily be gathered from his letter to Mr. Lash as follows: (Ex. 84, p. 175).

“ Sir Thomas White to Z. A. Lash

“1 have yours of the 23rd inst., in which you set forth substantially
what occurred at our interview on Wednesday. You clearly understand
that I reserve to myself the fullest liberty to consult with the president
of the Canadian Bankers’ Association, or take any other steps which I
mav deem to be in the public interest without further communication
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with Mr. Haney or yourself on the subject. In the meantime it appears
to me from the statement of yourself and Mr. Haney and from Mr.
Crerar’s letter that the position of the bank is being improved. I should
like to have from you an assurance that interest upon the Frost account
will not be taken into profits distributed to shareholders in the way of
dividends. It would appear to me also that until the New Orleans situa-
tion is cleared. it would be advisable to pursue a similar course respecting
that account.”

Within a week from the receipt of the letters from Mr. Fisher, the minister had
interviews with Mr. Haney, vice-president of the bank, and Mr. Barnard, then
a director (ex. 51, p. 80), whose dealings with the bank were criticized, and
impressed upon them the necessity of bringing pressure to bear on the doubtful
accounts, and the danger of showing unpaid interest as profit. This was fol-
lowed by communications to the minister from Mr. Fisher, K.C., and Mr. Lash,
K.C., and a communication from J. Cooper Mason, acting general manager of
the bank, to the minister, enclosing papers and documents showing in full the
statements of the accounts which were challenged (ex. 63, p. 93). All these
communications were written and information supplied within four weeks from
the time of the receipt by the minister of the complaint from the western
directors, which shows that no time was lost on his part in an effort to secure
the necessary information. The correspondence shows that the minister was
not convinced that, because the eastern and western directors had settled their
difference, he should stay his hand from a thorough and complete investigation
of the bank’s affairs (ex. 71, p. 162). But further correspondence carried on
by Mr. Lash and Mr. Crerar, and personal interviews with the two latter as well
as with Mr. Haney, and information furnished concerning the accounts—much
of it misleading and false—and promises of a thorough investigation of the
bank’s affairs under the direction of Mr. Haney and Mr. Machaffie, and informa-
tion supplied by both .these gentlemen (ex. 83, p. 172) and the minister’s desire
to prevent the collapse of any bank in view of war conditions, resulted in his
acquiescing in the unanimous request of the whole board that no investigation
should be made. No other report from the auditor was asked for or received.
It was represented to the minister, in a letter signed by Mr. Crerar (ex. 81,
p. 171) that a change in management had taken place by which he expressed
himself certain that the knowledge and information concerning the position of
affairs desired by the western directors, and the changes they wished when they
sent their request to him, could now be made without calling in outside assist-
ance; that the situation had materially improved within the past month, and
that it was better to have the inquiry proceed from within rather than from
without.

If the information thus furnished to the minister concerning these accounts
had been accurate, I think it is reasonably clear that the course adopted was in
the interest of everybody, including the depositors; but it is difficult to conclude
that they had made a full disclosure to the minister concerning the situation
which Mr. Lash described by letter written on the 29th of February, 1916, to
Mr. Fisher, in these words (ex. 132, p. 292) :— :

“Z. A. Lash to James Fisher

“The more I consider the bank’s position, even assuming that ever
account will ultimately be collected in full, the more doubtful I fee] asg
to the possibility of its continuing in business. The amount locked up
indefinitely in four large accounts, is probably three times the paid-up
capital, and more than half the total deposits; and if anything should
take place which would cause a comparatively small percentage of the
depositors to ask for their money, I do not see how the bank would, with-
out assistance from outside, continue with open doors. i T
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“I told Sir Thomas that my main object, since I learned in outline -
what the bank’s position was, has been to bring about a position, which,
if the worst happened, would result in liquidation with open doors. This
can only be brought about by the assistance of other banks, and I want
definite instructions from the board as to how far I may go in this
direction in consultation with Sir Thomas White, for he is now an essen-
tial element in the situation, which cannot be disregarded. He told me,
and I could not dispute the correctness of his position, that, after you, on
behalf of the Winnipeg directors, had submitted to him information
which, to say the least, was very disturbing, the responsibility was throwu
upon him; which he could not avoid, and which would not be discharged
because those who had invited his intervention might, desire him to with-
hold further action.”

Attention may be drawn here to the fact that this communication was not
addressed to Sir Thomas, nor is there any evidence that he was in possession of
Mr. Lash’s views as above expressed. Foliowing the representations above
referred to, the hand of the minister was stayed, no inspection was ordered, and
the audit, if it can be called such, was useless.

Attention was drawn by Mr. Lafleur, of counsel for the Government, to
the unwisdom of seeking information from the parties whose good faith was
challenged, and he strongly urged that the only proper course to have pursued
would have been to have sought information from an outside source. I am
not asked to comment on the course taken by the minister, but simply to say
what he did. It is open to all concerned to draw whatever inferences the
circumstances would seem to justify in that regard.

Jipon receipt of the complaint, in 1916, the first action taken by the minister
was to direct an enquiry into the accounts complained of, and a report thereon by
Mr. Jones, the bank’s auditor, under section 56A of the Bank Act. (ex-46-p-78).
And at the same time he called upon the president of the bank for special
returns under the provisions of section 113 of the Bank Act. (ex-43-p.75).

Turning to the consideration of what was done by the minister in 1918,
when further complaint was made, it is clear that upon the receipt of the
letter from Mr. Machaffie, dated the 29th of August 1918 (ex-88-p-178), the
minister lost no time in communicating its contents to Mr. Lash, as appears
by his letter dater September 4th 1918, in which he enclosed a copy of Mr.
Machaffie’s letter to him, and asked that it be taken up with the board of
directors and a report be made. The letter reads as follows:—(ex-90-p-179).

“ Sir Thomas White to Z. A. Lash
“ Re Home Bank

“Dear Mr. Lasu,—I enclosed herewith copy of a letter which I have
received from Mr. Machaffie, late assistant to the president of the
above bank. I shall be glad if you will take the matter up with the
board of directors and have a report prepared dealing with the several
charges made. I regard the matter as of the utmost public importance,
and it is my intention to have a thorough investigation made through
the Bankers’ Association or otherwise. Before taking this step, however,
1 wish to have a reply from Mr. Haney and his board.”

Absence of Mr. Lash and illness of Mr. Haney seemed to be the cause of a
delay in forwarding the board’s reply to the charges made by Mr. Machaffie,
but it was eventually sent to the minister under date of October 29th, 1918.
(ex-96-p-182). The report is a voluminous one, touching upon all of the doubt-
ful accounts, denying the charges contained in Mr. Machaffie’s letter, and
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picturing a condition of affairs with reference to the bank, which, if true,
would have disproved the necessity of action being taken. It is in the form
of a resolution of the board of directors, dealing with all the matters complained
of by Mr. Machaffie, and signed by the president. The regrettable thing about
it is that in very many respects it was not true. But its receipt seems to have
satisfied the minister that the proper course to be taken under the circumstances
was to allow the bank officials to work out the situation. Having said so
much about Mr. Machaffie’s letter, it is right, 1 think, for me to say, that its
force in anybody’s mind would very naturally be broken by the fact that on
the 25th of February, 1918, Mr. Machaffie had drafted a letter to the
Minister of Finance (ex-135-p-390) in which he made representations con-
cerning the Pellatt account, the New Orleans account, and the Frost account,
commenting adversely upon them, and saying that there were numerous
other accounts in a precarious condition, and sharply criticizing the policy of
the president, Mr. Haney. This letter was not sent to the Minister of Finance,
but a copy of it was forwarded to the Home Bank. (ex-146-p-402). Mr.
Machaffie subsequently retracted all these statements in a letter to the bank,
admitting that his information was inaccurate and incomplete, and that his
first letter would have conveyed a wrong impression as to the condition of the
bank and the conduct of its affairs. Now the minister was acquainted with
the fact of this withdrawal, and that the reason Mr. Machaffie had retracted
these statements was, that he might procure a settlement of his claim against
the bank. If the accuracy of the information concerning the banks’ affairs
had depended upon Mr. Machaffie’s representations, while perhaps it would
be too strong to say that no attention whatever should have been paid to him,
yet the fact remains that he had retracted them under circumstances that
would very materially weaken them, and would also present their author in a
very unfavourable light. If it were a question between Mr. Machaffie and
the officials of the bank, backed in their statement by Mr. Lash, no one would
expect otherwise than that Mr. Machaffie’s statements would be ignored. In
response to the minister’s call for a report upon the matters, there was submitted
to him under date of 29th October, 1918, a lengthy statement signed by the
president of the bank, in the form of a report unanimously adopted by the
board, instructing the president to forward a copy to Mr. Lash, and with a
direction to have the same forwarded to the minister. (ex-96-p-182). The
report made reference to what was done in 1916, and the changes made since
that time in the management of the bank, discussed the accounts which had
given so much trouble, and reported favourably on the British Columbia
account, and the New Orleans account; it denied that any dividends had been
paid out of capital, and asserted that the profits of the bank actually earned had
been sufficient to warrant the payment of the dividends; it set out the net profits
for the years 1917 and 1918, and controverted Mr. Machaffie’s statements
about the shipbuilding enterprise, on which he had commented unfavourably;
it assured the minister that the position of the bank had been steadily growing
stronger, giving figures of its growth comprising the years 1917 and 1918, and at
great length purported to set out the improved position of the institution. Tt
was a report of such a character as to set at rest the mind of anyone who
believed it, and apparently was written with that end in view. Upon its
receipt the minister apparently was convinced that there w
ordering any further investigation.
between Mr. Machaffie and the
clouding the real question.

as no necessity for
It was so drawn as to raise an issue

president and directors of the bank, thereby
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Answer to question 3:—

The action taken by the Minister of Finance upon the representa-
tions made to him consisted in:—

(a) Calling for special returns from the bank under section 113 of
the Bank Act.

(b) Calling for a report from the bank’s auditor under section 56A.

(c) Seeking and obtaining information from Mr. Lash, the bank’s
counsel, and from its president and other directors, including therein
detailed statements of accounts regarding the dealings of the bank with
the following individuals and firms, viz: A. C. Frost & Co.; Pellatt &
Pellatt; the Prudential Trust, New Orleans account.

(d) Forbidding further capitalization of interest on doubtful
accounts.

(e) Securing a promise from Mr. Lash and the president that a
thorough investigation would be made of the affairs of the bank under
the direction of Mr. Haney and Mr. Machaffie.

I think it is right to say also that the minister’s intervention in 1916
resulted in a change of management of the bank, Mr. Haney becoming vice-
president, with the understanding that he should discharge the duties of presi-
dent, and have full powers with respect to the organization of the staff; this
chauge appears to have met with the approval of all concerned although no
improvement seems to have actually resulted from it.

Question number / reads as follows:—

“ What effect would an audit under section 56A of the Bank Act,
if made in 1915, 1916 and 1918, have had upon the conduct of the affairs
of the said bank and upon the position of the present depositors.”

Confining myself to the years 1916 and 1918, as no evidence whatever has
been directed towards the year 1915, it is clear that an effective audit would
have revealed a condition of affairs demanding the application of immediate
and drastic remedies. It will be noticed that both in his evidence and in his
argument, Sir Thomas White directs attention to the fact that he called for an
audit of certain accounts under the above mentioned section of the Act, and
the criticism of the other counsel was, as outlined in the answer to questlon 2,
that he directed the auditor of the Home Bank to do the work, instead of select-
ing an outside auditor or one named by the Bankers’ Assoclatlon as he had
first in mind. It is apparent that he received no such audit, and at page 346
of the evidence he thus describes it, in answer to ques'tlans put by Mr.
MeLaughlin:—

“Q. So while you directed the audit under section 56A you never
received one?—A. I received an audit of the Frost account.

“Q. Just the statement from the ledger?—A. Well, that is what
appears in these exhibits. It is not in my mind that I received anything
else, but I may have. But I do not say I did.

“ Q. There is nothing else in the exhibits. That of course was not
the kind of independent audit that these directors wanted?—A. Not up
to a certain stage, up to a certain stage they wanted an independent
audit.

“Q. And this was the auditor who had certified to the various
reports of the bank from year to year?—A. Yes.
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“Q. So to ask him for a further statement would be to merely ask
him to send in his previous report or else show he was wrong?—A. I do
not, think so, the previous report dealt with general accounts. I asked
him for a report in all fitting detail.

“ Q. Anyway, the report was never received, except this?—A.
Apparently not.”

The evidence of the minister is to the effect that had he known the true con-
dition of affairs in 1916 or 1918 he would have taken steps to meet the situation.
The steps indicated by him were, that by calling in the aid of the Bankers’
Association, arrangements could have been made to have the bank taken over
by another institution. Even if, for reasons that might be imagined, this could
not have been consummated, I think a revelation to the stockholders of the .
existing condition of affairs could have had no other result than a complete
change of management. Anyone whose funds were at stake must instantly
have realized the necessity of forcing the liquidation of the large accounts,
whose inactivity was gradually drying up the resources of the bank. It is
impossible to state with certainty what would have occurred in any line of
business, had certain events intervened, and what renders an estimate in that
regard most questionable, is the fact that one’s mind and opinions are liable
to be influenced and shaped, even unconsciously, by events subsequent to the
period which is under consideration; consequently the value of an answer to
a question of this nature must for that reason be impaired; but notwithstanding
all this, one can always rely in judgment upon the continued operation of natural
impulses for safety which prevail in financial dealing. It is a fact that dis-
closure of the true financial condition of the bank in 1916 and still more in
1918, would have shown that, under the management of the then board of
directors, the bank had been placed in most extreme jeopardy; that they, and
others associated closely with them in its affairs, had access to the resources
of the institution to a degree wholly incompatible with the bank’s financial
standing; that the capital had been most seriously impaired, if not altogether
lost, and fictitious earnings were being put into profit and loss account as a
justification for declaring dividends which had not been earned, and in view of
these facts I think it can safely be said that the effect of an audit of the bank’s
affairs in 1916 or in the year 1918, would have been to bring to the attention
of the shareholders a condition of affairs which would have moved them instantly
to insist upon a change of management, and to have wholly reversed the policy
theretofore pursued. It is inconceivable, I think, that the permission of the
Department of Finance, or of the shareholders of the bank, could have been
procured to countenance the continuation of the then conduct of the bank’s
affairs, as must have been disclosed by a thorough and effective audit. Tt might
have come to pass that the minister, after such audit, would have been able to
secure the amalgamation of the Home Bank with another bank. If that desir-
able course could not have been effected, the bank would have come under honest
management, and in my view, been compelled to liquidate its affairs; for after
disclosure of its true condition, as must have followed an effective audit, there
would inevitably have been an instant demand by the depositors for their r’noney
and a withdrawal of public support generally, which, in view of the condition of
the large accounts, and the impossibility of converting them into liquid assets
must, I think, have resulted in liquidation. {

I now turn to the second branch of this question, which asks:—

“What effect such audit would have had upon the position of the
present depositors.”
1-3
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In answer to this I may say I am taking it for granted that such audit would
have been thorough and effective, and as observed above, I think the result
would have been either to close the bank altogether, or put it upon a firm founda-
tion as an integral part of another banking institution, since, for the reasons above
noted, I do not think it could have had further independent existence. In the
light of this supposition, it is obvious that as far as the year 1916 is concerned,
such audit would have saved the situation for the then depositors, for although
the capital and reserve had largely, if not wholly, disappeared, yet despite the
loss thus made, there was still left a fairly balanced account, according to the
testimony given by Mr. Edwards.

There is no evidence as to what number of those who are referred to in the
question as “ present depositors,” occupied that position in 1916 and 1918; but
I think it is clear, as regards those who were depositors in the first named year,
that if either of the aforegoing remedies had been applied, their accounts would
have been met in full from the then resources of the bank, backed by the
double liability of the shareholders, and it is this last asset which might have
saved the situation for the depositors in the year 1918.

It is my duty to specifically inquire into the finanecial condition of the
bank during the years 1916 and 1918 under the next succeeding question, and
the result of that inquiry is closely bound up in the answer to the present one;
but my finding on this branch of question 4 is that an effective audit in 1916
would have resulted in action which would have saved the depositors from
loss. While, because of lack of evidence on which to base a conclusion, it is
impossible to speak with as much certainty as regards the year 1918, the prob-
ability is that the same result would have followed had the audit been made and
action taken in that year.

Answer to question j:—

For the reasons above set out, 1 think an effective audit under sec-
tion 56A of the Bank Act made in 1916 or 1918, would have resulted, as
far as concerns the conduct of the bank’s affairs, in either:—

(a) Liquidation immediately following such audit, or,

(b) Amalgamation with another bank.

And the effect of such audit upon the position of the present
depositors:— ‘

If made in 1916 the present depositors would have suffered no loss.

If made in 1918, I do not think any loss would have fallen upon
them. ;

Question number 5 reads as follows:—

“ What was the financial eondition of the said Home Bank of Canada
in the years 1915, 1916 and 1918 respectively, and what steps, if any,
could have been taken by the Government to save the situation?”

The returns to the Government for 1916 show (ex. 170, p. 495) that the
paid-up capital of the bank was $1,946.639: the reserve, $300,000; the deposits,
$10,028,224- the total liabilities were $18,722,963; and the total assets
$21,030,253. Upon this showing a dividend of five per cent was declared and
paid. The foregoing figures indicate an excess of assets over liabilities of
$2,307,390, which represents what the officials of the bank reported to the
Government in that year as to the financial condition of the Home Bank of
Canada. The expert accountants, Mr. Clarkson and Mr. Edwards, who testified
before the commission, were undoubtedly best equipped to find the answer to
this question. Whatever lack of unanimity there is in the opinions expressed
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by these two gentlemen, arises from a difference as to what would have been
their respective opinions if confronted by the physical assets of the bank in
1916 and asked at that time to pronounce upon their value. If the answer to
the question—what was the financial condition of the Home Bank in 1916—
depended wholly upon ascertaining what value should be placed upon the bank’s
assets in the year indicated, I think that is a most difficult thing to determine.
Confining attention for a moment to the large accounts which were challenged,
it seems to me that the one concerning which an auditor at that time would
have spoken with most certainty, was the Prudential Trust account, spoken of
as the New Orleans account. The bonds, which were security for the loan, had
become worthless by the underlying property having been disposed of under a
prior claim, and it looked as if a total loss would be made in that particular,
and yet, to illustrate the difficulty of relying upon opinions thus formed, it is
only necessary to say that at present, Mr. Clarkson holds out strong hope of
this account being paid in full, that result having followed from further expendi-
ture for the purpose of protecting the claim. An estimate of the value of the
security underlying the loan to A. C. Frost & Co. in 1916 must have been influ-
enced by the reports on these timber limits, then on file in the offices of the bank,
as well as from reports of two of the directors who had personally visited the -
locality and pronounced favourably upon it. A like remark may be made as
to the Pellatt & Pellatt loan, and while both these latter have turned out much
more disastrously than could have been anticipated, they nevertheless, in the
year 1916, could not have given to an auditor anything like the concern which
now prevails regarding them. Again, the wisdom of adding interest to an
existing loan and carrying such interest into profits year by year, as far
as the safety of the investment is concerned, must depend upon the value
of the underlying security, and that remark I think has a bearing upon
what conclusion an auditor in the year 1916 would have drawn as to
the financial condition of the bank from the standpoint of its physical
agsets represented so largely by the existing securities for these large
loans, I can draw only lame conclusions in view of the reports which
would be laid before the auditor in 1916. Clearly an auditor could not have
taken it upon himself to have personally valued the timber lands, nor indeed
to have gone over all the properties and securities represented by the Pellatt
loans or the New Orleans Railway loan, but looking at such information as was
available for him in the year 1916 with reference to the securities underlying
these large loans, and speaking from the standpoint of that year, it is difficult
to say what value should have been placed upon these assets in 1916, and
consequently what its financial condition was viewed from that standpoint.
If estimated in the light of knowledge since acquired, the answer is easy. But
I think there were easier tests to apply, which were open to his observation,
and would have challenged the attention of any competent auditor. One of
these lies in the power of the bank to earn and pay dividends from year to
year. While from the standpoint of abstract security as manifested by the
reports available, I think it could hardly be said at that time, that the capital-
ization of interest on these accounts would necessarily be productive of danger,
yet considering that such course resulted in depriving the bank of its liquid
assets available for dividends as well as for daily use, I think these accounts
were calculated to cause the liveliest apprehension. It is just as necessary
that a b_ank be in a posihoq to marshal its assets for the purpose of a dividend
as that its solvgncy be manifest, frorp a comparison of its general liabilities and
assets, and having regard to the capital and resources of this bank, the capitali-
zation of interest on these large accounts from year to year must have been

looked upon as a most dangerous and alarming procedure. And I think ;
4 : . think

would be%equnlly correct to say that the existence of these accounts ltr;l\enif
1—3
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selves, which rendered it necessary to capitalize the interest, was a most
disturbing circumstance apart from the question of securities held for them.
The effect of a bank passing a dividend is too well known to require comment.
Conditions may be imagined in which directors would wisely determine it to
be better to pay the ordinary dividend, even though the profits were unliquid,
as in the case of this bank; but, before another year should elapse, unquestion-
ably steps should be taken to force the liquidation of accounts rendering that
course necessary, otherwise the result would be as in the present instance.

Also, there is always an existing danger that for some reason or other a
run upon a bank’s funds may take place for which a volume of ready money is
necessary to tide over the situation. Whether any cause exists justifying such
action is beside the point. It does occur from time to time that depositors
become alarmed, frequently for no wvalid reason, and in consequence of such
alarm demand their money. No bank should lose sight of the possibility of
such an incident taking place, and be prepared to meet it. From that point
of view it is unnecessary to argue that these accounts then carried by the Home
Bank were altogether incompatible with safety, and I think that any competent
auditor would have felt compelled to so report. Here again it will be per-
ceived that this has no direet bearing upon the sufficiency of the security for
the principal and interest of the loan, but the existence of these large loans
was, in my opinion, wholly contrary to sound banking principles, for the two
reasons briefly outlined above, and therefore that they created a very dangerous
condition for the bank. Now for these reasons, rather than from the
comparison of assets and liabilities, I think a competent auditor, viewing the
situation in 1916, would have felt compelled to report an extremely dangerous
situation in connection with the bank, for it was apparent that dividends were
being paid out of interest which had been capitalized; in other words, from
earnings which were not available, and he would have been confronted by the
ominous fact that the amount of interest so capitalized and taken into profits
then amounted to much more than the whole capital and reserve of the bank.
He would have seen that during the year 1915, although a profit of $163,900
was shown, the actual state of affairs was that there had been taken into
profits uncollected interest on four accounts to an amount exceeding $275,000;
(p. 270) that in the year 1916, in which a profit of $133,406 was shown, un-
collected interest to the amount of $210,000 (p. 271) had been put to profit
account. Now the necessity of taking these uncollected annual amounts into
profit and loss in order to declare a dividend, would have given to an auditor
most serious concern, apart altogether from the question whether the security
available for each individual account could have stood the strain of the addi-
tional interest as well as the principal which it professed to guarantee. No
doubt an auditor would have been very much embarrassed by finding these
large accounts in the condition in which they were, and must have reported
them with such comments as in his judgment were necessary bearing upon
the question of security, but apart from their safety from that standpoint, the
fact that by capitalizing the interest of these accounts they were absorbing
more money than the bank was making year by year, would convince him that
a very grave situation existed. I have illustrated the situation with refer-
ence to 1916 by a reference to the accounts above named, but other accounts
were in a similar condition, and the combined effect of all these matters were
danger signals of the most alarming nature.

_ For the reasons suggested above, I cannot satisfactorily work out an answer
to this question from a comparison of assets and liabilities. I think it must
have been as a result of looking at the matter in this light, on the part of the
late Mr. Z. A. Lash. K.C.. that as early as February, 1916, he wrote to Mr.
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Fisher, K.C., of Winnipeg (ex. 132, p. 292) the letter previously set out, in part,
in my answer to question three, wherein he expressed doubt as to the possibility
of the bank continuing in business, because, as he therein said:—

“Z.A. Lash to James Fisher.

“The amount locked up indefinitely in four large accounts, is prob-
ably three times the paid-up capital and more than half the total deposits.”

And he also alluded to the danger of even a slight run upon the bank.

Having regard to the condition of the bank in the years in question, from a
comparison of the assets and liabilities, Mr. Edwards has testified as a result of
his investigations that the assets of the bank in the year 1916 should have been
reduced by the sum of three millions of dollars thereby leaving the liabilities and
assets about even, thus assuring the depositors of the safety of their money, and
that the entire capital and rest had disappeared (p. 515). In arriving at these
figures Mr. Edwards put a valuation upon the assets, as it would be necessary
for liim to do, and while that is easily done at present, yet from the standpoint
of the information available in 1916, I cannot say that it would have appeared
so clearly to me at that time.

Mr. Clarkson, one of the liquidators, spoke very guardedly as to the exact
position of the bank in 1916, but remarked (p. 283):—

“He must have felt that the bank was not earning profits sufficient
to continue payment of dividends without capitalizing interest on accounts
which were in jeopardy or at least in deep water; and that being the case,
the situation must have appealed to him as a serious situation.”

And further says (p. 287) :—

“There were a great many danger signs and the revenue situation
was one of them.”

Down to May, 1916, the interest capitalized on the A. C. Frost & Co. account
was estimated by Mr. Edwards at $535,000 (p. 540), and it may not be out
of place to say that until the date of failure interest had been capitalized to the
extent of over two millions of dollars.

The financial condition of the bank in the year 1918 when the attention
of the minister was drawn to it a second time, had become more serious, although
returns to the government for that year gave no cause for apprehension. The
returns showed (ex. 170, p. 495) paid-up capital to have slightly increased, it
then being $1,947,635. Reserve stood at the same figure, viz., $300,000. The
deposits showed almost five million dollars increase, being $14,988422. The
total liabilities were $25,842,635, and the assets $28,270,766. From all of which
it appeared, that if the assets were realizable, the bank was, from that stand-
point, on safe footing. But an examination of the books would have shown——
according to Mr. Edwards’ testimony—that the accumulated and unpaid interest
for the years 1916, 1917 and 1918 amounted to $676,000 (p. 509), which illus-
trates in a startling way how dangerous these frozen accounts were. Such
examination would also have shown that in 1917 a profit of $142,900 was shown
in the bank’s statement, but that in that year interest to the extent of $205,000
was capitalized and never collected (p. 271); that the earnings of the bank for
1918 were $167,157 which was the most satisfactory showing for a long while
but as a matter of fact the annual statement represented the bank to have mad'é
$228,963 in that year (p. 271). '
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After the receipt of Mr. Machaffie’s letter the minister reverted to his deter-
mination to refer the matter to the Canadian Bankers’ Association, but for the
reasons which have been duly detailed in answer to question 3, he was persuaded
not to do so. "
_ As to what further loss in capital had taken place between 1916 and 1918,
it is difficult to form a conclusion. That some such impairment had taken place
within that period is certain, although no details of amount are furnished in
the evidence. Two yearly dividends amounting to over $190,000 had in the
meantime been paid.

The concluding part of this question asks:—

“What steps, if any, could have been taken by the Government to
save the situation.”

In considering what the Government might have been able to do to that
end in the years above mentioned, attention is directed to the probability of
assistance from other financial institutions. By its continual supervision of
banking matters and from the fact that there must be a renewal of the charter of
each bank every ten years, it is obvious that the Department of Finance is in a
position to exercise much influence with the Bankers’ Association. While the
Government has no power to compel one bank to take over another, and the
Bankers’ Association has no funds with which to assist a weak bank, never-
theless, the stability of banking institutions being supreme law in financial
circles, one can see the force of the opinion expressed by Sir Thomas White, that
intervention on his part would have resulted in the Home Bank being taken over
by another bank or by other banks. Speaking strictly, such action could not be
forced upon the Bankers’ Association, or upon any bank, and therefore, if one
is to consider what the Government could have done to save the Home Bank,
apart from co-operation by the Bankers’ Association or by other banks, the answer
to such restricted enquiry is, I think, that the Government, after ascertaining
the facts, could have closed the bank and forced liquidation at a time when, in
my opinion, no loss would have fallen upon the depositors. But there still
remained, however, the good services of other financial institutions responding
to the express desire of the Department of Finance, especially when considering
the imperative necessity for financial stability at that time. Whether, in view
of the situation which would have been. then disclosed by a proper audit and
inspection, any other financial institution would have burdened itself with the
Home Bank’s liabilities or not, is a matter to which I cannot give absolute and
definite answer. The evidence of Sir Thomas White is clear and distinet that
he would not have allowed the Home Bank to fail at that time, but he would
have had it taken over by some other institution, clearly explaining, however,
that such action could not be made imperative upon any other bank. He was
referring to the condition of affairs from a national standpoint, and to the
overwhelming necessity at that time for keeping up a strong financial front in
face of the world’s demands, and replying upon the unquestioned patriotism of
those who directed the issues of financial matters within Canada. Sir Henry
Drayton expressed the same opinion. Keeping in mind these two spheres of
operation open to the Government, it is clear I think, that all that it could have
done to save the situation for the depositors would have been either to have
closed the bank, forcing a liquidation of its assets to meet its liabilities as far
as then possible, or have brought such influence to bear upon the Bankers’
Association, or some other bank, as might have resulted in its amalgamation with
another financial institution.
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Answer to question 5:—
I. The financial condition of the Home Bank was:—

In 1916:

(a) More than double its total paid up capital and reserve was locked
up in four accounts, the securities for which were not realizable.

(b) No interest was being paid on three of these large accounts.

(¢) No money was available for dividends except money belonging
to the depositors, and the dividends paid from year to year were paid out of
the depositors’ money.

(d) A demand by the depositors for even a small percentage of their
money could not have been met.

(e) The total paid up capital and reserve of the bank had been lost.

(f) A loss of assets calculated by Mr. George Edwards at over
$3,000,000, had been sustained, leaving the assets and liabilities about even.

In 1918

(a) There had been no reduction in the amounts due to the bank

from their heaviest debtors, but on the contrary further capitalization of
interest had taken place.

(b) All the weaknesses which existed in 1916 were accentuated.

(¢) The dividends paid in the meantime, amounting to over $190,000,
had been paid out of money belonging to depositors.

(d) A further loss of assets had been sustained but the auditors were
unable to state with any certainty as to the amount of such loss.

II. The only steps that the Government could have taken to save
the situation would have been to make thorough investigation into the
‘bank’s affairs, which would have resulted:

(1) In forcing the liquidation of the bank, or,
(2) Bringing about its amalgamation with another bank.

It will be noticed that by Order in Qounci_l number 412, dated 17th March,
1924, the Committee of the Privy Council advised that the powers of the Com-
missioner under Order in Council number 306:—

“ Be not limited to the specific years 1915, 1916 and 1918 referred to
in the petition of the depositors, but should extend to an investigation of
the affairs of the said bank during the whole interval between the issue
of the bank’s charter and the failure of the said bank, including any
representations made to the Government of the day, as to its condition,
any action taken by way of the Ministers of Finance upon such repre-
sentations as may have been made, and the effect on the position of the
depositors of any audit under section 56a of the Bank Act if made at
any time in consequence of such representations.”

I beg to report that there is no evidence that representations of any kind
were made to the Government, concerning the Home Bank of Canada subse-
quent to the year 1918.
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After his retirement from office, correspondence took place between Sir
Thomas White and his successor, Sir Henry Drayton, bearing upon the condition
of the Home Bank, as set out in the evidence given before me by Sir Henry
Drayton, but nothmg requiring consideration here arises therefrom, as in any
way bearing upon the substance of the depositors’ petition.

An incidental reference to the Home Bank was made by Sir Henry Drayton
to his successor in office, the Right Honourable W. S. Fielding, when the latter
succeeded to the posmon of Finance Minister, but nothing was said as to the
existence of the memoranda or letters above referred to.

No representations of any kind appear to have been made to either Sir
Henry Drayton or to the Right Honourable W. 8. Fielding concerning the
condition of the Home Bank, and although the present Minister of Finance
expressed himself as ready to give evidence before the commission, if required,

it did not seem to me that anything had taken place which made such a step .

necessary. There was nothing to indicate that his attention had ever been
drawn to the existence of the various memoranda or to the correspondence above
dealt with.

Having reference therefore to the scope of the enquiry, as enlarged by Order
in Council number 412, I beg to report that there were no representations of any
kind made to the Government of the day as to the financial condition of the
Home Bank of Canada after the year 1918, and consequently no action in that
respect was taken by any of the Ministers of Finance.

+ All of which is respectfully submitted.

Orrawa, the 10th day of June, 1924.

HARRISON A. McKEOWN,
Commissioner
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REPORT ON AGRICULTURAL CREDIT
BY H. M. TORY
Ottawa, April 4, 1924

The Honourablo.JAMEs A. Roes,
Acting Minister of Finance,
Ottawa, Ont.

Sir,—I have the honour of presenting, herewith, the report on Agricultural
Credit, which I was asked to prepare by the Right Honourable W. S. Fielding
for the Department of Finance.

: Your obedient servant,

=M TORYS
President of the Unwversity of Alberta.
Administrative Chairman of the Honorary
Advisory Council for Scientific and Industrial
' " Research.
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INTRODUCTION

On the authority of a letter from the Minister of Finance, dated August 23,
1923, I undertook to make an enquiry into the subject of Rural Credits. The
above mentioned letter intimated that the enquiry should be along the lines
suggested in the Report of the Special Committee appointed to enquire into
Agricultural Conditions, dated January 19, 1923. The report is as follows:—

“As to the necessity of credit on more advantageous terms to the
farmers of this country, there can be little room for difference of opinion.
Well selected and secured farm loans should be among the safest and
most attractive of investments, while the security offered through the
pledging of non-perishable and readily marketable farm products is
certainly comparable to that offered by merchants and manufacturers.
Notwithstanding these facts, the agriculturist of Canada, in certain parts
at least, pays considerably more for long term credits secured by his
property than many of his competitors in other lands as well as more
than is paid by many of his fellow citizens in other walks of life for
similar accommodation.

“ Your committee are of the opinion that after consideration along
the lines hereinafter respectfully suggested, the Government should
promote the obtaining by agriculturists of this country of long term
credits, as well as intermediate credits, and that action should be taken,
and, if necessary, legislation enacted to this end at the earliest possible
date..

“The attention of your committee has been forcibly brought to
the fact that the operations of the Federal Farm Loan Board system in the
United States offer, through the National Farm Loan Association, the
Federal Land Banks and the Joint Stock Land Banks, facilities for long
term credits to the farmers of that country which when prudently
availed of, are of immense advantage to them. Likewise, it would appear
that the farmers of certain European countries, as well as of other parts of
the commonwealth of British nations, enjoy credit facilities of an advan-
tageous nature.

“The Federal Farm Loan Board system, operating through the
Federal Intermediate Credit Banks and the Agricultural Credit Corpora-
tions in the United States, is designed to supply to a very large extent, to
agriculturists, intermediate credits, that is to say, credits running from
nine months to three years.

“Tt will be remembered that there are at present operating in Canada
certain provincial systems. As to the success of some of these, serious
differences of opinions have been expressed. It would appear that some
are suffering from inadequate loaning funds.

“To what extent the Federal Government should inaugurate a federal
system of long term and intermediate term loans to farmers; how such
system, if inaugurated should be related to the different provincial systems;
what features of, or other systems of, farm credits could, with advantage,
be adopted, are all matters requiring further searching investigation.

“ Your committee have heard a number of witnesses and have devoted
a considerable amount of study to the question. They feel, however, that
the system is of such paramount importance that further investigation
and study should take place beflg.l.ﬂe definite legislation is brought down.

X1
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All authorities apparently agree that there is a barren area of credit
unsupplied by either the banks on the one hand or the loan companies
on the other.

“We, therefore, recommend the investigation by the Government
into the question of long term and intermediate term rural credits; the
operation of existing schemes in Canada, the United States and else-
where; the examination of the question as to whether and to what ex-
tent systems of agricultural credite should be fitted into and related to
our present banking system; as well as the operations of mortgage and
loan companies; and that to this end, and in such manner as may appear
best to the Government, the views of agriculturists, bankers, representa-
tives of loan companies, officers of the present Canadian provineial loan
system, as well as of the officers of the Federal Farm Loan Systems in the
United States, should be obtained, in order that adequate and well-
founded action for the relief of the present situation may be taken.

“ In this connection also, the attention of your committee was drawn
to the question as to whether it would be advisable and in accordance
with sound economic and banking prineiples to extend to those provinces
which desired to obtain money for their rural credit systems, facilities
for obtaining of credit such as are afforded to the chartered banks under
the provisions of the Finance Act of 1914, under the provisions of which
Dominion notes are issued to the banks against the deposit of certain
approved securities with the Treasury Board.”

Taking, therefore, the report of the Special Committee as a basis for the
enquiry, the procedure in obtaining information was as follows:—

First, all the documents, legal enactments and reports of the Dominion
Government and the Provincial Governments, not already in my possession,
were obtained and studied. Following this the central provinces, Alberta, Sas-
katchewan, Manitoba and Ontario were visited, and the schemes in actual opera-
tion were gone into with the officials responsible for their administration.
Wherever possible ministers of Provincial Governments were consulted, especially
those having already had experience in the creation or the working of legislative
enactments. The province of British Columbia and the Maritime Provinces
have not, yet been visited as time did not permit, but the laws in operation and
the reports of the provinces have been studied.

In order to get first-hand information of the condition of affairs in the
United States of America, some time was spent in the offices of the Farm Loan
Board in Washington, under whose supervision both the Federal Land Banks and
the Intermediate Credit Banks are functioning. Through the offices of this
Board the fullest information was made available to me both by means of docu-
mentary evidence and personal interviews with those responsible for the ad-
ministration of the affairs of these great organizations.

Further, letters of introduction were given me to the presidents of the Federal
Land Banks in all the centres of the country where they now operate. I was able
by visiting some of these centres to get information on the actual working of
their plans in the most intimate way.

In selecting points for detailed study, banks operating in parts of the coun-
try bordering on Canada, the problems of which would be similar to, our own,
were selected. These were the Land Bank of Springfield, Mass., which operates
in the states of Maine, New Hampshire, Vermont, Massachusetts and northern
New York and the Bank at St. Paul, the operation of which covers northern
Michigan, Wisconsin, Minnesota, North Dakota and Montana. The Bank at
Baltimore was also visited and studied intimately as presenting somewhat
contrasting conditions to the others.
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At this point I wish to express my grateful appreciation for the generous
treatment. accorded me by all the officials of the organizations in the United
States and especially to Commissioner Cooper of the Farm Loan Board at
Washington, through whose kindness the doors of the organizations all over
the country were opened to me.

A good deal of documentary evidence was collected first hand at the centres
visited. Many of the foreign documents were made available through the
kindness of Mr. Doherty, of the International Institute of Agriculture, Ottawa,
while valuable assistance in the same way was given by Mr. Lynch, of the
Department, of the Interior.

The problems involved in the enquiry were also discussed with bank
managers in the United States and Canada, as well as with managers of loan
companies and insurance companies in both Eastern and Western Canada.

In addition to the information thus obtained, I drew upon the evidence
which I collected when in Europe in 1913 with the American Commission, and
the reports which grew out of the work of the commission. As far as possible,
documents have been obtained showing the recent trend of rural credit organi-
zation in FEurope and in Great Britain. Documents have also been obtained
from New Zealand, Australia, South Africa and South American countries
where systems of rural credits are already in existence. So far as the time at
my disposal would permit, I have tried to cover the field of the practical appli-
cation of rural credit principles, as distinguished from mere theorizing about
the matter.

One further word by way of explanation. The usual method of holding
public sessions of enquiry has not been followed. The facts collected were
from responsible people whose statements were substantiated by documents,
legislative enactments and official reports. Many expressions of opinion were
received by letter and from individuals personally. These opinions, however
extreme, have been duly considered and carefully weighed.

In what follows a precise presentation of the facts gathered is attempted.
Technical terms and statistical information have been avoided, unless con-
sidered absolutely necessary for a proper understanding of the issues involved.
In the interest of clearness the report is divided into six sections as follows:—

Section I—General Considerations.

Section II—Rural Credit in Europe.
Section IIT—Rural Credit in the British Empire, outside Canada—

(a) Great Britain.
(b) Australia.

(¢) South Africa.
(d) New Zealand.

Section IV—Rural Credit in the United States.

Section V—Rural Credit in Canada.

Section VI—Consideration of Methods in Relation to Canadian Condi-
tions.

I have tried to make every section of the report complete in itself, so that
after reading section 1, those interested in the study of the special problems of’
the individual country may do so without reference to other parts.

It is hardly necessary to point out the movement for Rural Credits on
this continent is not an incident in the history of an individual country, hut
is part of a movement covering the whole civilized world, and would a,fypear
to be a normal development growing out of the conditions of modern agricul-
ture.
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SECTION I
GENERAL CONSIDERATIONS

The terms Rural Credit, Short Term Credit, Long Term Credit, and Inter-
mediate Credit, require definition as they are used ambiguously in much of the
surrent, literature in which the terms oceur.

The term “Rural Credit” is used in both Europe and America in a general
sense to include all forms of credit which have to do with the production and
distribution of farm crops. It will be used always with that meaning in this
report.

The term “Short Term Credit” has a different meaning in Europe from that
which it has in the United States. In Europe it means all forms of credit in
relation to agriculture other than mortgage credit and in which the security
is personal or easily negotiable collateral. In the United States the term is used
generally in reference to ordinary banking transactions of from three to six
months. In Canada it is used in the same sense, except in legal documents refer-
ring to Rural Credits where its meaning is the European one. When discussing
European methods, therefore, it will be necessary to use the word with the
European meaning as comprehensive of the two American terms. “Short Term
Credit” and “Intermediate Credit.” In discussing Canadian documents it will
be necessary, in order to avoid confusion, to define the term when used.

The term “Long Term Credit” is everywhere used to mean mortgage credit
and in relation to agriculture, farm mortgage credit for terms of five years or over.
The only exception is in France where a special meaning is given by the use of
the terms “Long Term Collective Credit” and “Long Term Personal Credit.”
The context, however, will be found to give sufficient explanation in these
cases.

The term “Intermediate Credit” is always used to mean credit for a period
longer than the ordinary banking transaction of from three to six months, and
yet shorter than the ordinary mortgage term. The period may vary from six
months to five years. The security is non-perishable farm commodities or stock
security but is not based on land mortgage. As worked out in the United
States where the term is now official, it is'a banking operation but done through
a bank specially regulated to cover the longer term stated above. In this sense
only will the word be used.

The problem which the Rural Credit organizations seek to solve is how to
safeguard and promote the economic interest of those engaged in agricultural
pursuits, especially by providing them with such facilities for obtaining credit
that they may be able to acquire the means of production and to dispose of
their produce on such favourable terms as to make farming a profitable enter-
prise.

One great reason why all countries have found it necessary to solve in
some measure this problem is that agriculture is everywhere regarded as the
fundamental industry, which if not prosperous reflects its lack of prosperity on
every other national activity. This is especially true of all those countries
which seek to become even approximately self-supporting.

In order to make possible the instruments of production to those whose only
capital is the land the Long Term or Mortgage Credit systems arose. To make
possible the seasonal operations by means of which production and disposal
could be profitably undertaken the Short Term and Intermediate Credit systems
came into being.
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The aims of the Long Term or Mortgage Credit systems, so far as they
relate to agriculture, are:—

1. To free the landowner from the necessity of borrowing directly from
the individual creditor.

2. To regulate the payment of interest and principal so as to free the
borrower from the danger and anxiety associated with demands for repayment
under circumstances which made payment impossible.

3. To get rid of usurious rates of interest, putting agriculture in this regard
on the same basis as other business equally secure.

From the effort to meet these conditions arose—

1. Land mortgage bonds.

2. Amortization, the repayment of the principal with the interest at a fixed
rate over a series of years.

3. Co-operative land mortgage credit, the combining of the security of the
many to secure a reduction in the rate of interest.

The reasons advanced in favour of the land mortgage bond are briefly as
follows:—

1. It makes possible the long term mortgage, otherwise impossible, as the
individual money lender would not as a rule be willing to take a mortgage for
a term of fifteen or twenty or thirty years. This can be done by the creation
of a corporate body, the Land Bank, whose existence does not terminate with the
death of the individual.

2. It places between the lender and the borrower an intermediary whose
business it is to safeguard the loan and whose security is unquestioned.

3. It makes a more flexible arrangement for the lender, as his bonds are
always available for sale in case of need or as collateral security of a high order,
if desired.

4. Tt makes possible the use of the amortization principle, that is the repay-
ment of the principal of the debt by means of small annual instalments along
with the interest, the payment of principal and interest alike coming out of the
annual proceeds of the land.

5. It recognizes also the fact that the mortgage is to be redeemed by produc-
tion from the land, thus establishing the security on a rational basis. The
mortgage is not strictly a real estate mortgage otherwise.

6. It allows that combination of security which makes low rates of interest,
possible, if correct principles are followed. In so doing it establishes a reason-
able limit for a mortgage and thus protects both borrower and lender.

7. If the fixed capital is raised in t-his way, free from personal or other kind
of guarantee, it leaves the total remaining assets of the farmer free as security
for his seasonal requirements for immediate production. This can be used with
the ordinary bank or through the special banks at the will of the borrower.

The aims of the Short Term Credit systems as they exist in Europe and the
Intermediate Credit system as it exists in the United States are:

1. To give to the agriculturist a credit system suited to the seasonal re-
quirements of his occupation.

2. To secure for him rates of interest for this requirement consistent with
the security of his business.

With regard to the first of these aims, it is claimed everywhere by t}
advocate such credit systems that the orciinary banks are n%t organi};edlzzeg;%
in a normal way the claims of agriculture. It is not necessary in this report

to go over the arguments advanced, as they are qui : :
amounts to this. 4 quite well known. Briefly it
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The farmer’s business does not usually give him a quick return. His
period of investment is at least nine months or a year as he has to await the
processes of nature to give him his dividends. He is subject to losses by
accident, disease and fluctuations in prices, causes over which he has no control
and which make special financial arrangements necessary often covering a
period considerably longer than that required to produce his yearly crop. Short
Term Credit of three months even with the right of renewal is to him both
inconvenient and embarrassing, as although renewal may be promised the
difficulty in obtaining it is much greater if crop difficulties’ in the meantime
have arisen. Further, the ordinary commercial banks, organized especially to suit
commercial and industrial conditions, to a large extent fail to appreciate the
position of the farmer, who because of his inability to meet specific banking
practices finds himself, particularly if he is a small farmer, regarded as an
undesirable customer, not because of any fault of his own, but because he is
unable to marshall his assets in a manner to satisfy the bank. Hence the claim
that a special financial organization with a different purpose from that of the
ordinary bank is required.

With regard to the second aim mentioned above, the difficulty to be over-
come arises naturally out of the conditions just stated. If the ordinary com-
mercial bank is incapable of meeting legitimately the farmer’s needs, then he
must either do without working capital or resort to some other means of obtain-
ing it. To do without renders him helpless, unless he has already acquired a
surplus of his own. The only other sources open to him are the private money
lender or the local merchant through whom he may buy his supplies. In either
case, while the credit may be obtained for the length of time required, the cost is
very great, often too great in proportion to his productive capacity. The private
money lender is often more hard-hearted than the banker, while the local
dealer’s credit is generally the most expensive of all. The latter usually con-
siders it necessary to protect himself against loss by increasing the price of his
goods, if sold on credit or by charging a higher rate of interest, if he advances
money.

’Is‘rhe Short Term Credit Banks of Europe, the Intermediate Credit Banks of
the United States and a great variety of state supported financial organizations
in other civilized countries have sought to overcome the difficulties stated above
by organizing the security of the farmer on a co-operative or semi-co-operative
basis in such a way as to make possible credit at reasonable rates of interest
and for a length of time suited to his needs.

The foregoing is not to be interpreted as an argument but as an effort to
state in the briefest possible way the point of view and purpose of the Rural
Credit movement. The extent to which these organizations have succeeded will
be apparent later on in this report.

s
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SECTION II
RURAL CREDIT IN EUROPE

One of the outstanding facts about modern Europe is the number and
variety of its financial institutions. Private, public and co-operative organiza-
tions have grown up everywhere, often with a view to meet special needs or to
solve special financial problems. In every country the ordinary joint stock
bank is, of course, to be found. Side by side with these are to be found savings
banks working under definite restriction; rural banks specially suited {0 do
business with the rural communities; public utility banks, that is banks doing
a non-profit-making business; land mortgage banks whose activities are often
confined to land mortgage business or to credit based on land mortgages; gen-
eral joint stock loan companies; state banks doing business on a profit-making
basis in the interest of the State; and finally co-operative banks specially
regulated to assist and stimulte co-operative institutions.

Institutions of all of the above mentioned types give consideration to the
problems of agriculture and make loans on the basis of farm land security. I
shall discuss, however, the agricultural credit institutions only; that is, institu-
tions whose function is to deal with problems of agriculture specifically and
whose aim is to give the agriculturist money at rates of interest in relation to
the security offered. These institutions give to the farmer the advantage of
their knowledge of the value of his security and have resulted in establishing
agricultural credit on what is regarded as a rational basis. As a consequence
of their operation the small farmer has been taken out of the hands of the
usurers, whose rates of interest fifty years ago ranged from ten per cent to fifty
per cent, and has been made the cheapest borrower in the country. These
institutions have done more than this. They have had a regulating influence
on the rate of interest charged by all the other financial institutions doing
business with the farmer. (As an illustration, one might take the position of
the Land Mortgage Credit Associations or the Landschaften in Germany. At
the end of 1912, the financial institutions in Germany lending money on mort-
gages had invested about $6,500,000,000 in various types of mortgage security.
Of this amount over $2,000,000,000 was in farm mortgages. Of this latter
amount the Landschaften held $850,000,000, about 13 per cent of the whole, or
about 40 per cent of that invested in farm mortgages. The rate of interest,
however, was practically that fixed by the' Landgchaften. The above figures
stood practically unchanged in 1920. In this section of the report attention is
devoted to a description of tbose institutions whose special aim is to facilitate
agricultural credit, dealing with those of a co-operative or state-aided type, or
a combination of both.

Studied with respect to their purpose, these institutions fall under two
general heads:—

1. Those giving Long Term or Mortgage Credit.

2, Those giving Short Term or Personal Credit.

1. Long Term or Mortgage Credit

Of the institutions giving Long Term or Mortgage Credit the f i
are the most importanti an(cil v&}rlillftbe descﬁibed in some detail:— ollowing

(1) The German Landschaften or Land Mortgage Credit Associat;

(2) The German Mortgage Credit Banks. ssoclations,

1—4
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(3) The German Savings Banks.

(4) The Crédit Foncier of France.

(5) The Co-operative Mortgage Credit Banks of Denmark.
(6) Institutions in other Countries of Europe.

Similar institutions found in other parts of Europe which have a local
application or which are varieties of one or the other of the above will be
referred to only when by so doing points of special significance make it neces-

sary.
(1) The German Landschaften or Land Mortgage Credit Associations

The German Landschaften or Land Mortgage Credit Associations were
called into being at. a time so like our own, so far as the difficulties of the agri-
culturist are concerned, that to quote from the discussion of the time seemis
like reading current literature on the subject. They had their origin in the
period following the Seven Years’ War (1755-1763). The land owners who
belonged largely to the nobility and who had depending on them the peasart
pepulation found themselves in great difficulties. ‘“‘Agriculture was in a dis-
astrous state; fields lay untilled, dwelling-houses had been destroyed by fire,
cattle had perished. The landowners lacked the means to carry out any recon-
struction inasmuch as their credit was no longer good and the difficulties in the
way of procuring necessary capital was very great. Interest was not paid

punctually, debts were not discharged, mortgages were foreclosed and insolv-

ency resulted. The confidence of investors in respect to the landowners was
completely shaken. Many mortgage loans were withdrawn. The owners ran
the risk of losing a considerable portion of their property.” In 1759 a mora-
torium was declared. This was revived six years later. “ But this moratorium
merely acted as a palliative as soon as it ceased to be operative, the deficiency
of credit made itself felt with landed proprietors in a still more aggravated
form. Many estates were sold by auction. In addition, there was the cir-
cumstance that the price of cereals, very high during the war, fell sharply
after the peace, and besides the export of wool was forbidden on pain of death.
This meant that even where it had been possible to keep up farms or to restore
them to working order the owners were plunged in difficulties. Credit could
only be obtained from private individuals, at a high rate of interest, since there
were at the time no institutions that could act as intermediaries between land-
owners seeking credit and capitalists secking investment for their money.”
Such were the circumstances that led to the devising of the first land mortgage
scheme in Europe. The landowners of the Prussia of that day were very much

in the position of those in Western North America to-day. They had land in

abundance but money was scarce and hard to get. Interest charges were ab-
normal and ruin stared many of them in the face.

Within a very short time after the establishment of the Landschaft, the
following statement from a report to the King indicates the change that had
taken place. ‘Thanks to the most benevolent support of your Majesty the

credit of the Landschaft is now in an extremely satisfactory state. A remark-

able number of families who for want of money and credit were on the brink

of ruin and are now in a secure position and thoroughly rehabilitated and will |

in consequence ever cherish admiration and reverence for your Majesty.”

The credit for the scheme belongs to Buhring, a Berlin merchant. He pre- "

sented his scheme to Frederick the Great in 1765.

The general idea of the scheme was that the land represented the best

conceivable security, if there could be created by some sound system a quotable
security, that is if the real value of the land could be made a basis for a sound
negotiable security it would cause money to flow again freely into the required




BANKING AND COMMERCE li
APPENDIX No. 1

channels. In order to realize his scheme he advise»d_ that, there be created with
the approval of the state authorities a credit association _(landschaft) by per-
sons in need of credit, which on the basis of mortgages issued in its favour
would issue mortgage bonds bearing interest payable to bearer. In this way, the
liability of the individual would not be direct to the investor, the bonds being
suaranteed by the central authority. s ‘ : -

The actual scheme as put into operation in 1770 was a modification of this
suggestion. The fundamental idea, that of placing an‘lntermedlary,‘tl‘le credit
assceiation, between the individual borrower and the investor remained as a
{oundation stone of the whole structure. "

As it stands to-day the Landschaft is an association of borrowers for the
nurpose of securing loans by the issue of bonds secured by mortgages registered
sollectively against their properties. The bonds are not chargeable against any
it dividual mortgage but against the mortgages taken together. For this borrow-
ing, the landowner is debtor to the association and the association is debtor to
the investor. The borrower pays interest to the association, and the association
to the investor.

The bondholders are secured ir: the following manner:—

(@) Mortgages must not be granted beyond two-thirds of the value of the
land. The valuation is fixed after careful appraisement by independent officials,
the basis being the annual productive capacity of the land as shown by ex-
nerience.

(b) Bonds must not be issued in excess of the total amount of the mortgages
bearing equal interest. HLA3

(¢) The amount of debt is being constantly reduced by amortization at
least until a certain definite portion is paid off. :

(d) The organizations themselves are non-profit-seeking, and possess no
share capital upon which profits are paid. i

(¢) The bonds are secured not only by to’cql mortgages of the association,
but also by its reserves and the accumulated sinking fund payment of mortgages.

(f) Finally, should all other sources fail the incorporated landowners are
responsible in some cases to full value of their property, in others to a given
simited liability.

These associations are public corporations and are under state super-
vision. This supervision is exercised by a Royal Commission and the articles
of the Credit Association and the regulations must be sanctioned by the Govern-
ment, much as our railroad companies are in Canada. They possess certain
special privileges. One of the permanent officials must have passed the State
examination qualifying him for the office of judge so that they are permitted to
distrain without having recourse to ordinary civil procedure. Within the limits
mentioned above they are autonomous and manage.thelr affairs on 'the principle
of self-government. The employees have the standing of state officials. It can-
not be over-emphasized that these associations are associations of borrowers,
not lenders; their aim is to save money for their members, not make mone
for others. Apart from paying interest on bonds, they have no relation to the in-
vestor who buys his bonds on the market in the usual way. The landowner
becomes a member of the Credit Association when it acquires a mortgage on hig
‘and and ceases to be a member when his mortgage has been paid off, so that no
nressure for dividends enters into the conduet of the business.

The special merits of these associations are summarized by Mr. J. R. Cahi]] in
his excellent report for the British Government in the following terms:—

(1) They enable landowners to mobilize, as it were, their landed Possessiong
by the creation of bonds passing into the general system of securities; insteaq
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of only being able, like English landowners to provide a mortgage security of
very restricted currency, German landowners have the advantage of being able
to C(l)(n\tfert a mortgage charge into a security realizable at any time in the general
market.

(2) Loans granted are not subject to recall.

(3) The rate of interest is as moderate as possible, being closely related to
the prevailing market rates for money.

(4) The bonds being irredeemable by the holder, the rate of interest may
not be raised.

(5) The right is conceded to reduce the debt by payments made at the
mortgagor’s convenience.

(6) The necessary extinction of the capital debt is accomplished gradually.

(7) The costs for valuation and other charges are low.

(8) Their administration is at once relatively inexpensive and their office
holders highly qualified for their work.

Of these associations there are twenty-three in Germany having a total
of outstanding loans in 1920 of 3,255,000,000 marks equal at par to about $850,-
900,000. The average pre-war interest was about 4 per cent. That is 4 per cent
bonds were selling at par in 1914. These bonds have always maintained a strong
nosition in the market. At the time of the Napoleonic Wars when Prussian four per
cents were quoted at twenty, the land bonds never fell below fifty. In 1920,
the Central Landschaft four per cent bonds were quoted at one hundred, while
in certain of the provinces they were above par. These facts show how firm a
hold after one hundred and fifty years of experience, these securities have on the
investing public in Germany.

(2) The German Mortgage Credit Banks

The Mortgage Credit Banks, of which there are sixteen in Germany, are
all established under the guarantee of some public authority, either a State, a
Province, or a District within a Province. While not restricting their operations
to farm mortgages, they all do a large farm mortgage business. They had in
1913 a total of outstanding loans of $500,000,000, one half of which is in land
wortgages, the other half being to local municipal or communal authorities. The
funds of these institutions are obtained,—

(a) By the issue of bonds guaranteed by State, Province or District in which

it operates. These are recognized by law as trustee securities.

(b) By deposits.

(¢) By grants or loans from State or authority concerned.

(d) Payments by borrowers into sinking fund account.

(e) Accumulated funds.

These banks were specially designed to serve the needs of the medium or
small landowner to whom loans are made at moderate rates of interest, on
an amortization plan and not subject to recall.

These banks are usually managed by a special committee in some cases
appointed by the State, in others either wholly or partially by the Assembly
ar Council of the public authority guaranteeing the liabilities of the bank. They
are, strictly speaking, public institutions. Any profits accruing from the opera-
tion go to the guaranteeing authority.

I have not been able to obtain information of the standing to-day of these
institutions. In normal times, they were functioning greatly to the advantage
of the guaranteeing authority and to the borrowers, mostly small farmers and
communal organizations.
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(3) The German Savings Bank

The German Savings Banks are mortgage credit institutions of very great
importance to farmers. Their total investments in farm mortgages in 1913 were
about $850,000,000. In some parts of Germany they were the chief source of
mortgage credit for the small farmer. Most of these institutions are public
savings banks, established, managed and guaranteed by the public authority.
In 1913 there were 2,844 public savings banks of this type in Germany with
7,404 branches.

The deposits in these banks reached the sum of over $4,000,000,000.

These institutions, being usually under local control and management, and
not subject to central control are allowed to fix a rate of interest to suit their
OWDn convenience,

The result is they pay comparatively high interest on deposits, as high
as four per cent. There is no combine to fix rates paid on deposits. The re-
sult is the savings of the district go to the banks and loans are made to those
people living in the same district. The guarantee of the District Authority
makes them absolutely safe. ‘

The charges made on loans are also slightly higher than in the case of
the Landschaften.

Of the total deposits of over $4,000,000,000 in 1913, over $2,500,000,000 was
invested in mortgages, of which $850,000,000 was invested in farm mortgages.
The exchange in all the figures in this report is based on gold values of the
coinages used.

These institutions are of such great importance in connection with agricultural
credit that the following brief statement concerning them taken from the report
of Mr. Cahill, will not be without interest:—

“The earliest German savings banks were founded to serve as
institutions for safeguarding the poorer classes against absolute poverty
by providing a place for the safe deposit of small sums of money until
such should be required in bad times. Established in connection with the
efforts to reform the poor laws they were regarded rather as philanthropic
institutions. But the savings banks lost this character of philanthropy
early in the nineteenth century, and have developed along the more
general lines of institutions for the furtherance of thrift. They have been
established usually by and under the guarantee of public authorities; and
in normal cases do not aim at profits beyond the obtaining of an adequate
interest upon money deposited with them and the payment of the expenses
of management. Any ‘sunph_lse_s remaining after paying these charges
and making suitable appropriations to reserve are applied to objects of
public welfare. In primary aim they are distinguishable from banks in
the ordinary sense of the term; they seek deposits, not in order to be in
a position to grant credit f_or their own profit, but to foster thrift, and
only to utilize deposits for investments in the interests of the depositors
themselves. But while there is this distinction in their aims, German
savings banks constitute, by reason of their un-exampled development
and freedom of investment credit sources of great importance. Not, being
obliged to deposit their funds at interest with the State Treasury, or invest
in stocks and shares only as such banks are constrained to do in some
other countries, but seeking to obtain on investments the best returns
consistent with the absolute security of their funds, they have lent g very
large percentage of their deposits on mortgages, a considerable proportion
of which have been on rural property.”
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The special advantage of these banks is that they provide farmers with a
public mortgage institution in their immediate vicinity and facilitate personal
relations between borrower and lender. Its local character and the knowledge
its officers possess of the conditions of the borrowers makes it possible to dispense
with costs in obtaining a loan, especially that caused by a special valuation.
The disadvantages are higher rates of interest, liability of rates of interest to rise
or of recall of loan and the limited facilities for reducing mortgages.

The German Mortgage Credit Banks and the Savings Banks correspond
somewhat to what is now being done in Ontario and Manitoba through the
public credit institutions.

1) Th;: Crédit Foncier of France

Mortgage credit in France is provided through the agency of the Crédit
Foncier, a Land Credit Bank established in 1852 for that purpose. It is a joint
stock institution subject to legislative control by the French Government.

When organized the Crédit Foncier was given a monopoly for a period of
twenty-five years on all land credit business over a large portion of France. The
monopoly was later extended to the whole country. The period expired in 1877
but no new competing organization has yet been established, so that land credit
still remains a monopoly in France.

The following article of the constitution shows the scheme of capitalization
andsthe relation of normal capital to loans:—

“The Society’s capital is fixed at 200,000,000 francs. It is designed
as a guarantee of the society’s obligations and especially of the land
(mortgages) and commercial obligation.

“Tt shall be divided into 400,000 shares of 500 francs each, entirely
paid up. ;

“The amount of the normal capital of the shares shall be maintained
in the proportion of one-twentieth at least of the capital realized by the
issue of bonds in circulation.”

The capital has since been permitted to be raised to 250,000,000 francs on
condition that loans are made in like proportion. Originally the government
subsidized the society to the extent of 10,000,000 francs.

It will be seen that this system in its organization differs from the Landschaft,
in that it is a joint stock organization doing business for profit; the rate of
interest, however, is controlled by the Government and must not exceed the rate
of interest on the bonds by more than six-tenths of one per cent. As we shall
see the Joint Stock Land Bank which forms a part of the system existing in the
United States under the Federal Farm Loan Board, corresponds somewhat to
the Crédit Foncier in that the capital may be subscribed by private investors;
the interest is regulated by law; and the twenty to one ratio of capital to loans
is also fixed:—

The Crédit Foncier grants loans:—

(a) On mortgage security,
(b) To municipalities.

Mortgage loans are made on the security of houses and town property and

on agricultural land.

These loans are made in one of the following forms:—

(a) Short term loan on mortgage, not to exceed nine years, not repayable
by amortization and not repayable till the end of the term. The present rate
of interest on these loans is approximately 5%.
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(b) Long term loans, which run from ten to seventy years; repayable by
amortization or at the pleasure of the borrower. The rate of interest at present
on these loans is, including amortization, approximately 5%. Such loans are
made for a maximum of not more than one-half the value of the property
mortgaged. In the case of vine-yards, it is only one-third.

(¢) Current account loans on mortgage guarantee by opening what is
called a mortgage line of credit. The rate on these loans is about one-third
higher than that on ordinary mortgages, and the loan is repayable in six
months.

In addition to the loans made on mortgages, loans are made to muni-
cipalities and public institutions. The rate of interest on these loans is less
than on either of the foregoing. These loans are made for a period of from
one to nine years.

Since its origin in 1852, the Crédit Foncier has loaned more than 9,000,-
000,000 francs, and, in 1913, had outstanding 5,000,000,000, the full amount
allowed under its capitalization. An additional capitalization may have been
permitted since this information was obtained. More than half the loans are in
mortgages. ,

The share capital of the bank was created to give security to the land
mortgage operations. All mortgage loans are covered by the issue of bonds,
which are sold in the open markets of the country. The borrower is paid in
cash at current price of bonds. The bonds are not guaranteed by the Govern-
ment. They are repayable in a maximum of seventy-five years.

The feature worthy of special attention, is that the Crédit Foncier provides
both the Short Term and Long Term Credit. A mortgage credit being estab-
lished by a property valuation for any client, money can be borrowed against
this, interest being charged only on the money advanced. This is a feature
not found in Germany nor is it copied in the system now in operation in the
United States. The Crédit Foncier thus in a measure serves the purpose for
certain clients of both long term and short term credit bank. The Crédit
Foncier is' allowed to take deposits from its elients. It is also permitted, in
default of payment of interest and amortization to sell without notice and
without civil procedure in the courts, as in the Landschaften.

(5) The Co-operative Mortgage Banks of Denmark

The Co-operative Mortgage Banks of Denmark are fashioned after the
German Landschaften and do not therefore demand a lengthy description.

A mortgage bank in Denmark is a credib' association composed of landed
proprietors (from the Danish speaking provmcgs) founded by the sanction
of the King with a view to making it easier for its members to borrow money
upon easy terms upon the mortgage of their estates and by degrees to repay
the sum borrowed. Only borrowers are admitted to the association. The
borrower becomes a member when he delivers to the cashier of the association
a mortgage upon his property and receives his loan in the shape of debentures
of the association. The bonds are then sold to anyone who may wish to buy.
The relationship is specifically defined by regulations in conformity with which
the loan is made. The security for the principal and interest of the mortgage
bond is the sum total of all the mortgages effected by the association.

Bondholders may have their bonds cashed on giving six months’ notice,
Should the demand, however, exceed the amount at the disposal of the bank
* through its sinking and reserve fund, the bondholder must wait until pay-
ments become due from the mortgages. When a bondholder gives notice of hig
desire to cash his bond, he is notified the date he can secure payment. Mortgages
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‘are paid by an amortization scheme in forty-seven years, the amortization
being three-quarters of one per cent of the loan annually. Payment of a
larger amount may be made at the regular payment date, should the mortgagor
desire it. Should the sinking fund thus formed exceed the bonds presented
for cash at any given time, a drawing is made for other bonds to be redeemed.

The members of the association may borrow up to three-fourths of the
value of the property and must pay four per cent interest on mortgages, three-
quarters per cent amortization and one-quarter per cent for expenses, making
altogether 5 per cent. The value of the property is based directly on the
revenue which the borrower can show as aceruing annually to him from the
property.

The association is managed either directly by the members through a
general meeting or by a board of directors chosen by a general meeting. The
general meeting is held at least once a year. Full details of their methods
are available if desired.

There are 14 associations of the Landschaft type in Denmark doing first
mortgage business and 9 for second mortgages on small estates. The latter
are the only ones of their kind in Europe.

(6) Institutions in other Countriés of Europe

In nearly all other countries in Europe facilities exist in some form for
mortgage credit based either on the German or French model. In HorLrAND
the government authorized the creation of Joint Stock Mortgage Banks for the
purpose of affiliating the small savings organizations which had arisen in the
villages and country places and were doing mortgage credit. They were not
subsidized by the government and found their money for loans out of the
savings deposited in the small village banks which affiliated with them.
Mortgages are issued for forty years on an amortization plan.

In AvustriA in pre-war days, the mortgage credit business was mainly in
the hands of the savings banks. Of these six hundred and sixty-nine were in
operation in 1914, mostly in towns and cities. At that date these banks had
invested in mortgages 3,700,000,000 crowns, about 55 per cent in agricultural
property.

Institutions based on the German Landschaften also prevailed and were
rapidly growing in 1914.

In HuNeary, a system of state-supported though not state-owned institu-
tions exist. Mortgage bonds are issued against mortgages in the usual way.
In 1911, $500,000,000 worth of such bonds were in circulation, redeemable under
definite regulations. Many of them had been sold in France.

In ITavny, a great number of institutions do agricultural long term mortgage
business. Land Credit Institutions, Land Credit Banks, Savings Banks and
Mutual Societies all exist for the purpose. They grant loans on first mortgages on
a fifty per cent valuation. The amortization period is ten to fifty years. The
annual payments include (a) Interest, (b) Amortization instalments, (¢) In-
come tax, (d) Commission and management expense, (¢) Revenue and stamp
duties. Bonds are sold, where possible, against the total security of mortgages
held.

In SweDEN, there are ten distinct land mortgage associations of the Land-
schaften type created by authority of the Government. These have a monopoly
of the land mortgage business. For these there is a central institution known
as the Swedish General Mortgage Bank which advances money to the district
associations upon the assignment of mortgages taken from the members of the
associations. Members of each association are jointly and severally liable for all
loans made. The central bank is a semi-public institution’ closely associated
with the government and enjoys a monopoly.
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With regard to the security of the land mortgage systems described. it
may be said that the land mortgage bonds are everywhere regarded as ’the
safest kind of security available for both large and small investors. The pay-
ment of interest and principle is assured by strict government supervision
which prevents over-issue and which sees that all repayments made by bor-
rowers are reserved for repayment of bonds. Their record of accomplishment
is so high that money sufficient for their needs flows freely into their treasury.

(2) Short Term or Personal Credit in Europe

The expression “Short Term or Personal Credit” is used everywhere in
Europe to include all types of agricultural credit other than mortgage credit.
This form of credit is based mainly on the security of the borrower as indicated
by his general standing in his community and on his personal assets apart
from land.

Only such institutions as devote their attention mainly to agriculture will
be discussed. The ordinary commercial institutions, joint stock banks and
savings banks therefore will not come under review, except as they are par:
of an agricultural credit system.

Under the section devoted to general observations I have set forth briefly
the reasons advanced for the development of the institutions.herein described.
I quote here only one short paragraph from a document which was prepared
by a distinguished European authority to set forth the reasons for their creation
in Europe.
“Urban bankers being naturally more conversant with commercial
or industrial undertakings are less capable of Judglpg the standing of
a farmer and his business capacity. Credit implies confidence and
facility of supervision; but the banker is unacquainted with farming and
farms are comparatively isolated units, usually more or less remote from
the banking office. Ordinary commercial tests are not often applicable,
especially where small farmers whose book-keeping is apt to be very
incomplete and unmethodical, are concerned. The same difficulty pre-
sents itself as to proposed sureties who are also likely to be farmers.
Other banking security is often out of the question and the procuring
and bringing of sureties to the bank involves great loss of time and ex-
pense. The world in which the bankers or bank manager moves is
not that of the farmer so that personal knowledge is infrequent. The
whole situation is rendered even more unfavourable by the supplanting
of small country banks by branches of great banks which are directed
on fixed lines from headquarters and whose managers are frequently
changed. Commercial banks cannot, moreover, be brought nearer than
small towns....The smaller farmers offer also little attraction to the
ordinary commercial banks as borrowers, and, apart from other dis-
advantages, pay for the small loan they require an unduly high per-
centage as interest and commission. As a result, farmers cannot obtain
from banks, organized mainly to serve industry and commerce, credit
in suitable amounts at reasonable interest and on security which they
can usually provide. Yet while commercial banks have become legs
satisfactory from the standpoint of the farmer, his need for working
capital has greatly increased. More scientific and intensive farming
made necessary by competition which has been facilitated by imprOVe@i
and cheapened transport, refrigerating processes, and other causeg re-
quires more capital expenditure on labour, fertilizers, feeding stuﬁs’ and
machinery ; payment in kind being entirely superseded by payment, in o
rency, while money wages are higher; and other expenditure includin
cash payments to the state and other public authorities hag increaged.”
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The quotation is from a European document and may be taken as a reason-
able statement of the conditions which gave rise to the institutions about to be
described.

Of the institutions in Europe giving short term or personal credit to farmers
the following, of which a short, description is given, are the most important:—

(1) The Raiffeisen System of Banks or Credit Societies of Germany.

(2) The Crédit Agricole of France. :

(3) Modifications of 1 and 2 found in other parts of Europe as the Rural

Banks and Popular Banks of Italy, Hungary and other countries.

(1) The Raiffeisen System of Banks or Credit Societies of Germany

There are two distinct steps to be taken to complete the organization of
credit on Raiffeisen lines. First the formation among the farmers of local credit
societies and second, the organization of a group of societies into a collective body
federated into a central bank. These societies are based on what are known
as the “Raiffeisen Principles”.

(a) Their legal foundation is the unlimited liability of all their members
for all liabilities of their particular society.

(b) Their aim is to improve the condition, alike material and moral, of
their members.

(¢) They admit only members from a distincet district, which is advisedly
as ndarrowly circumscribed as is consistent with its being self-supporting; there-
fore, there can be no persons members of more societies than one at any one
time.

(d) They collect no entrance fee.

(e) So far as the law of the land permits, they issue no shares; wherever
the law makes shares obligatory, they limit a member’s holding to one share
only, which must be small; and should dividend be declared on such share, such
dividend must not in rate exceed the interest charged upon loans.

(f) The only officer remunerated for his services is the “accountant” (the
employee who keeps the accounts and actually handles the money); members
of the managing committee and the council of inspection are expected to dis-
charge their duties without remuneration.

(g9) All profit resulting is conscientiously carried to an indivisible common
fund belonging to the society as such.

The following statement prepared by the general secretary of the Union of
Co-operative Societies in Germany will serve to make clear their purpose and
mode of operation:—

“The task which credit societies set themselves is to provide the cash
required for advances and eredits to be accorded to members; further-
more, to provide for the supply of goods required by members and to
make any other arrangements for the promotion of the material welfare
of their members which may appear desirable; and the aim which they
pursue is to come to the aid of those who are materially weak and to
further the intellectual and moral well-being of their members rather
than to earn a profit. The foundation upon which they are built up is
that of christianity and loyalty; it is a standing rule that at society
gatherings neither denominational nor political subjects may be touched
upon in discussion.

“These societies are not allowed to engage in any speculative business
whatever. {Advances and credits are permitted only to members on
personal security, and for objects held to be economically legitimate, in
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the shape either of specific loans or else of current accounts. Adequate
security must be provided for every loan or credit to be granted. And in
respect of every loan the term for repayment is fixed in advance, the
length of time and the amount of the instalments for repayment are in
every case proportioned to the object of the loan and the power of the
borrower to repay within a given time. No loan is granted without
consideration of the object for which it is asked and the capacity and
title of the borrower to answer for a credit. Borrowers are, on their
side, entitled to repay at any time. In respect of certain contingencies
the societies reserve to themselves the right of calling in the loan.”

When the system is fully organized, it consists of a group of these local
societies, each as independent unit, but federated into a Central Bank. The
Central Bank acts as a clearing house for the group. It makes it possible to
confine the action of the local society to a small group in a fixed distriet, thus
making collective action possible. The Central Bank also serves as a pur-
chasing agency for agricultural requirements and a selling agency for agricultural
products.

The Central Bank is a joint stock company, but its shares are held only by
the local societies or certain officials of the institution.

The objects of the Bank are:—

(a) To carry on banking and credit business, more particularly as a means
of equalizing temporary shortness or oversupply of cash in local banks.

(b) To provide for collective purchase of agricultural requirements, as
well as for collective sale of agricultural produce.

The money required for the business of the Bank is provided as follows:—

(a) By the issue of shares to local societies.

(b) By deposits received and loans raised. _

(¢) By commissions charged and a margin of interest on busmess transacted.

(d) By profits on the dealing in goods and by similar income.

The money so raised is applied as follows:— :

(a) In credits given in current account to local co-operative banks, societies,
central banks formed for particular counties or provinces, co-operative societies.

(b) For carrying on a business in goods. .

(¢) For discounting acceptance and making advances in approved securities
in conformity with the practice of the Inperial Bank.

(d) For any other purpose in harmony with the general objects of the
institution.

The profits realized are applied as follows:—

(a) To the accumulation of a reserve fund. :

(b) To the payment of a dividend on shares, which must not in any case
exceed four per cent.

Bach local society has a credit fired by the managing committee of the,
Central Bank. This credit is based on the valuation of the possessions of the
members of the society, the liability being unlimited, that is, each member ig
jointly responsible for the whole of the obligations of the local society to which
he belongs. The borrowing power of each member of a local society is fixed by
the local society. A

The adjustment of assessment to determine the maximum credit of the
local society is made every three years.

The business transacted between the local "society and the centra]l hapk
is as follows: “Should the funds collected locally by the branch offices proye
insufficient, for their daily requirements, those offices are to apply to the central
bank for the balance needed. Such amount is furnished either in cagh out
of the balance in hand, or else by means of a draft on the Imperial Bank, Sur-
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plus funds held by the branch offices are in the same way paid in to the Central
Bank. Each branch office is required to send in to the Central Bank every week
a return of its transactions and holdings in cash, and every month a full return
showing the whole state of its business. By such means the Central Bank is
enabled to exereise a steady and effective control over the branches. In addition,
each branch office is subjected once every year to a minute inspection carried
.out, in conjunction with the chief inspector of the union, by a committee
nominated by the Council of inspection of the central bank.

“In this manner the Agricultural Central Bank for Germany has, in spite
of its formation as a joint stock company, been enabled to retain its genuinely
co-operative character, transacting business in its wider sphere practically on the
same co-operative lines as the local credit societies do on a small scale. Its
being registrared as a joint stock company facilitates its business with the
money markets, and provides for it, through its share capital, a working fund
which cannot be affected by any changes occurring which influence local
societies. Keeping the money transactions with societies in its own hands, it is
in a position to charge lower rates than societies would be saddled with, were
the business to be carried on through the medium of independent provincial
intermediate institutions; and by means of its branch offices it secures to itself
all that information respecting the financial status of local societies which is
imperatively needed for the appropriate apportionment of credit. It is, there-
fore, a central bank based entirely upon self-help and self-government, and com-
bining in itself all the advantages both of a centralized and a decentralized
clearing house for money.”

As already mentioned, these societies are not only co-operative agencies for
obtaining credit, but also for the purchase and supply of farm requirements, and
for the sale of farm produce. Within it are organizations for the purchase of
fertilizers, feed, farm machinery and the collective sale of all kinds of farm
produce.

In Germany there is a general Union of the Raiffeisen Societies with other
types of co-operative societies such as co-operative dairies, etc. All these are
under the caption of the “General Union of Rural Socieites”. Its aim is education.
At the close of the year 1913 there were 25,576 of these socities in Germany, of
which 16,927 were loan and savings banks of hte type deseribed above.

These credit societies have practically banished usury from the communities
where they are organized. Any farmer of good standing in his community, who
has established a reputation of honesty, may obtain his working capital on
reasonable terms. In 1913 these societies had out on loan 1,800,000,000 marks
at rates from four to five per cent.

All this was not accomplished by magic. It followed on a determined and
systematic effort, running through a long period of years to establish credit
on a basis of security which reduces to a minimum the liability of loss. In
other words, this has been made possible because the security offreed is of
such a character as to make serious loss to the lender almost impossible. The
three essential facts of the security are:—

(a) The unlimited liability of all members of the society.

(b) The money borrowed must be put to productive uses.

(c) The operations of the individual society is limited to a small, well
defined area.

(2) The Crédit Agricole of France

The agricultural credit system as worked in France is the outstanding
example in Europe of a credit system involving co-operation among borrowers,
either on the principle of limited or unlimited liability, and state aid. It is a
state-aided co-operative system.
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This system was created by a law passed in 1894 which took for its nucleus
of organization the small unions and agricultural syndicates already in operation
in local communities. The following statement from Senator Albert Viger of
France for some years President of the National Federation of Agricultural
- Co-operative Associations indicates the idea behind the scheme:—

“The first step toward the establishment of an Agricultural Credit
System in France was to organize rural credit from below, to see that
the roots were firmly fixed in the agricultural population itself. An
idea formerly prevailed in France as in other countries that agricultural
credit could only be established by the formation of great central banks
from whence credit could flow out to all the local centres. When the
government of France finally took up the question of agricultural credit
in earnest, it was planned on an entirely different principle. It was de-
cided that agricultural credit should begin with the lowest group; that
the co-operative agricultural society or syndicate should form its own
credit, bank and that these should grow from below. Under the French
system we therefore have the credit syndicate and out of these the de-
partmental banks (Regional Banks) usually located in the principal
towns and finally the Central Federation of credit over which I preside.
The development of the system has been from the growth of the small
unit.”

Tt will be seen, therefore, that the unit of organization like that of the Raif-
feisen system is the small group in the community organized for the purpose
of facilitating the credit of the group. There are 4,000 of these local groups or
banks organized in France; 1,000 on the principle of unlimited liability; 3,000
with limited liability. A bill is now before the French Parliament compelling
the principle of unlimited liability. The system is highly specialized and in-
cludes only the farmers of the community.

In 1899, a system of Regional Banks was founded of which there are 100
now in operation. These correspond to the Central Banks of the Raiffeisen
system. Each of the four thousand local banks functions through one of
the Regional Banks. These are joint stock banks fostered by the state but not
state-owned. State aid is granted on condition that they submit to state super-
vision. This aid stimulates their development so that to-day the system em-
braces the whole nation.

The Regional Banks were organized for two reasons:-—

(a) To discount the bills of the local bank and to endorse them for the
Bank of France. This was necessary because the Bank of France is not per-
mitted by law to discount bills with less than three signatures. The endorse-
ments of the farmer, the local bank and the regional bank, fulfil this condition.
Further, it places between the Bank of France and the local unit an intermediary
capable, from intimate knowledge, of valuing the security offered.

(b) The regional banks were further necessary as a medium for distributing
the funds placed at the disposal of agricultural credit, by the Government. Each
one receives from the government through the Bank of France four times the
amount, of its paid-up capital. This amount it uses as a reserve fund on deposit,
with the Bank of France to secure its credit for discounting purposes. The
money for this is found as follows: 5

The charter of the Bank of France having expired in 1896 T
by the Government under certain conditions favourable to agr’icflvliflrleenev’lv‘ﬁd
conditions were: : e



Ixii SELECT STANDING COMMITTEE
14-15 GEORGE V, A. 1924
First, that the Bank of France must advance to the Government the sum of
40,000,000 francs, free of interest, to use in subsidizing the rural credit organ-

izations.
Second, that it pay annually a certain portion of its yearly profits as an

advance for agricultural credit. This conditional advance was to be not less’

than 2,000,000 francs. It has varied between 4,000,000 francs and 5,000,000
francs annually.

The law of 1896 fixed the annual advance from profits as twelve and one-
half per cent, of the net profits on discount business done by the Bank of France.
In 1911, when this charter was again renewed this percentage was increased
to 14% per cent when the discount rate was 3% per cent and to 16% per cent
when the discount rate was 4 per cent. The money provided in this way up to
1920 amounted approximately 200,000,000 francs.

When the charter of the Bank of France was renewed a committee was
appointed composed of members of the Senate, representatives of the local banks,
directors of the Bank of France and certain other persons through whom the
funds provided as above should be distributed to the Regional Banks.

In the operation of these banks three forms of credit are granted:
(a) Short term personal credit.

(b) Long term collective credit (non-mortgage).

(¢) Long term personal credit.

(a) Short Term Personal Credit

This form of credit is given generally for one year. It is strictly personal;
only the endorsement of someone of known responsibility is required. The local
associations endorses and recommends to the Regional Bank which in turn, should
it not have the money, endorses to the Bank of France. As the Bank of France
is not allowed to make a loan for a longer period than three months, the ad-
vance is made for that period subject to remewal. In one year 85,000,000
francs were loaned in this way, of which 60,000,000 were from money provided

by the state.

(b) Long Term Collective Credit (Non-Mortgage)

The main purpose of this form of credit is to promote the prosperity of the
farmers with small holdings. It makes it possible for a group to unite for the
production, conservation or marketing of the products actually produced by the

members of the association. The members must be really engaged in produe- °

tion. The rate of interest on this form of credit must not exceed 4 per cent.
The period of the loan must not exceed twenty-five years. The total loans to one
society are limited to twice the capital of the society. This form of long term
credit is not found in any other eountry in Europe.

(¢) Long Term Personal Credit

. The following statement from M. Vinreux, of the Crédit Foncier, will explain
this kind of credit: 1

“The law of 1910, providing for personal long term agricultural credit, is
the latest stone in the structure of agricultural credit in France. This form of
credit is granted by the local banks through the Regional Banks, which receive
money for this purpose out of the advance made for the purposes of agricultural
credit by the Bank of France. It is only granted to small agricultural holdings,
for the purpose of the law is to attach the small peasant farmer to the soil.”

EOR S e TR P m— ——
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The maximum period for which the loan runs is fifteen years and is only
allowed in the case of young farmers. The purpose is to assist the small farmer
to purchase holdings and to encourage young men who have finished their mili-
tary service to take up a farm.

The loans are extinguishable by amortization, and the rate of interest is,
as a rule, two per cent. A mortgage on property may be taken but life insurance
policies and surety security are accepted.

The French local societies differ from the German ones in certain particulars.
They sell shares but only to persons who are already members of some profes-
sional agricultural syndicate or agricultural co-operative insurance association.
While they may receive deposits & definite maximum is fixed in relation to paid
up capital.

Unlike the German societies, the withdrawal of a member does not terminate
his liability until the obligations assumed during his membership have been
settled. Further, the principle of one man one vote does not apply, voting being
based on shares held. In addition, loans may be made by the local society from
its own funds for productive uses to farmers who are not members. The Regional
Bank, however, with which the Jocal society is affiliated, is not permitted to dis-
count loans made to non-members. Lastly, no state aid is given to the local bank
as such. All state aid is given to the Regional Banks which make loans directly
to the person endorsed by the local society. As these organizations have a mono-
poly with respect to Government assistance, co-operation on the part of the
farmer is almost compulsory. )

Reference has been made so often in the foregoing to the Bank of France,
that a word of explanation seems necessary. The Bank of France is a bank of
issue; that is, its function is to issue paper money and ;e-lmbur§e it. It. issues
notes either against deposits or on the guarantee of credit operations. It is pro-
hibited from issuing loans on any other basis. The repayment of the paper francs
in circulation is guaranteed either in coln or commercial paper protected by
bonds.

The Bank of France assists agriculture in three ways. First, in conformity
with regulations mentioned above it assists the individual agriculturist by facilit-
ating loans and discounts. Second, it makes possible the work of the agricultural
banks by rediscounting for the Regional Banks and other commercial banks.
Third, it provides the government with funds with which to supply the needs

of the agricultural credit banks. - ;
(3) Modifications of (1) and (2) Found in Other Parts of Europe

Many variations of the foregoing types of credit institutions for personal
credit are found in various parts of Kurope. Nearly every country has found
some modification necessary to suit its own 1:equ.1rer'nents. i In Ttaly personal credit
is granted by both state and co-operative institutions. The aid of the state, as
in France generally finds its way to the borrower through these co-operative
institutions, and not directly to the individuals. By means of special legislation
the Govern;nent of Ttaly has made provision to the extent of over $14,000,000 for
agricultural loans at reasonable rates of interest, a maximum of six per cent being

charged. ;
gI‘he co-operative banks of Italy are based on the ideas before mentioned.

As anplied to Italy they are known as— 2 :
* a%»)(E))heiI‘heo Peoées Byanks, organized by Luigi Luzzatti.
(b) The Rural Banks, organized by the Leone Wollenborg.
The inspiration in each case came from Germany and is but the applicat:
of known pr?nciples. There are about 2,000 banks of the second class igpllt;?{:}%r;

?

which two-thirds are under the %control of the church.
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In nearly every other country of Europe similar institutions exist for the
promotion of agricultural credit. It is not too much to say that these institutions
have been one of the most important factors in improving rural conditions in
Europe. As stated by one who is an enthusiastic admirer of them, “ The use of
credit in agriculture may be compared to the use of water. If the water is
brought into the field at the right, time, in the proper way, and in proper quan-
tities, it will be valuable; but if the field is flooded or if the water is applied at
the wrong time, it will be destructive.” These societies have aimed to apply
credit to productive purposes and without question have attained their object.
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SECTION III
RURAL CREDIT IN THE BRITISH EMPIRE OUTSIDE OF CANADA

The United Kingdom

Co-operation for the purpose of promoting agriculture and carrying with it
the organization of co-operative credit, began in the United Kingdom in the
year 1895. At first, it was mainly confined to Ireland, where the Irish, Agri-
cultural Organization Society was promoted. Development began in England
in 1901 and in 1905 in Scotland, where societies were established following the
Irish pattern established by Sir Horace Plunkett. ~The following statement
from Sir Horace Plunkett indicates the principle on which the institutions were
organized—“The keynote of our proposals is in the proposition that the farmers
must work out their own salvation, and, further, that this can only be done

by combination among themselves.”

The objects set before them were “to secure the co-operation of all con-
nected with the land, whether owners, occupiers, or labourers, and to promote
the formation of agricultural co-operative societies for the purchase of requis-
ites, for the sale of produce, for agricultural’ credit banking and insurance and
for all other forms of co-operation for the benefit of agriculture.”

Under the Agricultural Organization Society, all organizations were allowed
to affiliate, which aimed at co-operation. By 1914, out of 495 co-operative
societies organized in Great Britain and affiliated, there were 48 credit societies
and one central co-operative agricultural bank. It is with the activities of the
agricultural co-operative credit societies that we are specially concerned.

The following statement issued by the Board of Agriculture and Fisheries
in 1912 indicates the point of view of the British authorities with respect to

thege societies:—

“It is possible to form an agricultural co-operative credit society

under the Industrial and Frovident Societies Act, with shares and share
capital and limited liability; but, as a matter of fact, all the societies
of this character now in existence in England and Wales have been
registered under the Friendly Societies Act, 1896, and the special author-
ity granted by the treasury 1n accordance with section 8 (5) of that
Act. A society registered under that authority must have for its object
the creation of funds by monthly or other subscriptions, to be lent out
to, or invested for, the members of the society, or for their benefit, and
must have in its rules provisions that no part of its funds shall be
divided by way of profit, bonus, dividend or otherwise among its mem-
bers, and that all money Jent to members shall be applied to such pur-

pose as the society or its committee of management may approve.”

Unlimited Liability

All the societies organized under the Friendly Societies Act in Great Britain
are unlimited liability societies, that is, every mgmber of the socity is, equally
with every other member, jointly and severally liable for all debts incurreq }
the society and for any loan which any me;nber or his sureties may fail to pa :
No one is admitted as a member to a society unless he lives within a ce I‘taiy'
preseribed area, such as & parish or two or more adjoining parishes. He musr’i

1—56
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also be approved by the committee as a man of good character, worthy of
admission to the society. All the members have an equal voice in the election
of the committee of management.

Through these societies, loans are made to members on approved security
for a specific purpose of such a productive nature that the loan may be repaid
through the activity in which it is invested. The maximum loan is £50.

Deposits

The societies are permitted to receive deposits either from members or
von-members and to pay interest on them. All profits are carried to a reserve
fund for the purpose of meeting possible losses and no dividends are permitted.
The only benefit which any person receives by becoming a member of the
society is the special benefit of receiving loans.

The loans are taken out for any purposes likely, in the opinion of the loan-
ing committee, to prove profitable, such as the purchase of sheep, pigs, cattle,
horses, to procure seed, plants or manure, or for the employment of extra
labour, and are made repayable at the time when the borrower may expect
to reap the return of his expenditure, generally running from six to twelve
months. Loans are granted for a period of two years under certain special
conditions.

The rate of interest varies from 4% per cent to 6 per cent.

The total amount of loans under these societies is not large and they have
itot played a very large part in the development of agriculture in Great Britain.
Perhaps the chief reason for this is the unpopularity in Britain of the principle
of unlimited liability and the fact that Great Britain is served so thoroughly
by joint stock banks as compared with other countries on «the continent of
Europe.

Some of the joint stock banks have been willing to assist in financing these
societies; in fact, many of them have offered their co-operation but even this
did not assist the growth to any considerable extent.

In Ireland, organization of credit gocieties of the type just described has
been much more rapid. In 1913, there were 236 of these credit societies in

Ireland, with a total membership of 19,105 and a loan capital of approximately

$275,000 and a turnover of about the same amount. '
This probably represents the position in the United Kingdom at the out-
break of the war so far as Short Term Credit was organized among the farmers.

Long Term Credit

Long term credit in Great Britain has always been regarded as a field for
private enterprise. In order that permanent improvements might be carried
out by land owners, special corporations were organized, under government
regulation, but without government assistance, for the purpose of making loans
to farmers. For example, the General Land Drainage Company was formed
m 1849, the Land Improvements Company in 1853, the Scottish Drainage and
Improvement, Company in 1856 and the Land Loan and Enfranchisement Com-
pany in 1860. The first and last of these just mentioned were absorbed into
the Land Improvements Company in 1864.

All these companies were authorized under statutory authority which per=
mitted charges to be made against estates. The interest was limited to 5 per
cent. Since the war, it has been found necessary to remove the 5 per cent
{imit and to allow the rate of interest to be fixed by the Board of Agriculture.

The Improvement of Lands Act of 1864, authorized land owners to raise

I9ans on mortgages against their estates. From its inception the Land Improve-
ments Company authorized under the Act advanced approximately £13,000,000
for various improvement purposes.
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There was a similar organization for Scotland.

Under these schemes, money is advanced for the erection of farm buildings
and cottages, for the making of roads, sewers, drains and for the erection
of silos. Before the loan is made, the application must be submitted to the
Department of Agriculture and Fisheries for inspection and approval. The loans
are repayable by an annuity for a prescribed period, which varies from 15 to
40 years, according to the nature of the improvements.

The mortgage given ranks prior to existing mortgages, but not as against
statutory taxes. As these mortgages are usually assignable to insurance comp-
anies, who seek them for investment, purposes, the resources of the company are
very great and money has always been easily available.

Under a general statute of Great Britain, machinery is created for the
organization of other companies to do corresponding work so that there is a
basis for the development of regulated private enterprise in this connection to
a very considerable extent.

During the war, the position of agriculture in England underwent a great
change. There was an increase in England and Wales of over 21,000 land-
holders as compared with 1914, and in Scotland an increase of 1,600. The
majority of these purchases took place between June, 1919, and June, 1921, the
total involving a change in ownership of approximately 2,000,000 acres of
farm lands. ‘

There were two reasons for this—(a) There was a desire on the part of
many landowners on account of heavy taxation to dispose of their land, and (b)
a keen demand for the purchase of farms for the purpose of land settlement,
due to the increased price of farm products. Tn October, 1919, the then Prime
Minister gave the farmers an assurance that the prices of staple products would
be maintained in case of the markets falling, so as to safeguard them against
serious loss. This was put upon the statute book in 1920, a sliding scale being
fixed, based upon the 1919 cost of production. This was the period during which
so much land was purchased and at prices beyond normal values. The following
year, 1921, conditions had arisen which made it impossible to carry out the
provisions of the statute of 1920 and it was repealed.

A committee was appointed by parliament in 1923 to make an investigation:
into the whole matter and decided that “the plea that the farmer was induced
to buy land by the representations made by the Government has undoubtedly a
solid foundation,” and, therefore, some scheme of relief was necessary.

The fall in prices further produced generally a condition with regard to the
farmers in England that was brought about by the fall of prices in both
Canada and the United States. A great deal of the money used in the purchase
of lands had been borrowed from the banks by means of overdrafts and, as the
banks were not allowed to take mortgages, the position of both banks and
farmers was considered precarious.

The same committee went into the whole question of short term credit for
farmers to meet their current needs and examined the facilities that were offered
by the banks and the conditions under which loans were made. It is not
necessary in this report to go into the details of the enquiry. Suffice it to say
that the relation of the banks, the credit of merchants and dealers were all
inquired into. It was found that there was outstanding approximately £46,000 -
000 on loans to farmers from the banks, of which £26,000,000 had )beén
advanced for the purchase of land and £20,000,000 for normal current pr |
duction. The committee was of the opinion that bank facilities were inptl?;
main, available to farmers in gnod standing, but that a large class of small

1—5%
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farmers, who did not easily have access to the banks, had not credit facilities
necessary to make a success of their occupation. Recommendations were, there-
fore, made covering both the long term and short term credit and were incor-
porated into an act of parliament, which was passed July 31st, 1923.

Provisions under Act, July 1923, for Long Term Loans

Under this Act, power is given to the Public Works Loan Commissioners to
lend money to associations created for the purpose of making advances upon
farm mortgages at any time within five years after the passing of the Act, the
total amount to be subject to the approval of the Treasury and under
conditions which the Treasury may prescribe. The borrower must be a person
who had agreed to purchase the land comprised in the mortgage not earlier than
the 5th day of April, 1917, and not later than the 27th June, 1921. The object
of this is to cover the period of inflated land prices.

1 dThe land comprised in the mortgage must be wholly or mainly agricultural
and.

The amount of the loan must not exceed 75 per cent of the value ascertained
to the satisfaction of the Commissioners, or exceed an amount equal to thirty
times the annual value of the land as ascertained for income tax purposes.

The rate of interest is to be fixed by the Treasury.

The loan is repayable in sixty years by yearly instalments of the principal
advanced, together with interest charges. '

The land must be free-hold or copy-hold land.

The advance is made by the Commissioners to an Approved Association,
which, in turn, secures the mortgage on the property.

“For the purpose of the Act, the expression ‘Approved Association’ means
an association which is approved by the Treasury for the purposes of this Act
and which does not trade for profit and by its constitution or otherwise is
restricted in relation to the rate of interest on loan capital and the distribution
of profits among its members, o as to comply with regulations made in that
behalf by the Treasury.”

The sections of the act referring to Long Term Credit, as previously stated,
are designed to assist recent purchasers of land. '

Provisions under Act, 1923, for Short Term Loans

The Act further calls upon the Minister of Agriculture and Fisheries to
“take such steps as are practicable to promote the formation or extension of
Agricultural Credit Societies, that is to say, societies approved by the Minister
and registered under the Industrial and Provident Societies Act, 1893, having
for their object or one of their objects, the making of advances to members of
the society repayable within a period not exceeding five years for such agri-
cultural purposes as may be approved by the Minister.”

The Minister of Agriculture and Fisheries is authorized at any time within
three years after the passing of the Act, or during such additional period as the
Treasury may prescribe to make advances to such societies to an amount equal
to the amount of shares held by members of the society and of which at least
25 per cent has been paid up. This is clearly an effort to create a greater interest
in the Agricultural Credit Socicties mentioned earlier in this section.

The Act is made, subject to certain modifications, to apply to Scotland.

The Act is cited as the “Agricultural Credits Act of 1923.”

In this report I have not taken cognizance of special Acts for the purchase
of land from landowners, such as the enactments for the purchase of land in
Ireland.

It is expected that, under the stimulation of government assistance, the
Credit Societies will have a rapid development, especially among small farmers.
The overcoming of the individualistic tendencies of the British farmer, however,
is likely to be a slow process.
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The Commonwealth of Australia

In all the States of the Australian Commonwealth, provision is made for
loans from government sources to farmers, both for short term and long term
credit. In most of the States, advances are made as loans to settlers, advances for
the purchase of farms, and advances under the Returned Soldiers’ Settlement Act.
The Commonwealth government has contributed by advances to the various
States to meet the requirements of the Returned Soldiers’ Settlement Act. These
advances to the States up to June 30th, 1923, amounted to approximately
£32,866,000.

New South Wales

In New South Wales, there is a Government, Savings Bank with a Rural
Credits Department. Through the Rural Credits Department all advances are
made to settlers. For Short Term loans, these advances are made as over-
drafts on current account. For Long Term loans they are made on first mort-
gages with an amortization period of 31 years. The limits of the loans made
under the Act are £50 to £2,000. They may be made—

(1) for the purchase of farms, in which case advances must not exceed

80 per cent of the valuation of the security and are limited to £1,250;

(2) for land held in fee simple; the loan must not exceed 66 per cent of

the security;

(3) not exceeding £500 in the case of homestead lands, provided that this

does not exceed the value of the improvements on the land;

Loans may also be made on land leased for a period of years on a basis
of 50 per cent of the security which the borrower can offer.

The savings banks are under a Board of Commissioners, to whom is given
the authority to make loans.

As the advances to returned soldiers are under a special act for a special
purpose, I am not entering into a discussion of these loans.

Victoria

In the State of Victoria, the State Savings Bank is the institution through
which money is advanced to settlers. Under this bank there is a loan mortgage
department created for the express purpose of making loans to settlers. This
department is authorized to borrow up to £10,000,000 for the purpose of making
loans. The bank is controlled by a Board of Commissioners on whom is con-
ferred the authority to decide on loans. «

The limits of the loans are the same as in New South Wales, viz., £50
to £2,000, a limit of two-thirds of the value of the security offered.

In the case of special land used for vineyards, hop-grounds, orchards, etc.,
advances may be made to a much larger limit, subject to the will of the com-
missioners.

Mortgage bonds may be sold for the purposes of the Act and the loan may
be made in cash or in mortgage bonds at a price fixed by the commissioners.

Victoria has, in addition to this State Savings Bank Act, an Act called “The
Closer Settlement Act,” which is under a board known as “The Closer Settle-
ment Board,” through which loans, so far as agriculture is concerned, may be
made,—

(1) to agricultural labourers on allotments in aid of the cost of fencing

and erecting dwelling houses;

(2) to lesses of crown lands for carrying on farming or grazing pursuits

and to owners of land for the purchase of fencing, ete.

The interest fixed is 5% and the repayments are made on the basis of forty
half-yearly instalments.
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Queensland

In Queensland, advances are made under a State Advances Act and the
Co-operative Agricultural Production Act. Under the State Advances Act,
the board of management may make advances to property owners for any of
the general purposes of agriculture against first mortgage on property. The
limit of advances is £1,200 and in no case to exceed 75 per cent of the value of
the property.

Advances may be made to purchase property or to refund indebtedness
for agricultural purposes, to purchase stock and implements, to effect improve-
ments or any general agricultural productive purposes.

The loan is repayable in 20 years in half-yearly instalments.

The interest rate is 5%. Interest only is payable during the first five
years, amortization beginning after the end of the five year period.

Under the Act known as “ The Co-operative Agricultural Production Act ”,
advances may be made to any co-operative organization engaged in manu-
facturing processes relating to agriculture. These loans may be made up to
two-thirds of the entire cost of the machinery and buildings necessary for the
process.

This Law calls for the organization of associations with capital shares of
which at least two-thirds must be held by producers. Upon the shares no
dividend greater than six per cent is permitted. The security in this case is a
first mortgage on property.

South Australia =

In South Australia, there are a number of Acts, under which advances may
be made to farmers out of government funds, of which the most important are:—

(1) The Crown Lands Act. TUnder this Act, advances may be made to
homestead holders for erecting buildings and making improvements on their
land. The limit of loan is £50.

(2) The Advance to Settlers on Crown Lands Act. Under this Act there
is a Board known as the Advances to Settlers Board, which is authorized to
make advances to any settler on the security of his land and improvements, for
the purpose of making improvements, the limit being £400. An additional loan
of £250 can be made provided this is not greater than three-fourths of the excess
value above £400 of the property. The loan may be made for discharging exist-
ing mortgage or for any other productive purpose, if satisfactory to the Board.

Interest only is required on the loan for the first five years and from that
time it is amortized by half-yearly instalments in thirty years.

(3) The State Advances Act. The State Advances Act is similar to the
State Advances Act previously described. Loans under this act cannot exceed
£5,000 and must be repaid within 42 years. The loan is based on a three-fifths
value of the property. ;

(4) The Irrigation Act. Under this Act, there is a Commission known as
The Irrigation Commission, which may make loans on leased property for the
purpose of clearing, fencing, constructing channels or drains, or for erecting
buildings. A limit of £600 is fixed. In addition to th‘IS., £200 may be advanced
for the purpose of improvements, stocks, etc. An additional loan may be made
for refunding in the case of mortgage property. e

(5) Under the Loans to Producers Act, the Minister of Agriculture may,
on the security of a mortgage on the property, make loans to any registered
co-operative society, three-fourths of whose members are engaged in agriculture.
This money can be applied to the erection of factories, packing houses, ete.,
ete., the Minister being protected by first mortgage on the property.
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(6) There is one other Act, known as The Agricultural Graduates Land
Settlement Act. So far as I am aware, this is the only act of its kind in
existence. Under the provisions of this Act, the government is-authorized to
spurchase land with a view to the settlement of graduates of agricultural colleges.
Loans under this Act may be made up to £3,000 for each graduate and an
additional £500 for the purpose of purchasing seed, implements, etc. During
the first three years, interest only is payable and the capital in half-yearly
instalments during the following six years.

Western Australia

In Western Australia, an Agricultural Bank was established in 1895. The
management, of this Bank has authority to make advances up to £2,000 on the
security of first mortgages to persons engaged in agricultural pursuits. Advances
are repayable over a period of 30 years. Interest only is payable during the
first ten years and the principal on an amortization plan with the interest during
the remaining 20 years.

Tasmania

In Tasmania advances are made to farmers and producers under three
separate Acts, functioning in a manner similar to those in the other States.
Those are (1) The Advances Act, (2) The Closer Settlement Act, and (3) The
Advance to Fruit Growers Act.

Under the various Acts described there was loaned, during the

year 1922, in the Australian States.. .. .. .. .. .. .. .. .. £12,801,731
TRé t6taT advaricesito date were: 75 s i A0 B0 ST e s BT 323,766
And the outstanding balances in all the states amounted to.. .. .. £53,913,716

The Union of South Africa

For the purpose of promoting agricultural ecredit, the “Land and Agri-
cultural Bank of South Africa” was established in 1912." Before the establish-
ment of the Union of South Africa, a number of the parts which entered into
" the Union had loan banks of their own; for example, the “ Transvaal Land and
Agricultural Bank,” “ The Land and Agricultural Loan Fund of the Orange
Free State,” “The Land and Agricultural Loan Fund of Natal” “The Agri-
cultural Credit Bank in the Cape of Good Hope.” The latter bank had, how-
ever, never been operated. With the establishment of the Land and Agri-
cultural Bank of South Africa in 1912, all the provincial banks ceased to exist
and their assets and liabilities were transferred into the new bank, cited as
“The Union Land Bank.”

When the Union Land Bank started business, it had a capital of £2,735,000,
derived from the provincial banks on the basis of the settlement under which
the amalgamation was effected. In addition to this, its capital consists of—

Such monies as the parliament may from time to time appropriate and such
amounts as may be recovered from loans under certain old enactments which
become part of the general scheme, and such further amounts as the bank may
be able to raise for the purpose of financing co-operative societies by means
of —

(1) discounting with other banks bills of co-operative societies,

(2) overdrafts with other banks,

(3) issuing Land Bank bills. )

Up to the end of 1922, Parliament had authorized advances to just over
£4,000,000. On account of the war, however, all of this had not been paid
into the funds of the bank, but £3,060,361 were actually paid in by the Minister
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of Finance. In the meantime, approximately £340,000 has been added to the
bank as a result of collections under the arrangements mentioned above. The
total capital of the bank, therefore, at the end of 1922 was approximately
£6,000,000. -

On this amount Parliament has authorized the payment of 3% per cent,
but by resolution of Parliament, the interest charges varied dumng the perlod
of the war. At the moment, the bank is returning to the state an amount in
excess of the cost of the money raised by the state.

This bank is under the management of a central board, appointed by the
Governor General, consisting of a general manager and four other members.
In addition, local boards have been established at Cape Town, at Port Eliza-
beth and at Bloemfontein, for advisory purposes only, the headquarters of the
bank being at Pretoria.

Under the Act, every magistrate, field cornet and police officer and the
Postmaster General and any officer under him are by law agents of the bank
when required by the central board to give assistance.

The main objects of the Bank, in so far as they affect agriculture, are—

(1) to make advances to farmers against the security of first mortgage
on agricultural and pastoral lands. Advances cannot be greater than
60 per cent of the appraised value of the land nor greater than a
maximum of £2,000;

(2) to make advances to agricultural co-operative societies against the
security of the joint liability of the members for the society’s debts;

(3) to make advances to farmers to construct dipping tanks, silos and
other contrivances for the making or storage of ensilage and to erect
boundary fences;

(4) to make advances to settlers who hold land from the Crown under
lease or license. In addition, advances made to farmers by Parliament
for purposes of relieving distress from time to time have been admin-
istered by the Bank;

(5) to promote co-operation among farmers.

The bank’s relation to the co-operation societies, is that of a lending
agency. Legally the Bank is not responsible for the formation of these societies.
They are formed under a special Act for the Promotion of Co-operation,
administered by the Department of Agriculture.

These co-operative societies at first were unlimited hablhty, but, by an Aect
passed in 1922, the Bank is authorized to make advances to these soc1et1es with
limited liability, to receive money on fixed deposits for the purpose of financing
co-operative societies and to make advances with respect to fencing of boundaries
and public roads.

Prior to 1921, the Bank was authorized to charge only 5 per cent interest;
since 1921, 6 per cent interest has been charged on all loans.

It Wlll thus be seen that this Bank serves the purpose of the Long Term
Credit and Short Term Credit organizations in other countries, that is, it makes
capital loans on first mortgages to farmers, and, in addition, makes short term
loans for seasonal purposes through the co- operatlve socxetlee organized within
the Union.

Since its inception in 1912, the Bank has shown a net profit of £355,596,
being 5.14 per cent on the capltal invested.

“ While the bank is conducted on ordinary commercml lines, its object is not
to make large profits and the law provides that as soon as the reserve fund and
the capital of the bank total such an amount as is in the board’s opinion adequate
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to enable the bank to fully carry out its objects, an amount determined by the
board will be paid to the Minister of Finance out of the profits and the reserve
fund of the bank, but the amount of the reserve fund may not be reduced below
£350,000. .. It is anticipated that the time is not far distant when the bank
will be fully able to carry out its objects on its own resources and that it will be
in a position to commence the repayment of its capital.”

On the 31st of December, 1922, the co-operative societies owed the Bank
£750,565, while the turnover of the co-operative societies for the same year was
£1,237,400.

The amount of loans on mortgages on 31st December, 1922, was £5,858,824.
These figures will suffice to show the relation between Short Term Credit to co-
operative societies and that of Long Term Credit on mortgages.

It will thus be seen that under the South African plan, agriculture is called
upon to carry itself financially, the government borrowing the money, thus giving
security to the lenders and making possible reasonable interest rate, while the
business of the bank is supposed to be conducted so as to secure a business-like
return to the State.

The Dominion of New Zealand

The effort to promote agricultural settlement through government support
began in New Zealand many years ago and has been worked out with greater
detail with respect to the classification of land and the kind of security offered
for loans than in any other part of the British Empire.

Under the authority of an Act passed in 1892, the government began the
purchase of lands in order to make provision for their sale or lease to private
individuals. In 1894, an Act was passed, known as “The Advances to Settlers
Act,” the first of a considerable number of enactments having for their object
the lending of money to settlers and workers for the purchase and improvement,
of farms and for the general development of the resources of the Dominion.

Two general ideas lie behind all these schemes:—

(1) The providing of money on security direct to settlers, and

(2) The providing of money by the government itself in the survey and
improvement of purchased lands with the intention of recouping them-
selves from the sale of the land.

Under the Advances to Settlers Act of 1894, an Advances to Settlers Office
was established and authority was taken to raise £3,000,000 within two years
for the purposes of the Act.

A number of other Acts were passed prior to 1913 relating to the subdivision
of the land, all of which were embodied in a new Act passed in 1913, known as
“The State Advances Act.”

This Act is of a general character relating to many things other than
advances to agriculture, making provision for advances to settlers, for advances
to workers and for advances to local authorities, In this report, except inci-
dentally, only the agricultural phases of the Act are dealt with.

Advances to Settlers

With regard to advances to settlers, the Act authorizes the establishment of
an office, called the State Advances Office, managed by an officer called the
Superintendent, who in his own right becomes a corporation. He holds office at
the pleasure of the government.

Under this Act, the Advances to Settlers Branch is authorized to make
first mortgages on lands in New Zealand when free from all encumbrances, liens
and interest, other than leasehold interest. The Act defines freehold land
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as land registered under the Registration Act of 1908 and describes a great many
other types of land, which, under special forms of lease, are also eligible as
seeurity for loans.

Advances are made between the limits of £25 and £2,000, but loans not
exceeding £500 are given priority. In the case of freehold lands, loans are
granted to three-fifths of the value of the security, or two-thirds, if the land be
first class agricultural land. In the case of lands where the security is lease-
hold, loans are granted to three-fifths of the value of the lessee’s interest.

Loans are made at the rate of 5 per eent interest per annum, and are
repayable in 364 years on the amortization principle. The borrower is permitted,
however, to repay from time to time part of the principal in amounts not less
than five pounds or a multiple of five pounds.

In order to encourage early payment, one-tenth of the interest is rebated,
if the mortgagor, not, being in arrears for previous instalments, pays his interest
on or before the date due.

Funds for Loans b

Section 18 of the Act sets out the process by which money for the purpose

is raised:

(1) For the purpose of the Advances Office, the Minister of Finance, on
being authorized by the Governor in Council so to do, may from time
to time raise on the security of and charge upon the public revenue of
New Zealand, such sums of money as he deems fit, not exceeding in
any one financial year the amounts hereinafter specified.

(2) The maximum amount that may be raised in any one financial year
for the business of the several branches of the Advances Office shall be

as follows:
For the Advances to Settlers Branch .. .. £1,500,000
For the Advances to Workers Branch.. .. £ 750,000

For the Advances to Local Authorities .. £1,000,000

(3) The sum so raised shall bear interest at such rate, not exceeding five

per cent per annum, as the Minister prescribes.

Since the inception of the scheme in 1894, loans have been advanced to
53,228 people amounting to £19,826,000, of which £12,155,812 has been repaid,
leaving outstanding £7,670,188. These figures are as at December 31, 1921. Of
the loans outstanding at the above date, 14,166 are for sums not exceeding £500.

Of the amount outstanding approximately £4,500,000 is on rural land, the
balance being on urban or suburban land. :

It may be of interest to note that under the Advances to Workers Branch
(and a “worker” is defined as a person whose income does not exceed £200),
there has been loaned out £4,446,685, and under the Advances to Local Authorities
Branch, there has been loaned out £4,661,000.

In addition to the money raised as deseribed above, the Act authorizes the
lending to settlers of the amount paid in to the Public Debt Sinking Fund and
the amount also paid in to the Advances Office Sinking Fund.

Sir George Elliott, Chairman of the Board of Directors of the Bank of
New Zealand, the government bank, recently stated that the total mortgage
indebtedness of New Zealand was not less than £200,000,000. Of this amount
approximately £7,000,000 is outstanding under the State Advance Act, which,
after all, is a very moderate amount in comparison with the whole. He states
that of the £200,000,000 loaned on mortgage, by far the largest proportion has
been obtained from sources within the Dominion of New Zealand and represents
money in the possession of persons of moderate means.

As a large proportion of the loans under the Advances to Settlers Act is in
amounts not exceeding £500, it would appear that advantage has been taken of
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this Act by a considerable number of persons of moderate means, who, at the
time of taking the loans, were in the process of establishing themselves.

A Moratorium Act has been in force in New Zealand with respect to
repayment of the principal of mortgage loans for nine years and will expire on
31st December, 1924.

During the war period, the same conditions with respect to the prices of
land which existed in England and the United States, and, to a limited extent,
in Canada, existed in New Zealand, giving rise to after war hardships which
made the moratorium necessary.

Short Term Loans

The Bank of New Zealand, which is a bank conducted by a Board for the
State also does a very large business with the farmers. £10,000,000 of the
outstanding obligations as at March 31, 1922, were advances on short term loans
made to farmers. A very large proportion of the loans were under £100, and,
therefore, were probably made to farmers of moderate means.

During the session of the Parliament of New Zealand of 1922, an Act pro-
viding for the incorporation of local associations of the usual co-operative char-
acter was passed. The objects to which loans under these organizations could
be applied were as follows:—

(a) Clearing, fencing, drainage and improvement of a piece of ground

occupied by the member;

(b) Construction of buildings on these grounds; '

(c) Purchase of tools, livestock, seed, plants, trees and other things useful

for the oceupation or exploitation of land;

(d) Purchase of professional implements; 6 00

(¢) Payment of mortgages, debts, and other obligations of the member;

(f) All the other objects which the Governor General in Council may declare

as approved in the sense and for the purposes of the present law.

No associations had been formed under this Act up to 31st July, 1923.

In all the British Dominions, agriculture has left very.heavﬂy the after
effects of the war and special consideration has been granted it. Reports would
indicate that the institutions deseribed above and designed to aid agriculture are
funetioning as satisfactorily as could be expected.
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SECTION IV

RURAL CREDIT IN THE UNITED STATES

(1) Long Term or Mortgage Credit

The agitation for rural credit in the United States began many years ago.
During periods of prosperity it would lie dormant but would spring into life again
during periods of depression. The whole movement which led to the establish-
ment of the small state banks with authority to do mortgage business was a
result of the conviction that the large national banks under federal regulations
were so commercial and industrial in their spirit and organization that the state
system of small banks was necessary to agriculture. It was an effort to solve
the problem of mortgage credit from within the state. The fact is that almost
without being recognized agriculture had become so enormous in its industrial
and commercial relations that old methods of financing its operations were felt
to be inadequate without the real reason becoming quite apparent. This state
of affairs was brought about by the permanent settlement of the enormous areas of
good agricultural land and the disappearance of cheap new lands capable of easy
settlement; the consequent rise in value of the lands in the settled area and the
(difficulty of securing, without being possessed of considerable capital, good
farms; the better education of the farming population and the consquent applica-
tion of modern science to agriculture.

With regard to available lands it may be noted that by 1915, six-sevenths
of all the free land of the United States had been taken up and what remained
was mostly desert, dry or swampy land which could not be brought under cul-
tivation without great capital expenditure. This was brought about by the
passage of the Homestead Act of 1862. Long before 1900 therefore land in the
settled areas had so advanced in price that the difficulty of obtaining good land
by those who desired to cultivate it became very great and larger capital expen-
ditures were necessary. This fact is indicated by the enormous increase in the
price of land as shown by the United States census and by the rapid increase in
the number of tenant farmers. Land which had been bought originally for $1.25
an acre was worth in 1915 from 150 to $250 per acre. The average price of plow
land in the United States in 1919 was estimated by the United States Bureau of
Crop Estimates as $74.31 per acre, while since 1900 the average value of the
farms in the country had increased approximately 400%.

Parallel with this rise of values and as a consequence of it was a great
increase in the number of tenant farmers. In 1880, 25.6% of the farmers of the
United States were tenants; in 1920 this had increased to 38%. The high prices
meant either becoming a tenant or removing to the centres of industry.

During the same period and prior to the establishment of the Farm Loan
Board in 1916, theer had been an enormous growth of farm mortgage business
through the agencies established under state and federal laws for the purpose.
In 1913, the estimated total value of farm mortgages in the United States was
$3,599,000,000. In the seven years following, this had increased to the enormous
total of over $8,000,000,000, the figure at which it now stands approximately.
The agencies granting these mortgages were the Farm Mortgage Banks, Farm
Loan Companies, Insurance Companies, local investors, private lenders and
State Banks and Savings Banks. ¢
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Farm Mortgage Banks

The Farm Mortgage Banks were really the pioneer institutions. They came
into being after the Civil War following the development of the western states,
because of the mnecessity for an intermediary between the eastern capitalists
seeking investments and the western farmer. Men living in the new centres of
populations, familiar with the country and confident of its future loaned their
small capital to farmers on first mortgages and then sold the mortgages to
the men of means in the East who possessed larger means and who desired
good investments. From such a small beginning larger far_m mortgage banks
came into being, the bank taking the place of the intermediary instqad of the
individuals. In 1921, Farm Mortgage Banks and Farm Loan Compames. organ-
ized on the same principles had over $3,000,000,000 of mortgages. These institu-
tions put their own money into the loan, sell it eithqr dlrect.ly_ or by means of
bonds to the capitalist, collect the interest and principal and in general act as
agents for the secondary investor, while carrying the responsibility for the trans-
action in case of failure on the part of the borrower.

Insurance Companies g ]

Next in importance came the Insurance Companies. These had invested
in farm mortgages in 1921, $1,250,000,000. Many’ jolf these mortgages were
purchased from the Farm Mortgage Banks. As tfhé(l) Aim 18 security as well
as profit, they will doubtless be heavy buyers of t?&%{ﬁ)Onds of the Farm Loan
Board. A number of these companies are now making'loans on the amortization

plan. )

National Banks .

Prior to 1913 the National Banks were not pgrm{tte('i to lend on the
security of land. They were primarily commercial institutions and required
liquid assets. Many of these, however, acted as agents doing the.work of a Farm
Mortgage Company for private persons and insurance companies. Since 1913
National Banks, when not situated in a Federal Reserve City, may make loans
on farm lands under certain definite restrictions. For example, such a loan can
only be a first mortgage on improved property and the total loans at any time
must not exceed one-fourth of the capital and surplus of the banks.

State Banks e § 1 7 P
Since 1890 a very large part in mortgage credit business has been playe
by the State Banks. )E)f tIl‘lg(‘zsepthere are now nearly 20,000 in the United States.
As previously stated they grew rapidly after the free. la_nds had been settled
and the demand for rural credits became somewhat insistent. They depend
mainly on the farming community for their business and are planned to meet
its needs. Many of them prefer the State charter to the National charter for
the reason that the former carries with it more privileges in the direction of the
mortgage business. It is estimated that the mortgages held by the State Banks
amounted in 1915 to at least $1,000,000,000. They are, however, definitely
restricted by the fact that most of them have small capital and are provincial

in their character and outlook.

Trust Companies and Other Organizations
In addition to the foregoing a considerable amount of farm mortgage
business is done by Trust Companies, Building and Loan Associations and a
great variety of saving banks operating under state laws. Probably one-
third of the total mortgage business is done through these agencies. '
With all these agencies at work it would seem that all legitimate claims

for money on farm mortgage security would be met.
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That such was not the case was due to following causes:— :

(1) The high average of interest rates which prevailed, when compared
with the European farmers with whom the American farmer must compete
especially in the newer settled parts of the country, the parts least able to pay.

(2) The excessive costs connected with the making of loans, namely legal
costs, commissions, and inecidental expenses.

(3) The impossibility of meeting mortgage payments out of production of
the land because of the short terms for which the mortgage was made. This
is emphasized when the increased cost of the instruments and methods of pro-
duction are considered.

(4) The knowledge that in other countries schemes of a national character
had been found to work well both in the national interest and the interest of
the farmer.

Interest Rates 8

With regard to the interest rates, the facts are that the average rate of
interest on first mortgage loans in thirty states of the Union was 7145 per
cent in 1915.1 To this must be added legal expenses, commissions and other
charges. In the different states the averages were as follows: Alabama, 88
per cent; Arkansas, 8-8 per cent; Arizona, 10 per cent; Illinois, 5-5 per cent;
Indiana, 5-6 per cent; Iowa, 5:6 per cent; Massachusetts, 5-5 per cent; Min-
nesota, 6-2 per cent; Montana, 9-3 per cent; Ohio, 5-7 per cent; Oklahoma,
7-2 per cent; Pennsylvania, 5-3 per cent; Texas, 8-5 per cent; Utah, 8-7 per
cent; Wisconsin, 5-6 per cent; Wyoming, 9-2 per cent. In comparison the
average in Europe does not exceed 5 per cent.

Not only was tliere a variation between the states but just as great a varia-
tion within the individual states. In Minnesota, an extreme case, it varied from
5 per cent in the south to 9 or 10 per cent in the north. Without question these
variations represented to a certain extent variations in the quality of the security.
Soil and climatic conditions, the type of farming, the distance from markets,
also played a part, but it was firmly believed that the public were being ex-
ploited by the money-lender especially in the new districts where there was
not much competition. It was recognized that this could not be corrected by the
small banks whose facilities for getting money were limited and by whom a
rediscounting was absolutely necessary if considerable business was to be done.

With regard to (2), excessive costs in obtaining money, it is only necessary
to say that for short term mortgage loans, two to five years, a commission of 5
per cent or over was often charged; this added to the interest-rate one or two per
cent. When it is added that two-fifths of the total mortgage debt is in the west
north central states where the average rate is high, it seems reasonable to assume
that the average interest charges of the thirty states were not far from 8% per
cent interest, with legal charges still remaining to be accounted for, while in many
of the states it greatly exceeded that sum.

With regard to (3), the impossibility of meeting mortgage payments under
the short term conditions of payment, especially by those whose original capital
was small, was everywhere apparent. It is hardly necessary to repeat that mort-
gage payments on land at $50 to $75 per acre are an entirely different thing from
such payments at $10 per acre. In the latter case payments from production
might be possible; in the former it would be impossible unless the mortgage was
on a small percentage of the value. New methods had to be devised.

To this was added (4) the knowledge, that schemes less oppressive to thz
borrower, of greater security to the lender and at lower rates of interest were
working well elsewhere, and this created the demand for careful consideration of
the whole subject.

1 Investigations made by the Rural Organization Service of the United States Government.
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A distinguished authority on agriculture, the Assistant Secretary of Agri-
culture in 1915 stated the matter to a body of bankers in the following terms:
“I believe I am not overstating the matter when I say that a satisfactory system
of Rural Credit, is as necessary to the development of agriculture in the country
as is a widespread application of scientific methods to agriculture. As a matter
of fact, it is impossible for the farmers to make use of the latest scientific dis-
coveries without better credit facilities.” It is hardly necessary to state that the
two go hand in hand.

In 1913, two commissions were sent to Europe from the United States to
study and report on European methods. These were the “United States Commis-
sion” and the “American Commission on Rural Credits.” The former was
appointed by the United States Congress, the latter was assembled by the
Southern Commercial Congress, an organization in the southern states interested
especially in the industrial, commercial and agricultural development of the
southern states. The reports of these commissions were published by the United
States Senate and became the basis of future legislation. If T were to select one
fact as impressing the American mind more profoundly than any other as the
result of the studies in Europe of these commissions, I would say it was the fact
of farm mortgage bonds or debentures coupled with amortization.

One observer, a member of Congress, stated this conviction thus “One of the
most important discoveries in the world was the invention of the farm mortgage
bond or debenture as an instrument, to promote land credit. There never has been
a successful system of land credit established in any country that does not use
the mortgage bond or debenture as an instrument of ecredit to mobilize and
liquefy land values. Through the mortgage bond the farm mortgage has been
made easily negotiable and put in such a form that the holder may realize
thereon immediately.”

The result of all this agitation was the passing of a number of acts for the
purpose of promoting Rural Credit. Of these, one was especially designed to
promote Long Term Mortgage Credit, viz:—

THE FEDERAL FARM LOAN ACT

The Federal Farm Loan Act was approved by the President of the United
States on July 17th, 1916. It is described in the Act itself as an-act “to provide
capital for agricultural development, to create a standard form of investment
based on farm mortgages, to equalize rates of interest upon farm loans, to
furnish a market for United States bonds, to create government depositories
and financial agents for the United States, and for other purposes.”

Under this Act, there is established at the seat of government in the De-
partment of the Treasury, a Federal Farm Loan Bureau, under the super-
vision of a

FEDERAL FARM LOAN BOARD

This Federal Farm Loan Board consists of seven members including the
Secretary of the Treasury, who is Chairman, ex-officio. The remaining six
members are appointed by the President of the United States, by and with the
consent of the Senate. Of the six, not more than three are to be members of
one political party and all must be citizens of the United States. They all
devote their entire time to the work of the Board and are paid $10.000 per
annum for their services. The term of office is eight years and members
are only removable for cause; they cannot be connected with any mortgage or
bonding business and must certify to this under oath before appointment.
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FEDERAL LAND BANKS

Under the Act, the Federal Farm Loan Board is instructed to divide the
United States, into twelve districts, to be known as Federal Land Bank dis-.
tricts, the districts to be apportioned with regard to the farm loan needs of the
country.

In each of these districts, they are authorized to establish a Federal Land
Bank “with its principal office, located in such city within a district as the
Board shall designate.” The name of the city in which the bank is located is
included in the name of the bank. These banks are now located in the cities of
Springfield, Mass., serving Maine, New Hampshire, Vermont, Massachusetts
and New York; Baltimore, Md., serving Pennsylvania, Maryland, Delaware,
Virginia, and West Virginia; Columbia, 8. C., serving North Carolina, South
Carolina, Georgia and Florida; Louisville, Ky., serving Kentucky, Indiana,
Ohio and Tennessee; New Orleans, serving Louisiana, Mississippi and Alabama;
St. Louis, Mo., serving Illinois, Missouri and Arkansas; St. Paul, serving Min-
nesota, Wisconsin, Michigan and North Dakota; Omaha, serving South Dakota,
Nebraska, Iowa and Wyoming; Wichita, serving Kansas, Oklahoma, Colorado
and New Mexico; Houston, serving Texas; Berkeley, serving' California,
Nevada, Utah and,Arizona; Spokane, serving Montana, Idaho, Oregon and
Washington.

Only one Federal Land Bank is allowed in each district. Each bank is a
separate corporation independent in its organization and management, but is
under the general supervision of the Farm Loan Board. In the case of each
bank there is a directorate composed of seven persons, three of whom are
elected by organizations to be described hereafter, known as National Farm Land
Associations, three are appointed by the Farm Land Board and a Director-at-
large, also selected by the Board from a list of three persons having the great-
est number of votes cast for them by the National Farm Loan Associations.

Capital

When each Federal Land Bank was organized, it was organized with a capi-
tal stock of $750,000, supplied by the Federal Government. Under the Act, this
is automatically increased by five per cent on each loan made. This five per
cent is derived- by the compulsory sale of stock to each member of a local
association who must subsecribe, and pay for in cash, five per cent of the amount
he desired to borrow. The capital stock, therefore, of each bank goes up and
down automatically, depending upon the amount of outstanding loans.

NATIONAL FARM LOAN ASSOCIATIONS

In each federal district, National Farm Loan Associations must be organ-
ized by persons desiring to borrow money on farm mortgage security. The per-
.sons so desiring must sign articles of association, specifying in general terms the
objects for which the association is formed and the territory in which it desires
to operate (generally a county). These National Farm Loan Associations thus
become incorporated and are the only medium, excepting in very special cases,
through which persons desiring to borrow money from the Federal Land
Bank can do so. These are, in reality, local semi-co-operative associations, associa-
tions of borrowers, who become responsible for initiating all loans in their district.
Only persons desiring to borrow money from a Federal Land Bank can become
members of one of these associations. -

A National Farm Loan Association must consist of ten or more farmers,
whose joint applications for loans are not less than $20,000. Each borrower, as
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before stated, must subseribe for stock equivalent to five per cent of the desired
Joan and assume a liability, in case of loss, for an additional five per cent.
In other words, the local associations are double liability corporations. For
example, should a borrower desire to borrow $1,000 he must buy fifty dollars’
worth of stock in the local association and become liable for an additionai fifty
dollars, in case of failure of members of the local association to meet their
obligations. If the farmer has not the money to buy stock, it is deducted from
his borrowings.

The affairs of a local association are administered entirely by officers
appointed by the association itself. Each borrower has a vote for each five
dollar share of stock he holds up to twenty. No one stock holder in the local
association has more than twenty votes, no matter what the amount of stock

he holds.

Loans Through Agents

In addition to making loans through the local associations, the Federal
Farm Loan Act provides that a Federal Land Bank may make loans on farm
lands through agents approved by the Board. Such agent must be a bank, a
trust company, a mortgage company, or a savings institution, chartered by the
state in which it is operating. This privilege may be taken advantage of in
sections of the country where there are not enough farmers desiring loaas to
organize a local association. In the case of a loan through a local association it
is endorsed by the association, which becomes liable to the extent of the double
liability clause. In the case of an agent, however, the agent must endorse the
loan and assume full liability for it. In return for this liability, the agent is
allowed a certain percentage per annum on the unpaid capital. This is sup-
posed to give to the agent a security corresponding at least to the double

liability security of the association.
It will, therefore, be seen that under the Federal Farm Loan Act, loans are

not made by the Federal Land Banks directly to individuals, but only to indi-
viduals applying through associations and recommended by them for loans. Every
member of the association making the recommendation becomes responsihle to
the extent of ten per cent of his own borrowings for the total.mdebtedne:ss of
the association. The definite aim of the Federal Land Bank is to keep itself
free from direct relationships with the individual and_ to force the organization,
wherever possible, of the National Farm Loan Associations.

Organization of Farm Loan Association

The following illustration will make the process or organization clear. Leb
us assume that a farmer wishes to borrow the sum of $2,000. He must get at
* least nine other persons in the community, the total of the borrowings asked for
being not less than $20,000, to join him in forming an assoc_latlon. ;

A meeting of the borrowers is then called and each applicant subscribes for
stock to the extent of 5 per cent of the loan he desires. The law requires that
five directors be elected, each member having the privilege of voting, one vote
for each share of stock up to twenty shares. A directors’ meeting must then
be held and a president, vice-president, secretary-treasurer and loan com-
mittee of three members elected, the directors themselves not be_mg_ members, of
the loan committee. All officers must be members of the association, excepting
the secretary-treasurer, who must be a person selected especially for his suit-
ability for the work, very often a local bank manager. He is the only officer
who receives compensation for his services. When the foregoing has been -
completed, the group is ready to enter into articles of association. These articles
can be obtained from the Federal Land Bank. The signed articles of association

1—4
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with the applications for loans are then sent to the Bank, which sends an
appraiser to investigate the security carried with the loans. After this investi-
gation, if everything is satisfactory, the decision of the Bank is forwarded with
a recommendation to the Federal Farm Loan Board, which, although almost
always following the advice of the Federal Land Bank, nevertheless has power to
refuse the charter. When the Board grants the charter, however, it is for-
warded to the association from the Federal Land Bank of its own district.
When the appraisals and applications have been fully approved and the charter
granted, the loans are forwarded to the secretary-treasurer of the local associ-
ation, who distributes the funds according to the applications made. As has
already been stated, membership in the local association is confined to actual
farmers who wish to borrow on a first mortgage basis.

After an association has been formed in a district, should another person
desire to become a borrower under the system, he must make application through
the Secretary-Treasurer of the local association and be accepted by a two-thirds
vote of the board of directors. By purchasing the amount of stock representing
5 per cent of the desired loan, he becomes a member of the association and his
application is forwarded with recommendation to the Federal Land Bank of his
district. An appraiser of the Farm Loan Board is then sent to pass judgment
on the loan. This appraisal is submitted to the Federal Land Bank and com-
pared with the appraisal of the local committee. It is then sent to the Farm
Loan Board for approval before the loan is made. If the money is granted,
the money will be forwarded to the individual from the Bank through the
secretary-treasurer of the association of which he has become a member.

Non-resident landowners, landlords, land speculators, or other persons who
are not bona fide farmers, are not admitted to membership in these associations,
and therefore cannot borrow from these banks.

Dividends on Stock

The money paid in for stock is deposited with the Federal Land Bank as
additional security for the loans, but dividends are paid upon this stock through
ihe secretary of the association, generally at a rate equivalent to the rate of
interest paid for mortgages. The association has the right to allocate a part of
this for the expenses of the association. It is a custom in many of the
associations to use these dividends entirely for local expenses.

Amount of Loan and Interest Rate

The maximum amount which a farmer may borrow on his farm is 50 per
cent of its appraised value for agricultural purposes plus 20 per cent of the
permanent insured improvements.

" The interest charges of all loans are fixed by law at a maximum of 6 per
cent, not, however, to exceed the interest charges paid on mortgage bonds sold by
more than one per cent. For example, if the last sale of mortgage bonds was
made at 4% per cent then the interest charges could not exceed 5% per cent.
This prohibits the sale of bonds at a rate par of greater than 5 per cent.

Terms of Repayment—Amortization

All loans are repaid on an amortization basis, the borrower having the
right to select the number of years for repayment, provided it is not less than
five nor more than forty. The working of the amortization plan can, perhaps,
be made more clear by taking an illustration. A borrower has $1,000 at 5%
per cent to be repaid in half-yearly payments in 34% years. To do this requires
an amortization rate of one per cent in addition to the ordinary interest charges.
Assuming the interest charges to be 5% per cent then the charge, including
amortization, would be 6% per cent. Under the plan, 6% per cent of the original
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loan of $1,000 viz., $32.50, would be collected every six months. The difference
between the interest requirement of 5% per cent. on the sum due at any given
time and the 6% per cent. on the total borrowing would be credited as an

instalment on the principal. The following table will show how it would work
out in this particular case:

Principal, $1,000. Rate, 5} per cent. Semi-annual Instalments, §32.50. Final Instalment, $32.42.

Amortization Table Amortization Table

No. Interest Principal Balance No. Interest Prinecipal Balance
$ octs. $ ots. $ cts. $ cts. $§ cts. $ cts
A et 27 50 5 00 995 00 19 92 12 58 711 92
Bs il 27 36 5 14 989 86 19 58 12 92 699 00
R AR 27 22 5 28 984 58 19 22 13 28 685 72
L 27 08 5 42 979 16 18 86 13 64 672 08
Ot AN I 26 93 5 57 973 59 18 48 14 02 658 06
LA R 26 77 573 967 86 18 10 14 40 643 66
S R 26 62 5 88 961 98 17 70 14 80 628 86
8l d 26 45 6 05 955 93 17 29 15 21 613 65
DLk .oty 26 29 6 21 949 72 16 88 15 62 598 03
N o SR 26 12 6 38 943 34 16 44 16 06 581 97
il o SO s 25 94 6 56 936 78 16 01 16 49 565 48
1 5 Y ¢ s 25 76 6 74 930 04 15 55 16 95 548 53
188 rinmen s s 25 58 6 92 923 12 15 08 17 42 531 11
s ¢ ooty el e, 25 38 7 12 916 00 14 61 17 89 513 22
IIA0, 408 25 19 7 31 908 69 14 11 18 39 494 83
24 99 7 51 901 18 13 61 18 89 475 94
24 78 772 893 46 13 09 19 41 456 53
24 57 7 93 885 53 12 56 19 94 436 59
24 35 815 877 38 12 01 20 49 416 10
24 13 8 37 869 01 11 44 21 06 395 04
23 90 8 60 860 41 10 86 21 64 373 40
23 66 8 84 851 57 10 27 2223 351 17
23 42 9 08 842 49 9 66 22 84 328 33
2317 9 33 833 16 9 03 23 47 304 86
22 91 9 59 823 57 8 38 24 12 280 74
22 65 9 85 813 72 02 24 78 255 96
22 37 10 13 803 59 7 04 25 46 230 50
22 10 10 40 793 19 6 34 26 16 204 34
21 81 10 69 782 50 5 62 26 88 177 46
21 .52 10 98 771 52 4 88 27 62 149 84
2122 11 28 760 24 412 28 38 121 46
20 91 11 59 748 65 3 34 29 16 92 30
20 59 11 91 736 74 2 54 29 96 62 34
20 26 12 24 724 50 17 30 79 31 55
0 87 SE0Dls 3 e nurat ~

The form of note taken in this case by the bank is as follows, and it is
held along with a mortgage registered against the property of the borrower:—

$1,000.00

For value received......promise to pay to the order of TaE Fepersn LANp BanNk oF
SainT PAuL at its office in the city of St. Paul, Minnesota, the sum of

ONE THOUSAND DOLLARS
with interest at the rate of five and one-half per cent per annum, payable semi-annually
in manner and form as follows:
In sixty-eight semi-annual instalments of
TaRTY-TwWo DoLrArs AND Firry CENTS

each, payable on the............day of............ WAPLERR PR W s in each year, and
a final instalment of ;

1—64
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TraIRTY-Two DoLuars anp Forry-Two CENTS
payable on the.............. daye-of 0. Tk 5. 19.... unless this note shall be sooner
matured by extra payments on account of principal, sueh method of payment being on
the amortization plan and in accordance with the amortization tables printed on the back
hereof which are hereby accepted and made a part of this note. Extra payments can only
be made on the regular instalment due dates. This note is secured by real estate mortgage
of even date herewith.

If default is made in the payment of an instalment or instalments as herein provided,
the same shall bear simple interest from the date of such default at the rate of eight per
cent per annum, as provided by the Federal Farm Loan Act.

If default be made in the payment of any instalment or instalments of this note, or
if default be made in respeet to any conditior or covenant contained in the mortgage which
secures the payment hereof, then the entire principal of this note remaining at that time
unpaid, together with the acerued interest shall, at the option of the holder hereof, become
immediately due and payable.

............................................

Under the Farm Loan Aci, however, the borrower has the right after five
years to repay at any interest payment date such additional instalments of the
principal as he may desire.

Section 9 of subsection 12 of the Aect, which reads as follows, defines the
position of the borrower in relation to defaulted payments and other legal
charges:— .
P “Fvery borrower shall pay simple interest on defaulted payments
at the rate of eight per centum per annum, and by express covenant in his
mortgage deed shall undertake to pay when due all taxes, liens, judgments,
or assessments, which may be lawfully assessed against the land mort-
gaged. Taxes, liens, judgments or assessments not paid when due, and
paid by the mortgagee, shall become a part of the mortgage debt and
shall bear simple interest at the rate of eight per centum per annum.
Every borrower shall undertake to keep insured to the satisfaction of the
Federal Farm Loan Board all buildings the value of which was a factor
in determining the amount of the loan. Insurance shall be made payable
to the mortgagee as its interest may appear at time of loss, and, at the
option of the mortgagor and subject to general regulations of the Federal
Farm Loan Board, sums so received may be used to pay for reconstruction

of the buildings destroyed.”

Type of Security

Loans are made only on first mortgages on farm lands and the purposes
to which the proceeds of the loan may be put are defined in the Act, as fol-
lows:—

“To provide for the purchase of land for agricultural uses.

“To provide. for the purchase of equipment, fertilizers, and live
stock necessary for the proper and reasonable operation of the mortgaged
farm. The term “equipment” to be defined by the Federal Farm Loan
Board.

“To provide buildings and for the improvement of farm lands, the
term “improvement’” to be defined by the Federal Farm Loan Board.

“To liquidate indebtedness of the owner of the land mortgaged,
existing at the time of the organization of the first local farm loan
association established in or for the county in which the land mortgaged
is situated, or indebtedness subsequently incurred for purposes mentioned
in this section.”

The term “equipment” has been defined by the Farm Loan Board to include
“the implements needed in the conduct of a farm to facilitate its operations. It
may consist of teams, as well as machinery, tools and like articles.
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The term “improvements” has been defined by the Federal Farm Loan
Board as including “anything in the form of a beneficial structure, or any use-
ful, permanent physical change tending to increase productive value, such as
clearing, tilling, draining, fencing, building.”

Loans Limited

In the original Act, the size of the loans was limited, viz., a minimum of
$100 and a maximum of $10,000. In March, 1923, an amendment was passed
to the law permitting a maximum of $25,000.

Legal Charges

Certain charges are permitted by the Farm Loan Board to be collected by
the association from borrowers as follows:—
(1) An application fee of $10.00 to cover cost of appraisal and the expenses
of the local association.
(2) The cost of title research.
(3) The preparation of an abstract.
(4) The recording of papers.

These costs will vary somewhat, depending upon the position of the title
of the individual borrower. In the case of clear title, they will be small. Where
there are difficulties to overcome and title to be cleared, the cost would neces-
sarily be higher. On the other hand, there are no renewal costs, no bonuses
and no recording or mortgage taxes.

Reasons for Share Stock of Local Association

It would appear that there were three main objects in having the purchase of

stock made compulsory upon the borrowers:—

(1) To make the local associations more careful in their appraisement of
lands and in the persons to be recommended for loans, as all the
members are obligated to the extent of ten per cent of their own
borrowing for mistakes made. They would thus be made more anxious
to recommend loans with a reasonable appraisement of lands and to
insist upon payments of interest and amortization charges on the part
of persons who might otherwise be careless.

2. As the sale of farm mortgage bonds was fixed to not exceed twenty times
the capitalization of the bank, the collection of 5 per cent, in cash-from
the borrower for capital stock made it possible for each borrower to
capitalize his own loan, so that the capital stock of the bank increases
and decreases just in proportion to the amount of the loans issued.

3. To bring into the association only persons of good standing. Special
enquiry is made concerning a man’s standing in his community and the
personal element enters into decisions regarding loans.

As previously stated the Government originally capitalized each one of
the twelve Banks with a sum of $750,000 making a total of $9,000,000 in all.
This capitalization does not receive dividends. It is really a loan by the Govern-
ment without interest to the Banks. All the additional capital is raised by the
sale of mortgage bonds, the amount issued not to exceed twenty times the
capitalization of the bank. The additional capitalization required in order to
increase the sale of the bonds is provided as stated above by the sale to the
borrowers of stock representing one-twentieth of the amount they borrow.
It will thus be seen that the whole organization is essentially an organization of
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borrowers following the German Landschaft, as distinguished from the French
Crédit Foncier, where the capital of the organization is provided by selling
stock to persons seeking investments. There are no outside capitalists making
dividends by means of profits. Investors are guaranteed the interest on the
bonds by the Federal Land Bank. All other profits, after expenses have been
paid, go into a common fund in the interest of the Bank and to pay dividends
on the stock held by the borrowers. All bonds issued under this system are
exempt from taxation.

Deposits

These Federal Land Banks are not, banks in the ordinary sense of the word.
They are not permitted to accept deposits of current funds payable on demand,
excepting from their own stock holders, nor are they permitted to do ordinary
banking business; they are not allowed to loan money on mortgage, excepting
through the Farm Loan Associations or under the special provision for agents
in districts where there are no Farm Loan Associations; they are not permitted
to demand or receive any commission of any kind not specifically authorized
under the Act; they are mortgage corporations limited to acting as intermediaries
between investors wishing to buy bonds and borrowers wishing to secure money
on mortgage. Under the Act, however, the Secretary of the Treasury is
authorized, in his discretion, upon request to the Farm Loan Board, to make de-
posits of federal funds for the temporary use of any Federal Land Bank out of
unappropriated money in the Treasury. For such deposit the bank must pay
the usual Government deposit rate and must give satisfactory security to the
Treasury. A limit was originally fixed at $6,000,000 as an aggregate for such
deposits.

During the years 1919, 1920, 1921, the United States Treasury, under
authorization of Congress, was permitted to purchase $100,000,000 annually of
the bonds of the Farm Loan Board the reason given being that as the Govern-
ment was seling bonds in enormous quantities for war purposes it preferred to
monopolize the market for the time, and so included the Farm ILoan Boards’
dﬁmﬁgds with its own. Without question it established a rate for the sale of
the bonds.

Sale of Bonds

At first it was arranged that each of the twelve Banks would issue its own
bonds in its own market. At the same time the Farm Loan Board fixed the rate
of interest to be charged at a maximum of 6 per cent, and required uniformity
in rates as far as possible. It was soon seen that these two things were incon-
sistent with one another. Bonds offered for sale, for example, for the Bank
operating in Oregon, could not meet the prices that could be obtained for bonds
offered for sale for the Bank in Baltimore or in Springfield. The same general
motive that causes interest rates to be higher in the West than in the East, as
demanded by mortgage companies, became apparent with respect to the sale
of these bonds, and that, as a common rate of interest was to be charged, it
would be necessary that some common scheme for the sale of bonds should be
arranged. The Act was amended, therefore, unifying the responsibility of the
twelve banks for each other’s issues, and making possible a central agency,
under the authority of the Farm Loan Board, for the purpose of selling all the
bonds issued by the various Banks. The selling agency has been organized.
The head of it is one of the great bond houses of the United States with which
are associated 5 others forming a Syndicate. Under this Syndicate are some
800 smaller bond houses and banks operating through approximately 8,000
selling agents, distributed in all parts of the United States. The Syndicate re-
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ceives 1 per cent for selling the bonds and pays § of 1 per cent to the sub-

agencies for the amounts of their sale. There is now no trouble disposing of
all the bonds offered at from 4} to 5 per cent interest rate for par.

JOINT STOCK BANKS

In addition to the Federal Land Banks operating through the local as-
sociations, the Federeal Farm Loan Act provides for the incorporation of Joint
Stock Land Banks for the purpose of carrying on mortgage business through the
issuing of farm loan bonds. These are private corporations, although definite
limitation is placed by the Act upon their activities. These banks may be
organized by ten or more persons forming themselves into a corporation. They
must have a subscribed capital of not less than $250,000, half of which must
be paid in in cash, the balance subject to call by the Board of Directors. Their
charter is issued by the Federal Farm Loan Board on their complying with
these conditions, just as in the case of the Federal Land Banks. They are
not, allowed to issue bonds until their entire capital stock is paid up.

Further, they are exempt from certain of the provisions laid down in
respect to the Federal Land Banks; for example, they are freed from the con-
trol of the Farm Loan Board with respect to revisions and alterations of
interest rates from time to time, and with respect to the nature of the mortgage.
" They are also permitted to make loans for purposes other than the purposes de-
fined for the Federal Land Bank, and may operate outside a fixed district. They
are allowed also to lend larger amounts than the Federal Land Banks, the limit
being $37,500 for Banks with a capitalization of $250,000 and $50,000 for those
with larger capital. On the other hand, instead of being permitted, as in the
case of the Federal Land Banks, to issue bonds aggregating twenty times their
paid-up capital, they are not permitted to issue bonds to exceed fifteen times
their paid-up capital and surplus, nor are they aided by grants directly made
from the Treasury of the United States. It was intended apparently in the
creation of these banks to provide a method of securing farm loans based on
a security slightly different from that which the Federal Land Bank was
authorized to accept and to trust to the initiative of private enterprise to take
risks that could not be permitted under the Federal Farm Loan System. These
profit-making institutions were, therefore, created with rather strictly defined
modes of operating to enable loans to reach persons who could not be reached
by a Federal Land Bank. They may lend to individuals. They function in a
slightly different way from the Federal Land Banks, and on the whole are
charging higher rates of interest, and, in all probability, taking risks which, as
a private enterprise, they feel they can afford to take, They correspond some-
what to the Crédit Foncier.

Growth of Business—Federal Land Banks

Since their inauguration, seven years ago, the business of the Federal

Land Banks has had a very rapid development.
On February 29, 1924, the Assets of the Federal Land Bank Syatem stood at. $936,694,908.00

Mortgage Loans had been made valued at.. .. .. coo.. 832,202,914.00
While the total eapital stock was.. .. PLEC N 44684777 00
Of this amount there had been collected “from National Farm Loan

Associations.. .. .. .. 42432,667.00
In addition there had been pald back into the United States Treasury of the

original loan of $9,000,000 for capitalizing the twelve Banks.. .. .. .. 7,014,000.00
Dividends had been paid to the National Farm Loan Associations of.. s 8,828,173.00
And there is a total Reserve and Undivided Profits of.. .. T 7,814,341.00
During the months of January and February, 1924, loans were made to the

extent of.. o, SRENG L SRR 55 IR 00000

Farm Loan Bonds were outstandmg to the amount of T RO AN ) L 0/865,200,665:00
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The loan was distributed to the various banks of the system as follows:—

Bpemngheld.. L, V0. T LN L a BRG0P S T008T. 968 0
Baltinore. . 2.5 JoTI0056 858 100 5 b a4 b vk 041,868,601 .0D
Lanlih T e A g e S s sl e s Canicg i Sl D 1T )
Louisville!. .. Lo i mavsn Aoy T R Tistag .. . 1 78.981,846.00
New ORISUNS 2000 s 100 (o v ve r il0 oot v et L QASSHOL7 00
6 Lowisyiiin nuidsrdaosednal] cbded. tianddids 5 00,288,912:00
E BAN i ors el I rasiirsnes S Alsoriad b el 1204104 546.00
(N AR SRS SRRt aecapatitelingl @ iy g 380
WICHEIDR . oo 5o 0o or wd 55 ar "o vn oo radl s For- TSOIFODE:00
Houston ;SO AWAINS, PPN, 06 AR L. J£707193,516.680100
Berkeleyrnt i, . .outlivilon svull Jocuali.dad adds woi88264.956.00
BROkANG:+ 1 sdarils westolamianli-drabrarted skl I08.509 . 00

Every state in the Union and Porto Rico have received financial assistance
through these banks the amount varying from $254.200 for Deleware to $93,-
516,680 for Texas. Broadly speaking, the Western States and the newer States
on the southwest have benefited most.

Crowth of Bu;!iness———'l‘he Joint Stock Land Banks
The Joint Stock Land Banks, under the Federal Farm Loan Board, have
been very keen rivals of the Federal Land Banks as the following figures given

below will show.
Eighty of these Joint Stock Land Banks have organized since the system

began operation.

On February 29, 1924, their assets stood at.. .. .. .. .. .o ooo0 o $438,397,336.00
They had capxml stock paid in to the amount of .2 5.4 bl e wes Deano 34,233,520.00
There were outstanding mortgage loans to the amount of . . .. .. oo e .. 400,988,343.00
They had Farm Loan Bonds outstanding to the amount of.. .. .. .... .. 368,176,900.00

Combining the figures Federal Land Banks and the Joint Stock Banks they
show the number of loans made from beginning to be 351,183 and the amount of
loans made from beginning, $1,318,843,548.

As the total outstanding farm mortgages indebtedness of the United States
is now approximately $8,000,000,000 it will be seen that the Banks operating
under the Farm Loan Board now hold about 164 per cent of the whole. The
loans under the system will have to increase materially before the 40 per cent
ratio of Germany will be reached. There can be no doubt, however, but that
there has already been a regulatory influence on interest rates.

One further word with regard to the Federal Farm Loan Association.
Approximately 5,000 of these have been organized in the United States and
through these have been issued the major part of the loans under the Federal
Land Banks as distinguishd from the Joint Stock Banks. As previously
stated, the object of organizing these local associations was to create a spirit
of co- operatlon among the farmers and to ensure that the administration of
the whole system should ultimately be in the hands of the borrowers them-
selves and not, as in the Joint Stock Company Banks, in the hands of private
individuals for the purpose of making profit. I found a good deal of difference
of opinion as to the value of these associations, depending, I think, to a con-
siderable extent, upon the temperament of the management of the Land Bank.
For example, one bank president quite openly stated that he did not believe
that the local associations were of any real value, that the persons in them did
not, co-operate, that at times it was difficult to get them to meet, in order to pass
upon loans that were urgent, and, on the whole, he would prefer to deal with
the individuals through the other appointed agencies allowed under the Federal
Farm Loan Act. On the other hand, other bank presidents were strongly in
favour of the local association, but I found in such cases they had been spend-
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ing a good deal of time trying to bring about a spirit of co-operation among the
borrowers and were convinced that as the days went by these associations would
become a strong conservative influence in maintaining the integrity of the Bank.
In the beginning, there was a disposition on the part of the local association
members to over-value their property, having, doubtless, the feeling that it
was government money they were using and, therefore, were disposed to take
as much as would be allowed. This, I was informed, very rapidly disappeared
when they began to realize that, in case of loss, they would be called upon
under the double liability clause, so that, with the passing of years and a better
understanding, these local associations are becoming helpful, not only in their
own communities, but helpful also in relation to the Bank.

The two things that stand out as having been definitely accomplished by
the Federal Farm Loan system are:—

(1) Equalization of interest, viz., a maximum of six per cent, from the
Atlantic to the Pacific. This was only made possible by the establishment of
mutual responsibility between all twelve banks and the fact that the scheme
being under the supervision of the Federal Farm Loan Board gave confidence
to the investing publie.

(2) The second is the firm establishment under this system of the principle
of amortization of farm loans. It seems worth repeating a statement previously
made that the scheme of amortization would not have been valuable in the days
when there was plenty of cheap land and farmers could move easily from one
place to another for purposes of settlement. Under these circumstances, it
might be possible by means of production, in a short period of years, to repay
mortgages raised on land at these cheap valuations, but with the increasing
valuation of land, the increased capital investment necessary for the purchase
of a farm, the old system of short mortgage made the redeeming of a mortgage
impossible out of farm production and the United States farmers found them-
selves in exactly the same position that the farmers of Europe found them-
selves in one hundred years ago. The establishment of this principle without
question will enormously strengthen the position of the American farmer in
competition with Europe.

On the other hand, I think it is wise to point out that the Federal Farm
Loan scheme was conceived as a business scheme intended to be self-supporting
and ultimately free from any lien upon the Government. The result is loans
have only been made where the security was of a class to warrant the loan, and
under very rigid terms. While the advantage of interest rates and of amortiz-
ation were made available to the farmers, there was no slackening in the
demand for a proper security for the money loaned. This, in my judgment, is
the real reason why the Federal Land Banks of the north-western states have
not been able to meet the financial needs of these communities. In parts of
these states, at least, a condition of affairs has been reached with regard to
income from land that makes it impossible for money to be loaned by the
Federal Land Banks or any other bank with the security which the law demands.
I feel confident that the major part of the complaints made, and there are
many, against the operation of the Federal Land Banks, is due to the faet that
they have refused to make loans of money against properties that could not
offer sufficient security. In other words they have refused to become philan-
thropic institutions.

2. Short Term and Intermediate Credit

Before entering into a discussion of the organization of the Federal Inter-
mediate Credit Banks, it seems necessary to look broadly at the way the
problem of Short Term Credits for Agriculture has been faced in the United
States. As stated previously, the agitation for a better scheme of rural credits
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involving both mortgage credit and short term credit began many years ago.
In fact, the whole movement for the establishment and maintenance of small
State Banks had behind it the desire to take advantage of the commercial
opportunities which agriculture offered, and, at the same time, to provide better
facilities for agricultural eredit. An illustration of this can be seen in the Bank
Law of the State of Kansas, passed in 1897, which grew out of the agitation
which followed the period of depression from 1891 to 1895. The objects and
methods of the System, as set forth by one of its authors, is as follows:—
(1) To finance the farm efficiently.
(2) To oversee the investment of money in farms so that it would be made
productive.
(3) To supervise the farming operations of the borrower so as to ensure
profitable return.
(4) To compel the majority of the directors of the bank to live at the
place where the bank is located.
(5) To make the capital small so that it eould be put in rural communities,
yet having the competition of nearby banks.

It was believed that, with proper local organization and oversight, risks
could be taken on individuals which a large bank, without the local knowledge
could not afford to take. These banks were deposit banks only, and aimed at
using the local capital available in the development of the local community.
That these banks have flourished side by side with national and private banks,
there is no doubt, and their iocal intimate relation to the local community has
been of immense value. Similar statements could be made with regard to
the other State Banking Systems, at least as operated in most of the Western
States of America. -

The whole matter was brought into prominence again during the crisis of
1907 when so many of the small banks of the United States closed their doors.
This was due largely to the absence of a plan by which the banks in the country
could adjust themselves in relation to each other. Corresponding to the agita-
tion which led ultimately to the establishment of the Federal Farm Loan
Board, there was also an agitation for the securing of better facilities through
which capital might flow from one part of the country to another in times of
stress. In 1909 a Monetary Commission was appointed by the United States
which, after a very intensive study of banking methods in other countries, ulti-
mately brought about the system known as “The Federal Reserve System.”
It was felt at that time that the scheme of small banks scattered throughout the
country, of which there were nearly 30,000, was very effective, in so far as they
related to the local community in which they operated. The absence of some
centralizing agency was very severely felt, however, especially in times of de-
pression. A competent authority has stated these difficulties as follows:—

(1) Decentralization.

(2) Inelasticity of credit.

(3) A cumbersome exchange and transfer system.

(4) Defective organization as regards relation to the Federal Treasury.

With regard to the first of these, it will be only necessary to point out that
the 30,000 banks, each with its eash reserve without any exchange relations
other than through the Clearing House, made the flow of capital from one part
of the country to another almost impossible, and, as few of these banks had
any definite relation to the Treasury, even Government help in emergency times
was unavailable.

The Federal Reserve Act which was approved December 23rd, 1913, aimed
at overcoming these difficulties. It provided for the establishment of twelve
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Fe_dcral Reserve Banks, each to operate in one of the twelve Federal Reserve
Districts into which the contry was divided. In determining the boundaries
of these districts, regard was had to the convenience and customary course of
the business of the country. Each district was made large enough to provide
for the operation of a bank with a minimum capital of $4,000,000. Under the
scheme all National banks were required to become members of the System, and
State Banks and Trust Companies, which complied with certain provisions laid
down by the law, were encouraged to join. Member banks were required to
subseribe to the capital stock of the Federal Reserve Bank in their district
to an amount equal to 6 per cent of the member bank’s capital and surplus.

Only a portion of this has yet been called up, but on November 21st, 1923,
the total capital paid into these banks amounted to $110,103,000.

Less than a quarter of the banks of the United States have become mem-
bers of the Federal Reserve System, but this represents approximately 50 per
cent of the total capitalization of the banks of the United States.

Each of the twelve Federal Reserve Banks is managed by a Board of
Directors elected from the member banks by a special method devised to be
equitable, and are, therefore, democratic in their management.

Above these twelve banks is a central board at Washington known as
“The Federal Reserve Board.” This Board consists of seven members, including
the Secretary of the Treasury, the Comptroller of Currency and five appointed
by the President of the United States with the advice and consent of the Senate.
In addition, there is a Federal Advisory Council consisting of twelve members
appointed by the Board of Directors of the twelve Federal Reserve Banks. The
Federal Reserve Board appoints three of the nine directors of each of the
Federal Reserve Banks, while in turn each Federal Reserve Bank appoints a
member of the Federal Advisory Council, the object being to give complete inter-
communication of ideas within the whole system.

Every bank, or banking association, belonging to the Federal Reserve
System is required to maintain its entire legal reserve in the form of a deposit
in the Federal Reserve Bank of its district. The Federal Reserve Law recognizes.
only one from of legal reserve, that, is, a member bank’s deposit in its Federal
Reserve Bank. They may keep balances in other banks, but their legal reserve,
the reserve which the Government looks upon as the minimum below which
the public interest demands that banks should not go, must all be kept on deposit
in the Federal Reserve Banks, which thus become the reservoir of the reserve
money of the nation. The great purpose to be served by this is that the reserves
are so mobilized in the centre of great districts that they are available at points
in the country where the demand is greatest for them, the Federal Reserve
Banks being permitted to re-discount for one another and for all the member
banks of the system.

Much discussion has taken place with regard to the relation of the Federal
Reserve to agriculpural credit. It is sufficient for our purpose to say that the
Federal Reserve Bank, as the other general institutions deseribed in this report,
does not do business either directly with individual farmers or with individuals
in any other walk of life. The Federal Reserve scheme presupposes that the
farmer or other person borrows through his local bank, which, if they are mem-
bers of the Federal Reserve system, may, in turn, rediscount with the Federal
Reserve Bank, the paper received from customers. The Federal Reserve Act
places certain limitations on the character of the paper to be discounted, but
in reality, as amended in 1919 and 1923, special provision is made for its banks
providing a short term credit for agricultural purpose. For example, any Federal
Reserve Bank may discount “notes, drafts and bills of exchange issued or drawn
for agricultural, industrial or commercial purposes, or the proceeds of which have
been used, or are to be used, for such purposes.” The law does not permit the
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reserve banks to discount paper, the proceeds of which are to be loaned to some
other borrower, or to be used for current investment or for speculation.

“Agricultural paper is given by the Act an important advantage over com-
mercial paper, since the latter can be discounted only for a period not exceeding
90 days, while paper which is issued or drawn for an agricultural purpose, or is
based on live stock, may now be discounted by Federal Reserve Banks even
though it has nine months to run from the date of discount. The Federal Reserve
Board has made appropriate provision for this in its new regulations in which
the definition of agricultural paper has been clarified and broadened so as to
incorporate the latest and most liberal principles adopted by the Board in de-
termining what constitutes agricultural paper. Nine months’ paper will thus be
eligible for discount if the proceeds have been or are to be used by a farmer in
any one or more of the steps of planting, cultivating, hasvesting, or marketing
a crop, or of breeding, fattening, or marketing live stock, and the Federal Reserve
Board has held that the marketing of crops or live stock includes carrying them
for a reasonable time in order to market. them in an orderly manner instead of
dumping large quantities on the market at one time in order to get money with
which to meet current expenses. Under this provision of the law, member banks
which have loaned money for nine months to wheat growers and other farmers
for the purpose of raising, carrying, and marketing their crops, will be able to
rediscount the farmers’ notes with the Federal Reserve Banks.”

Further, under the Federal Reserve Act, as amended by the Agricultural
Credits Act passed March 4th, 1923, co-operative marketing associations can issue
paper which is eligible for discount with maturities up to nine months, if the
proceeds of the paper are advanced to members of the association for an agri-
cultural purpose, or are used to pay members for agricultural products delivered
to the association, or to finance the association in packing, preparing for market,
or marketing products grown by its members. Co-operative marketing associa-
tions are permitted to borrow money to be loaned to the individual members of
the association under certain restricted conditions. In all cases, credit for agri-
culture is extended to nine months instead of ninety days, the assumption being
that the local bank holds the paper for three months and it is carried by the
Federal Reserve Bank for the additional six months. Further, as amended in
1923, the Federal Reserve Banks are permitted to discount sight or demand drafts
drawn to finance shipment within the country of nonperishable and readily
marketable agricultural products. A limit, however, of ninety days is placed
upon such paper. In order to extend the credit facilities of the Federal Reserve
System to smaller banks under the Agricultural Credits Act of 1923, provision
was made to admit small banks whose capital was 60% of the original require-
ment, provided that within a given time the capital was built up to the necessary
requirement under the Act, and for this purpose such banks were authorized to
set, aside 20% of their earned income for the purpose of increasing the capital to
the necessary standard.

The most important provision, however, of the Federal Reserve Act, insofar
as it affected farm loans, was the authorization given to national banks to make
loans for a period up to five years secured by land mortgage. T have referred
to this previously in discussing the question of the national banks. This was
only made possible to the national banks through the Federal Reserve System.
The farmers who need long time loans, therefore, can borrow for five years from
the national banks on the security of their farm lands, and the Federal Reserve
Board has provided in its.regulations that at maturity such loans may be renewed
for an additional five years, although a national bank is not permitted to obligate
itself in advance. I think there can be no doubt that the Federal Reserve System
sought to live up to its responsibilities in connection with short term loans to
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farmers. When the prices fell for farm products in 1920, they immediately began
to increase their loans through the members of the system to help steady
agricultural conditions.

For example, it was many months after the great price decline began before
the loans made from the bank in Minneapolis to the northwest farmers reached
its peak. During the period from March to November, 1920, there was more than
$30,000,000 increase in loans made under the system in the country centering
on \/Ilnneapoll s, and at the end of the period, loans had reached the sum of
$115,000,000. During the same period the Federal Reserve Banks, located in
agrlcultural districts, increased their loans by more than $500,000,000 and thelr
issues of Federal Reserve notes by a nearly equal amount.

There were two principal causes why the Federal Reserve System did not
satisfy the demands of the agricultural districts.

(1) Because a large percentage of the small state banks which do business
with the farmers did not become members of the Federal Reserve System, and,
therefore, were not able to get the required discounting privilege.

(2) Because the length of time for which the rediscounting privilege was
allowed was too short to satisfy the farmer’s requirements.

The former was the fault of the small banks; the latter, if a fault, the fault
of the law itself and not of the administration.

It was because of these circumstances that the agitation took place which
brought about the foundation of the Federal Intermediate Credit Banks described
on the following pages.

THE FEDERAL INTERR&DIATE CREDIT BANKS

The Intermediate Credit Banks were organized for the purpose of providing
credit for periods longer than granted by ordinary banking operations. They
were intended to cover what was spoken of as the barren area of credit between
the three to six months provided under the Federal Reserve System and the
minimum mortgage term. The Act creating them calls for loans between the
period of six months and three years. The Act was passed in the closing days of
the 67th Congress, March, 1923. As the transactions of the Intermediate Credit
Banks are real banking transactions as distinguished from mortgage transactions,
their operations are merely time extensions of the ordinary banking systems of
the country, but related specifically to the service of agriculture. It would
appear for that reason that they might have functioned more easily under the
Federal Reserve System and, the reason for not so doing is not quite appérent.
They are associated, however, with the Federal Land Bank scheme and under
the direction of the Federal Farm Loan Board. Perhaps the chief advantage of
this arrangement is the fact that they will be making banking loans to the same
people who will be taking mortgages under the Federal Land Banks and there
will be some advantage in having the same persons supervising and determining
upon credits to be granted for current account that have already dealt with the
individuals from the point of view of capital loans. From information which I
obtained I concluded that that was the chief advantage of the connection with
the Federal Land Banks and perhaps the further reason that the Federal Reserve
Board wishes to disassociate itself entirely from the operation of loans made for
a longer period than the ordinary term allowed to the Federal Reserve Banks.

Under the Act creating the Intermediate Banks, the Farm Loan Board is
given power to grant charters to twelve institutions to be known as Federal Inter-
mediate Credit Banks. It instructed the Board to establish these institutions in
the same cities as the twelve Federal Land Banks. The officers and directors of
the Federal Land Banks were made ex-officio officers and directors of the several
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Federal Intermediate Credit Banks. Such officers were given authority to create
the necessary machinery and employ the necessary officers for conducting the
business of the Bank as a separate organization from the Federal Land Bank.
These Banks were given authority to act as fiscal agents for the United States
Government and to perform such duties as the Secretary of the Treasury may
prescribe. Accordingly, acting under the authority of the charter, twelve separate
institutions were founded in the summer of 1923.

Capital Stock

In order that capital might be provided for the business of these Banks, the
United States Government was authorized to subscribe capital stock to the extent
of $5,000,000 for each bank and the Secretary of the Treasury was given authority
to take up such portion of this stock as might be deemed necessary at any given
time. This gave a possible capitalization of $60,000,000 subscribed by the
Treasury. On the organization of the banks, the Treasury took up one million
dollars capital stock of each of the banks, holding the balance of $4,000,000 in
reserve to be taken as needed.

The Federal Farm Loan Board was authorized to apportion the joint expenses
incurred in behalf of the Federal Land Banks, the Joint Stock Land Banks and
the Federal Intermediate Credit Banks, all under their jurisdiction, among the
three institutions. After all the necessary expenses are paid, it is provided that
the net earnings shall be divided in equal parts, one-half to be paid into the
United States treasury and the balance into the surplus fund until the amount of
such surplus shall be equal to the subscribed capital stock of the bank. After
this has been accomplished, ten per cgnt only of the earnings is paid into this
surplus, the balance being paid to the United States as a franchise tax. The
monies paid from earnings into the United States treasury are to be used at the
discretion of the Secretary of the Treasury, either to supplement the gold reserve
held against outstanding United States notes, or to be applied to the reduction of
the outstanding bonded indebtedness of the United States. Should a bank be
dissolved, its whole assets become the property of the United States.

Debentures

Under the Act, each Federal Intermediate Credit Bank is allowed to issue
debentures up to ten times the original paid up capital and the surplus of the
bank. As the original capitalization of the twelve banks was $60,000,000, when
fully in operation, they could issue debentures for $600,000,000, making a total
available capitalization when the stock is fully paid up of $660,000,000. It is
provided, however, that the issue of debentures shall be subject to the approval
of the Federal Farm Loan Board and no debenture is to be issued for a period
of longer than five years and only as against cash or discounted paper held by
the Bank. The rate of interest on debentures was fixed, at most not exceeding
gix per cent.

No Government Liability

It is specially provided that the United States Government shall assume no
liability, direct or indirect, for any debentures or other obligations issued under
the authority of the Act. To make this absolutely clear, provision is made
that all debentures or other obligations shall contain in “ conspicuous and appro-
priate language” a definite statement that there is no liability upon the treasury
of the United States.

Rate of Interest :
With regard to the rate of interest charged, definite restrictions are placed
upon it. The maximum rate at which debentures may be issued is fixed at six
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per cent, although the Farm Loan Board is given the power to determine
whether it shall be lower than that, while the Bank itself must not charge a
rate of discount of more than one per cent in excess of the late debenture issued.
This fixes a maximum of seven per cent on discounted paper. In discounting
paper for such organizations as shall be described hereafter, the Kederal Inter-
mediate Credit Bank is not permitted to discount for any borrower who charges
a rate of interest of more than one-half of one per cent above the discount rate
fixed by the Intermediate Credit Bank. The Bank is permitted to purchase in
the open market at par, or below, its own debentures before maturity.

Discounting Privileges

These Banks are allowed a very considerable discretion in the matter of
bank business. For example, they are allowed to discount for or purchase from
any National Bank or any State Bank, trust company, agricultural eredit cor-
poration (hereafter described) incorporated live stock loan company, savings
institutions, co-operative bank, co-operative credit or mortgage association of
agricultural producers, organized under the laws of any State, with their en-
dorsement, any note, draft, bill of exchange, ete., or other such obligation, the
proceeds of which have been advanced in the first instance for any agricultural
purpose or for the raising, breeding, fattening or mortgaging of live stock.

They are further authorized to make loans or advances direct to any
co-operative association organized under the laws of any state and composed of
persons engaged in producing, or producing and marketing staple agricultural
products or live stock, if the notes or other such obligations representing the
loans are secured by warehouse receipts, or shipping documents, or both, cover-
ing such products, or mortgages on live stock, provided that the loan does not
exceed 75 per cent of the market value of the product. The only restriction
placed upon the amount of such discounted paper which the Federal Inter-
mediate Bank can hold is the limitation (1st) of its own capitalization, and
(2nd) no institution can rediscount for more than twice the amount of its
unimpaired capital and surplus.

Mutual Liability

As in the case of the Federal Land Banks, mutual liability is established
ag between the twelve Banks. Clearly, the purpose of this is to enable the
hanks to secure equal credit facilities in the money markets of the country.
This liability is set out in Section 207 of the Act, as follows:—

“That any Federal Intermediate Credit Bank issuing debentures or
other such obligations under this title shall be primarily liable theréfor,
and shall also be liable, upon presentation of the coupons for interest
payments due upon any such debentures or obligations issued by any
other Federal Intermediate Credit Bank and remaining unpaid in con-
sequence of the default of the other Federal Intermediate Credit Bank.
Any Federal Intermediate Credit Bank shall likewise be liable for such
portion of the principal of debentures or obligations so issued as are not
paid after the assets of such other Federal Intermediate Credit Bank
have been liquidated and distributed. Such losses, if any, either of
interest or of principal, shall be assessed by the Federal Farm Loan
Board against solvent Federal Intermediate Credit Banks liable there-
for in proportion to the amount of capital stock, surplus, and debentures
or other such obligations which each may have outstanding at the time
of such assessment. Every Federal Intermediate Credit Bank shall, by
appropriate action of its board of directors duly recorded in its minutes,
obligate itself to become liable on debentures and other such obligations
as provided in this section.”
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The tax exemption privilege accorded to debentures issued under the
Federal Land Banks is also granted to the debentures issued under the Federal
Intermediate Credit Banks. This is set forth in Section 210 of the Act, as
follows:—

“That the privileges of tax exemption accorded under Section 26 of
this Act shall apply also to each Federal Intermediate Credit Bank, in-
cluding its capital, reserve or surplus, and the income derived therefrom,
and the debentures issued under this title shall be deemed and held to
be instrumentalities of the Government and shall enjoy the same tax
exemptions as are accorded farm loan bonds in said section.”

The scheme of the Federal Intermediate Credit Banks in regard to thLe
individual borrower is identical with that under the Federal Land Banks, that is
to say, no individual can have direct access for borrowing purposes to the
Bank. All loans made must be rediscounted loans made to a responsible corpora-
tion which in itself assumes responsibility for the payment of the loan, so
that a borrower must find his way to the Federal Intermediate Credit Bank
through other organized financial machinery. In order to make comprehensive
machinery for this purpose, the Act authorizes the creating of

NATIONAL AGRICULTURAL CREDIT CORPORATIONS

These are organizations corresponding to the local associations under tle
Federal Land Bank. These National Agricultural Credit Corporations, how-
ever, are much more highly organized institutions than the local associations
under the Federal Land Banks.

The manner of the formation of these organizations is described in the Act
4s follows: “That corporations for the purpose of providing credit facilities
for the agricultural and live stock industries of the United States, to be known
as National Agricultural Credit Corporation, may be formed by any numler of
natural persons, not less in any case than five. Such persons shall enter into
articles of association which shall specify the object for which the corporation is
formed. Such articles of association shall be signed by the persons intending
to participate in the organization of the corporation and be forwarded to the
Comptroller of the Currency to be filed and preserved in his office.”

The organization certificate and the articles of association must be ack-
nowledged before some judge of a court of record or motary public before
submission to the Comptroller of the Currency for approval. On the approval
of the Comptroller of the Currency, such an association becomes a corporate .
body with well defined powers in relation to financial operations. For example,
they are allowed:—

(1) To make advances upon, to discount, rediscount, or purchase and to
sell or negotiate, with or without its endorsement of guarantee, notes, drafts,
or bills of exchange and to accept drafts or bills of exchange, which (a) are
issued or drawn for an agricultural purpose or the preceeds of which have been
or are to be used for agricultural purposes, (b) having a maturity at the time
of discount, purchase, or acceptance not exceeding nine months, and (c)
are secured at the time of discount, purchase or acceptance by warehouse
receipts or other like documents, conveying the title to non-perishable and
readily marketable agricultural products, or other instruments of like guarantee.

- (2) To make advances upon, or to discount, rediscount, or purchase and
to sell or negotiate with or without its endorsement or guarantee, notes secured
by chattel mortgages, conferring on first lien upon maturing, or breeding live
stock or dairy herds and having a maturity at the time of discount, redlscount
or purchase not exceeding three years. .
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(3) To subseribe for, acquire, own, buy, sell and otherwise deal in treasury
certificates of indebtedness, bonds or other obligations of the United States
to such extent as its board of directors may determine.

(4) To act when requested by the Secretary of the Treasury as a fiscal
agent of the United States and to perform such services as the Secretary of
the Treasury may require in connection with the issue, sale, redemption or
re-purchase of bonds, notes, treasury certificates or other obligations of the
United States.

There is much additional authority given for conducting ordinary business,
but the most outstanding one is their right, subject to regulation of the Comp-
troller of the Currency, to issue collateral trust notes or debentures with
maturity not exceeding three years and to pledge as security for such notes
or debentures financial paper held by the corporation. It is specially stated, -
however, that ¢ the United States Government shall assume no liability direct
or indirect for any debentures or other obligation issued under this title and
all such debentures and other obligations shall contain in conspicuous and
appropriate language to be prescribed in form and substance by the Comp-
troller of the Currency and approved by the Secretary of the Treasury, a clear
indication that no such liability is assumed.”

Capital Stock

The National Agricultural Credit Corporation is not permitted to do busi-
ness until it has paid up capital of $250,000; which must represent at least 50 per
cent of the authorized capital stock of the corporation. The remaining 50
per cent must be paid within six months after the beginning of business. Such
a corporation is allowed to make loans to the extent of ten times its paid up
capital.

Rate of Interest

With regard to interest rates it must submit to the laws of the state in
which the corporation is located. A special penalty is imposed, should at any
time, or by any means, direct or indirect, a rate of interest be charged greater
than that allowed by the State law. If this is knowingly done, the corporation
forfeits the entire interest of the debt and has no power of collection and,
further, the person who was charged the interest, if paid, has the right to recover
in action twice the amount of the interest thus paid to the corporation, provided
legal action is commenced within two years—a very definite and rigid provision.

I think sufficient has been said to show that the National Agricultural
Credit Corporations are intended to occupy a very large place in the financing
of agriculture. While they function through the Federal Intermediate Credit
Banks and constitute an intermediary between the bank and the individual,
they differ entirely from the local associations under the Federal Land Bank in
that they are private corporations for profit-making purposes, doing business
for agriculture under certain definite restrictions with regard to interest charges
and security placed upon them by the Treasury of the United States.

Credit Corporations Formed by Banks

There is one special provision to which, perhaps, attention should be called,
viz., that any particular bank of the Federal Reserve System may file application
with the Comptroller of the Currency for permission to invest an amount not
exceeding in the aggregate ten per cent of its capital stock and surplus in the
stock of one or more of the National Agricultural Credit Corporations. As a
matter of fact, while it may have been intended originally that these corporations
should be corporations formed from among the larger producers on the land

1—7
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and local financial men, in many localities the banks have taken the initiative
in their organization, the reason for this probably being that while the banks
themselves are only permitted to rediscount with the Federal Intermediate
Credit, Banks up to twice their paid up capital and surplus, these institutions
are permitted to re-discount-up to ten times their paid up capital and sur-
plus.  The debentures issued by these corporations are not free from taxation,
but are subject to the laws of the state in which they operate.

There has not yet been time to determine to what extent these institutions
will function as practical institutions. So far as I know the only ones operating
were organized through the agency of the banks for the purpose above mentioned.

The twelve Federal Intermediate Credit Banks were promptly organized
after the passage of the Act, March, 1923. The following figures will show how
far they have functioned as business organizations. The statements are as at
February 29, 1924.

Direct loans and discounts have been made to the amount of. $41,409.368.00
This amount was loaned out at the banking centres as follows:—

el T N a 7o L ars B R e a7 550 00
Baltyatord.t. HaL PO AR T S i O IR R0 . 6,511,150.00
IColmabin. o, . . wsiwda. 15060 Lot o UNERR. 24 TE TMIMTE B4 4,683.355.00
g R e e st S ion & REU RN ARG SRR it 2,210,406 .00
N A A g o o oo M S . S L 6,164 .816.00
8t. Lo ONAL ACBIGULIURAL LRI LRI 3 1,176,607.00
8t PPaar ] AN SUU B QUMEIUN IO HLEES NI 2,659,620.00
Oitinha s JFHI UYL 354 DA FIRA) L, W LE M 230 3.262,258.00
Mliehita, o'l . . LEGILcinarsis conl i e sdndnigy 4 B3 am s 4.465,676.00
Hanstend. 1:. oaimsiuad- skt daide st gie bk 3,433,177.00
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These banks had outstanding on the same date debentures

smeinting g e tioim -fonLhd cauriviea, ol ntovidag 357601000 100

These debentures are short term debentures and are sold generally to banks
for short time investments. The price so far has been good, as the Government
capitalization of $60,000.000 gives them special security. No one can foretell
what would happen should their sale greatly exceed that amount. It is difficult
to say what the future has in store for them, as the lengthening of the Federal
Reserve discount, time to nine months may greatly interfere with their develop-

ment.

War Finance Corporation

In the foregoing I have not discussed the operation of the War Finance
Corporation, which, by assisting the small banks, and co-operative organizations
and Live Stock Loan Companies, has co-operated in carrying agriculture for the
past few years. It is not part of the permanent financial system of the country.
It was intended to close its operations on the 1st of February, 1924, but because
of agricultural conditions in the Nerthwestern States, Congress recently extended
its life until 31st December, 1924. The figures in connection with its work
will, however, be of significance as during its existence it has been a very great
assistance in financing agriculture.

From the time authority to make loans to agriculture was granted in August,
1921 to November 20, 1923, advances in the interest of agriculture were made
as follows:

To banking and financial liabilities.. .. .. .. .. .. $169,708,000
To Live Stock Loan Companies.. .. .. .. .. .. .. 80,096,000
To Co-operative Marketing Associations. . 37,936,000
Making a total of.. .. . 287,740,000

Of this there has been repaid.. .. .. v .o .o vsve .o 211,345,000
Oreetanding’ iz, o. tiuramn dspadns oo ve vy =% ol 76,395,000
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Like all the other institutions described, the War Finance Corporation acts
only through organized financial institutions.

The following diagram shows the relation of the various institutions to
the Farm Loan Board and to each other, with the minimum capitalization.
Tracing backward, it also shows the steps through which the application of the
borrower must go to secure final action. It will be seen that except in the case
of the Joint Stock Banks which are private institutions under special regulations,
the farmer only gets access to the lending authority through local organizations.

FARM LOAN BOARD

80 Joint Stock 12 Federal Land Banks " 12 Intermediate Credit Banks
. Banks (Capital $750,000 (Capital $5, 000,000 eac :)
(Capital $250,000 each) 5%, of loans each)
]
Farmer
5,000 National Farm Agents in Small National Trust
Loan Associations Special Banks Agricultural  Companies,
Min. loans $20,000 Cases Credit ete.
or capital $1,000 Associations
(Capital
$250,000)
Farmer Farmer Farmer Farmer Farmer

7%
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Rural Credits by State Governments

In addition to the provisions made, as set forth in the foregoing under the
Federal Government, many of the State governments of the United States have
arranged for mortgage loans, some of these making provisions to raise money by
debentures and others authorizing the State Treasury to make loans from special
funds, generally from the permanent educational funds of the state.

The States of Idaho, Indiana, Towa, North Dakota, Oklahoma, Oregon,
South Dakota and Utah have made provision in their constitutions for loaning
money to farmers on mortgage credit. Most of these make their loans out of
certain specified funds, generally, however, the permanent educational funds of
the State, or monies derived from the sale of State lands. Considerable sums
of money have been lent out under these various provisions. There are a few,
however, that 1 think deserve special mention.

The State of Arizona, in 1915, passed a law -authorizing loans to be made
in farm mortgages from the moneys secured from the sale of lands owned by the
State.

A State Land Settlement Act was passed in the State of California in 1917,
having for its purpose “ the permitting of closer agricultural settlement, assisting
deserving and qualified persons to acquire small improved farms, providing
homes for farm labourers, increasing opportunities under the Federal Farm Loan
Act and demonstrating the value of adequate capital and organized direction
in subdividing and preparing agricultural land for settlement.”

Perhaps the most conspicuous examples of this sort of effort are to be found
in South Dakota and Minnesota. In South Dakota, the State constitution
provides that permanent school funds may be invested in first mortgages on
farm lands and, under this provision, over six million dollars had been loaned
on mortgages before 1912. 1In 1917, however, the legislature passed an Act
establishing a system of rural credits for the State, creaving the Rural Credits
Board for the purpose of “ maintaining a system of rural credits and providing
for the loaning of money bysthe State of South Dakota upon real estate within
this State,” and, in addition, “ authorizing the State of South Dakota to borrow
money on its warrants and bonds secured by the good faith and credit of the
State.”

The purposes for which these loans may be made are almost identical with
the purposes stated in the Act creating the Federal Farm Loan Board. There
is this distinction, however, that loans may be made up to seventy per cent of
the value of the land and forty per cent of the insured value of the improvements
as against fifty per cent and twenty per cent under the Farm Loan Act. Loans
run from five to thirty-five years and are paid on the amortization principle. I
have not been able to get the exact amount of loans under this scheme, but I
was informed that it probably amounts now to $40,000,000. As the interest
charges must be paid by the Government, the State is at the present moment
embarrassed, as a consequence.

- The State of Minnesota, in 1923, passed an Act creating a rural credit system
“ for the loaning of money by the State of Minnesota upon real estate within the
State, authorizing the State of Minnesota to borrow money on its certificates and
bonds secured by the good faith and credit of the State for the purpose of main-
taining such system of Rural Credits.” Here again the provisions regulating the
purposes of loans are almost identical with those of the Federal Farm Loan
Board. They provide for the purchase of equipment and live stock, buildings on
improved farms, liquidating indebtedness on farms, and for part payment of the
purchase price of improved farms, provided always that the property is occupied
by the owner. Loans are limited to sixty cent of the value of the land plus
thirty-three per cent of the value of the improvements and the limits between
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which loans may be made are $500 and $15,000. The money in this case, as in
South Dakota, is raised directly by the State Treasury and made available to the
board of management, for loans. This system has been in operation for less than
a year, but has already loaned out approximately eigth million dollars with a
limit to their borrowings for the time being of forty million dollars. In January,
1924, Minnesota was disposing of its bonds at 44 per cent par and was making an
additional bond issue for this purpose of ten million dollars. Loans were being
made to farmers on an amortization scheme for 354 years at 5% per cent interest
plus amortization charges, 4+ per cent less than the Federal Farm Loan Board.
In reality, this Minnesota system is just duplicating the work of the Farm
Loan Board and was brought about because of the conviction on the part of
some people in the legislature that the Farm Loan Board was not generous enough
in its lending policy and because the machinery through which it was working
was said to create delays in the securing of loans.

The total amount advanced on Farm Mortgages under the various State
systems is at the present moment not far short of $100,000,000.

In concluding this section, I think a word about the general financial con-
dition of agriculture in the United States may be permitted. In spite of all that
has been done to provide credit, great distress still prevails, especla_,lly in the
western and north-western states. As none of the larger organizations under
Government auspices are permitted to deal directly with the individual, an effort
is now being made to find a more direct way to help, especially in assisting those
in the grain growing areas, who wish to develop diversified farming. A bill to
grant $50,000,000 for this purpose was recently defeated by the Senate of the
United States. The President has appealed to the Chairman of a new financial
organization known as the Agricultural Credit Corporation, capitalized at
$10,000,000, to undertake the responsibility of individual loans, suggesting that
under proper regulations, the War Finance Corporation would be willing to make
substantial advances for the purpose.

In the meantime, there is a great exodus from the land to the cities, especially
in the above mentioned states. In his report to the President on the matter,
Mr. Henry C. Wallace, Secretary of Agriculture for the United States, stated
that over a million people left the land in 1923. Recently, representatives of a
number of the leading farm organizations in the United States have published
an open letter to “the President, the Congress and the People of the United
States”, in which the statement is made that farmers were forced from their homes
during 1923 at the rate of 100,000 per month and “the process still is under way
in all its cruelty”. “Country conditions”, it is said, “cannot be told in words.
The hundreds of broken banks are real, but the suffering which followed them
is hidden in the haze of distance. Unceasing toil of millions of people, futile
attempts to protect family and property is lost without recognition. The reason
for all this remains unchecked, although it has existed for five years.

“The cause is evident. A disordered world emerging from war and handi-
capped by man-made barriers across channels of international trade proves
unable to absorb the surplus production of our farms and our industry at prices
commensurate with American standards. An elaborate structure of economic
protection is provided for industry and labour but does not reach the farmer.

“The remedy is as obvious as the cause. It rests in the application of
effective protection of the farm equally with those of other industry. The
establishment of domestic markets for farm crops on an American basis, apart
from world conditions, to conform with like markets already provided for
American manufacture and American labour.”

The remedy proposed is that the United States should shut herself off from
trade contact with the outer world. This would appear to be the remedy of
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despair. In reality, there are two causes, one of which is touched upon in the
foregoing quotation, viz., the disorganized state of the world markets, resulting
from the world war and the inability of Europe to feed herself at the American
cost of production. The second cause, however, is found in the fact that during
the war, the high prices of products led to the purchase of land under conditions
which made profitable cultivation impossible in normal times. This was further
accentuated by the agricultural development of areas for cereal crops, hitherto
unused and wholly unsuited for the purpose. I would respectfully suggest that
in this there is a lesson for Canada.
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SECTION V

RURAL CREDIT IN THE DOMINION OF CANADA

The discussion of the problems in connection with rural credit in Canada
is of long standing. Many years ago, in some of the provinces of Canada an
effort was made to meet the requirements of the small town and country
districts by means of a system of small banks. For reasons which it is unneces-
sary to discuss in this report the scheme failed in Canada and our banking
history, as a consequence, runs along a line entirely different from that of our
friends in the United States. Canada followed the European especially the
English tradition of establishing large central banks, operating through branches
established in localities where the establishment of such branches appeared to be
warranted economically. The Canadian banking system went through a period
of ups and downs as did the banks of the United States, having its times of
great success and periods of prosperity and its times of failure in periods of
great depression. In the early days the demand among the farmers for credit
from the banks was not great, but, as the days went by, the same kind of
conditions that produced the increased demand for Agricultural Credit in the
United States inereased the demand in Canada and the agitation in favour of a
special system for financing agriculture followed closely the history of the same
movement in the United States.

Up to the present time no general system of Agricultural Credit either for
Long Term or Short Term Credit has been established. Efforts have been made
from time to time to secure legal standing for Co-operative Credit Societies on
the European model, but have so far failed of recognition, as far as the Federal
Parliament is concerned.

On three occasions bills have been presented to Parliament, but did not
secure authorization. These bills were:—

_1. Bill 26, 1909-10. An Act Respecting Co-operative Credit Societies.
2. Bill 11, 1910-11. An Act Respecting Co-operative Credit Societies.
3. Bill 194, 1914.. An Act Respecting Co-operative Credit Societies.

So far, therefore, as the Federal Parliament is concerned, organized Long
Term Credit is a private enterprise in the hands of the mortgage companies and
insurance companies and Short Term Credit in the hands of the banks.  No
effort to meet the requirements of what is called Intermedite Credit has been
made, except by the banks.

In most of the provinces of Canada, however, effeorts have been made to
organize all these forms of credit. These efforts are discussed in what follows.

British Columbia

So far as I am aware, the first effort to establish some system of Rural
Credits in Canada was tried out in British Columbia. In 1897-8, a demand
was made in the Province of British Columbia for cheaper money than that
provided by the ordinary banks and loan companies for agricultural purposes
and an Agricultural Credits Act was passed by the British Columbia Govern-
ment in 1898. This Act was based on the agricultural system of Germany.
Its author was Mr. R. E. Gosnell, who was then in the service of the British
Columbia CGovernment. Under this Aect, the Government of British Columbia
took power to loan money to associations of farmers of twenty or more members
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for specific purposes, including fencing, draining, purchase of live stock, farm
implements, etc., to persons, who, having pre-empted land, had worked upon it
long enough to secure their grant from the Crown as well as to other farmers
who had already had their lands under cultivation.

The scheme was an unlimited liability scheme. The money was to be
loaned to an association of borrowers, who, following the practice of the
Raiffiesen system in Germany, were authorized to loan money to members on
the endorsation of two of their number. The Government undertook to loan
to the Association at 3% per cent and to allow the Association to charge its
members 5 per cent, the 1 per cent margin being allowed for expenses and to
create a reserve fund for possible losses. This Act was passed as a result of
a good deal of agitation, but no loans were ever made under it for the simple
reason that the farmers were not prepared to accept the co-operative principle
involved in it.

Later on, two special Acts affecting agriculture were passed and, with
amendments made from time to time, are still in operation in the province.
The first was passed on March 6th, 1915, and is entitled “ An Act Respecting
Agriculture and Providing for the Incorporation and Organization of Agricul-
tural Associations and Making Provision for Agricultural Credits”. It is
cited as “ The Agricultural Act, 1915”. The other, passed in May, 1917, is
entitled “ An Act to Promote Increased Agricultural Production” and is cited
as “ The Land Settlement and Development Act”. Both of these acts provide
for Long Term Mortgage Credit and also for Short Term Credit under certain
specified conditions.

Agricultural Aect, 1915

Under this Act, there is created an Agricultural Credit Commission, con-
sisting of a superintendent who shall be, ex-officio, a director, and four other
directors, who together constitute a body corporate with the usual powers to
conduct a lending business as described in the Act. The superintendent holds
office for ten years, unless removed as a result of action in the Legislative
Assembly. Two of the directors are appointed for a period of ten years under
the same conditions, but they must be engaged in the occupation of farming;
the other two directors are the Deputy Minister of Finance and the Deputy
Minister of Agriculture.

All regulations made by the commission for the conduct of business, all
fees payable, etc., are subject to confirmation by the Lieutenant Governor in
Council. Provision is made for the usual methods of carrying on the business of
such an organization.

Working Capital

The working capital of the Commission is such as is raised from time to
time by the issue of securities and such money as may be appropriated from
time to time by the Legislative Assembly and such money as otherwise becomes
available under repayment and other funds. All securities sold are sold by the
Department of Finance of the Province and are unconditionally guaranteed by
the Province. The Board works in the closet possible association with the
provincial authorities. It, however, is authorized to keep its own accounts and
to make its own banking arrangements subject to the approval of the Govern-
ment. Provision is made in the usual way for sinking funds and reserve funds
to cover accruing securities.

Under the Act, the Commission is authorized to accept as security for loans
first mortgages upon agricultural land in the Province of British Columbia
free from all encumbrances, liens, and other interests, except where special
provision is made to the contrary. j
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The loans are made for the following purposes:—

(a) The acquiring of land for agricultural purposes and the satisfaction
of encumberances on land used for such purposes;

(b) The clearing of land, draining, dyking, water-storage and irrigation
works;

(¢) The erection of farm buildings;

(d) The purchase of live stock, machinery and fertilizers;

(e) Discharging liabilities incurred for the improvement and develop-
ment of land used for agricultural purposes and any purpose calculated
to increase land productiveness;

(f) And any purpose which in the opinion of the Commission will increase
the productiveness of the land in respect of which the loan is proposed;

(g) Carrying out the objects of any association, subject to approval by
Order in Council as hereinafter provided;

(k) Taking over in whole or in part and with the approval of the Lieutenant
Governor in Council, by Order in Council, any existing loan by the
Crown in right of the Province of British Columbia to any associa-
tion or any debentures issued by any association.

No loan is granted for an amount exceeding sixty per cent of the appraised
value of the land offered as security for the loan, the value to be calculated on
the basis of productiveness.

Loans are granted only to persons engaged in agricultural pursuits, and all
officers and directors of the company are prohibited from receiving loans.

Loans may be made as long term loans or as short term loans or for a single
season, in every case being covered by the mortgage. The rate of interest is not
fixed, but it must not exceed more than one per cent of the actual interest paid
on the securities upon which the money was raised. Long term loans must be
paid back by amortization in either 36% years, 30 years or 20 years. Short term
loans must not exceed in amount $2,000 to an individual or $10,000 to an
association. Such loans must not be for less than three years or more than ten.
Single season loans may be made secured by promissory note and by a mortgage,
the total amount to a person or dividual being the same as above.

Power is given under the Act for increasing loans on a basis of improved
condition of property or in recognition of instalments already paid.

Rigid provision is made in case of a loan not being applied to the definite
purpose for which the loan was granted. The Commission may by giving one
month’s notice enter upon the property and sell either by private sale or public
auction without recourse to law the property of the borrower.

Up to the end of 1922, loans were granted under the Act amounting to
$1,073,300.00, and there was outstanding $691,250.00 with overdue interest
amounting to $32,152.53.

Most of the money loaned has been used in refunding accumulated debts.
The Act has not produced satisfactory results.

When the Agricultural Act of 1915 was passed, previous Acts bearing upon
the same subject were repealed.

Land Settlement and Development Act, 1917

The Land Settlement and Development Act was passed in May, 1917, and
amended in 1918, 1919 and 1920. Under this Act, there was created in the
Department of Agriculture or in the Department of Lands, as might be deter-
mined by the Lieutenant Governor in Council, a Land Settlement Board, con-
sisting of one or more members appointed by the Lieutenant Governor in
Council.
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To this Board, on the authority of the Lieutenant Governor in Council, the
Minister of Finance is authorized to pay from time to time, out of the con-
solidated revenue of the Province, any monies appropriated by or under authority
of the Legislature for the purposes of the Board. These advances are to bear
interest at a rate fixed by the Lieutenant Governor in Council from time to
time.

All salaries and other expenses incurred by the Board for the administration
of the Act are paid out of the money so advanced.

The Board is authorized to make loans, subject to the regulations of the
Board to any person or association on first mortgage security upon agricultural
land in the province, if it be free from encumbrances other than liens to the
Crown, that is to say:—

(a) Land held in fee simple.

(b) Land held by record of pre-emption under the Land Act.

(¢) Land held by certificate of purchase on deferred payment.

Further, the Board is authorized to make loans by security on mortgage
to Associations incorporated under the Act of 1915 of a sum not exceeding 60
per cent of the cash value of the Association’s property.
Under this Act, loans are made for the following purposes:—
(a) For any purpose which in the opinion of the Board will maintain or
increase agricultural or pastoral production;
(b) For earrying out the objects of any association, subject to approval
by Order in Council;
(¢) For taking over in whole or in part, subject to approval by Order in
Council, any existing loan advanced by the Crown in right of the pro-
vince to any association or any debentures issued by any association.

Before the granting of a loan, certain definite regulations with regard to
valuing security have to be carried out.

All mortgages under this Act contain the personal covenant of the borrower.
The borrower is also required to keep insured all destructible property.

The rate of interest on these loans is fixed from time to time by the Lieu-
tenant Governor in Council, but must not exceed by more than one-half of
one per cent the actual amount paid by the Government for the money.

Two kinds of loans are made:—

(1) Loans which may run either 25, 20 or 15 years, the annual collections

being sufficient to amortize the loan within the period.

(2) Loans which may run from three to ten years and are described as

short-dated loans.

These loans are limited in amount not to exceed $5,000 to an individual or
$10,000 to an association. They are not amortizable, but are subject to the
conditions ereated by the Board.

Under this Act, in case of default in making payment, the Board may enter
upon the property for collection without recourse to a court of law.

Under this Act, there was outstanding at the end of 1922, on principal,
$627,615.00, and overdue interest of $34,486.00.

Under both of these Acts, the money borrowed has been used largely in
paying off existing liabilities, genera,lly in favour of mortgage companies.

It is stated by the British Columbia authorities that the most satisfactory
borrowers are those starting on new land with a certain amount of capital,
in which case the loan is made for some specific improvement.

These organizations are apparently not destined to play a very important
part in the farm mortgage business in British Columbia.
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Quebec

The first successful effort to introduce the principle of the small bank for
rural purposes in Canada was made in the Province of Quebec. The late M.
Alphonse Desjarding, a resident of the town of Lévis, after a careful study of
the systems of small banks in operation in Europe, decided to introduce into
Quebec a system of “Peoplu s Banks”, the “Caisses Populmres after the model
of the “People’s Banks” in Italy.

The first bank was organized under the scheme on December 6th, 1900, in
the town of Lévis.

The conditions making possible the success of such a scheme were present
in the Province of Quebec as in no other province in Canada. The social, racial
and religious unity that exists there made it easy for groups of people to
co-operate on a common idea.

These banks were finally organized by law and operate under the Quebec
Syndicates Act passed in 1906 and amended in 1919. Since 1915, they are
obliged to make an annual report on their operations to the Secretary of the
Province and the Bureau of Statistics is obliged to collect and compile reports
for publication in the statistical year-book.

These banks are not strictly rural institutions, that is to say, they admit
to membership persons who are other than farmers, but, in reahty, they work
out to be more largely in the interest of farmers than any other class, because
of the high percentage of farmers composing the membership. While they do
not specially aim to do mortgage business, loans are made on first mortgage on
immovable property. In addition, they make loans to their members on per-
sonal security.

Each bank works in a small restricted area, where the personal character
and integrity of the individuals are well known, so that the risk on loans is
exceedingly small. The capital for the individual banks is raised by selling
shares of five dollars each and by receiving deposits, upon which savings bank
interest rates are paid. Both shares and deposits may be withdrawn on de-
mand. The liability of the shareholder of the bank is limited to the value of
his shares in the bank. It was believed by Mr. Desjardins that it would be
impossible to have an unlimited ligbility scheme in Quebec as in Europe and
that was probably his real reason for selecting the Italian model rather than the
German model for his banks.

Management

Each bank is administered by a board of management composed of at least
five members. There is a committee on credit composed of at least three mem-
bers.  This committee examines and approves, or disapproves, the loans re-
quested by shareholders. None but shareholders are allowed to borrow. There
is a board of supervision composed of three members, who are responsible for
checking the value of the securities and checking accounts. No member
of any board is permitted to borrow. They give their services gratuitously.
All officials are obliged to reside in the parish or city where the bank is founded.
The manager may be paid a salary.

Each bank is required to deposit at least ten per cent of its annual net
profit in a reserve fund. The balance is distributed among the shareholders as
a bonus or dividend. The shareholders receive a dividend on their investment,
varying from 4% per cent to 8 per cent. Depositors are paid from three to four
per cent on thelr deposits.

In 1922, there were 111 of these banks in existence in Quebec with 32,173
shareholders or members. 30,583 persons held deposits in these banks. Loans
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were granted that year to the number of 13,367 and to the amount of $2,891,092.
The total business transactions for that year amounted to $11,148,323.00 and
the profit realized on the transactions was $334,395.00

The one thing necessary to make this system complete, following the
European model, would be a central bank through which the individual banks
could co-operate in the interests of each other.

When it is recalled that, when the first bank was started at Lévis on
December 6th, 1900, the total first collections amounted to $26.00 and that
this bank in 1922 had on loan $304,043.84 to over one thousand borrowers and
showed a gross profit for the year of $64,243.00, while the entire system had
done business as stated above, I think it would be admitted that this is a finan-
eial achievement of a very high order and justifies the faith of Mr. Desjardins
and his associates when, in order to relieve the small farmers and working people
of the Province of Quebec from the pressure of high interest rates, they under-
took to found the system of People’s Banks.

Nova Scotia

The next legislation in Canada in the direction of organizing rural credit
was passed in Nova Scotia in 1912, entitled “An Act for the Encouraging of
Settlement on Farm Lands.” This Act was amended in 1913 and again in 1915
and again in 1919. In addition, a special Act was passed in 1919 entitled “An
Act to provide Loans to Agriculturists upon the Security of Farm Mortgages.”

Long Term Loans

Under the Act of 1912, “An Act for the Encouraging of Settlement on
Farm Lands”, and its amendments, the following methods are provided for
making loans to settlers or farmers:—

(a) Through the medium of a loan company through which a borrower
can obtain up to eighty per cent of the appraised value of the farm
land to be mortgaged, the Governor in Council giving the company a
guarantee against loans up to forty per cent of the appraised value of
the farm. :

(b) The Governor in Council is authorized to purchase real estate in farm-
ing districts, sub-divide it into farms or lands, repair, alter, or erect
buildings and till and seed the land and sell the real estate, stock and
improvements to settlers. Any approved loan company may be em-
ployed to act as agent in the taking of securities and the taking of
principal and interest. There is also a provision giving the Governor
in Council power to purchase stock and improvements on chattel
mortgage. Under this Act loans to the amount of $152,000 have been
made to seventy-one farmers.

The Act of 1919, “An Act to Provide Loans to Agriculturists Upon the
Security of Farm Mortgages,” provides for the appointment of a Board of three,—

(a) To lend money to agriculturists on the security of first mortgage on
farm lands.

(b) To acquire, hold and dispose of real estate as may be required.

(¢) To borrow money to carry out the objects of the Board, to hypothecate,
pledge and mortgage its real property, and to sign bills, notes and
contracts and for evidences of debt or securities for monies borrowed by
the Board for the purposes aforesaid.
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(d) To make provision for the placing of returned soldiers or other persons
with farmers, in order that they may be instructed in farming, and

(e) To make loans to a farmer who desires to erect a dwelling house on his
farm for the occupation of any person employed by him as a farmer.

The period of a loan can be for thirty years, the amount loaned not more
than seventy per cent of the value of the property, the interest at a rate sufficient
to pay the interest on the money borrowed and the cost of raising the money
by the Provincial Treasurer. This latter Act, has, however, never been put
into operation.

New Brunswick

The New Brunswick Legislature passed in 1912 “An Act to Encourage the
Settlement, of Farm Lands.” This Act created a Farm Settlement Board with
powers to purchase land in the Province suitable for farming, to improve the
same, to erect houses and farm buildings thereon and to sell these lands to bona
fide settlers. Settlers were required to pay 25 per cent of the purchase price in
cash, where the property was valued at less than $1,000, and 35 per cent if valued
at more than $1,000. The interest rate was fixed at 5 per cent. The purchase
price must be paid at stated periods, the limit for final payment being ten years.

Under this Act, in the last five years, about fifty loans have been granted.
At the end of 1922, $80,439.55 was outstanding in loans. At no time have the
outstanding loans under this Act exceeded $130,000.

In April, 1923, a new Act was passed in the province of New Brunswick,
known as the “Farmers’ Relief Act.” Its aim was to relieve farmers from financial
embarrassment, to encourage agricultural development by providing for loans
upon farm mortgages atj reduced rates of interest. Under this Act, municipalities
are authorized to borrow up to 75 per cent of the total value of the real estate in
the municipality for the purpose of making loans to farmers residing within the
municipality. A Farm Loan Board is authorized, consisting of three persons, two
of whom may be members of the Municipal Council. This Board makes all
necessary regulations regarding loans. The loan to the individual must not
exceed 75 per cent of the value of the farm land owned by the borrower within the
municipality; must be secured by a first mortgage and repayable by an amorti-
zation plan not exceeding thirty years. The maximum interest allowed is 6
per cent par annum,

Loans are made for the following purposes:—

(a) The discharge of liability incurred for the improvement of land used

for agricultural purposes; .

(b) The acquiring of land for agricultural purposes and the satisfaction of

encumbrances thereon;

(¢) The clearing and draining of land, the erection of farm buildings, the

purchase of live stock and implements.

Money is raised under the provisions of the Municipality Debentures Act
of the Province. :

I have not been able to obtain information as to the number and amount of
loans made under this Act.

Ontario

Three separate acts with respect to Rural Credit have been passed in the
province of Ontario, all during the session of the Legislative Assembly of 1921.
The first is entitled “An Act for the Promotion of Agricultural Development”
(amended in 1923), the second, “An Act Respecting Short Term Farm Loans in
Ontario” and the third, “An Act to Finance Agricultural Development.”
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Long Term

The first, of these Acts provides for long term or mortgage credit, the second
provides for short term personal credit, and the third provides special means by
which the Treasurer of the Province may use savings funds in financing the other
two Acts. The Acts are based on the legislation of the Province of Manitoba
described later.

Capital Funds

Under the first Act, there is established a Board, to be known as the Agri-
cultural Development Board, which consists of three persons appointed by the
Ligutenant Governor in Council.. This Board is a body corporate and has for its
duty the promotion of agricultural development as provided in the Act. The
Board, with the approval of the Lieutenant Governor is permitted to issue bonds
to the amount of $500,000 in such denominations and such rate of interest as the
Board itself may see proper. Provision is made for the purchase of these bonds
by the Province of Ontario, the money for purchase being deposited with the
Board for its own use. In addition to the above, with the approval of the Lieu-
tenant Governor in Council, the Board is permitted from time to time to issue
debentures in such denominations as it may deem advisable. These debentures
are to be issued as mortgage bonds, that is, against the security of mortgages
held by the Board. The money so raised may be used in the following manner:—

(a) Acquiring land for agricultural purposes;

(b) The erection of farm buildings essential to production;

(c) To pay off charges existing against land at the time of acquisition by the
borrower under a will or by descent;

(d) To pay off encumbrances in which cases loans shall not exceed 50 per
cent of the valuation;

(¢) For the purpose of providing tile drainage;

(f) To purchase breeding live stock;

(9) To consolidate outstanding liabilities incurred for agricultural pro-
ductive purposes. :

The applicant for loans must submit evidence to the satisfaction of the
Board;—

() That he is a British subject of at least twenty-one years of age, and
has been resident in Canada for at least three years;

(b) That he has had at least three years’ experience in farming and has
displayed average ability and capacity;

(¢) That he is of good character;

(d) That he is actually engaged or intends to engage upon the land upon the
security of which the loan is to be made.

The limit to which a loan can be made is $12,000 and it must be secured
by first mortgage upon lands suitable for agricultural purposes.

Provision is made for repayment in annual instalments of principal and
interest sufficient to discharge the debt within a period not exceeding twenty years.

The expenses of the conduct of the Board, including salaries, are paid out
of the consolidated revenue of the Province.

This Act has only been in operation for two years. Over 1,500 applications
have been received for loans, of which 1,411 have been granted. The total
amount, of loans made up to October 31st, 1923, was $5.769,955.00. .

The Ontario system of long term loans is distinguished from the American
system in that the individual deals directly with the Board and not by means
of a local association.
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Short Term Farm Loan Associations

The second Act provides for short term loans. This scheme operates under
the Agricultural Development, Board, as does the scheme for long term loans.
Under this scheme, local associations, known as Farm Loan Associations, are
required. Any person resident within a described territory, which has been
approved by the Board, and engaged in farming operations or agreeing to become
so engaged within one year, is eligible for membership.

In order to form a local Farm Loan Association, certain provisions with

regard to capital stock must be complied with, viz.:—

(a) Thirty members are necessary and each member must subscribe for one
share at a par value of $100.00;

(b) One-half the amount subscribed by the members must be subscribed
by the corporations of local municipalities in the territory where the
Association is formed;

(¢) An amount equal to that subscribed by the municipalities must be sub-
seribed by the Ontario Government.

This arrangement, for capitalization of the Local Association differs entirely
from the American system.

Each member must pay in 10 per cent of the par value of his stock at the
time of subscription and the balance when called for, the payments by municipal
corporations and the Ontario Government being made in the same proportion.
Provision is made for the combination of two or more municipalities under one
organization.

The board of management. consists of two directors appointed by the muni-
cipal corporations subscribing, two directors appointed by the Lieutenant Gov-
ernor in Council; the subscribing members elect from among themselves a pres-
ident, vice-president and one director, who, with the four previously named,
constitute the board of management. :

Under this Act, short term loans are made for one or more of the following
purposes:

(a) Purchase of seed, feed, fertilizer and other supplies;

(b) Purchase of implements and machinery;

(¢) Purchase of cattle, horses, sheep, pigs and poultry;

(d) Payment of cost of carrying on any farming, ranching, dairying or

other agricultural operations;

(e) Payment of the cost of preparing land for cultivation;

(f) Fire or life insurance where required, in the opinion of the directors,

as collateral security for a loan made for any of the above-mentioned
purposes.

No loan is made to exceed $2,000.00.
The maximum rate of interest allowed is 7%, one-seventh of which goes to
the local association for expenses.
Fifteen associations had been formed in Ontario up to October 31st, 1923,
and 399 loans were made amounting to $310,875.00. _
The capital required for carrying on the business of the association may be
obtained in two ways:—
(a) The Treasurer of Ontario may, with the approval of the Lieutenant
Goverfor in Couneil, make loans to the Board; and
(b) The Minister of Agriculture may, with the approval of the Lieutenant
Governor in Council, enter into agreement and guarantees with banks,
loan companies and other corporations for securing money for the
purposes of the associations, and may fix interest rates and terms of
repayment.
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I doubt if this scheme will play a very large part in the business organiza-
tion of the farmers of Ontario.

The third Act, to finance agricultural development, authorizes the Treasurer
of Ontario to borrow money by means of deposits in any amounts from any
person or corporation and to open offices for this purpose in such parts of Ontario
as seem to him wise.

In so far as this Act affects agriculture, it provides that the money raised
in this way may be available:—

(a) To make loans to members of associations under the Ontario Farm
Loans Act; and

(b) To purchase bonds or debentures issued under the Agricultural Develop-
ment Act.

By this Act, savings bank deposits are made available through the Agri-
cultural Development Board for agricultural purposes.

It has resulted in a considerable share of the savings deposits in Ontario
going to the Government.

Manitoba

In the Province of Manitoba, three Acts respecting Rural Credit have been
passed and are now in operation. One of these, “ An Act to Foster and
Encourage Agricultural Development by Providing for Loans upon Farm
Mortgages at Reduced Rates of Interest”, is a long term mortgage scheme; the
second, “An Act Respecting Rural Credits,” provides machinery for the making
of short term personal credit loans; and the third is entitled “An Act to Encourage
Savings, to Authorize the Borrowing of Such Savings and the Issue of Securities
Therefor.” :

Long Term

Under the first Act, there is established in the province a body corporate
under the name of the Manitoba Farm Loans Association, to which, from the
management point of view, is given all the general powers of a financial
corporation.

The affairs of the Association are managed by a Board known as the
Manitoba Farm Loan Board, consisting of five members appointed by the
Government. Of these members, one, the Commissioner of Manitoba Farm
Loans, is directly appointed by the Lieutenant Governor in Council and at
pleasure, one may be nominated by the Union of Municipalities of the province
and one by the Grain Growers’ Association. The period of service is designated
by the Lieutenant Governor in Council. All the expenses, including salaries,
together with all other proper expenditure incurred by the Board, must be paid
out of the funds of the association.

Capital Srock

The capital stock of the Association, which was originally $1,000,000,
is now fixed by an amendment to the Act at $550,000; divided into 110,000
shares of five dollars each. These shares can only be owned by borrowers on
farm loan mortgages under the provisions of the Act, and by His Majesty in
the right of the Province. Every borrower must purchase capital stock of the
Association equal to five per cent, of the value of the desired loan, the same
to be paid in cash or deducted from the loan. The certificates of shares issued
are not transferable, unless the property on which the mortgage is held is
sold, in which case the shares may be transferred with the sale.
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Under the Act, one-half the share capital of the Association is purchased
by the Government, which also is authorized to advance to the Association an
amount equal to the paid up capital of its members, the total not to exceed
$550,000.

The rate of interest charged on loans made by the Association, which was
originally 6 per cent, was fixed by an amendment to the Act in 1921, at 7 per cent
per annum.

The amount of the loan must not exceed 50 per cent of the estimated
value of the land mortgaged together with the value of the improvements upon
the land, the appraisals being made on a valuation for agricultural purposes only.

Loans are made only for the following purposes:—

(a) The acquiring of land for agricultural purposes and the satisfaction
of encumbrances on land used for such purposes;

(b) For the cleaning and draining of land;

(¢) The erection of farm buildings;

(d) Purchase of live stock and implements;

(e) Discharge of liabilities incurred for the improvement and development
of land used for agricultural purposes and any purpose calculated to
increase land productiveness.

Loans are made only to those actively engaged or intending to engage in
the cultivation of the land and the Board may require borrowers, if in their
judgment they deem it necessary, to insure crops against damage by hail,
storm, etc., in a company approved by the Association. Should any borrower at
any time use the money loaned for purposes other than the purposes for which
it was borrowed, the mortgage at once becomes due and payable.

Sale of Bonds

The Lieutenant Governor in Council is authorized to empower the Board,
on behalf of the Association, to raise by the issue of bondg against first mort-
gages, a sum not to exceed twelve million dollars. The issue at any one time
must not exceed 95 per cent of the value of the mortgages held as security. The
rate of interest at which these bonds can be issued must not exceed 5 per cent per
annum. These bonds are guaranteed as to principal and interest by the Govern-
ment of the Province, and, in case of the Association not being able to meet
interest charges, they become at once a direct charge upon the revenues of the
Province.

Further, it is provided that, pending a sale of bonds by the Association,
which have been authorized by the Lieutenant Governor in Council, the
Province may advance or guarntee a loan to the Association at any bank for
a sum not exceeding at any one time $1,000,000.

All the securities, including the capital shares issued under this Act, are
free from all kinds of taxes other than federal taxation and the succession
duties.

All mortgages are repaid on an amortization plan covered by 30 annual
instalments, the debt to be extinguished in 30 years.

Up to the 31st December, 1923, approximately $3,000,000 had been loaned
under this Act. There has been a great demand for further loans, but the
Government did not feel like going further into the scheme for the present.

It is hardly necessary to point out that this plan, like the Saskatchewan
plan, differs materially from the farm loan scheme in the United States. While
the Farm Loan Association is a corporation for the purpose of doing business,
all the money acquired is acquired through an arrangement with the Govern-
ment and with Government guarantees, while the officers who manage it are

=5
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subject to the direct action of the Lieutenant Governor in Council. In reality,
individuals receiving loans are receiving Government moneys with all the
disadvantages of the sense of close contact with the Government.

Short Term Loans

The second Act, The Rural Credits Act, is an Act authorizing the making
of short term loans. The Act authorizes the organization of Rural Credit
Societies in any part of the province. Such a society is organized on the basis
of a petition presented to the Lieutenant Governor in Council; signed by not
less than fifteen persons engaged in agriculture, setting out—

(a) the names, addresses, occupations, and land owned or occupled by
them;

(b) that ,the petitioners desire to organize Rural Credit Society in a
given locality within the Province;

(¢) the name of the municipality or locality which is to be the place of
business;

(d) the proposed name of the society;

(e) the amount of capital stock and the number of shares into which the
stock is divided with the mount paid on each subscription;

(f) the names of not less than three nor more than seven of the subscribers
who shall be provisional directors of the society.

The Lieutenant Governor in Council may then issue letters patent, incor-
porating the society with the prescribed powers under the Act, after which the
organization of the society can be completed.

The society is not permitted to commence business until it has received -
subscriptions in capital stock from at least 35 persons engaged in farming,
of $100 each and of which not less than 25 per cent has been paid.

The Government of the Province is authorized to subseribe an amount equal
to one-half of the total amount subscribed by the individual shareholders, the
amount to be paid in in like proportion to the individuals. = The Government
may borrow $500,000 on debentures for this purpose.  Any municipal corpora-
tion or combination of two or more municipalities may also subseribe an amount
equal to that subseribed by the Government of the Province. The municipalities
subseribing may issue debentures for the purpose of paying their subscription.

The business management of each society is vested in a board of directors
composed of nine members, three elected annually by the individual subseribers,
three appointed by the council or councils of the municipalities subseribing to
the capital stock and three by the Lieutenant Governor in Council, each to
gerve for three years. It is necessary that at least one of the directors shall be
a graduate of the Manitoba Agricultural College, or otherwise specially qualified
in agriculture.

The officers of the soc1ety are appointed by the directors and registered by
the Provincial Secretary and all the subscribing municipalities in the wusual
way. The secretary is the only paid officer and he may not be a member of the
society, but is appointed because of his suitability for the work. The annual
meeting is called for once a year.

The objects of the Rural Credit Societies organized under the Act are:—

(a) To procure short term lcans for members for paying the cost of farm
operations of all kinds and increasing the production of farm produects;
(1) and, particularly, for purchase of seed, feed and other supplies;
(2) purchase of implements and machmery,
- (3) purchase of cows, hogs, sheep, pigs and other animals; -
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(4) payment of the cost of carrying on any farming, ranching, dairy-
ing or other like operation;

(5) payment of the cost of preparing land for cultivation;
(6) payment of not more than one-half the cost of erecting silos.

(b) To act as agents for members in purchasing supplies and selling pro-
ducts;

(¢) To promote co-operation for the improvement of conditions of farm
life and to extend its operation to all residents of the district,

The moneys loaned under the Act are arranged for either with a chartered
bank or with private individuals, Loans are made on a note signed by the
applicant, approved by the directors and endorsed by the secretary, on behalf
of the society, which thereby becomes responsible to the extent of the assets of the
society, in case of default. The rate of interest is fixed so as not to exceed
7 per cent per annum, of which 1/7 is paid to the local association for the pur-
poses of the business of the society, so that only 6 per cent is paid to the
lender. All loans terminate on the 31st day of December of the year in which
the loan is made, but application for renewal for one year beyond that date is
admissible, provided the loan was made for purposes not productive within a
year.

Under an amendment to the Act in 1923, the Province is authorized to lend
to any society from the treasury, “to the extent of, but not exceeding, twenty
times the paid up capital and surplus assets of such society, provided that no
society shall incur liabilities, whether direct or contingent, in excess of the
amount of its capital and surplus assets.”

As security for the loan, so far as the individual is concerned, all animals,
machinery, or goods of any kind purchased with the proceeds of the loan,
together with the offspring of such animals and crops or any products produced
as the result of the loan are subject to lien without documentary specification.

For default in payment or dishonest practices on the part of the borrower,
there are very rigid enactments.

The capital stock of any society must be invested in Government bonds
or bonds guaranteed by the Government and all the income derived must be
paid into the society to be applied:—

(a) in payment of the necessary expenses of the society;

(b) in payment of dividends on the stock of not more than 6 per cent;

(¢) in accumulating a reserve which may, in the discretion of the directors,

be invested in the same way as the capital stock.

Over and above all the societies there is a supervisor appointed by the
Lieutenant Governor in Council, known as the Supervisor of Rural Credit
Societies. His duties are defined by the Lieutenant Governor in Council.

In 1923, an investigation of the working of these societies was authorized
by the Government and a report made upon them by Professor Jackman and
Mr. Collier. The report was very condemnatory of the handling of the busi-
ness of the societies and indicated the possibility of a very large loss to the
Government. Approximately $3,000,000 is outstanding in loans made under
this system of which at least three-quarters are remewals of loans with out-
standing interest charges of approximately $30,000.

The Act originally did not place a limit to the borrowings, the result being
that some individuals have received very large loans. Amendments have since
been passed, however, restricting loans to $2,000.

The third Aet, “ An Act to Encourage Savings, to Authorize the Borrowing
of Such Savings and the Issue of Securities Therefor,” is similar to the corre-
sponding Act in Ontario.

1—8%
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Saskatchewan

A Long Term or Mortgage Credit plan has been in operation in the province
of Saskatchewan for some years. It is worked under an Act named “ The
Saskatchewan Farm Loans Act.” The Act is administered by a Board called
the Saskatchewan Farm Loan Board, consisting of one commissioner and two
other members appointed by the Lieutenant Governor in Council. The Board
is a corporation and, while receiving its moneys from the Government, works
independently.

The Board has power—

(a) to lend money on the security of farm mortgages;

(b) to invest disposable funds by depositing same with any chartered
bank, or in any other manner in which the trustees are permitted by
law to invest trust funds;

(¢) to acquire and hold real estate for the purposes of the Board and to
dispose thereof when no longer required for such purposes;

(d) to borrow money as required for the purposes of the Board and to
perform such transactions by way of security as are necessary;

(e) to do all the necessary and incidental business resulting from the oper-
ation of a money lending agency on farm property.

The Farm Loan Commissioner holds office for ten years, unless removed
for cause as the result of action in the Legislative Assembly. The other two
members hold office during the pleasure of the Lieutenant Governor in Council.

No loan is permitted excepting on the security of a first mortgage on farm
lands situated within the Province. Encumbrances, however, may be upon the

. land in the nature of legal priorities under the laws of the province.

Loans are made for the following fixed purposes:—

(1) For permanent improvements to the property mortgaged, which, in
the opinion of the Board, will assist in the productive development of
the property;

(2) Payment of liabilities which, in the opinion of the Board, have been
incurred for any of the above purposes;

(3) In special cases and under special conditions for the cultivation of land
for agricultural purposes.

No loan is made for an amount greater than 50 per cent of the Board’s
valuation of the security offered.

Loans are made for a term of 30 years and are payable by amortization.

The rate of interest charged is to be sufficient to pay the interest on and
the cost of raising the money as well as the expenses of conducting the business
of the Board and other incidental expenses. _

The working capital necessary is advanced from time to time by the
Provincial Treasurer under the authority of the Lieutenant Governor in Couneil.
The total sum permitted to be so raised under the Act is $10,000,000, the securi-
ties used for raising it being Provincial securities. The term of years and the
rate of interest to be paid by the Province is left to the determination of the
Lieutenant Governor in Council.

The amount of advances made by the Provincial Treasurer is limited by
the amount of the mortgages held by the Board and hypothecated to the Pro-
vincial Treasurer as security for the advance.

The Board is authorized, pending the disposing of securities, to borrow
from any bank or corporation with the approval of the Lieutenant Governor in
Council,
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In the working of the Act, the Government has not authorized the selling
of debentures at a rate greater than 5 per cent and has fixed the rate of interest
for loans at 63 per cent. The Government charges the Board 53 interest for
the money, 4 being assumed to be sufficient to cover the expenses of sale and
other incidental expenses to the department. The Board has thus a margin of
1% per cent to cover expenses of administration and possible losses. This is
regarded by the Farm Loan Board of Saskatchewan as sufficient for the
purpose.

Up to December 31st, 1923, approximately $9,000,000 was loaned out under
the scheme.

It will be seen, therefore, that in Saskatchewan, while the money is raised
directly on the credit of the Province, it is passed over to a Board which is a
separate corporation, through which all the business is handled. Further, the
Saskatchewan plan does not use the local association in any way, so that the
individual borrower comes in direct contact with the Board. The relation of
the borrower to the Government, therefore, is mueh nearer than is the borrower
to the Government under the American farm loan scheme and the plan resembles
more closely the plan recently inaugurated by the state of Minnesota.

Most of the loans were made prior to 1922. The difficulty of securing money
at 5 per cent has retarded the growth of the scheme.

Alberta

There are two Acts on the statute books of the Province of Alberta, dealing
with rural credit, one entitled “ An Act to Foster and Encourage Agricultural
Development by Means of Standard Forms of Investment upon Farm Mortgage
and the Equalization of Rates of Interest.” It is cited as the “ Alberta Farm
Loan Act.” The other, entitled “ An Act Respecting Co-operative Credit ” is
cited as the “ Alberta Co-operative Credit Act.” The first of these is to provide
at its title indicates, Long Term or Mortgage Credit; the second is intended
to provide Short Term or Personal Credit.

Long Term Loans

The Alberta Farm Loan Act, which was passed in 1917, is, in its general
outline and purpose, much like the corresponding Act in Manitoba. As it has
never been put into operation, I do not think it necessary to go into a detailed
description.

Provision is made for the advancing of money by the Government to a body
known as the Alberta Farm Loan Board, a body incorporated for the purpose of
making farm loans. The limit of the loan is fixed at 40 per cent of the appraised
value of the land offered for security calculated on its productiveness as farm
land, the maximum amount, however, not to exceed $5,000.

The purposes for which a loan is made are clearly defined and are related
entirely to farm production. Provision is made for the issuing of bonds to be
known as the Alberta Farm Loan Bonds, the same being unconditionally
guaranteed by the Government of the Province. The mortgages are to be
repaid through the usual amortization scheme, covering a period of thirty years.
The rate of interest is not fixed. It must be sufficient to pay the interest on the
bonds and to cover the current expenses of the organization.

Short Term Loans
The Act respecting co-operative credit in the Province of Alberta is also

similar to those in the other Provinces of Canada. It provides for the organiza-
tion of Co-operative Credit Societies in the Province. A Co-operative Credit
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Society can be organized on the presentation of a petition to the Lieutenant
Governor in Council of not less than fifteen persons, who are engaged in
farming operations and who subscribe for stock in the society at par value
to the amount of not less than $1,500, of which not less than 20 per cent must
have been paid up, the balance to be covered by the subscriber’s promissory
note payable to the society at 6 per cent interest. The society, however, can-
not commence business until there are thirty members with subscribed stock
equivalent to $3,000, being paid under the same conditions as above.

After the society has become duly incorporated, an additional 20 per cent
of the stock becomes due on the following first day of January and so on in
each successive year, until the full value of the stock has been paid up.

The society is organized to exercise its function in a specific district.

The management of the society is vested in a board of directors, four of
whom must be elected at the first meeting and annually thereafter by the
subscribers, three of whom are named by the Provinecial Treasurer and one by
the municipality giving a guarantee to the society.

Provision is made in the Act for the guaranteeing of the securities, obliga-
tions and financial undertakings of any society by the Lieutenant Governor in
Council. Further, the Council of any municipality in the Province may also
guarantee the securities, obligations, or financial undertakings of any society,
for an amount equal to one-half the total amount of stock subsecribed by the
shareholders. On assuming a guarantee for an amount of money to the society,
the municipality is permitted to advance the money out of the general funds
of the municipality without taking a vote of the rate-payers.

All the societies under the Act come under definite regulations and by-laws
approved by the Lieutenant Governor in Council. i

The objects of the Co-operative Credit Societies are:—

(1) to procure short term loans for its members for paying the cost of
farming operations of all kinds and increasing the production of arm
products;

(a) the purchase of seed, feed and other farm supplies;

(b) the purchase of implements and machinery;

(¢) the purchase of cows, horses, sheep and other live stock;

(d) payment of the cost, of carrying on any farming, ranchmg, stock
raising, dairying and other operations;

(¢) payment of the cost of preparing for cultivation;

(2) to act as agent for the members for purchasing goods, chattels, effects,
stock, grain, coal, wood, lumber, merchandise and any other article
or commodity required by subscribers and in selling any products
produced by subscribers and in placing hail and fire insurance;

(3) to promote co-operation among its members for the improvement of
conditions of farm life.

Loans are made only to members of the society and at a rate of interest not
exceeding 7% per cent, of which one-half of one per cent is returned to the
society for the purpose "of meeting the expenses of the society.

All applications for loans must be accompanied by a statement of assets
and liabilities and the endorsement of the local society. Before the moneys
are advanced the borrower must sign a note for the amount of the money to be
advanced, together with the interest on it, which, being endorsed by the
society, can be used to obtain money from any ba.nk or company approved
by the Lieutenant Governor in Council, by Whom as stated above, 1t 1s also
guaranteed.

Provision is made in the event of the borrower not being able to pay the
amount at the date of maturity, to renew the note for one year, provided the
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purposes for which the loan was granted are not fully productive within one
year. Should it become necessary because of the default of the borrower to
seize any property of a borrower, the secretary-treasurer may act as bailiff and
seize and sell the property without any other authority than that of the
directors of the society.
Provision is also made for the retirement of a shareholder on payment of
his obligation.
Any profits accruing to the society from interest or other sources are
applied:—
(a) in the payment of the necessary expenses of the society;
(b) in the payment of dividends on paid up stock held by subseribers
of not more than 6 per cent per annum; and
(¢) in accumulating a reserve which may be invested in the same manner
as the paid up capital.

During the year 1923, $830,560.00 was advanced to these societies, of which
$245,712.00 was outstanding at December 31st, 1923.

In some of the provinces of Canada, there are, in addition to the fore-
going, special Acts dealing with special phases of agriculture. I have not
deemed them of such importance as to require description for this report.

Summary—~Canadian Provinces

There are no available statistics regarding the amount of farm mortgage
loans in Canada so that it is not possible to state the ratio of loans made
under Provincial Government Organizations to the whole mortgage indebted-
ness of the country. The total loans made through the Provincial machinery,
just described, is about $23,000,000, an amount probably not more than 10
per cent of the whole, and certainly not enough to regulate interest rates on
mortgages, but enough to prove the value to the farmers of the Amortization
Principle. It is an unfortunate fact that most of the organizations described
have for the moment ceased to function because of the difficulty of obtaining
money at sufficiently low rate of interest, and because of the danger of em-
barrassing the Provinces by increasing too greatly their bonded indebtedness.

One other matter deserves special mention. In all the Provinces the Boards
of Management have had difficulty in overcoming a disposition on the part
of a considerable proportion of borrowers to regard lightly obligations to the
Government. “It is Government money, they can wait” seems to be altogether
too common an idea. The Administration Boards as well as ministers in
charge of the Provincial Treasuries have had to call attention repeatedly, to
this attitude of mind. It is being overcome but only by the use of rigid and
decisive means. In the United States the same difficulty was encountered at
first. It has been largely overcome by educational methods, by selling the
bonds of the Land Banks in the districts where the borrowers themselves lived,
thus showing to the borrowers that the money loaned was also borrowed in
their interest, and where necessary by a rigid enforcement of the regulations
regarding repayments.

With regard to interest rates in Canada there is little to add to the inform-
ation brought out by the special committee of the House of Commons last year.
The report of the Alberta Commissioner, made in 1922, after a careful study of
that Province stated that the rate for short term loans from the Chartered
Banks varied from 8 to 10 per cent “according to the condition of the district
and the degree of competition present.” The rate of interest on mortgages has
been estimated to be 8 to 9 per cent the variation being due to similar causes.
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These figures would probably hold for Western Canada as a whole. In the
Eastern Provinces the interest charges would be lighter. The aim of the Pro-
vineial Credit Organizations has been to lighten this burden by fixing rates
varying from 6 to 7 per cent. They have succeeded only in proportion to the
business done as the total loans have not been enough to afford effective
competition. It remains for consideration whether agriculture can prosper

under such charges.



BANKING AND COMMERCE exxi
APPENDIX No. 1

SECTION VI

CONSIDERATION OF METHODS IN RELATION TO CANADIAN
CONDITIONS

Long Term Mortgage Credit

Even a casual study of the foregoing description of the various methods
of dealing with the problem of long term or mortgage credit will show that, with
variations in detail, three methods have been employed:

(1) The private investor, under which should be included the private
corporation restricted only by common law conditions;

(2) Public corporations working under special legal restrictions with or
without government support—
(a) conducting business in the interest of the borrowers;
(b) conducting business in the interest of lenders; both within restrie-

tions fixed by law; -
(3) Direct government loans.

With regard to (1), it is probably true that a very large share of the
mortgage business in every country is in their hands. Under this I would
include the private individual who loans directly himself and companies
organized under general laws, such as insurance companies and corporations
without legal restrictions with respect to interest charges. I think it may be
truthfully said that wherever the mortgage business has been left entirely in the
hands of persons or companies operating in this way, the claim has ultimately
been made that rates of interest have remained high. So far as I am aware, no
country in the western world continues to leave the solution of the farm mortgage
problem entirely in the hands of organizations developed in such a way. In
times of special prosperity, things may work out all right under such a plan,
but in times of depression, in nearly every country in the world other methods
have always been resorted to, at least within the last century. As has already
been pointed out, it was the demand for more reasonable interest and govern-
ment supervision that led to the whole scheme of Farm Mortgage Bonds in
Europe, which has since been copied in the United States and in the Provinces
of Canada. It should be stated, however, that those who claim that at the
present time there is no necessity for government co-operation—and that claim
is made everywhere on the American continent—base their claim on the belief
that competition in money lending will sufficiently regulate the business.

(2) (@) In every civilized country, corporations have been developed of the
second type. The Landschaft in Germany, for example, is a public corpora-
tion organized under special legislation with definite restrictions upon its
business, which aims to so improve and regulate farm mortgage security,
so as to be able to secure cheaper rates of interest and to conduct its business
solely in the interest of the borrowers.

There is no declared purpose in the foundation of the Landschaft to force
people to lend money at unremunerative rates; the express purpose was to so
liquefy the mortgage as an investment, to give it such backing, that as a
security, it would rank in its call for money with the best kind of public
investment. There is absolutely no question that they succeeded in doing this
and by the institution of Long Term Mortgage Bonds, secured for the owners
of farm lands loans in competition with governments and municipalities and at
rates of interest equal to that which they obtained. The persons so investing
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invested on their own initiative, because they were convinced of the value of the
security offered. The only pubhc assistance granted to them was supervision, so
as to give public confidence as to the soundness and honesty of their methods
of carrying on their business.

Under (2) (b) come such organizations as those authorized in Great Britain
under the older Acts which are described earlier in this report. For example, the
Land Improvements Company {Act of 1853 gave to the Company authority to
carry on business in land mortgages for long terms of years in connection with
definite operations for the improvement of agriculture. In doing so, the British
Government put the stamp of its approval upon the undertakings and, in
order to give public confidence, insisted that every such undertaking should be
subject to proper expert inspection and carried out by well established methods.
In return for this approval, which, while it may appear to have been a restriction,
in reality gave security to the undertaking, they made a rate of interest greater
than 5 per cent illegal. The fact that all the monies have since been forthcoming
to carry out the projects entered into by this Company, which is still operating
on a large scale, shows that the regulation did really not work out as a restriction
and that in all probablhty mvestors were glad of the opportunity to place their
money in investments made ecure by the regulations of the Act.

The Crédit Foncier of France is an organization of a similar character.
The business is being conducted really in the interests of investors. It has been
given a practical monopoly in France of public mortgage business and received,
in addition, definite support from the Government in getting started. In return
for the privileges granted and for the assistance given, the Government fixed a
definite limit of interest charges to be made on mortgages, namely, not to be
greater than six-tenths of one per cent above the rate at which bonds for the
purpose could be sold to the public. The French Government does not guarantee
these bonds, but the supervision and control, which have been exercised by
Government, experts have stabilized security and given such confidence to the
French investor that he is willing to accept the rates of interest offered. In this
case, inspection and supervision were established because it was demanded by
the public and because without it, security of land mortgages eould not be
established in the minds of the public so as to give the necessary confidence to
secure rates of interest commensurate with the security. It was firmly believed
that private enterprise did not offer the necessary competition to give agriculture,
because of its lack of organization, interest rates commensurate with the
security, and that by organization the security could be so improved as to attract
the attention of the investing publie.

With regard to institutions organized under the Farm Loan Board of the
United States, it has already been pointed out that, the Federal Land Banks
function somewhat as the Landschaft in Germany, while the Joint Stock Banks
of the same system resemble the Crédit Foncier. That is to say, they are
institutions organized under public control and supervision in such a way as to
give confidence to the investing public in the security offered for loans, but, at
the same time, doing business in such a way that the profits beyond a guaranteed
return to lenders go to the benefit of the institutions and, therefore, of the
organized borrowers in the case of the Federal Land Banks but to the mvestors
in the case of the Joint Stock Banks.

While the United States Government put behind the Federal Land Banks
$9,000,000 free from interest charge for a period of years, nevertheless, the policy
pursued has been to bring them to a state of independence and to make agri-
culture, through them, guarantee its own financial well-being.

Already, these institutions have returned to the United States Government
three-quarters of the capital originally granted to them and are now financing
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the whole administration out of their own funds without any charge upon the
public treasury. The Federal Farm Loan Board continues its supervision and
care in the interest of the investing public. A definite restriction is placed by
law upon interest charges and to assist them in living within these charges, a
national selling agency has been authorized. The only other special privilege
which they have in competition with other lending institutions is the freedom
from the taxation of their bonds, a much discussed and controversial subject.
With respect to that, I may say that I heard the principle of tax-free bonds
universally condemned in the United States by all shades of opinion, but the
Federal Farm Loan Board maintained that so long as state governments and
municipalities, including towns and ecities, had their bonds free from taxation,
it was only fair that the bonds issued on farm mortgages should also be free
from taxation. I think there can be no question that the issuing of tax-free
bonds is working out enormously to the benefit of the well-to-do. Without
question, also, it has been a benefit to the municipalities, and it has greatly
assisted the Federal Land Banks in the sale of their bonds.

(3) The third method previously- described is that of direct government
loans. This has not been practised to any great extent, so far as my knowledge
goes, elsewhere than on the American continent and in the British Dominions.
In Great Britain, the New Act permits governments loans for a short period of
years and is intended to give direct assistance to persons who, having bought
lands on the basis of the stability of certain legislation, suffered because that
legislation was repealed.

In most of the States of the United States, where loans are being made by
the State governments, they are being made either directly or indirectly from
the State Treasury. Even where bonds are only guaranteed by the governments,
the officers administering the funds derived from them are State officers. The
same is true, in the main, of what is being done in the Provinces of Canada. -

There can be no question, I think, that in the administration of institutions
dealing directly with governments, the dangers of political interference and of
consequent loss to the public treasury is very great. Even in the United Svates,
the work of the Farm Loan Board, removed as it is from the direct control of
the Government, has suffered because men in public life have deemed it to be
to their political advantage to speak critically of its policies without making
an effort to get a knowledge of the facts.

When we come to consider the question of long term credit from the point
of view of Canada as a whole, we are faced with the fact that no organization
of a truly Canadian character has been developed. It is freely stated by those
engaged in the farm mortgage business that none is necessary, that there is
sufficient competition already in this business to take care of all the require-
ments of the country.

It is further claimed that the restrictions by way of taxes and priorities
over mortgages have become so great in some, at least, of the Provinces of
Canada that freedom of action is practically ‘denied mortgage companies in
carrying on their business. It was even suggested to me that with greater free-
dom of action and freedom from restrictions, the mortgage business of the
country could be done at one to two per cent less cost than at present. Whether
this be true or not, it is difficult to exactly determine. I have not yet found
any lender who was willing to commit himself definitely to an agreement that,
if restrictions were removed, prices on mortgages would be reduced. My judg-
ment is, this is a matter of such serious importance that a conference between
representatives of the mortgage organization of Canada and the governments
responsible for the legal limitations complained of and the leaders of the
farmers’ organizations in the country should be held to discuss the whole
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matter and to see whether some scheme could not be devised that would remove
the suspicion and doubt that have arisen in connection with it.

I think it cannot be denied, referring especially to Western Canada, that the
mortgage business is conducted in an exceedingly expensive manner and that
reasonable co-operation between loan companies might greatly reduce the present
cost of administration. The Federal Land Banks of the United States are to-day
conducting their business on a margin of one per cent and are setting aside out
of that a considerable margin for possible losses. Figures are not available for
Canada as to the cost of administering the farm mortgage business, but I think
there can be no doubt that it is much beyond these figures.

Further, there is without question, a considerable number of farmers in
Canada, who, following the urgent advice given during the war and at the close
of the war to continue production, find themselves, due to the heavy deflation, in
the same position that farmers found themselves in England and the United
States, and for whom some plan of amortization of loans is absolutely necessary,
if they are to be able to continue on the land. This demand is being met to-day
only in a very limited degree. It is very doubtful whether the Provinces alone
can continue to develop long term mortgage business without taking risks greater
than they should take in connection with their own financing.

Now, while I am firmly of the opinion expressed by Sir Horace Plunkett
and already quoted, that agriculture must be a self supporting industry, I
believe with equal confidence that there is a need in Canada for some organiza-
tion co-ordinating the credit which the farmer has to offer in such a way as to
make it more attractive to the man who wishes to loan his money at a reasonable
rate of interest with proper security. Every country in the civilized world has
ultimately been compelled to take such a step. When it is remembered that two
per cent, under the ordinary amortization scheme, will amortize a farm mortgage
in 20 years, therefore, a reduction of two per cent in interest is equivalent in 35
years to the capital debt, the significance of the foregoing statement will be
apparent.

Short Term Loans
With regard to short term loans, as already pointed out, two things have
been aimed at—
(1) to organize the security offered for them so as to secure reasonable
rates of interest, and
(2) to increase the time of the loan, consistent with the seasonal production
of agriculture.

It is quite apparent from the facts already related that three methods have
been employed in securing these aims—

(1) the better. regulation of the security offered by means of co-operation
with either limited or unlimited liability and government supervision;

(2) by direct government assistance;

(3) by a combination of the above.

With regard to (1), on the European continent, generally, the better organ-
ization of security so as to enable agriculture to be self-sustaining is the aim of
the co-operative credit movement.

The Intermediate Credit Banks of the United States have been organized
wilh the same idea in mind. They have been granted public organization and
supervision and a portion of their capitalization, in order to make it possible
that all charges shall ultimately be borne by the business in the interest of which
they were instituted. A special regulation in the Act of incorporation prohibits
the United States Government from guaranteeing any of their obligations.
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With regard to (2), direct government assistance, broadly speaking, all
State loans in the United States are being made through organizations having
direct contact with the government, although in some of these, the principle of
establishing local co-operative associations is followed.

In so far as short term loans are made under the Australian and New
;/Jealzmd organizations, I think they may be considered as direct government
oans.

(3) In many countries, government assistance and co-operation are com-
bined. In France, as has been pointed out earlier in this report, the Bank of
France, functioning as a Bank of Issue, is compelled to make annual grants for
the support of the co-operative banking institutions. Theoretically, these
advances are made by way of a loan, but I do not think that the possibility of
their return is seriously contemplated.

In a limited sense, the Federal Intermediate Banks would come under this
classification, as the capital of the banks has been provided by the Federal
Government. On the other hand, these institutions are required to pay interest
on the money borrowed and, further, a rather remarkable provision, that while
the Government refuses to guarantee the securities of the banks, all the profits
beyond a certain amount must be returned to the United States Treasury as a
franchise tax for the right of doing business or to be applied to the United States
debt.

The organizations in Canada, in the main, come under this classification,
that is to say, they are based on the organization of co-operation, but are
directed and supported by the Government. '

With regard to the organization of short term credit in Canada, I think there
can be not doubt that some reorganization in connection with it must take place.
I do not wish any statement I make to be taken as a criticism of the operation
of the banks in Canada. That is not my business. I have no doubt that the
statement made by bank organizations as to the losses they have had in the last
few years are absolutely true, but I think it is equally true that, excepting in
the case of well established farmers, the short term bank loan at present is not
sufficient to carry the farmer’s operations. Many of the leading bankers of the
country admit this to be so. The General Manager of the Canadian Bank
of Commerce in the following statement recently made in an address, shows
that the great bankers of the country are cognizant of the problem with which
agriculture is confronted:—

“The discussion of the problem of financing the operations of Cana-
dian farmers, especially in the West, occupied much of the time of the
last session of Parliament, much evidence was submitted, but as yet no
practical scheme seems to have been evolved. Unquestionably, in an
ordinary industry, if the capital already invested cannot be profitably
employed it is useless to look for more. But the importance of agriculture
as a basic industry and the plight of so many farmers during recent years
force the problem to be approached from no ordinary angle. During the
discussion in Parliament this Bank suggested that a possible solution might
be found in money borrowed by way of the issue of long term securities,
the marginal risk to be carried by the issue of stock of a corporation to
be formed for the purpose, the money for which would be found in such
proportion as might be agreed upon by the Dominion Government, the
Governments of the various Provinces interested, the banks and other
large corporate interests who share in financing the farmers. The details
might prove difficult to work out, but the plan of financing such require-
ments by long term securities, rather than from moneys repayable on
demand, is unquestionably sound from the economic point of view.”
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There can be no doubt that the establishment in Canada of a Short Term
Credit System based on the formation of Local Associations for co-operative
purposes would be much more difficult than in most European countries, or
even in the United States. The uniformity of the population and the perman-
ency of family relations create in those countries the exact conditions under
which co-operative methods flourish. Yet, I think that experience has already
shown that a sound plan along these lines could be worked out under proper
supervision and control. It would be a definite step toward the realization
ultimately of financial control and, therefore, independence by the farmers them-
selves, Discounting facilities would have to be provided by some central agency,
either a corporation specially created, as suggested by the President of the
Bank of Commerce, or organized and to some extent, at least, capitalized by
the Government, as in the United States and in France. This would be
absolutely necessary, unless, through the organization of Provincial Savings
Banks, sufficient money could be found, a very doubtful contingency for some
years to come.

One word in conclusion—It ought to be eclear to anybody that Canada is
slowly passing through the stage in her agricultural development that the
United States was passing through some years ago, viz., the best lands of the
country have been taken up, wealth accumulating from the rise in land prices
will, in a large measure cease, and land mortgages based on growing prices will
be harder to carry. I have no doubt that competition from the United States
so far as cereals are concerned will grow less and that, in spite of high tariffs,
the United States must buy from us eventually, but competition from a revived
Europe and other parts of the world will increase. If we desire to have Cana-
dian agriculture to maintain its place in world competition in the future, the time
to begin to plan for the rational administration both of its finances and its
scientific development is the present.

Should the Government deem it wise, during the present session of Parlia-
ment, to take action with regard to the establishment of a plan for the develop-
ment of long term and short term ecredit, T would respectfully urge that an
intensive study of this problem be continued. If it is considered wiser to wait for
further maturity of opinion on the subject, then T would respectfully suggest that,
as the period given for the preparation of this report has hardly been sufficient to
study the problem from the point of view of the communities seeking benefit,
that T be permitted to continue the study of the problem in the interim.
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EXHIBIT
(THIS CHART, WITH IMMATERIAL REVISIONS, WAS PRINTED
In & letter to Senator Overman, December 2nd, 1921, concerning the Extrav and M t of the Federal

December 19, 1921,) John Skelton Williams said: *‘I ask attention to the important fact that not a single one of the man
publ?::n interest, to make against the administration of the Reserve System has ever been refuted. They stand today uns

Compiled /nm'z) Official Sources
JOHN SKELTON WILLIAMS “Our Federal Reserve System, A National Bless

Formerly
First Assistant Secretary of the Treasury,
Comptroller of the Currency, and Ex-officio member

of the Federal Reserve Board, and Director THE TRAGEDY OF

of the Divisions of Finance and
Purchases of the United

States Railroad

Administration
LIABILITIES OF FAILED BUSINESS HOUSES 1921, $627,401,838—NEARLY SIX TIMES AS GREAT
(THESE FIGURES ARE EXCLUSIVE OF MANY THOUSANDS OF FARMERS AND
SUICIDES REPORTED IN U. 8. FIRST SIX MONTHS 1921, 7,016. SAME PER
The following tables show the average monthly prices of leading AGRICULTURAL, MINING AND MANUFACTUR
of credits extended by the 12 Reserve Banks for each month for the period from May, 1920. (Figures have been
“Out of Thine own Mouth Will I Judge

THE COLLAPSE IN PRICES OF AGRICULTURAL AND OTHER
ENFORCEMENT OF THE FEDERAL RESERVE BOA

Corx | Corron | Svear | Waear | Carre | Hipes Hoas Woor | YELLow
No.3 |Middling | Granul- No. 2 Steers | Packers | Light Ohio Pine
_— Chicago N. ated Red Chicago | Heavy | Chicago | Grades flr'ng
Orleans NY. Winter Native N.Y.
Chicago Steers
1920
JENARY L e S 1-47 -403 -1537 -263 15-93 -40 15-12 1-23 112-

(For the four months from the end of January, 1920, to the end of May, 1920, the Loans and Discounts and Bought
increase, rather than a decline in commodity prices. Corn at Chiecago avemged 1-47 in January and advanced to 1
Copper was fairly steady.)

May... 1-98 -2247 2-97 12-60 +35 14-75 1-16 160-
June 1-83 <403 +2120 2-89 15-03 <34 15-35 1-00 160+
Jory... 1-53 395 -1910 2-80 15-38 29 15-88 -90 160+

(From the end of May to the end of July there was a reduction of about $100,000,000 in the credits by the Federal
slide in prices got under way. As the table shows commodity prices responding to the deflation policies of the Reserve
May averaged -338 in August. Wheat from 2-97 in May to 2-47 in August. Wool from 116 in May averaged -87 in August.)

AUGUST. ...
SEPTEMBER.

1-53 338 -1490 2-47 15-35 -28 15-73 -87 157-
1-29 -270 -1426 2-49 15-25 <28 17-06 -83 157-

(The aggregate credn,u extended by the Federal Reserve System after declining for June and July from the May level
and pressure for the payment of loans was actively enforced in other directions and prices continued to fall. Bank deposits
depomtora, demands thhout lorcmg the collection of loans entailing ma.n{ bankrupteies. Just at this time, September
Farmers’ s and b en throughout the country, and by the Comptroller of the Currency whose protests
protests were of no nvml The ﬁgures in this table show that from the end of October, 1920, to the end of August, 1921,
the eontraction roceeded prices continued to tumble.)

The PRESSUR. exacwd was illustrated in the small country national bank (neariy all of its loans to farmers) to
for tgg us:éﬂ $112,000 for two weeks September 15 to October 1, 1020. A part of the excess interest exacted from member
tion be made

OcToRER 87 208 -1078 2-20 14-68 25 14-78 <72 152+
NOVEMBER -80 178 -096 2-05 14-57 -23 12-14 -69 124-
DECEMBER 73 <144 -080 2-01 12-09 -19 9-66 b4 124«
JANDARY. ;... 000 AL 65 145 075 1-96 9:84 16 067 -54 110
FEBRUARY... v -63 132 -070 1-91 9-31 13 9-70 -54 95
ARCE......... 61 110 -078 1-67 9-56 11 10-30 +52
APRIL.......... 55 -111 072 1-38 8:71 10 8-85 52 91
May........... 60 117 -063 1-56 8-42 11 8-45 50 91
JoNR....... . 60 110 -056 1-43 8-09 13 8:25 49 91-
FEEY; ocaoosaasie 60 114 054 1-22 8:40 13 10-20 49 91+
TGO, . - oevasniyoniss -55 129 -058 1-23 877 14 10-39 49 92

(From May, 1920, to August, 1921—covering exactly the period of the appalling and unprecedented drop in prices of Agricul
FOURTEEN HUNDRED AND TEN MILLION LLARS (1,410,000,000) and coincidentall eg the country from the
geateet annihilation of property values in the Nation’s history. The baneful effects of the Federal Board’s plans and
ctober, 1920, has been drastic and continuous.
From January 1, 1920, to September 6, 1921, the total DEPOSITS of the National Banks of the United States shrank from
. this period the Federal Reserve Banks, instead of easing the situation by granting accommodations to enable the member
Loans that the contraction or deflation in the credits which had been extended by the 12 Federal Reserve Banks showed,
than 1,400 Million dollars. The member banks having to pay their Depositors and repay the Reserve banks at the same

Between the end of October, 1920, and the end of August, 1921, the amount of Federal Reserve Notes in circulation also shrank
is all the more significant when we realize that a large portion of the Reserve Notesoutstanding were issued against gold.
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IN THE ConGrEssioNAL REcorp oF FEBRUARY 28, 1922)

Reserve Board, (which, by unanimous consent of the United States Senate, was printed in the Congressional Record on
serious criticisms and charges which it has been my unpleasant duty, in behalf of our Federal Reserve System, and in the
aken and unshakable.”

EFFECT OF “DEFLATION" ON
RAILROAD TRAFFIC

Freight traffic on the principal railroads last
5 : e {ﬁar decrteeastedd%i;i per c{anttz. compargd w};ith 1920,
n m e greates ecline, relatively and absoiutely,
ARTIFICIAL DEPLAr-l ION that the railroads ever experienced in a single year.
Net ton miles total 344,167,000,000 during 1921,

103,390,000,000, less than in 1920,

ing; Its Mis-Management a Public Calamity”

AS IN 1919 ($113,391,237) AND OVER THREE TIMES AS MUCH AS IN THE PANIC YEAR 1907.
INDIVIDUALS WHO ALSO BECAME BANKRUPT AND RUINED IN THE SAME PERIOD)

10D LAST YEAR 2,996; INCREASE IN DEATHS BY SUICIDE, SIX MONTHS 4,120.

ING products for the month of January, 1920, and for each month from May, 1920, to August, 1921, inclusive; also the amount
compiled from official monthly issues of the Federal Reserve Bulletin pulbished by the Federal Reserve Board.)

Thee, Thou Wicked Servant.”’—Luke 19:22.

COMMODITIES WAS CONTEMPORANEOUS WITH THE
RDS'S RUINOUS “DEFLATION" POLICIES.

CorroN | Learner | Steer | Coreer | Leap |Perrougum| Pig Iron . Torau or A Loans
Y arns Sole Billets Ingot Pig Crude at and Discounts (including *‘Bought Paper')
Boston | hemlock | Bessemer| N.Y. desil- Penna. furnace held by all 12 Federal Reserve banks.
Chicago |Pittsburg verized at (As officially reported at the end
wells of each month.)
72 -56 48-00 -193 -087 5-06 3775 $2,736,670,000

Paper held by the 12 Federal Reserve Banks show an increase of about $200,000,000, and coincidentally there was an
in May. Wheat advanced from 2-63 in January to 2-97 in May. Cotton maintained its price. Cotton Yarns advanced;

-76 -57 60-00 -190 -085 6-10 43-25 2,938,031,000

‘72 57 60-00 +190 084 6-10 44-00 : 2,830,979,000
70 57 62-50 ~190 -086 6-10 45-75 2,836,935,000

Reserve System. Disquieting reports were spread as to the deflation policies of the Reserve System and the downward
Board proceeded to tumble. Corn which had averaged 1-98 in May declined to 1-52 in August. Cotton from -403 in

-63 -56 61-00 -190 -089 6-10 48-10 2,989,124, 000
54 -51 58-25 -186 -081 6-10 48-50 3,012,088,000

increased somewhat to the end of October as a result of advances for the crop movement, but the curtailment of credit
were shrinking and the Reserve System failed to extend the aid which would have enabled member banks to meet

October, 1920, urgent pieas for a change of policies were made to the Reserve Board by Senators, Congressmen
both to the Secretary of the Treasury and to the Board against the Board’s destructive policies are of record, but all
the DEFLATION OF CREDITS BY THE RESERVE SYSTEM WAS STEADY AND CONTINUOUS and as

which a Federal Reserve Bank actually charged interest as high as 874 per cent—average about 45 per cent, per annum,
banks was refunded after Mr. Williams in letters and public addresses had demanded of the Reserve Board that restitu-

43 -49 55-00 -167 -073 6-10 43-75 3,099,672,000
36 -47 49-70 145 +062 6-10 36-50 : 2,983,103,000
-31 +41 43-50 +136 047 6:10 33-00 2,974,836,000
28 -40 43-50 128 +049 5-77 30-00 2,622,174,000
27 +38 42-26 128 -046 4-18 2750 2,560,013,000
+24 -37 3840 +122 -040 3:00 24-20 2,356,160,000
-23 -37 37-50 124 042 3-18 22-87 2,180,178,000
-24 37 37-00 -128 049 3-35 22-00 1,995,051,000
25 37 37-00 -128 -045 2-65 20-75 1,782,951,000
+24 -35 32-25 125 -044 2:25 19-37 1,661,036,000
25 =34 2960 117 <044 2:25 18:20 1,527,255,000

tural products—the actual *‘contraction’ or ‘‘deflation” of regional Reserve Bank credits amounted to the huge sum of
Ocean to Ocean, and from Canada to the Gulf and the Mexican Border experienced the most “‘crushing losses’” and the
policies were seen and felt even before the aggregate of its Loans and Discounts began to show the shrinkage which, since

17,866 Million dollars to 14, 561 Million dollars—the total loss in Deposits for this period being 3,305 million dollars. During
banks to meet these unprecedented demands upon them, exerted such pressure in requiring them to pay-up or curtail their
from the end of May, 1920, to the first of September, 1921, the colossal and destructive contraction as above stated, of more
time, called in loans right and left, causing an unprecedented collapse in values and widespread ruin.

from $3,351,000,000 to $2,481,000,000, a CONTRACTION of $870,000,000. This contraction in the circulating currency
GOLD RETIRED FROM CIRCULATION and NOT against commercial credits with only the statutory percentage of

1—9
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Total Loans and Discounts and ‘‘Bought Paper” held by all 12 Federal Reserve Banks, May 28, 1920...... $ 2,938,031,000
Total Loans and Discounts and *‘Bought Paper” held by all 12 Federal Reserve Banks, August 31, 1921...  1,527,255.000
Total Loans and Discounts and *‘Bought Paper’” held by all 12 Federal Reserve Banks, January 25, 1022.. 932,882,000

Actual CONT RACTION in credlts extended by the Federal Resene System, May 28, 1920 to August 31, 1921 1,410,776 000
May 28, 1920 to January 25, 1922 2,005, 149,000

which means that the eredits which were being extended by all Federal Reserve Banks on August 31, 1921 amounted to only
52%, of the amount outstanding May 28, 1920, and on January 25, 1922, the amount of credits outstanding was only 329, of
the figures for May 28, 1920.

AVERAGE price for the 16 leading produets, shown in the above table for the month of May, 1920, was.......... 87.12
AVERAGE price for the 16 leading products, shown in the above table for the month of August, 1921, was........

NOTWITHSTANDING THESE FACTS CERTAIN OFFICIALS OF THE RESERVE SYSTEM ARE DISSEM-

JNATING PROPAGANDA ALLEGING DIRECTLY CONTRARY TO THE RECORD, THAT “DURING
THE WHOLE PERIOD OF FALLING PRICES THE FEDERAL RESERVE BOARD WERE SUPPLYING
LARGELY INCREASED CREDIT FACILITIES AND ISSUING A CONSTANTLY INCREASING VOL-

UME OF FEDERAL RESERVE NOTES”

Views or Leapina Mex AT HoMe AND ABROAD

The paralyzing -and destructive deflation policies of
the Federal Reserve Board which have been so world-
wide in their effects contrast most vividly with the views
of the ablest and best thinkers and leaders of our own and
other countries.

The following extracts from the expressed opinions of.
eminent authorities are merely examples of countless others:

HON. REGINALD McKENNA, of England formerly
Chancellor of the Exchequer, now President of the London
Joint City and Midland Bank, the largest bank in the world:

“I think I have said enough to show that an attempt at
monetary deflation of this kind ean only end in thestmngu-
lation of business and widespread unemployment. *

“The conseq of a conti fall in prices entailed
by dear money and restnctxon of credut. and awentuawd by
heavy taxation, must be n of b

SIR EDWARD HOLDEN, late President of the Lon-
don Joint City and Midland Bank:

The President of the British Banking Reform Les.gue in
referring to an address delivered several years ago by Sir
Edward Holden on the “Depreciation of Securities in Rela-
tion to Gold,”’ said.

“In that illuminating address Sir Edward showed con-
clmvely tbat the maximum amalmt of trade which is pos-
sible d ded upon the vol bank lonnu a.llmved nnd

T agree with all that you have written. We have been
experiencing the same troubles in this country that you have
m the United States, and from identically the same
Our_treasury officials under the influence of the

blg money lenders undertook to deflate our currency. * *

“The public stopped buying, business collapsed, firms
closed their doors, and we have at the present time the
greatest roll of unemployed that we have ever had since the
‘hungry forties.”

The same well-known authority in an address published
in 1920, said:

“The contraction which followed the Napoleonic wars
when our statesmen destroyed the ‘cheap ' money which had
enabled Great Britain to carry on industries during the long
war period from 1797 to 1815, and substituted the costly and
inadequate gold basis brought about the great fall in prices
and that erh of business depression which gave rise to the
corn law agitation resulting in the Chartist riots and the
raise of the free trade movement.

“Neither free traders nor tariff reformers seem to have
understood that that period of social misery was directly
ntml?utable to the Government's contraction of the money
supplies

MORETON FREWEN, eminent English economist and
publicist, a year ago, mn du;cuaamg the world crisis:

““What, then, are the common denominators which best

that the extent to which loans oould beg
npou the demands of trade, nor upon the amount of securitxes
ffered, but upon the ammt of er reserves con-

> trolled by the banks.”

LORD LEVERHULME, probably the greatest indus-
- trial leader in the British Emp:re

*““The process of too rapid deflation is undoubtedly the
cause of the present unemployment and trade stagnation.

“The prices of commodities rose to the extreme limit

unnithe war, and their reduction was a prime necessity,
but the fall has been too sudden for adjustment. This
deflation has been accomplished through t s calli
in loans which were used to finance stocks at high g:ices,
and the effect of the forced realization of these stoc
been to drive down price of commodities below the cost
of production.””

(Of Lord Leverhulme, a distinguished English writer m

his well-known book, ‘“The Mirrors of Street,
says: “‘I suppose that nobody will now di that Lord
rialist, not

Leverhulme is easily the foremost in

merely in the British Isles; but in the world. I can think
of no one who approaches him in the creative faculty.
Not even America, the country of bi men And b)g business,
has produced a man of this truly co )

THE PRESIDENT OF THE BRITISH BANKING
REFORM LEAGUE, Mr. Arthur Kitson, in acknowledging
receipt of one of John Skelton Williams’ addresses on the
deflatation policies of the Federal Reserve Board which had
been sent him by request, said in his letter to Mr. Williams:

t for the universality of that disaster now impending
over the New Year? I have pointed out one, namely, the
deflation ot credits and currencies. It is enough to say that
if this intentional and malevolent destruchon of eredit is
followed to its logical conclusions men’s hearts may well fail
them everywhere for the days that are at hand.””

'I'he GOVERNOR OF THE BANK OF FRANCE,
ly regarded as one of the world’s most eminent bank-

mz authorities, in his annual report a year ago, declared:

“We have welcomed, whether by means of rediscount or
by direct discount, all paper whose creation responded to the
legitimate needs ‘of commerce and production. By this
liberal policy, to which we have remained and always will
remain faithful, we expect to support with all our power the
activities of wndely varymg business enterprises which in
France are needed to lessen the violence of the erisis:”

PROFESSOR GUSTAV CASSEL, an economist of
ternational rexﬁutnuon, in his recent report submitted to
the League of Nations:

"The downward movement of prices has not, as is some-

merely a spontaneous result of forces

Y d our control. It is essentially the result of a policy

deliberately framed with a view to bringing down prices
and giving a higher value to the monetary unit. *

““The world’s work has been brought to a standstill to a
degree that we have never witnessed beiore. a.nd unemploy-
ment has risen to alarming figures, particular Q&V in countries
5here the policy of deflation has been applied most sever-

y
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PROFESSOR J. LAURENCE LAUGHLIN, Professor
(én}'llgritus of the School of Political Economy, University of
icago:

“A crisis comes because eredit has been unduly expanded
in a period of prolonged prosperity; in an optimistic spirit
men have entered into transactions beyond their actual
means, as is shown when the test of actual payment is exact-
ed, and in a time of fright eollateral as well as goods falls
in price. IN SUCH A SITUATION LIQUIDATION
NEEDS TIME IF DISASTER IS TO BE PRE-
VENTED.”

“ ® * the great need is some means—whatever it
may be—which will enable a bank to make loans to a client,
who can thereby be saved from failure and from hasty and ruinous
liquidation.

PROFESSOR IRVING FISHER, Professor of Political
Economy, Yale University:

The newspapers of January 31st, 1922, in dispatches from
London quote Prof. Fisher, as pointing out in an address
before the London School of Economies, at the London
University, that the fundamental cause of the collagse in
%ﬁoes in this country was the abrupt way in which the

ederal Reserve System raised discount rates under the
“false idea that they must get back the so-called normal
of pre-war.” Continuing the press dispatch quoting,
Professor Fisher says:

“The idea of suddenly wrenching:back price levels when
they had reached the heights of 1920 to 1913 level, whilst it
did bring about justice to contract parties who had entered
into contracts before 1913 produced a frightful injustice to
the much larger number who had contracted at these high
price levels.”

“‘Consequently,” says the dispatch quoted, ‘‘Professor
Fisher held it to have been a very great mistake of policy of
the Federal Reserve Board to have raised the rates of dis-
count so high and to have produced this fall of prices.”

The late A. BARTON HEPBURN, a leading financier
of New York, and former Comptroller of the Currency,
upon his return last summer froma visit to the Far East was
quoted by the Associated Press as follows:

CXXXIi

“Japan is backing up the banks in lending funds at a low
rate of interest to struggling farmers who would otherwise
go under to the detriment of commerecial life.”

Contrast the intelligent policy of the Banks of Japan
with the Federal Reserve which for example, in Colorado,
Mississippi and Alabama charged in some cases 22 per cent.
and 31 per cent. and in one instance as high as 874 per cent.,
to member banks whose loans were mainly to farmers.

. JAPAN. A newspaper published in TOKYO, JAPAN,
in April, 1921, discussing trade between the United States
and China referred to an instance of machmery purchased by
a Cl}inese firm on a four months’ sight draft, said signifi-
cantly:

“WHEN THE FEDERAL RESERVE BOARD
CALLED IN CREDITS, the firm was told that they
would have to pay cash on delivery. This almost threw
them into bankruptey.” The newspaper pertinently adds:

“The Chinese memory is a long one.”

Views of UNITED STATES SENATORS AND
REPRESENTATIVES.

The Joint Commission on Agricultural Inquiry, com-
posed of prominent Senators and Representatives of both
pcognt:cal parties, says in its report recently submitted to

ngress.

“The debacle of prices in 1920 and 1021 reduced the
farmer to a condition worse than he has suffered under for
30 years. * * Farmers are having the greatest diffi-
culty in paying the debts incurred in producing the crops
of 1920 and in securing credit necessary for new production.
The Commission believes that these difficulties are due
in a meagure to the credit restrictions and limitations
of the past 18 months and in part to the fact that the banking
machinery of the country is not adequately adapted to the
farmers’ requirements. * * The Commission is of. the
opinion that a more liberal policy could have been adopted
in the latter part of 1920 and the early part of 1921, and that
the adoption of such a policy would have served to arrest in
part the tide of deflation to reduce the hardships and losses
incident thereto.”

RESERVE BOARD DEAF TO REPEATED WARNINGS. October 18, 1920, the Reserve Board was warned by
John Skelton Williams, then Comptroller of the Currency, and ex-officio member of the Board in the following language:
“The plans and policies which have aided in bringing about deflation in the great staple commodities should be at once
taken up for consideration and revised as far as may be necessary to meet present and changed conditions. If this is not done

speedily, I am fearful as to the consequences which may ensue.”

Three days later, October 21, 1920, in a letter to Secre-

tary of the Treasury Houston, Mr. Williams said: ‘“The strain upon the business fabric of the country is, in some respects,
unparalleled and I do feel that the time has come for the exercise of such salutary and constructive powers as may be at our

command, * The situation * *
bank failures, I believe, will be inevitable.”

has become more aggravated of late, and unless relief can be found an increase im

The Board’s answer to these and other warnings was, more pressure and deflation—the reduction in “‘credits’” by the

Federal Reserve Banks for the 12 months ensuing from October 15, 1920, to October 26, 1921, was more than $1,722,000,000,.
every month showing a contraction. The actual contraction in Federal Reserve Notes in circulation same 12 months period,.

was $944,492,000. The shrinkage and annihilation of property values which accompanied this “deflation’ of credits exceeds.
the wealth of empires. The worlds history furnishes no parallel for the heart-rending wiping out of values and destruction:
of enterprises, homes and fortunes, large and small, which we have witnessed in the past 18 or 20 months, while the Reserve:
Board was conducting its fatal experiments.

Mr. Williams kept up his efforts to secure a reversal of the Board’s destructi:ve policies but his remonstrances were
unavailing. In a letter to the Reserve Board Governor, January 17, 1921, he said ‘‘It is entirely true that I wish to go om
record. * *—I wish to be recorded definitely as having done my utmost to urge our Board to saving or palliavive action and
consideration for the troubles of the public and thereby at least free myself from the censure vhat will fall on us with erugh-~
ing foree if we omit any possible effort to micigace present and real suffering or to avert disaster; alchough the consideration
of personal exculpation is, of course, slight and negligible in comparison with my main purpose and hope, which are to obtain
from the Board some prompt and effective acvion for relief.”

1—9%



‘cxxxii SELECT STANDING COMMITTEE
14-15 GEORGE V, A. 1924

EXHIBIT No. 19
APPLICATION BY

under the Finance Act, 1923.

To THE HONOURABLE
TaE MEMBERS OF THE TREASURY BOARD:

The Bank (hereafter
called “the Bank”) hereby applies under the provisions of the Finance Act,
4923, for a loan of dollars or such less amount as may be

approved by the Treasury Board and offers as security therefor the securities set
forth in the Schedule attached hereto.

The Bank will repay the amount advanced with interest at the rate of......
per cent per annum on or before the first of May 19....

The Bank submits herewith (or undertakes to furnish as soon as possible
as the case may be) a certified copy of a resolution of the Board of Directors
of the Bank authorizing this application and the pledge of the securities specified.

The Bank will upon approval of the loan deposit the securities with the
Minister of Finance or for his account with a depository authorized by him
to receive the same accompanied by a duly executed pledge agreement in the
form approved by the Treasury Board.

Dated this day of 19

The Bank
President (or Vice-president or other Director
authorized by resolution of the Board).

General Manager or other officer authorized
by resolution of the Board).

Approved for an advance
of $ B

. Secretary .of. .th.e. "I‘.re;v..sury Board.
Ottawa,
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SceppuLe giving description and brief particulars of securities to be deposited pursuant to
attached application by the Bank

Valuation by Treasury
DESCRIPTION AND PARTICULARS Bank’s valuation Board as basis
for advance

The Bank

President (or Vice-President or other Director
authorized by the Board).

General Manager (or other officer authorized
by the Board).
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EXHIBIT NO. 20
PLEDGE AGREEMENT
under the Finance Act, 1923.

The undersigned Bank hereby acknowledges to owe to His Majesty the
King, the sum of dollars
together with interest at the rateof.......... per cent per annum, which amount
is to be paid to His Majesty the King on or before the 1st day of May, 19....

As security for the payment of the said indebtedness and interest the under-
signed Bank has concurrently with the execution hereof deposited with the Min-
ister of Finance (or with for account
of the Minister of Finance) in trust for His Majesty the securities set forth in
Schedule “ A ” hereto annexed, and hereby assigns and transfers the same to
His Majesty as such security aforesaid.

The regulations, terms and conditions of pledge, set forth in the Schedule
“B ” hereto together with all additions to and modifications ilereof from time
to time made by the Treasury Board shall form part hereof and the under-
signed Bank agrees to be bound thereby and from time to time to execute all
such further instruments and documents as may be reasonably required by the
Minister of Finance for the purpose of giving effect thereto.

Executed this day of 19
The Bank

By GO RS, WG R GR, BE
President (or Vice-President or other
authorized Director).

...........................

authorized by resolution of the Board).

SCHEDULE A.
Tae FiNnance Acr, 1923.

Schedule giving description and brief particulars
of securities pledged and subject to the
attached agreement.

Description and Particulars.

Presiding (or Vice-President or other
Director authorized by the Board).

General Manager (or other officer
authorized by the Board).
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SCHEDULE B.

REecuraTIONS, TERMS AND CONDITIONS APPLICABLE TO ALL ADVANCES TO CHARTERED
Baxks or CanapAa UnNDER THE Finance Act, 1923.

d1. Advances shall bear interest from the date on which they are respectively
made.

2. Interest shall be computed at the rate of five per cenl per annum or
such greater rate as may from time to time be fixed by the Treasury Board.

3. Interest shall be payable quarterly on the last day of the months of
February, May, August and November, the first payment to be made on the
first of such days which shall happen after the making of each advance.

4, Advances may be made at the office of the Receiver-General of Canada
at Ottawa, or at the office of any Assistant Receiver-General. All payments
shall be due at the office at which the advance was made.

5. So long as the Bank is not in default it shall be entitled upon request to
receive all interest and dividends which shall be paid upon the pledged securities
or the coupons or other interest warrants therefor.

6. The Bank shall at all times maintain such margin in value of pledged
securities over and above the advances thereon as may be required by the
Treasury Board.

7. As advances are repaid the Minister may direct the redelivery to the
Bank of such securities as he may approve.

8. All advances shall be repayable on or before the 1st day of May in
each year.

9. If the Bank shall make default in payment of the advances when due
- or meanwhile in the payment of interest, or in the maintenance of margin, or shall
suspend payment of its liabilities, the whole amount of the indebtedness and
interest shall, without any notice or demand, become immediately payable and
the Minister or his appointee may forthwith, or at any time thereafter in his
discretion without notice, without demand, without advertisement or any other
formality, all of which are hereby waived, sell and dispose of all or any of the
pledged securities by public or private sale or on any exchange in Canada or
elsewhere and may buy in at any sale by auction and vary or rescind any con-
tract of sale and may transfer and deliver the securities so sold to the pur-
chasers thereof.

10. The Bank shall take up all maturing securities on or before the maturity
thereof either by paying the amount required to obtain the release thereof or
by the substitution of other approved securities of a like principal amount, or
partly in one mode and partly in the other.

11. No obligation to collect either principal or to enforce or realize upon
any of the pledged securities shall rest upon His Majesty, or the Minister or any
depository, and the duty of giving notice of dishonour of or protesting any
security shall remain with the Bank. His Majesty or any person on his behalf
may, however, exercise without responsibility for loss or otherwise all or any of
the rights and remedies of a holder of such securities.

12. All moneys realized from the pledged securities after deducting all
expenses, commissions and costs, including Solicitor and Counsel fees in con-
nection therewith, shall be applied on the indebtedness of the Bank to His
Majesty, and any surplus shall be paid to the Bank. All accounts certified to be
correct by the Department of Finance shall be conclusive.

13. Notwithstanding the pledge of securities His Majesty, shall in respect
of the indebtedness and interest, be entitled to all other rights and remedies
against the Bank vested in him by law, and shall not be obliged to realize upon
the pledged securities or any of them.
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14. His Majesty shall not be responsible for the loss of any of the pledged
securities while in transit to or from the Department of Finance or the office
of an Assistant Receiver-General.

15. “ Minister 7 shall mean the Minister or Acting Minister of Finance, or
any Deputy or Assistant Deputy Minister or any appointee of the Minister or
Acting Minister. “ Bank ” shall mean the pledging Bank.

16. For the purpose of uniformity it is declared that the Agreement of
Pledge and the rights and obligations of His Majesty and the Bank respectively
thereunder and under these regulations shall be interpreted and governed by the
law of the Province of Ontario.

17. These regulations and the terms and conditions affecting the deposit of
securities and the agreement of pledge thereof may from time to time be added
to, varied or modified by the Treasury Board, and all such addmons, variations
and modifications shall apply to all agreements of pledge then existing, as well as
to those thereafter entered into with the same effect as if embodied therein.

18. Whenever documents of title covering grain or other commodities are
released under the provisions of Section 4 of the Act, the Bank shall be required
to execute a declaration of trust in the following form:—

“Whereas the Minister of Finance, under the authority of the Finance

Act, 1923, has advanced to the Bank ...................... through its
Branch 8t ................... the sum of . ....iu.cine AYPON T dollars

J OF. TFFIIOPPL 90 A3 ) upon the pledge of the following securities, that
is to say:—(a)

((a) Here insert deserip-
tion and amount of
each promissory note
or bill of exchange
and the relative do-
cuments of title.

And whereas the Minister, under the authority of Section 4 of the said Act,
has permitted the bills of lading and other documents of title covering the grain
and/or other commodities underlying the above mentioned securities to go
forward under the control of the Bank with the said grain aud/or other com-
modities;

(e sATd PAAL, NS TN o, T hereby acknowledges receipt of the said
bills of lading and other documents of title.

{TheBaid: Bank «u) .cinido. odeBednhies receives the above as trustee for the
Minister under the provisions of the said Act.
The-amd Bank . o 0 sy eaaociays further undertakes to keep this trans-

action separate from any others and to remit to the Minister the entire net pro-
ceeds when realized or a portion thereof sufficient to pay off the amount of the
advances above mentioned and the interest thereon unless the said advances
and interest have sooner been paid off.

The said Bank undertakes to cover the grain and/or other commodities by
insurance against loss by accident, fire, or otherwise and- to hold the policy or
policies on behalf of the Minister.
Batedd . Anail. 91 a ezanbeldahng

i Bkl 90l pos alaiusamanhng.pssajedd

BRATEIS ot 0+ 348 wxprsidesas ooty o TrY

...................................
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EXHIBIT No. 24

“The Guaranty of Bank Deposits. Submitted as Term Paper in
“ Advanced Banking,” Pol. Econ. 31 Spring Quarter, 1924, University of
Chicago.”
ForEWORD

The guaranty of bank deposits as it has developed in our middle west has
been a very interesting experiment. While its early sponsors eagerly siezed upon
it as political issue, it secured widespread approval no doubt, because it was
popularly thought to be the proper corrective of a real evil, seemingly insepar-
able from free banking under frontier conditions. If there has been misconcep-
tion and no lack of self interest on the part of the advocates, neither has the
opposition been free from bias and self interest. Much of the bibliography of
the question reflects this clash of interests.

In this paper it has been our aim to set down the main points much as one
might describe an experiment being conducted under laboratory conditions.
For this reason some time is devoted in the beginning, to a discussion of what
seem to be the most significant of the theoretical aspects of the study before
proceeding to describe the actual working out of the experiment itself and the
conclusions which may be drawn therefrom. No attempt has been made in the
text to indicate completely the exact sources of all the materials presented. All
the bibliographical references listed at the end of the study have been drawn
on freely, the magazine articles referred to, being of particular value with respect
to the recent seemingly conclusive developments.

W. N. MITCHELL.
June 2, 1924.

CONCLUSIONS

The conclusions which now must seem inevitable are that this scheme
which had such a short time ago apparently earned an honourable place in
State banking practise, is a dismal failure. Thus there at once arises the ques-
tion as to what are the causes of this sudden reversal of aspect. Must it be
concluded that the proposition is unsound in principle; that it is unnecessary
and must inevitably lead to bad banking and therefore should be abandoned?
Or must we look for the cause of the failure in the shortcomings of the laws
themselves? Undoubtedly there are many interested observers, long opposed
to the idea on principle, who are glad now to assume an “I told you so”
attitude and dismiss the case without further ado. On the other hand one
cannot examine the provisions of the various laws and follow their course as an
administrative policy was being developed without being impressed by the fact
that in time of stress the assurance of protection held out was a very unstable
one, and one might well wish that it might have been possible to frame the
legislation in such a manner that the proposal could have had a fairer trial.
The tempering of politicians has not been an unknown danger and came very
near wrecking the plan in the course of its history but this was not directly
responsible for the failure in the end. The overwhelming effect of an unpre-
cedented epidemic of bank failures broke the system which is not strange of
course for if there was a weakness it must show itself in a time of particular
stress. The point is, the laws did not provide against such a catastrophe and
ignored the possibility of what in fire insurance is called the conflagration
hazard. Neither would the result probably have been different if the supreme
test had been postponed until time had been given to more firmly establish the
plans. The oldest and presumably best established systems were among the
first to collapse. The fact that none of the laws provided for an accumulating
reserve fund based on a scientifically computed ‘“mortality” table but rather
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relied upon hand to mouth assessments, made the age element of little impor-
tance in determining the relative strength of the plan. It is true that more
stringent supervision which invariably developed with experience with the
plan in the several states tended to raise the standard of the individual risk.
There is some evidence tending to show that this might have been the case and
even that much more rigid observation of banks and bankers should have been
the rule. The mortality among national banks with much stricter supervision,
was very much less though this is to be partly explained on the grounds that
the national banks are by legal requirement compaiatively large institutions
and it is to be expected that the mortality should be higher among the smaller
banks. Inadequate inspection must no doubt assume a part of the blame, but
the real cause it would seem, lies in the fact that every one of the laws in some
way or another violate the principles of scientific insurance and must have been
doomed to failure in a time of supreme test.

The Lessons to be Drawn from the Failure:

The causes as just stated suggest the lessons which may be drawn from the
experiment. The insurance contemplated by the laws has been based on much’
the same principle as that involved in the country mutual fire insurance com-
panies. These make assessments against the subsecribing farmer in proportion
to the valuation of his insured property, in sufficient amount to cover actual
Josses of members in the association and no reserve fund is built up. This
works very well in a farm community where no conflagration risk exists. But
if the risks of such a company were all situated in a single village where such
risks are present, the probability would be that the system would be wrecked
sooner or later. In banking, especially when considered in a local sense as in
a state having a high degree of economic unity, the “conflagration hazard”
cannot be eliminated. Bank failures occur for the most part, in times of de-
pression and in such times, failure is likely to become a veritable epidemic.
For such times, mutual assessment insurance with no provision for the accumu-
lation of reserves, provides no protecton. The results of the last few years
serve but to reiterate the minimum requirements of scientific insurance as de-
fined earlier in this report. With any less than these conditions, the plan has
small hope for permanent success in times of stress.

The Probable Future of Bank Deposit Guaranty.

One can but conjecture what the probable future of this interesting experi-
ment, which seemingly has failed so dismally, will be. That a practical plan of
guaranty of deposits could be worked out for the country as a whole, there
is little reason to doubt. That there is no probability of such action bringing
all banks under a guaranty plan throughout the nation is equally certain.
Nothing short of an upheaval of concerted popular approval could bring about
the unity of action necessary under our peculiar dual system of state and
national banking, to secure such a result. It is equally sure that none of the
plans developed in the various states is adequate to meet such a need if it
exists. Of course such crystalization of public opinion throughout the nation
upon some vital question has upon occasion been secured. Undoubtedly such
will occur again and if the benefits to be secured by the guaranty of bank
deposits, in the long run exceed the cost and the need ever seemed impressive
enough, conceivably this might sometime be made such an issue. There is
good reason for believing however, that the need for such a plan will impress
itself less upon the public consciousness as banking standards are raised through
increasingly rigid public inspection and control. In this direction, it is believed,
lies the best means of protecting the public interest and with such control the
demand for deposit guaranty, born of frontier conditions, will likely disappear.
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MINUTES OF PROCEEDINGS

House or CoMMONS,
CommMmirree Room 429,
Fripay, May 2, 1924.

The Committee met at 11 o’clock a.m.
The Chairman, Mr. Mitchell, presided.

Present: Messieurs Baxter, Benoit, Black (Halifax), Black .(Yukon),
Cahill, Caldwell, Carmichael, Clark, Coote, Descoteaux, Drayton, Garland
(Bow River), Good, Grimmer, Hanson, Healy, Irvine, McTaggart, Millar,
Mitchell, Papineau, Robb, Ryckman, St. Pére, Sales, Senn, Shaw, Speakman,
Spencer, Steedsman, Stevens, Tobin, Vien—33.

After the consideration of Private Bills on the Order Paper—
The Chairman read the Home Bank Order of Reference, as follows:—

Monpay, March 31, 1924.

- Ordered—That the Resolution adopted by this House on Thursday, 27th March, as
ollows:—

“That in the opinion of this House, in view of the failure of the Home Bank and of
the fact that official prosecutions and inquiries have been instituted, including the Royal
Commission which has been appointed to investigate the facts alleged in the petition
represented by the depositors of the Bank and the affairs of the Bank generally; and con-
sidering that the evidence received and to be taken before the several tribunals will be
available for consideration, the Select Standing Committee on Banking and Commerce
should be instructed to consider the provisions of the Bank Act with a view to recom-
mending such amendments to the Act as will better protect the interests of depositors
generally and will prevent similar occurrences in the future; and also to consider the report
of the Royal Commission in its bearing upon these matters and with respeet to the pos-
sibility of saving the Home Bank depositors from loss,” be referred to the Select Standing
Committee on Banking and Commerce for such action as the Committee may deem
advisable.

Attest.
W. B. NORTHRUP,
Clerk, House of Commons.

A sub-committee, consisting of Messrs Good, Cahill, Baxter, Irvine, Vien
and Mitchell, were appointed to consider and report to the Committee as to
witnesses re Home Bank reference, with leave to report from time to time.

The Committee adjourned to meet at the call of the Chair.

WALTER TODD,
Chief Clerk of Committees.

exli
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House or ComMmoNs,
CoMmMITTEE Room 436,
Wednesday, May 7, 1924.

The Committee met at 11 o’clock a.m.

The Chairman, Mr. Mitchell, presided.

Present: Messieurs Baxter, Black (Halifax), Carmichael, Carruthers,
Casgrain, Clark, Duncan, Elliott (Dundas), Good, Guthrie, Harris, Healy,
Irvine, Macphail, McMaster, Maybee, Millar, Mitchell, Robitaille, St. Pére,
Sales, Shaw, Steedsman, Stevens, Tobin and Vien.—26.

After the consideration of Private Bills on the Order Paper—

The sub-committee on witnesses reported progress and asked for leave to
git again.

Report adopted.

The Committee adjourned to meet at 11 a.m. on Thursday, May 8th, 1924.

WALTER TODD,
Chief Clerk of Committees.

House or CoMMONS,
CoMmMITTEE Room 436,
Thursday, May 8, 1924.

The Committee met at 11 o’clock a.m.
The Chairman, Mr. Mitchell, presided.

Present: Messieurs Benoit, Carmichael, Carruthers, Clark, Coote, Desco-
teaux, Garland (Bow River), Good, Grimmer, Harris, Healy, Hodgins, Hudson,
Irvine, Jacobs, Kellner, King (Huron), Ladner, Maclean (York), Macphail
McKay, McMaster, McQuarrie, Maybee, Mitchell, Ryckman, Spencer, Stevens,
Tobin, Vien, Woods, Woodsworth.—32.

Mr. Vien, for Mr. Cahill, read the second report of the sub-committee, as

follows:—
Rerort oF THE SUB-COMMITTEE ON BANKING AND COMMERCE

Your sub-committee under the Chairmanship of Mr. Frank S. Cahill,
M.P., and composed of the Honourable Walter Mitchell, the Honourable J.
B. M. Baxter, Messrs. W. C. Good, William Irvine and Thomas Vien have
studied the question of witnesses to be summoned in respect of the subject
matter referred to them by the Standing Committee on Banking and Com-
merce. They have limited themselves to the subject of bank inspection.

The following names have been suggested:

1. Mr. John 8. Williams, formerly comptroller of Currency at Washing-
ton, D.C., now of Richmond, Virginia.

2. Mr. Lawrence O. Murray also formerly comptroller of Currency, whose
address is presently unknown to us.
= 3. Mr. W. P. Malburn, American Exchange National Bank, New York

ity.
4. Mr. E. W. Stearns in the office of the comptroller of Currency, Wash-
ington, D.C.

5. Mr. Charles A. McLean, Vice-President Ladd & Tilton National Bank,

Portland, Ore.
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6. Sir William E. Stavert, of Montreal.
7. Mr. G. D. Finlayson, Superintendent of Insurance, Department of

Finance, Ottawa.

Mr. Good was instructed by the sub-committee to inquire personally
from these gentlemen whether they would be willing to give evidence if the
Committee on Banking and Commerce desired their presence.

The sub-committee also instructed the secretary, Mr. Todd, to see to it
that a wire be sent to the Secretary of the Treasury at Washington, drafted as
follows:

“To the Secretary of Treasury,
Washington, D.C.

The House of Commons’ Banking Committee are considering advis-
ability of adopting a system of Government Inspection of banks and
desire expert evidence re your own system stop. Can you kindly sug-
gest names of men well qualified to give full information. The follow-
ing names have been suggested John S. Williams, Lawrence .O. Murray,
ex-comptroller of Currency, W. P. Malburn of the American Exchange
National Bank, New York City, F. W. Stearns of the Comptroller’
office stop. Kindly wire reply collect.

(Sgd.) W. G. MITCHELL.

The sub-committee begs to recommend that Sir William E. Stavert, of
Montreal, and Mr. G. D. Finlayson be requested to appear on the question of
inspection.

Your sub-committee further recommends that your Committee decide first
other subjects of investigation before they be requested to suggest other names.

FRANK S. CAHILL,
Chairman of Sub-Committee

On motion of Mr. Vien the report of the sub-committee was adopted as
read.

Mr. Vien, for Mr. Cahill, read copies of telegrams sent by the Secretary,
Mr. Todd and by Mr. Good, as instructed by the sub-committee. Copies of
telegrams were filed with the clerk. Mr. Good read telegram received from Mr.
John Skelton Williams, which was also filed with the clerk.

The Chairman read a further Order of Reference, as follows:—

Ordered,—That the Report of Doctor Tory on Agricultural Credits, tabled on the 15th
April, be referred to the said Committee.

Attest.
W. B. NORTHRUP,

Clerk, House of Commons.

Mr. Ladner suggested the calling of representatives of the Canadian Bankers’
Association to give evidence as to bank inspection. Discussion followed and
Mr. Ladner’s suggestion was laid over for future consideration.

Committee decided to proceed with their investigation into “Bank Inspection
Systems”, “Safety of Deposits” and “Double Liability of Shareholders”; Dr.
Tory’s Report on “Agricultural Credits” to be investigated later.
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On motion of Mr. Stevens,

Ordered,—That this Committee request the Minister of Finance to nominate
an official of his Department to give evidence before the Committee as to the
operation and results of the last amendments to the Bank Act.

On motion of Mr. Vien, acting chairman of the sub-committee on witnesses,

Ordered—That Sir William E. Stavert of Montreal be summoned to give
evidence before this Committee on Tuesday next; and that the official nominated
by the Minister of Finance be also requested to attend on that day to give
evidence.

On motion of Mr. Ladner,
Ordered,—That the Minister of Finance be requested by this Committee
to obtain from the chartered banks of Canada pursuant to his powers under the

Bank Act the following information:—
1. The number of savings accounts in each of the chartered banks of Canada

having on deposit as at 30th April, 1924, the sum of $3,000 or less.

2. The total amount of money on said date in each of the said banks of
such savings accounts up to the sum of $3,000.

3. Similar information with respect to savings accounts between $3,000 and
$5,000.

4. Similar information with respect to savings accounts between $5,000 and
$10,000.

On motion of Mr. Shaw,
Resolved —That this Committee is of opinion that the matter of guaranteeing
deposits is within the scope of the Reference, therefore,

Ordered,—That the sub-committee be empowered to consider the names of
witnesses familiar with the system or systems of guaranteeing deposits in vogue
and to report thereon to the Committee with a view of calling such witnesses.

Notices of Motion

No. 1.—By Mr. Shaw:—

That this Committee is of opinion that the purpose, organization and
operation of some type of properly administered Central or Reserve Bank falls
within the scope of the Reference; and that the sub-committee is hereby
instructed to suggest to this Committee the names of competent witnesses to give
evidence on this subject.

No. 2—By Mr. Ladner:—

That this Committee recommend to Parliament the elimination from the
Bank Act 1923, of all provisions relating to double liability of shareholders and
that accordingly section 125 of the said Act and other sections relating to question
- of double liability be repealed.

The Committee adjourned at 12.50 o’clock a.m. to meet again at 11 o’clock
a.m. on Tuesday, May 13, 1924.
S. R. GORDON,

Clerk to Committee.
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House or CoMMONS,
- CommITTEE RooMm 436,
Tuesday, May, 13, 1924.

The Committee met at 11 a.m.
In the absence of the Chairman Mr. Vien presided.

Present: Messieurs Baxter, Benoit, Bird, Black (Halifax), Black (Yukon),
Boivin, Cahill, Caldwell, Carmichael, Carruthers, Casgrain, Chaplin, Chevrier,
Clark, Clifford, Coote, d’Anjou, Desaulniers, Descoteaux, Drayton, Duncan,
Elliott (Waterloo), Fafard, Fortier, Garland (Bow River), Good, Grimmer,
Guthrie, Hanson, Harris, Hatfield, Healy, Hodgins, Hughes, Irvine, Jacobs,
Kellner, King (Huron), Ladner, Laflamme, MecBride, Macdonald (Pictou),
Mackinnon, Maclean (York), McCrea, McKay, McMaster, McMurray, Me-
Quarrie, McTaggart, Malcolm, Maybee, Millar, Morin, Papineau, Porter,
Rankin, Rhéaume, Robb, Robichaud, Robitaille, Ryckman, St. Pere, Sales,
Shaw, Sinclair (Oxford), Sinclair (Queens, P.E.I.), Speakman, Spencer, Steeds-
man, Stevens, Tobin, Vien, Woods and Woodsworth.—75.

The Clerk read telegrams received from Messers William P. Malburn,
Cleveland, Ohio and A. W. Mellon, Washington, D. C. (These appear in the
Minutes of Evidence of this date).

On motion of Mr. Shaw,
Ordered,—That the Clerk be instructed to secure a sufficient number of
copies of the “Bank Act” for the use of the members of the Committee.

On motion of Mr. Coote,

Ordered,—That a Report be presented to the House recommending that the
Committee be given leave to have their proceedings and such evidence as may
be given before them, printed from day to day for the use of the members of
the Committee and the House, and that Rule 74, relating thereto be suspended.

Presented to House, May 13, 1924. (See page 262, Votes and Proceed-
ings.) Concurrence moved, concurred in, May 13, 1924. (See page 264, Votes
and Proceedings.)

On motion of Mr. Mackinnon,

2 Ordered,—That the following shall be the mode of procedure for this Com-
mittee:—

1. All motions and notices of motion must be in writing. )

2. Amendments to the “Bank Act” introduced in Committee by Members
may be received as notices of motion to be discussed and not voted upon until
a subsequent meeting of the Committee. Members of the Committee shall be
furnished with copies of such amendments.

3. Non-contentions amendments to the “Bank Act” may be first disposed
of. Any amendment or clause to which there is objection stands on the request
of a Member for further consideration. Reconsideration shall be permissable on
notice of motion. ’

The Committee proceeded to consideration of the following Notice of Motion
standing in the name of Mr. Shaw:—

“That this Committee is of opinion that the purpose, organization and
operation of some type of properly administered Central or Reserve Bank falls
within the scope of the Reference, and that the sub-committee is hereby instructed
to suggest to this Committee the names of competent witnesses to give evidence
on this subject.”

1—10
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Discussion followed.

The question having been raised as to whether or not the proposed motion
was within the scope of the Order of Reference, the acting Chairman reserved
his decision until a future meeting of the Committee.

On motion of Mr. Good,

Ordered,—That the sub-committee on witnesses be requested to recommend
from among those who are available, such witnesses as they think advisable and
to report at the next meeting of this Committee.

Mr. George Edwards, Chartered Accountant, Toronto, Ontario, who had
been nominated by the Department of Finance as a witness was called, gave
evidence and retired.

Committee adjourned at 1.05 o’clock p.m. to meet at 11 o’clock a.m. to-
morrow, Wednesday, May 14, 1924,

S. R. GORDON,
Clerk to Commattee.

House or CoMMONS,
CommirTeE Room 231,
Wednesday, May 14, 1924.

The Committee met at 11 o’clock A.M.
In the absence of the Chairman, Mr. Vien presided.

Present: Messieurs Cahill, Carmichael, Carruthers, Casgrain, Chaplin,
Clark, Clifford, Coote, Descoteaux, Elliott (Dundas), Eliott (Waterloo), Gar-
land (Bow River), Good, Grimmer, Hanson, Harris, Hatfield, Healy, Hodgins,
Hudson, Hughes, Irvine, Jacobs, Kellner, King (Huron), Ladner, Laflamme,
McBride, Macdonald (Pictou), Maclean (York), Macphail, McKay, McMaster,
McQuarrie, McTaggart, Marler, Maybee, Miller, Morin, Papineau, Robb, Ryck-
man, Sales, Senn, Shaw, Sinclair (Oxford), Sinclair (Queens), Spencer, Steeds-
man, Stevens, Tobin, Vien, Woods and Woodsworth.—54.

The acting Chairman, read a further Order of Reference as follows:—

Ordered,—That the said Committee be authorized to have their proceedings and such
evidence as may be taken, printed from day to day for the use of the members of the
Committee and of the House.

Attest,
W. B. NORTHRUP,

Clerk, House of Commons.

The Acting Chairman, for Mr. Cahill, read the third Report of the sub-
mittee as follows:—

3rd REPORT OF BANKING AND COMMERCE SUB-COMMITTEE

. Your sub-committee recommend that the following witnesses be called,
viz:—
Mr. John Skelton Williams, Richmond, Virginia, former Comptroller of the
Currency at Washington, to be requested to give evidence on Tuesday, May 20th.
Mr. J. W. Pole, Washington, D.C., Chief National Bank Examiner, to be
requested to give evidence on Thursday, May 22nd.
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Messrs, E. W. Stearns, of the Comptroller’s office Washington, D.C., and
Sherill Smith, Vice-President, Chase National Bank, New York, to be requested
to give evidence on a later date to be decided upon.

Your sub-committee have instructed the Clerk of the Committee to
telegraph Messrs Williams and Pole with the view of ascertaining whether or
not the dates recommended will suit their convenience.

Franxk S. Cammy,
Chairman of the sub-committee.

On motion of Mr. Tobin the Report of the sub-committee was adopted as
read.

On motion of Mr. Good, :

Ordered,—That Mr. John Skelton Williams, Richmond Virginia, former
Comptroller of the Currency be requested to give evidence before this Com-
mittee on Tuesday, May 20th and that Mr. Williams be tendered the usual
travelling and living expenses of a witness before parliamentary committees.

On motion of Mr. Irvine, ‘

Ordered,—That Mr. J. W. Pole, Washington, D.C., Chief National Bank
examiner, be requested to give evidence before this Committee on Thursday,
May 22nd, and that Mr. Pole be tendered the usual travelling and living ex-
penses of a witness before parliamentary committees.

On motion of Mr. Irvine,

Ordered,—That a Report be presented to the House asking that the Com-
mittee be granted leave to sit while the House is in session. Presented to House,
May 14, 1924. Concurrence moved, concurred in, May 14, 1924. (See page
267, Votes and Proceedings.)

Mr. George Edwards, Chartered Accountant, Toronto, who was in attend-
ance, continued his evidence and retired.

Notice of Motion
Mr. Ladner gave notice of the following Motion:—

SaviNgs DEPOSITS AND THEIR PROTECTION.

“That in the opinion of this Committee the Bank Act should be amended
in order to provide for the establishment in the chartered banks of Canada of a
special savings account or other class of accounts for savings deposits in addition
to those now existing, whereby all holders of deposits in such special savings
account in any one bank, or branch thereof, shall be protected or guaranteed
against loss up to the sum of $3,000 according to a similar prineiple as that now
provided for in sections 62 to 69 inclusive of the Bank Act relating to the pro-
tection of bank notes by the establishment of a fund known as the Bank Circu-
lation Redemption Fund, or that such special savings account be established in
accordance with some other principle of insurance the premium of which will
be paid by the depositors or the chartered banks of Canada, or both, or in such
other manner as the committee may consider capable of giving reasonable pro-
tection to depositors of money in savings accounts in such sums as the com-
mittee may determine.”

The Committee adjourned at 1.15 o’clock p.m. to meet at 11 o’clock to-
morrow, Thursday, May 15, 1924. -
S. R. GorpoN,
Clerk to Commiattee.

1—10%
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House or CoMMONS,
CommrrTeEE Room 231,
TuaurspAay, May 15, 1924.

The Committee met at 11 o’clock a.m.
In the absence of the Chairman Mr. Vien presided.

Present: Messieurs Baxter, Benoit, Bird, Black (Halifax), Bristol, Cahill,
Caldwell, Carmichael, Carruthers, Chaplin, Chevrier, Clark, Clifford, Coote,
Desaulniers, Descoteaux, Drayton, Duncan, Elliott (Dundas), Elliott (Water-
loo), Garland (Bow River), Good, Grimmer, Hanson, Harris, Hatfield, Healy,
Hodgins, Hughes, Irvine, Jacobs, Kellner, King (Huron), Ladner, McBride,
Macdonald (Pictou), Mackinnon, Maclean (York), Macphail, McCrea, McKay,
MeceMaster, McQuarrie, McTaggart, Malcolm, Marler, Maybee, Morin, Papineau,
Rankin, Robb, Bobitaille, Ryckman, Sales, Senn, Shaw, Sinclair (Oxford),
Sinclair (Queens, P.E.I.), Speakman, Spencer, Steedsman, Stevens, Vien, Ward
and Woods—=65.

The acting Chairman read telegraphic correspondence between Mr. J.
Skelton Williams and the Chairman and Clerk, in which the date for Mr. Wil-
liams appearance before the Committee was set for Thursday, May 22nd, and
between Mr. J. W. Pole and the Clerk in which the date for Mr. Pole’s appear-
ance was set for Tuesday, May 20th.

Mr. George Edwards, Chartered Accountant, Toronto, who was in attend-
ance, continued his evidence and retired.

The Committee adjourned at 1.05 o’clock p.m. to meet again at 2 o’clock
p.m.

The Committee reassembled at 2 o’clock p.m., the Acting Chairman, Mr.
Vien, presiding.

Sir William E. Stavert, Financier, Montreal, who was in attendance in
obedience to summons, was called, sworn, gave evidence and was discharged
from further attendance.

The Committee adjourned at 3.10 o’clock p.m. to meet again at 11 o’clock
a.m. on Tuesday, May 20, 1924.

S. R. GORDON,
Clerk to Commattee.



BANKING AND COMMERCE exlix
APPENDIX No. 1

House or CoMMONS,
ComMmIiTTEE Room 429,
Tuespay, May 20, 1924.

The Committee met at 11 o’clock a.m.

Present: Messieurs Benoit, Black (Yukon), Cahill, Caldwell, Carmichael,
Carruthers, Clifford, Coote, Crerar, d’Anjou, Descoteaux, Duncan, Elliott
(Dundas), Elliott (Waterloo), Fafard, Fortier, Garland (Bow River), Grimmer,
Hanson, Hatfield, Healy, Hodgins, Hudson, Hughes, Kellner, Ladner, Macdonald
(Pictou), Mackinnon, Maclean (York), Miss Macphail, Messieurs McCrea,
McKay, McMaster, McQuarrie, McTaggart, Malcolm, Marler, Maybee, Miller,
Morin, Papineau, Rankin, Rhéaume, Robb, St. Pére, Sales, Senn, Shaw, Sinclair
(Oxford), Sinclair (Queens, P.E.I), Speakman, Spencer, Steedsman, Stevens,
Stork, Tobin, Vien, Ward, Woods, Woodsworth,—60.

Owing to the resignation of the Hon. Walter G. Mitchell, the Chairman of
this Committee, as a Member of the House, it was necessary to select another
Chairman, and on motion of Mr. Hughes, seconded by Mr. Spencer, Mr. Vien
was unanimously selected, took the Chair and presided.

A copy of a letter from His Honour the Speaker addressed to Mr. A. C.
Campbell, Editor of Debates and Chief of Reporting Branch, with reference to
the reporting of evidence taken before the Committees, was ordered to be printed
in the proceedings of to-day. (Letter follows.)

House or CoMMONS,
CANADA

The Speaker
March 27, 1924.

Dgear Mg. CampBELL,—As you have asked for instructions with regard
to your duties at this time, this letter is to confirm my verbal statements.

As Chief of the Reporting Branch you are aware that great extra
expense has been involved in the reporting of Committees of the House,
and it is my desire to limit such expense as closely as possible. The
salaries of our Committee Reporting Staff and their assistants, together
with fees paid to extra reporters, make a total for this service which is
altogether too great. This is not to suggest any lack of attention to
economy on your part except that, possibly, in the zeal of yourself and
your staff to meet the wishes of the Chairman and members-of every
Committee, you may have given too wide an interpretation to instructions
given to your predecessors years ago.

Your present Committee Reporting Staff consists of a chief and two
reporters, but the establishment fixed by the House allows for the employ-
ment of another reporter. I understand that the vacant position has
been advertised by the Civil Service Commission, and that the necessary
examination is now in progress. It is my desire that the work of report-
ing should be done by this staff as far as possible, and that only in case
of urgent need should any extra assistance be engaged. Last session, as
you will remember, one of your temporary reporters put in a bill for hotel
expenses. This being new, I at first disallowed it, but afterwards con-
sented to the payment in view of the smallness of the sum involved, and
the special stress of work which seemed to compel the employment of the
one concerned. But, as you will remember, T distinctly stated at the time
that this instance was not to be drawn into a precedent. You will be
guided accordingly in the engagement of extra reporters this session.
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My investigation of the matter leads me to believe that the reports
made by your assistants are unduly extended. You are aware that the
work of the Committee staff is confined to the reporting of evidence taken
before Committees and that the reporting of discussions is not permitted.
This is made very clear in the instructions given by the late Dr. Thomas
B. Flint, then in charge of these matters as Clerk of the House; on 15th
November, 1910, he wrote as follows:—

The members of the Staff of Official Stenographers to Commit-
tees of the House are hereby instructed that their duties are limited
to the reporting of evidence given before such committees. Beyond the
mere nating of objections raised and the Chairman’s ruling thereon,
which is necessary to render the record intelligible, discussions in
committee are not to be taken down in shorthand and transcribed.
These instructions seem to me to apply at this time as well as when

they were given. They are therefore renewed to-day. You will carry
them out strictly.
Yours faithfully, ‘
(Sgd.) RODOLPHE LEMIEUX,
Speaker.
A. C. CampeELL, Esq.,

Editor of Debates and

Chief of Reporting Branch,

House of Commons.

OrTawa, 15 November, 1910.
Sir,—Clerks of Committees and Stenographers are requested to note
the following regulation:—

“The members of the Staff of Official Stenographers to Com-
mittees of the House are hereby instructed that their duties are limited
to the reporting of evidence given before such committees. Beyond
the mere noting of objections raised and the Chairman’s ruling there-
on, which is necessary to render the record intelligible, discussions
in committee are not to be taken down in shorthand and transcribed.”

I am,
Yours truly,
THOMAS B. FLINT,
Clerk of the House of Commons.

Notice of Motion
Mr. Spencer gave notice that on a subsequent date he would move the follow-
ing resolution:— ' ‘
“That the Bank Act be amended to provide that the moneys in the
Circulation Fund shall first be applied to the payment of the notes of a
bank which has suspended payment and that the other assets of the bank
be not applied to the payment of such notes until the moneys in the said
fund are first exhausted ”.

Mr. John W. Pole, Chief National Bank Examiner, Washington, D.C., who
was in attendance in obedience to summons, was called, sworn, gave evidence
and retired.

Committee adjourned at 1.15 o’clock p.m. to meet at 4 o’clock p.m. this day.

Committee reassembled at 4 o’clock p.m.

Mr. John W. Pole, continued his evidence and retired.

Committee adjourned at 5.40 o’clock p.m. to meet at 11 o’clock a.m. to-

ay, May 21, 1924.
morrow, Wednesday, y 21, 8. R GORDON

Clerk to Commattee.
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House or CoMMONS,
Committee Room No. 429,
WebpNESDAY, May 21, 1924.

The Committee met at 11 o’clock A.M.
The Chairman, Mr. Vien, presided.

Present: Messieurs Benoit, Cahill, 'Carmichael, Carruthers, Casgrain,
Chevrier, Clifford, Coote, Crerar, Desaulniers, Descouteaux, Duncan, Elliott
(Dundas), Euler, Fafard, Garland (Bow River), Good, Hanson, Hatfield,
Hodgins, Hughes, Kellner, Ladner, Macdonald (Pictou), Maclean (York),
Miss Macphail, Messieurs McKay, McMaster, McTaggart, Malcolm, Marler,
Millar, Papineau, Sales, Shaw, Sinclair (Queens P.E.L), Spencer, Steedsman,
Stevens, Vien, Ward and Woodsworth.—42.

Notice of Motion

Mr. Garland gave notice that on a subsequent date he would move the
following Resolution:—

“That Schedule ‘G’ of the Bank Act under the caption ‘Assets’

be amended by adding thereto the following items:—‘Appropriation

Account,” ‘Contingent Reserve,” ‘Undistributed Profits’.” '

The question having arisen as to the number of copies of the Reports
being printed, the Chairman took the question under consideration, to report
at a future meeting of the Committee.

On motion of Mr. Coote, seconded by Mr. Shaw,
Ordered,—That Dr. Tory be requested to appear before the Committee
on Wednesday, May 28th, 1924.

Mr. John W. Pole, Chief National Bank Examiner, Washington, D.C., who
was again in attendance gave further evidence.

A point of order having been raised as to the admissibility of evidence
touching upon the Federal Reserve Banking system and upon a proposed
Resolution moved by Mr. Shaw, of which notice had been given, the Chairman
ruled as follows:— ~

1. The Order of Reference from the House to this Committee reads as
follows:

“The Select Standing Committee on Banking ‘and Commerce should be
instructed to consider the provisions of the Bank Act with a view to recom-
mending such amendments to the Act as will better protect the interests of
depositors generally and will prevent similar occurrences in the future.”

2. Mr. Shaw moves the following:

“That this Committee is of the opinion that the purpose, organization and
operation of some type of properly administered Central or Reserve Bank falls
within the scope of the Reference, and that the subcommittee be hereby
instructed to suggest to this Committee the names of competent witnesses to
give evidence on this subject.”

3. The creation of a Central or Reserve Bank, however, would be a radical
departure from our present system of banking.

4. Did the House intend to empower this Committee to recommend amend-
ments which would fundamentally change the Act?
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5. The Act is revised every ten years, and it would be detrimental to the
stability of our financial institutions if a thorough revision were to take place
every year.

6. The Order of Reference limits us to recommending such amendments
as would better protect the interests of the depositors.

7. The purpose of the Central or Reserve Bank is not directly better to
protect the depositors, but to afford greater rediscounting facilities.

8. The difficulties which confront the depositors of the Home Bank appear
to be due, not to the lack of discounting facilities, but on the contrary, to the
great facility with which the Bank made advances on doubtful or valueless
securities.

9. A Central or Reserve Bank could not have rediscounted these doubtful
securities, and therefore would not have offered a greater elasticity, and the
depositors would have received no additional security for their deposits.

10. It has not been established to the satisfaction of the Chair that the
organization and operation of some type of Central Bank would better protect
the interests of depositors generally, and would prevent similar occurrences
in the future.

11. The matter of the establishment of a Central or Reserve Bank was
fully investigated last year, and a considerable time was spent in collecting
valuable information which has been printed and which is now available to
Honourable Members.

12, Tt is possible that any change in the Bank Act more or less remotely
affects the interests of the depositors.

13. But should we not endeavour to suggest amendments most likely to
receive the approval of Parliament, and primarily some method which would
have a more certain, direct and decisive effect to increase the safety of the
depositors.

14. In my opinion, such were the instructions of the House.

15. To_ do otherwise would turn this limited Reference into an unlimited
one, involving possibly the revision of the whole Act.

16. In my humble judgment, T am obliged so to decide, and therefore to
find that the subject-matter covered by Mr. Shaw’s motion, namely the pur-
‘pose, organization and operation of a Central or Reserve Bank, does not fall
within the scope of the Order of Reference.

Mr. Shaw moved, seconded by Mr. Spencer:

“That the ruling of the Chair be not sustained.”

The question being put on Mr. Shaw’s motion it was negatived on
division; Yeas 12; Nays 14. The names being called for, were taken down
as follows:—

Yeas:—Messieurs Benoit, Coote, Elliott, Garland, Good, Hodgins, Maclean
(York), Macphail (Miss), McMaster, Shaw, Spencer, Ward.—12.

Nays:—Messieurs Carmichael, Carruthers, Clifford, Duncan, Grimmer,
IéIanson, Hatfield, Hudson, Hughes, Kellner, McTaggart, Marler, Ryckman,

tevens.—14.

Mr. Ladner moved, seconded by Mr. Good:

“That a Report of this Committee be presented to the House
requesting that the Order of Reference be enlarged so as to embrace
the study and consideration of the purpose, organization of some type
of properly administered Central or Reserve Bank.”
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The question being put, it was passed in the Affirmative, on division. The
Names, being called for, were taken down as follows:—

Yeas:—Messieurs Benoit, Carruthers, Clifford, Coote, Clifford, Elliot
(Dundas), Euler, Garland, Hodgins, Hudson, Hughes, Kellner, Ladner,
Maclean, McKay, McMaster, McTaggart, Sales, Shaw, Spencer, Ward, Woods-
worth.—22.

Nays.—Messieurs Carmichael, Grimmer, Hanson, Hatfield, Marler,
Ryckman, Stevens.—7.

Presented to House, May 21, 1924. (See page 295, Votes and Proceedings.)
Concurrence moved, concurrence lost on division, July 2, 1924. (See page 471,
Votes and Proceedings.)

Mr. Pole continued his evidence and retired.

The Committee adjourned at 1.15 o’clock p.m. to meet again at 11 o’clock
a.m. to-morrow, Thursday, May 22, 1924.

S. R. GORDON,
Clerk of Commiattee.

House or CoMMONS,
ComMmiTTEE Room 429,
TuurspAy, May 22, 1924.

The Committee met at 11 o’clock A.M.
The Chairman, Mr. Vien, presided.

PreseNT:  Messieurs Baxter, Benoit, Bird, Bristol, Cahill, Carmichael,
Carruthers, Chevrier, Clifford, Coote, Descoteaux, Duncan, Elliott (Dundas),
Euler, Garland (Bow River), German, Good, Grimmer, Hanson, Hatfield, Healy,
Hodgins, Hudson, Hughes, Kellner, Ladner, McBride, Macdonald (Pictou),
Maclean (York), Miss Macphail, Messieurs McKay, McMaster McQuarrle
McTaggart, Marler Maybee, Millar, Papineau, Power, Rankln Ryckman,
St. Pere, Sales, Shaw, Sinelair (Oxford) Sinclair (Queens, PEI) Spencer,
Steedsman, Stevens, Tobin, Vien, Ward, Woods and Woodsworth—54.

Notice of Motion

Mr. Hughes gave notice that on a subsequent date he would move the
following resolution: — :

“That the Bank Act be amended by adding thereto as subsection
three of section 125, the following:—

“ (3) Transfer or sale of shares of the bank by d1rectors or other
executive officers of the Bank, made within a period of one year prior to
any suspension by the bank of payment of any of its liabilities as they
accrue in specie or Dominion notes, shall be null and void at the option
of the transferee who may elect to return such shares or any of them to
the transferor and be and be thereupon entitled to recover the amount
of the purchase price thereof, and, in the event of such option being
exercised the transferor shall be and become liable as a shareholder under
subsection one of this section and the transferee be not liable in any
rﬁspec? ’yvhatsoever as to the said shares under the said subsection one
thereof.
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On motion of Mr. McKay, seconded by Mr. McBride

Ordered,—That the number of copies of the Reports of of this Committee
to be sent to Members of the Committee be limited to a maximum of ten each.”

Mr. John W. Pole, Chief Examiner of National Banks, Washington, D.C,,
who was again in attendance, concluded his evidence and was discharged from
further attendance, after the Chairman had expressed the pleasure of the Com-
mittee in Mr. Pole appearing before them, to which Mr. Pole made suitable

reply.
The Committee adjourned at 12.50 o’clock P.M. to meet again at 2 o’clock
P.M. this day.

The Committee reassembled at 2 o’clock P.M., the Chairman, Mr. Vien,
presiding.

Mr. J. Skelton Williams, Financier, Richmond, U.S.A., who was in attend-
ance in obedience to summons, was called, sworn, gave evidence and was dis-
charged from further attendance after the Chairman had expressed the thanks
of the Committee to Mr. Williams, and Mr. Williams’ reply.

The Committee adjourned at 5.10 o’clock P.M. to meet again at 11 o’clock
AM. on Tuesday, May 27, 1924.
S. R. GORDON,
Clerk to Committee.

House or CoMMONS,
ComMmITTEE Room 429,
Tuespay, May 27, 1924.

The Committee met at 11 o’clock, a.m.
The Chairman, Mr. Vien, presided.

Present: Messieurs Carmichael, Carruthers, Coote, d‘Anjou, Descoteaux,
Elliott (Dundas)), Euler, Good, Grimmer, Harris, Healy, Hodgins, Hughes,
Irvine, Maclean (York), McKay, McMaster, McQuarrie, McTaggart, Marler,
Maybee, Morin, Papineau, Rankin, Robb, Ryckman, St. Pére, Shaw, Sinclair
(Queens, P.E.I.), Speakman, Spencer, Stevens, Vien and Ward.—35.

The Chairman read communications received from Mr. Robert Forke, M.P.,
enclosing letter from Messrs Campbell and Duke re the exchange charged on
cheques, which letter was read into the minutes of evidence of to-day; from
Mr. C. M. Gripton re Home Bank shareholders; from Mr. David Mills re
bank inspection; from Mr. G. G. Henderson, Mayor of Fernie, B.C.; Association
de Secours pour les Deposants de la “ Home Bank” and Organization des
Deposants de la Province de Quebec re Home Bank depositors; from Mr.
W. O. Sealey re post office savings banks and government inspection of banks.

The Chairman reported that the sub-committee had not met for some
time but that it had been arranged to have Dr. H. M. Tory appear before the
Committee, to-morrow, Wednesday; that the Bankers’ Association had requested
that Mr. Charles E. Neill, acting President of the Association be heard.
Committee decided to hear Mr. Neill on Friday next.
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Hon. Mr. Robb, acting Minister of Finance, stated to the Committee what
the Government proposed re bank inspection legislation.

Notice of Motion

Mr. Maclean gave notice that on a subsequent date he would move the
following:—
“That in the opinion of this Committee the post office savings banks
system be extended by marking cheques against accounts in same
at the office of deposit.”

By unanimous consent, on motion of Mr. McMaster, seconded by Mr.
McKay:—
Ordered,—* That a report be presented to the House recommending that
the Minutes of Proceedings and Evidence taken before the Select
Special Committee on Agricultural Conditions of last session be
referred to this Committee.” (Presented to House, concurrence
moved, concurred in, May 27, 1924. See pages 326 and 327, Votes
and Proceedings.)

Mr. George D. Finlayson, Superintendent of Insurance, Department of
Finance, Ottawa, who was in attendance at the request of the Committee, was
called, gave evidence and retired.

The Committee adjourned at 1.05 o’clock, p.m., to meet at 11 o’clock, a.m.,
to-morrow, Wednesday, May 28th, 1924.

S. R. GORDON,
Clerk to Committee.

House or CoMMONS,
CommITTEE Room 429,
WepNEsDAY, May, 28, 1924.
The Committee met at 11 o’clock a.m.

The Chairman, Mr. Vien, presided.

Present: Messieurs Benoit, Carmichael, Carruthers, Clifford, Coote,
d’Anjou, Duncan, Elliott (Waterloo), Euler, Garland (Bow River), Good,
Grimmer, Harris, Hodgins, Hughes, Irvine, Kellner, Maclean, (York), McKay,
McMaster, McQuarrie, Maybee, Millar, Papineau, Ryckman, St. Pere, Sales,
Senn, Shaw Sinclair (Queens, P.E.L.), Speakman, Spencer, Steedsman, Stevens,
Vien and Ward—36.

The Chairman read a further Order of Reference as follows:

“That the Minutes of Proceedings and Evidence taken before the Select Special Com-
mittee on Agricultural Conditions last session be referred to this Committee.”

Notices of Motion

o Mr. Hodgins gave notice that on a subsequent date he would move the
ollowing:
“Resolved that Section 131 of the Bank Act be amended so that
government deposits will not have precedence over private deposits.”
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Mr. Coote gave notice that on a subsequent date he would move the
following:
“That in the opinion of this Committee legislation should be
brought down this session to provide for the establishment of long
term credits.”

Dr. H. M. Tory, President of the University of Alberta and Administra-
tive Chairman of the Industrial Research Council, who was in attendance in
obedience to summons, was called, sworn, gave evidence and retired.

The Committee adjourned at 1 o’clock p.x'n. to meet again at 8.30 o’clock
p-m. this day.

The Committee reassembled at 8.30 o’clock p.m., the Chairman, Mr.
Vien, presiding.

Dr. H. M. Tory, who was again in attendance, continued his evidence
and retired.

The Committee adjourned at 10.55 o’clock p.m. to meet again at 10
o’clock a.m. on Friday, May 30, 1924.
8. R. GORDON,

Clerk of Committee.

House or CoMmMONS
CommMiITTEE Room 429,
Frmpay, May 30, 1924.

The Committee met at 10 o’clock a.m.
The Chairman, Mr. Vien, presided.

Present: Messieurs Benoit, Black (Halifax), Cahill, Caldwell, Carruthers,
Clark, Clifford, Coote, Euler, Garland (Bow River), German, Good, Grimmer,
- Hanson, Hatfield, Healy, Hodgins, Hughes, Irvine, Kellner, Ladner, McBride,
Mackinnon, Maclean (York), McKay, McQuarrie, Maybee, Miller, Rankin,
Ryckman, St. Pére, Sales, Sinclair (Queens, P.E.1.), Steedsman, Stevens, Tobin,
Vien, Ward, Weoods, Woodsworth.—40.

After Consideration of Private Bills,—
The Chairman read the following letter from Mr. A. W. Mellon:—

The Secretary of the Treasury

(Seal) WasHiNGTON, May 26, 1924.

Dear Sir,—I have your letter of May 23, and if there is any further assist-
ance which the Treasury may be to your committee in its investigation, please
advise me. ‘ 5

Very truly yours,
(Sgd.) A. W. MELLON,
Secretary of the Treasury.

Tuaomas Viewn, Esq.,

Chairman, Banking and Commerce Committee,

Chambre des Communes,
Ottawa, Canada.
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Notices of Motion

Mr. McQuarrie gave notice that on a subsequent date he would move the
following:—

“That the Deputy Minister of Finance or some other official of the
Department of Finance to be delegated by him, be requested to appear
before this Committee and Zive evidence as to the present system of
rediscounting and generally as to the regulations of dealings between the
Department of Finance and the banks and the operation of the Bank
Act.”

Mr. Coote gave notice that on a subsequent date he would move the fol-
lowing:—

“That this Committee recommend an amendment to the Bank Act
which should provide that in each office of a chartered bank in Canada,
notice should be displayed in large type in a prominent position, stating
that the Government of Canada assumes no responsibility in regard to
any monies deposited in the said bank.”

i Mr. Coote gave notice that on a subsequent date he would move the fol-
owing:—

“ That the Bank Act be amended by adding thereto as Section 113-A
the following:

‘ There shall be posted up within 15 days from the end of each
calendar month in every branch of the Bank in a conspicuous place on
the premises thereof, accessible to the public, a statement signed by the
Manager or Acting Manager of such branch, showing the total monies on
deposit in said branch and total loans outstanding on the last day of the
preceding month.” ”

By unanimous consent, on motion of Mr. Shaw, seconded by Mr. Good,

Ordered: That a Sub-committee of 7 members of this Committee be
appointed by the Chairman to study and consider appropriate emergency legis-
lation by the Federal Government during the present session, for the purpose of
temporarily granting Long Term Rural Credits;

And further, that the said Sub-Committee consider the existing Bankruptcy
Law-with a view to such amendments thereto as will make such law more
applicable to the needs and situation of the farming community;

And further, that said Sub-committee make its recommendation on the
above matters to this committee at as early a date as possible.

Mr. C. E. Neill, Acting President of the Canadian Bankers’ Association,
Montreal, who was in attendance, was called, sworn, gave evidence and retired.

The Committee adjourned at 1.35 o’clock p.m. to meet again at 4 o’clock
p.m. this day.

The Committee reassembled at 4 o’clock p.m., the Chairman, Mr. Vien,
presiding,.

Dr. H. M. Tory, who was again in attendance continued his evidence and
retired.

The Committee adjourned at 6.05 o’clock p.m. to meet at 11 o’clock a.m.
on Thursday, June 5, 1924. :

S. R. GORDON,
Clerk of Committee.
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HousE oF CoMMONS,
ComMIrTEE Room 429,
Thursday, June 5, 1924,

The Committee met at 11 o’clock A.M.
The Chairman, Mr. Vien, presided.

Present:—Messieurs Benoit, Black (Halifax), Carmichael, Carruthers,
Clifford, Coote, Descoteaux, Duncan, Elliott (Dundas), Euler, Garland (Bow
River), German, Good, Harris, Hatfield, Healy, Irvine, Kellner, Ladner, Mac-
lean (York), Macphail (Miss), McCrea, McKay, McQuarrie, McTaggart, Mal-
colm, Marler, Maybee, Miller, Morin, Robb, St. Pére, Sales, Shaw, Sinclair
(Oxford), Spencer, Steedsman, Stevens, Vien and Ward—40.

The Chairman read a letter he had received from Mr. J. W. Pole, Chief
National Bank Examiner, Washington, D.C.

The Chairman reported that, as instructed by the Committee, he had
approinted a sub-committee of seven Members, Viz: Messieurs Coote, Euler,
McKay, McMaster, Shaw, Stevens and Vien, to study with Dr. H. M. Tory
the matter of emergency Rural Credit legislation and to report their finding
to the Committee.

Mr. McKay, for the sub-committee on Rural Credits, reported progress.

Notices of Motion

Mr. Coote raised the question of the completeness of the printed Reports
of the Committee and gave notice that on a subsequent date he would move the
following:—

“That this Committee request the permission of the House of Com-
mons to print such of its discussions as it may deem expedient.”

Mr. Coote also gave notice that on a subsequent date he would move the
following: :
“That in the opinion of this Committee, the Banking Act should
be amended by adding a section which should provide for limitation of
the amount of a loan which could be made by any Bank to any person,
firm or corporation to an amount not exceeding 10 per cent of the paid
up capital and reserve funds of said Bank.” .

Mr. Robb, Acting Minister of Finance, gave notice that on a subse-
quent date he would move the following:—
Bill Entitled “An Act to Amend The Bank Act”
Section 56A of The Bank Act is repealed, and the following is
substituted therefor:

Inspection

56A. The Minister shall appoint a person who has had training and
experience in the business of banking who shall be charged with the per-
formance of the duties hereinafter mentioned. Such person shall be
designated “Inspector-General of Banks” and is hereinafter called the
Inspector. .
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2. The Inspector shall hold office during good behaviour, but may
be removed from office by the Governor-in-Council for misbehaviour or
for incapacity, inability, or failure to perform his duties properly.

3. If the Inspector is removed from office for any of such reasons,
the Order-in-Council providing for such removal and all documents
relating thereto shall be laid before Parliament within the first fifteen
days of the next ensuing session.

4. The Inspector while holding office shall not perform any service
for compensation other than the service rendered by him under the pro-
visions of this section.

5. The Minister may appoint or employ, on the recommendation of
the Deputy Minister of Finance and the Inspector, such persons with
training and experience in the business of banking or auditing, and such
clerical assistance, as may be deemed necessary to carry out and give
effect to the provisions of this section. Persons so appointed or employed
shall receive such salary or remuneration as may be fixed by the Minister.

6. The Inspector, or other person appointed or employed under this
section acting under his direction, shall at least once in each calendar
year, and oftener if considered necessary by the Inspector or the Min-
ister, examine and inquire into the affairs and business of each bank, and
at the conclusion of the examination and enquiry a report thereon shall
be made to the Minister. Such examination and enquiry shall be con-
ducted at the chief office of the bank, or office.of the General Manager
if the office of the General Manager is at a place other than the Chief
Office of the Bank, and it shall not be necessary for the Inspector or
such other person to conduct any part of such examination at the
Branches of the Bank unless in his judgment reports from the Branches
or other evidence, or lack of reports or evidence, render an examination
necessary at particular branches.

7. A copy of all reports made by the auditors of a Bank to the
General Manager and to the Directors under the next preceding section
shall be transmitted or delivered to the Minister by the auditors at the
same time as such reports are transmitted or delivered to the General
Manager and Directors.

8. The Inspector, or person acting under his direction, shall have a
right of access to the books and accounts, documents, vouchers and
securities of the bank, and shall be entitled to require and receive from
the directors, officers and auditors of the bank such information and
explanation as may be necessary for the performance of his duties.

9. The Inspector, or person acting under his direction, shall have
power to examine under oath the general manager and any of the other
officers of the bank, and a general manager or other officer who refuses

- to submit to such examination commits an offence against this Act and
is liable as provided in Section 157 of this Act.

10. Whenever the Inspector is satisfied that a bank is insolvent he
shall report fully on the bank’s condition to the Minister and the Min-
ister may, without waiting for the bank to suspend payment in specie
or Dominion notes of any of its liabilities as they acerue, request the
Association or the President of the Association to appoint a curator to
supervise the affairs of such bank, and such request shall have the same
effect as if the bank had suspended payment in specie or Dominion notes
of any of its liabilities as they accrued, and a curator shall forthwith
be appointed as provided in section 117 of this Act.

11. The Inspector shall be paid a salary fixed by the Minister at
a sum not exceeding Twenty-five thousand dollars per annum.
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12. All salaries, remuneration and other expenses incidental to giving
effect to this section shall be paid out of the Consolidated Revenue
Fund, and the Consolidated Revenue Fund shall be recouped after the
end of each calendar year for such outlay by an assessment upon the
banks based upon the average total assets of the banks respectively
during the year, as shown by the monthly returns made by the banks
to the Minister under section 112, and such assessment shall be paid by
the banks.

13. All persons appointed under this section shall be officers of the
Department of Finance, but the provisions of the Civil Service Act, 1918,
shall not apply to such persons.

14. Any direetor, president, general manager or other officer of the
bank who directly or indirectly makes a loan or grant or give any
gratuity to the Inspector or any other person appointed or employed
under this section, and the Inspector or any such person who accepts
or receives, directly or indirectly, any such loan, grant or gratuity,
commits an offence against this Act, and is liable as provided in section
157 of this Act, in addition to any punishment otherwise provided.

15. The Inspector and any person appointed or employed under this
section who disclose to any other person, except the Minister and the
Deputy Minister of Finance, any information regarding a bank, its
................. wesss........business or affairs commits an offence
against this Act and is liable as provided in section 157 of the Act.

16. Provided however that the Government shall not incur any
liability whatever to any depositor, creditor or shareholder of any bank,
or to any other person, for any damages, payment, compensation or
indemnity which he may suffer or claim by reason of this section or
anything therein contained, or by reason of anything done or omitted
to be done under the requirements thereof, or by reason of anything
omitted to be done which is thereby required to be done, or by reason
of any order or direction of the Governor in Council or of the Minister
in the execution or administration of the powers or any of them by this
section conferred, or by reason of any failure or omission on the part of
Governor in Council or of the Minister or of the Inspector, or of any
officer or employee of the Government to execute or discharge any power,
authority or duty thereunder, or otherwise by reason of any default,
negligence, mistake, error or omission in the administration or discharge
of the powers or duties which in any circumstances are by this section
intended or authorized to be executed or performed and no such pay-
ment, damages, compensation or indemnity, nor any claim therefor,
shall in any case be authorized, paid or entertained by the Government.

17. This section shall come into force on the first day of October,
nineteen hundred and twenty-four, but it shall not be incumbent upon
the Inspector to examine all of the banks under the section during the
calendar year one thousand nine hundred and twenty-four.

Discussion followed.

Mr. George Edwards, who was again in attendance, was called, gave

evidence and retired.

The Committee adjourned at 1.15 o’clock p.m. to meet at 11 o’clock a.m.

on Tuesday, June 10, 1924,

S. R. GORDON,
Clerk of Commattee.



BANKING AND COMMERCE clxi
APPENDIX No. 1

House or COMMONS,
CommiTTEE RooMm 429,
WEeDNESDAY, June 11, 1924.

The Committee met at 11 o’clock A.M.

Present :—Messieurs Benoit, Black (Halifax), Carmichael, Carruthers, Cas-
grain, Clifford, Coote, Descoteaux, Elliott (Dundas), Euler, Fafard, Garland
(Bow River), Good, Grimmer, Hanson, Healy, Hodgins, Hughes, Irvine, Kellner,
Maclean (York), Macphail (Miss), McKay, McMaster, McQuarrie, Marler,
Maybee, St. Pére, Sales, Shaw, Sinclair (Oxford), Spencer, Ward and Woods
—34.

The Clerk informed the Committee of the unavoidable absence of the
Chairman.

On motion of Mr. McKay, seconded by Mr. Irvine, Mr. McMaster was
selected as acting Chairman.

The Acting Chairman read communications received from the Home Bank
Depositors’ Relief Committee, Toronto and the Clerk’s replies thereto.

Mr. McKay, for the sub-committee on Rural Credits, reported progress.

Notices of Motion

Mr. Coote, for Mr. Ladner, gave notice that on a subsequent date he
would move the following:

“Resolved,—That this Committee recommend to Parliament the
establishment, in the chartered banks of Canada, of an additional class
of savings accounts whereby all holders of deposits, who may place their
money in such class of accounts, in any one bank or branch thereof, shall
be protected against loss up to the sum of $3,000 by the establishment
of a fund on an insurance basis, the premiums of which will be contributed
by the depositor and the bank in such proportion as may be determined
and that the Government work out the details and actuarial data neces-
sary for the establishment of the said proposal and upon conference with
the banking institutions of Canada, that legislation may be enacted to
carqy gt}’t the results of the said conference and such scheme as may be
evolved.

Notice having been given, on motion of Mr. McQuarrie, second by Mr.
Maclean:

Ordered,—“That the Deputy Minister of Finance or some other
official of the Department of Finance to be delegated by him, be requested
to appear before this Committee and give evidence as to the present
system or rediscounting and generally as to the relations and dealings’
between the Department of Finance and the Banks and the operation
of the Bank Act.”

By unanimous consent, on motion of Mr. Coote, seconded by Mr. Marler:

Ordered,—“That the motion before the House for concurrence in
the Report of this Committee craving a widening of the Reference to
enable consideration of the question of the establishment of a Central
Bank, be moved next Tuesday.”

1—11
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By unanimous consent, on motion of Mr. Irvine, seconded by Mr. Maclean:
Ordered,—“That representatives of the Home Bank Depositors’
Relief Committee be heard at a date to be decided later as it is desirable
to await the arrival before the Committee of Mr. Justice McKeown’s
Report, which is expected shortly.”

Mr. Henry T. Ross, Secretary of the Canadian Bankers’ Association,
Toronto, Ontario, who was in attendance, was called, sworn gave evidence and
retired.

The Committee adjourned at 1.15 o’clock P.M. to meet again at 10 o’clock
a.m. to-morrow, Thursday, June 12, 1924.

S. R. GORDON,
Clerk of Committee.

House or CoMMONS,
CoMmMmITTEE Room 429,
THURSDAY, June 12, 1924,

The Committee met at 11 o’clock a.m.
The Acting Chairman, Mr. McMaster, Presided.

Present: Messieurs Benoit, Black (Halifax), Cahill, Caldwell, Carmichael,
Chevrier, Coote, d’Anjou, Desaulniers, Descoteaux, Duncan, Elliott, Euler,
Garland, (Bow-River), Good, Harris, Healy, Hodgins, Hudson, Hughes, Irvine,
Macdonald (Pictou), Mackinnon, Maeclean (York), McCrea, McKay, McMaster,
McQuarrie, Malcolm, Marler, Maybee, Miller, Morin, Rankin, Robb, Robichaud,
Ryckman, St. Pére, Sales, Sinclair (Oxford), Sinclair (Queens, P.E.I.), Speakman,
Spencer, Steedsman, Stork, Vien, Ward and Woods.—48.

After Consideration of Private Bills,—
The Clerk read the following additional Orders of Reference:

THURSDAY, June 5, 1924.

Ordered,—That the said Committee be instructed to lay on the table of the House as
art of their sixth Report the minutes and proceedings of all their sittings during the present
gession prior to their adoption of the said Report.

Attest.
W. B. NORTHRUP,

Clerk, House of Commons.

WepNESDAY, 11th June, 1924.

Ordered,—That the interim Report of the Royal Commission respecting the Home Bank
be referred to the Select Standing Committee on Banking and Commerce.

Attest. 2
W. B. NORTHRUP,
Clerk, House of Commons.

By unanimous consent, on motion of Mr. Irvine, seconded by Mr. Spencer:
Ordered,—That a sub-committee of five members to be selected by

the Chairman be appointed for the purpose of studying the interim Report
on the Home Bank submitted by Mr. Justice McKeown and reporting
back to this Committee their recommendations thereon for consideration.
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By unanimous consent, on motion of Mr. Coote seconded by Mr. Benoit:

Ordered,—That the McKeown Report on the Home Bank be printed
aas part of our minutes of proceedings of this day. (See page xli.)

By unanimous consent, on motion of Mr. Maclean seconded by Mr. Spencer:

Ordered,—That the Postmaster General or a representative of his
Department be invited to appear before this Committee to explain the
system of Post office savings banks.

Notice of Motion

Mr. Spencer gave notice that on a subsequent date he would move the
following Resolution:

“Resolved,—That an amendment be added to Sec. 88 a S. S. 1 by
inserting the words ‘In an amount in excess of $1,000" after the word ‘Act’
in the second line thereof.”

Mr. George D. Finlayson, Superintendent of Insurance, Department of
Finance, Ottawa, who was in attendance gave further evidence and retired.

Mr. J. C. Saunders, Deputy Minister of Finance, who was in attendance,
was called, gave evidence and retired.

The Committee adjourned at 1.15 o’clock p.m. to meet again at 3.30 o’clock
this day.

The Committee reassembled at 3.30 o’clock p.m., the Chairman, Mr. Vien,
presiding.

Mr. J. C. Saunders continued his evidence and retired.

On motion of Mr. Spencer, Notice of Motion No. 11, being a bill entitled
“An Act to amend the Bank Act”’ standing in the name of the Acting Minister
of Finance was taken under consideration.

Clause 1 being under consideration at 6.10 o’clock p.m., the Committee
adjourned to meet again at 11 o’clock a.m. on Tuesday, June 17, 1924.

S. R. GORDON,
Clerk to Committee.

1—113
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House or CoMMONS,
CoMmmIrTEE RooMm No. 429,
TuespAy, June 17, 1924.

The Committee met at 11 o’clock a.m.
The Chairman, Mr. Vien, presided.

Present: Messieurs Benoit, Carmichael, Carruthers, Clifford, Coote, Des-
coteaux, Duncan, Elliott (Dundas), Garland (Bow River), Good, Grimmer,
Hanson, Healy, Hodgins, Hughes, Irvine, Kellner, Maclean (York), Macphail
(Miss), McCrea, McKay, McQuarrie, Marler, Maybee, Miller, Papineau, St.
Pére, Sales, Sinclair (Queens, P.E.I.), Spencer, Steedsman, Tobin, Vien, Woods
and Woodsworth—35.

The Chairman read to the Committee a letter he had received from Mrs.
Mary Forsythe, Coal Creek, B.C., with reference to the Home Bank and his
reply thereto.

The Chairman read to the Comittee the correspondence between the Home
Bank Depositors’ Relief Committee of Toronto and the Chairman and Clerk of
this Committee. The correspondence was ordered to be placed in the Minutes
of Proceedings of to-day and is as follows:—

(Copy)
CANADIAN PACIFIC RAILWAY CO'S. TELEGRAPH

ToroNTO, June 5th, 1924.

Lieut.-Col. Thos. A. Vien, K.C., M.P,,
» Chairman Banking Committee, Ottawa.

The Executive Committee of the Home Bank Depositors Association desire
an opportunity to lay the facts of this matter before your committee next
Thursday or on Tuesday, Wednesday or Thursday of the week following the
earlier the date the better. We would like time for about three speakers to
be heard. Would be obliged for an early a reply as possible letter following.

(Sgd.) I. E. WELDON,
Sec’y. Home Bank Depositors’ Relief Committee.
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(Copy)
HOME BANK DEPOSITORS’ RELIEF ASSOCIATION

8 King St. West,
ToronTO, Ont., June 5th, 1924.

Lieutenant-Colonel Thomas A. Vien, K.C., M.P,,
Chairman, Banking and Commerce Committee,
House of Commons,
Ottawa, Ont.

Dear Sir: e
I beg to confirm telegram sent you to-day as follows:—

“ The Executive Committee of the Home Bank Depositors’ Associa-
tion desire an opportunity to lay the facts of this matter before your
Committee next Thursday, or on Tuesday, Wednesday or Thursday of
the week following, the earlier the date the better. We would like time

for about three speakers to be heard. Would be obliged for as early a
reply as possible. Letter following.”

Yours truly,’

(Sgd.) I E. WELDON,
Secretary, Home Bank Depositors’ Relief Committee.

(Copy)
Night Letter

CANADIAN NATIONAL TELEGRAPHS

Ortawa, ONT., June 6, 1924.
I. E. WeLpon, ;

Sec’ty. Home Bank Depositors’ Relief Committee
8 King Street West, Toronto. )

Your telegram and letter of fifth instant addressed to Chairman Banking
and Commerce Committee will be placed before Committee at their first meeting
on Wednesday next eleventh instant and their decision communicated to you

immediately. S. R. GORDON

Clerk to Committee.
Night letter paid.

Charge Banking Committee.



clxvi SELECT STANDING COMMITTEE
14-15 GEORGE V, A. 1924

(Copy)
SELECT STANDING COMMITTEE ON BANKING AND COMMERCE

Mr. 1. E. WeLpoN, Secretary,
Home Bank Depositors’ Relief Committee,
8 King Street, West, Toronto, Ont.
Fripay, June 6, 1924.

Dgear Sir:—Enclosed is confirmation of telegram sent you this evening in
reply to your telegram and letter to the Chairman of the Committee.

Immediately upon the Committee deciding on what day they can hear you
and the number of speakers I will be glad to advise you.

In the meantime, I am mailing to you as secretary of the Relief Committee
a printed copy of the evidence taken to date by the Committee; also the “Orders
of the Day” for Wednesday containing the ‘Notices of Motion’.

Yours truly,
S. R. GORDON,
Clerk to Committee.
(Copy)
Night Letter

CANADIAN NATIONAL TELEGRAPHS

Ortawa, ONT., June 11, 1924,
I. E. WELDON,
Secretary, Home Bank Depositors’ Committee,
8 King Street West, Toronto.

House of Commons Banking Committee to-day decided hear three repre-
sentatives your organization on a date to be decided after Committee has received
Mr. Justice McKeown’s report Stop You will be advised of date set.

S. R. GORDON,
Clerk to Commiattee.
Night letter paid.
Charge Banking Committee.

. (Copy)
HOME BANK DEPOSITORS’ RELIEF ASSOCIATION

8 King Street West,
ToroNTO, ONT., June 12th, 1924.
8. R. Gorpon, Esq.,
Clerk to Banking and Commerce Committee,
House of Commons,
Ottawa, Ont.

DEear Sir:—I beg to acknowledge receipt of your telegram of June 11th
advising us that the Committee decided to hear three representatives of the
Home Bank Depositors’ organization on a date to be decided after Committee
has received Mr. Justice McKeown’s report and that we will be advised of the
date set. :

: We see by the Press that Justice McKeown’s report is now in the hands of
the Government and we presume therefore it will soon be before your Committee.
Thanking you for your prompt advice of the Committee’s decision.
Yours very truly,
(Sgd) I. E. WELDON,
Secretary, Home Bank Depositors’ Relief Committee.
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CANADIAN NATIONAL TELEGRAPHS

. Orrawa, Ont., June 14, 1924.
W. T. J. Leg, Esq., ¢
Chairman, Home Bank Depositors’ Relief Ass’n.,
8 King St. West,
Toronto.

I notice in Citizen this morning reference to your declarations of last night
that no reply had been received to the message asking if the Banking and
Commerce Committee would receive a deputation representing the Depositors.
Kindly enquire from Mr. Weldon your Secretary if he did not receive telegram
and letter dated June sixth and telegram June eleventh. We have his acknowledg-
ment dated June Twelfth. XKindly correct impression given to the press that
Committee did not answer your message.

TLHOMAS VIEN,
Chairman.

SELECT STANDING COMMITTEE ON BANKING AND COMMERCE
Office of the Chairman.

W. J. T. Leg, Esq.,
Chairman, Home Bank Depositors’ Relief Ass'n,,
8 King Street, West, Toronto, Ont. i

Dear Sir,—I beg to enclose, herewith, confirmation of my telegram of
to-day. It is with some surprise that I have read in the Press this morning
that no reply had been received to the message asking if the Banking and
Commerce Committee would receive a deputation representing all the depositors.
You will find by the copy of the correspondence exchanged and which I beg to
atttach hereto, that the Committee has immediately answered your request by
wire and letter.

May I further state that the Committee has deemed it advisable to peruse
Mr. Justice McKeown’s Report before it receives you so as to be able better to
appreciate your representations when your delegation is received.

I may state that we shall endeavour to fix the 19th or 20th to receive your
delegation. The Committee will sit on Tuesday the 17th inst. and will then fix
a date and you shall be informed immediately.

Yours truly,

~ (Sgd.) THOMAS VIEN,
Chatrman.

OrTawa, Ont., June 14th, 1924.

(Copy)
CANADIAN PACIFIC RAILWAY CO’S. TELEGRAPH

ToronTO, June 16-24
Lieut.-Col. Thomas Vien, K.C., M.P.,
Ottawa.

Just received your wire stop made no such declaration to press stop some
mistake stop Explain to Committee stop will be in Ottawa Tuesday morning
and will see you on arrival.

W. T. J. LEE.
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(Copy)
CANADIAN PACIFIC RAILWAY COMPANY’S TELEGRAPH

ToronTo, ONT., June 16, 1924.
Lieut. Col. Thomas Vien, K.C., M.P.,
Ottawa.

Have been away from office owing illness past week. Just learned of news-
paper report Lee interview stating no reply received our message asking inter-
view Banking and Commerce Committee. Cannot understand this report which
we greatly regret. All our communications to you and Banking and Com-
merce Committee have received prompt and courteous reply. Will use every
effort to correct false impression.

I. E. WELDON.

Mr. W. T. J. Lee, Chairman, Home Bank Depositors’ Relief Association,
Toronto, who was in attendance addressed the Committee.

The Chairman reported that, as instructed by the Committee, he had
appointed a sub-committee of five members, viz: Messieurs Hanson, Irvine,
Malcolm, Marler and Vien, for the purpose of studying the interim Report on
the Home Bank submitted by Mr. Justice McKeown and reporting back to this
Committee their recommendations thereon for consideration.

The Chairman, for the sub-committee, reported that they had met this
morning and wished to report progress and asked leave to sit again.

Mr. Spencer moved, seconded by Mr, Healy:

“That the sub- commlttee on the McKeown Report be enlarged to seven
members.”

Discussion followed.

The question being put it was passed in the affirmative.

By unanimous consent, on motion of Mr. Irvine, seconded by Mr. Maclean.
Ordered,—“That this Committee hear a deputation of the Home Bank
depositors a week from to-morrow, Wednesday, June 25, 1924; and that
the sub-committee take congnizance simply of the MecKeown Report
and do not hear witnesses.”

Notice of Motion

Mr. Hanson gave notice that on a subsequent date he would move the
following:
“That all honourable members be requested to give notice of pro-
posed Motions on or before Thursday, June 19, 1924; and that no notices
of motion be received by the Committee thereafter.”

. Mr. Coote gave notice that on a subsequent date he would move the follow-
ing:
“That Section 61, sub-section 3-a, be struck out, and the following
substituted therefor:
‘50 per cent of the amount of the ummpalred paid-up capital of the
bank, and’.”
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Mr. Coote also gave notice that on a subsequent date he would move the
following:

“That this Committee is of the opinion that the Bank Act should
be amended to provide that the printing and issuing of bank notes should
be under the control of the Department of Finance, and that regulations
covering the printing and issuing of said notes should be in the hands
of the Department of Finance instead of the Bankers’ Association.”

Mr. Henry T. Ross, Secretary, Canadian Bankers’ Association, Toronto, who
was again in attendance was called, gave evidence and retired.

Mr. Austin Bill, Revenue Division, Post Office Department, Ottawa, who
was in attendance, was called, gave evidence and retired.

The Committee adjourned at 1.15 o’clock p.fn., to meet at 11 o’clock a.m.
to-morrow, Wednesday, June 18, 1924.
S. R. GORDON,
Clerk of Committee.

HoustE or CoMMONS,
CommMmitTeEE Room No. 429,
WEDNESDAY, June 18, 1924.

The Committee met at 11 o’clock a.m.
The Chairman, Mr. Vien, presided.

Present: Messieurs Baxter, Bird, Bristol, Cahill, Caldwell, Carmichael,
Carruthers, Casgrain, Clark, Clifford, Coote, Crerar, Desaulniers, Descoteaux,
Duncan, Elliott (Dundas), Garland (Bow River), Good, Hanson, Harris,
Healy, Hodgins, Hughes, Irvine, Kellner, Maclean (York), Macphail (Miss),
McCrea, McMaster, McQuarrie, Malcolm, Marler, Maybee, Miller, Morin,
Papineau, Robb, Shaw, Sinclair (Oxford), Sinclair (Queens, P.E.I.), Speakman,
Spencer, Steedsman, Tobin, Vien, Ward, Woods and Woodsworth.—46.

The Chairman read letter from the Commercial Travellers’ Association
of Canada re the Home Bank and his reply thereto.

The Chairman reported that, as instructed by the Committee, he had added
the names of Messieurs Healy and Spencer to the “McKeown Report” sub-
committee; that the sub-committee had met this morning and desired to report
progress and asked leave to sit again.

Mr. Coote for Mr. McKay, chairman of the sub-committee on “Rural
Credits” reported progress and asked leave to sit again.

Notice of Motion

Mr. Maclean gave notice that on a subsequent date he would move the
following:— .
“That the Ontario Provincial Government be asked to send a repre-
sentative of their Provincial Savings Branch to give this Committee
some idea of the business they are doing in that province.”
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Previous notice having been given and on motion of Mr. Hanson, seconded
by Mr. Maclean:

Ordered, “That all honourable members be requested to give notice
of proposed motions on or before Tuesday, June 24, 1924; and that no
notice of motion be received by the Committee thereafter unless by a
majority vote of two thirds of the Members of the Committee present.”

The Committee then took under consideration the Notice of Motion
on the order paper standing in the name of the Acting Minister of Finance
and entituled “Bill entituled: ‘An Act to amend the Bank Act.’ Section 56A
of the Bank Act is repealed, and the following substituted therefor. Inspection.”

Clause 1 read, amended and agreed to as follows:—

1. “The Governor in Council on the recommendation of the Minister
shall appoint a person who in his opinion has had proper training and
experience who shall be charged with the performance of the duties
hereinafter mentioned. Such person shall be designated ‘Inspector Gen-
eral of Banks.” The Minister may direct some other such person to
temporarily perform the duties of the inspector should the inspector, by
reason of illness or other contingency, be unable to perform such duties.”

Clause 2 read and agreed to as follows:—
2. The Inspector shall hold office during good behaviour, but may
be removed from office by the Governor in Council for misbehaviour
or incapacity, inability, or failure to perform his duties properly.

Clause 3 read, amended and agreed to as follows:—

3. If the Inspector is removed from office for any of such reasons
the Order in Council providing for such removal and documents relating
thereto shall be laid before Parhament within the first fifteen days of
the next, ensuing session.

Clause 4 read and agreed to as follows:—
4. The Inspector while holding office shall not perform any service
for compensation other than the service rendered by him under the pro-
vigions of this section.

Clause 5 read, amended and agreed to as follows:—

5. “The Minister may appoint or employ on the recommendation
of the Deputy Minister of Finance and the inspector, such persons with
training and experience and such clerical assistants as may be deemed
necessary to carry out and give effect to the provisions of this section.
Persons so appointed or employed shall receive such salary or remun-
eration as may be fixed by the Minister.”

Clause 6 read. Clause stands for further consideration.

Clause 7 read and agreed to as follows:—

7. A copy of all reports made by the auditors of a Bank to the
General Manager and to the Directors under the next preceding section
shall be transmitted or delivered to the Minister by the auditors at the
same time as such reports are transmitted or delivered to the General
Manager and Directors.

Clause 8 read, and agreed to as follows:—

8. The Inspector, or person acting under his direction, shall have a
right of access to the books and accounts, documents, vouchers and
securities of the bank, and shall be entitled to require and receive from
the directors, officers and auditors of the bank such information and
explanation as he may deem necessary for the performance of his duties.
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Clause 9 read. Clause stands for further consideration.

Clause 10 read and agreed to as follows:—

10. Whenever the Inspector is satisfied that a bank is insolvent he
shall report fully on the bank’s condition to the Minister and the Min-
ister may, without waiting for the bank to suspend payment in specie or
Dominion notes of any of its liabilities as they accrue, request the
Association or the President of the Association to appoint a curator
to supervise the affairs of such bank, and such request shall have the
same effect as if the bank had suspended payment in specie or Domin-
ion notes of any of its liabilities as they accrued, and a curator shall
forthwith be appointed as provided in section 117 of this Act.

Clause 11 read, amended, and agreed to as follows.

11. The Inspector shall be paid a salary fixed by the Governor in

Council on the recommendation of the Minister.
Clause 12 read and agreed to as follows:

12. All salaries, remuneration and other expenses incidental to giving
effect to this section shall be paid out of the Consolidated Revenue
Fund, and the Consolidated Revenue Fund shall be recouped after the
end of each calendar year for such outlay by an assessment upon the
banks based upon the average total assets of the banks respectively
during the year, as shown by the monthly returns made by the banks
to the Minister under section 112, and such assessment shall be paid by
the banks. :

Clause 13 read. Clause stands for further consideration.

On motion of Mr. *Hanson, the Committee adjourned at 1.20 o’clock p.m.
to meet at 11 o’clock a.m. to-morrow, Thursday, June 19, 1924.

8. R. GORDON,
Clerk to Committee.

House or CoMMONS,
CommiTTEE Room 429,
THURSDAY, June 19, 1924.

The Committee met at 11 o’clock a.m.
The Chairman, Mr. Vien, presided.

Present: Messieurs Benoit, Black (Halifax), Bristol, Carmichael, Car-
ruthers, Casgrain, Chaplin, Clifford, Coote, Crearer, d’Anjou, Desaulniers, Des-
coteaux, Duncan, Elliott (Dundas), Garland (Bow River), Good, Grimmer,
Guthrie, Hanson, Healy, Hodgins, Hughes, Irvine, Jacobs, Kellner, Maclean
(York), Macphail (Miss), McCrea, McKay, McMaster, McQuarrie, Marler,
Maybee, Morin, Papineau, Rankin, St. Pére, Shaw, Sinclair (Oxford), Sinclair
(Queens, P.E.I), Spencer, Steedsman, Tobin, Vien, Ward, Woods and Woods-
worth—47.

The Chairman reported to the Committee that the Clerk had received
from Mr. Austin Bill, Revenue Division, Post Office Department, a set of the
forms used in connection with the postal savings banks and that these would
be filed ag Exhibit No. 21.
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Previovs notice having been given, Mr. Maclean moved:

“That in the opinion of this Committee the Post Office Savings
Banks’' system of Canada be extended by marking cheques against
accounts in same at the office of deposit.”

The Chairman ruled as follows:

“I have to rule that the Order of Reference to this Committee empowers us
to consider the provisions of the Bank Act; the Order reads that the Committee
‘ should be instructed to consider the provisions of the Bank Act with a view to
recommending such amendments to the Act as will better protect the interests
of depositors generally.” Mr. Maclean’s motion would be in the form of an
amendment to the Act governing the Post Office Department; therefore I do not
believe that it falls within the scope of the Order of Reference to this Com-
‘mittee.”

The Chairman’s ruling was sustained.

Notice of Motion

Mr. Maclean gave notice that on a subsequent date he would move the
following, the same being a substitution for a previous Notice of Motion now
on the order paper:

“That the Ontario Provincial Government be asked to send a repre-
sentative of their Provincial Savings Branch to give this Committee
some idea of the business they are doing in that Province; and that the
Postmaster  General of Canada be requested to attend before this
Committee.”

Notice of Motion on the order paper, standing in the name of the Acting
Minister of Finance and entituled “Bill entituled ‘ An Act to amend the
Bank Act.” Section 56A of the Bank Act is repealed, and the following sub-
stituted therefor. Inspection.” again under consideration.

Clause 13 read, as follows:

13. All persons appointed under this section shall be officers of the
Department of Finance, but the provisions of the Civil Service Act, 1918,
shall not apply to such persons.

Mr. Shaw moved that the clause be amended by striking out the last three
words, “to such persons,” and substituting therefor the words, “ except as to
necessary clerical assistance.”

The question being put on Mr. Shaw’s motion, it was negatived on division:
veas 10, nays 27.

Clause 13 was agreed to as previously read.

Clause 6 read as follows:

6. The Inspector shall at least once in each calendar year and oftener
if considered necessary make or cause to be made an examination and
inquiry into the affairs and business of each bank, and shall, at the con-
clusion of such examination and inquiry, report thereon to the Minister.
Such examination and inquiry shall be conducted at the chief office of
the bank, or office of the General Manager if the office of the General
Manager is at a place other than the chief office of the bank, and it
shall not be mecessary to conduct any part of such examination at
branches of the bank unless in the judgment of the Inspector an examina-
tion of any one or more of such branches is necessary. ;
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Mr. Robb moved that all the words after the figure “6” in the first line
be struck out and the following substituted therefor:—

6. The Inspector, from time to time, but not less frequently than
once in each calendar year shall make or cause to be made such examina-
tion and inquiry into the affairs or business of each bank as he may
deem to be necessary or expedient, and for such purposes to take charge
of the assets of the bank or any portion thereof, if the need should arise,
for the purpose of satisfying himself that the provisions of this Aect have
reference to the safety of the creditors and shareholders of each such
bank are being duly observed and that the bank is in a sound finaneial
condition. The Inspector at the conclusion of each such examination
and inquiry shall report thereon to the Minister.

The question. being put on Mr. Robb’s motion it was agreed to in the
affirmative.

Clause 9 read, as follows:—

9. The Inspector, or person acting under his direction, shall have
power to examine under oath the general manager and any of the
other officers of the bank, and a general manager or other officer who
refuses to submit to such examination commits an offence against this
Act and is liable as provided in Section 157 of this Act.

Mr. Robb moved that all the words after the figure “9” in the first line
be struck out and the following substituted therefor:—

9. The Inspector shall have all the powers conferred upon a Com-
missioner appointed under the Inquiries Act for the purpose of obtain-
ing evidence under oath, and may delegate such powers as occasion may
require. Any person who refuses to give such evidence or to produce
any book or document material thereto when required so to do shall
be guilty of an offence against this Act.

The question being put on Mr. Robb’s motion it was agreed to in the
affirmative.

Clause 14 read, amended and agreed to as follows:—

14. Any bank or any director, president, general manager or any
officer of a bank who directly or indirectly makes a loan or grant or
gives any gratuity to the Inspector or any other person appointed or
employed under this section, and the Inspector or any such person who
-accepts or receives, directly or indirectly, any such loan, grant or
gratuity, commits an offence against this Act, and is liable as prov1ded in
section 157 of this Act, in addition to any pumshment otherwise provided.

Clause 15 read, amended and agreed to as follows:—

15. The Inspector or any person appointed or employed under this
section who disclose to any other person, except the Minister and the
Deputy Minister of Finance, any information regarding a bank, its
business or affairs commits an offence against this Act and is liable as
provided in section 157 of the Act.

Clause 16 read and agreed to, as follows:—

16. Provided however that the Government shall not incur any
liability whatever to any depositor, creditor or shareholder of any bank,
or to any other person, for any damages, payment, compensation or
indemnity which he may suffer or claim by reason of this section or
anything therein contained, or by reason of anything done or omitted
to be done under the requirements thereof, or by reason of anything
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omitted to be done which is hereby required to be done, or by reason of
any order or direction of the Governor-in-Council or of the Minister
in the execution or administration of the powers or any of them
by this section conferred, or by reason of any failure or omission on
the part of Governor-in-Council or of the Minister or of the Inspector,
or of any officer or employee of the Government to execute or discharge
any power, authority or duty thereunder, or otherwise by reason of any
default, negligence, mistake, error or omission in-the administration or
discharge of the powers or duties which in any circumstances are by this
section intended or authorized to be executed or performed; and no such
payment, damages, compensation or indemnity, nor any claim therefor,
shall in any case be authorized, paid or entertained by the Government.

Clause 17 read and agreed to, as follows:—

17. This section shall come into force on the first day of October,
nineteen hundred and twenty-four, but it shall not be incumbent upon
the Inspector to examine all of the banks under the section during the
calendar year one thousand nine hundred and twenty-four.

On motion of Mr. McKay, seconded by Mr. Maclean
Ordered,—That a Report be presented to the House reading as follows:—

“ That, pursuant to the Order of Reference from this House of the
31st of March, 1924, Your Committee in view of the failure of the Home
Bank, have considered the provisions of the Bank Act with a view to
recommending such amendments to the Act as would better protect the
interests of bank depositors generally, and would prevent similar
occurrences in the future:

And your committee are of the opinion that it is expedient to bring
in a measure to amend the Bank Act and they therefore recommend
that the said Act be amended as follows:

That Section 56A of the Bank Act be repealed, and the following
substituted therefor: :

Inspection:

56A. 1. “The Governor in Council on the recommendation of the
Minister shall appoint a person who in his opinion has had proper
training and experience who shall be charged with the performance of
the duties hereinafter mentioned. Such person shall be designated
“Inspector General of Banks.” The Minister may direct some other such
person to temporarily perform the duties of the inspector should the
inspector, by reason of illness or other contingency, be unable to per-
form such duties.”

2. The Inspector shall hold office during good behaviour, but may
be removed from office by the Governor in Council for misbehaviour or
incapacity, inability, or failure to perform his duties properly.

3. If the Inspector is removed from office for any such reason the
order in council providing for such removal and documents relating
thereto shall be laid before parliament within the first fifteen days of the
next ensuing session.

4. The Inspector while holding office shall not perform any service
for compensation other than the service rendered by him wunder the
provisions of this section.

5. “The Minister may appoint or employ on the recommendation
of the Deputy Minister of Finance and the inspector, such persons with
training and experience and such clerical assistants as may be deemed
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necessary to carry out and give effect to the provisions of this section.
Persons so appointed or employed shall receive such salary or remunera-
tion as may be fixed by the Minister.”

6. The inspector, from time to time, but not less frequently than once
in each calendar year shall make or cause to be made, such examination
and inquiry into the affairs or business of each bank as he may deem to
be necessary or expedient, and for such purposes to take charge of the
assets of the bank or any portion thereof, if the need should arise for the
purpose of satisfying himself that the provisions of this act having refer-
ence to the safety of the creditors and shareholders of each such bank are
being duly observed and that the bank is in a sound financial condition.
The inspector at the conclusion of each such examination and inquiry
shall report thereon to the minister.

7. A copy of all reports made by the auditors of a bank to the general
manager and to the directors under the next preceding section shall be
transmitted or delivered to the minister by the auditors at the same
time as such reports are transmitted or delivered to the general manager
and directors. <

8. The inspector, or person acting under his direction, shall have a
right of access to the books and accounts, documents, vouchers and securi-
ties of the bank, and shall be entitled to require and receive from the
directors, officers and auditors of the bank such information and ex-
planation as he may deem necessary for the performance of his duties.

9. The inspector shall have all the powers conferred upon a com-
misioner appointed under the Inquiries Act for the purpose of obtaining
evidence under oath, and may delegate such powers as occasion may re-
quire. Any person who refuses to give such evidence or to produce any
book or document material thereto when required so to do shall be guilty
of an offence against this act.

10. Whenever the inspector is satisfied that a bank is insolvent
he shall report fully on the bank’s condition to the minister and the
minister may, without waiting for the bank to suspend payment in specie
or Dominion notes of any of its liabilities as they accrue, request the
association or the president of the association to appoint a curator to
supervise the affairs of such bank, and such request shall have the same
effect as if the bank had suspended payment in specie or Dominion notes
of any of its liabilities as they accrued, and a curator shall forthwith
be appointed as provided in section 117 of this act.

11. The inspector shall be paid a salary fixed by the Governor
in Council on the recommendation of the minister.

12. All salaries, remuneration and other expenses incidental to giv-
ing effect to this section shall be paid out of the Consolidated Revenue
Fund, and the Consolidated Revenue Fund shall be recouped after the
end of each calendar year for such outlay by an assessment upon the
banks based upon the average total assets of the banks respectively during
the year, as shown by the monthly returns made by the banks to the
minister under section 112, and such assessment shall be paid by the
banks.

13. All persons appointed under this section shall be officers of the
Department of Finance, but the provisions of the Civil Service Act, 1918,
shall not apply to such persons.

14. Any bank or any director, president, general manager or any
officer of a bank who directly or indirectly makes a loan or grant or
gives any gratuity to the inspector or any other person appointed or em-
ployed under this section and the inspector or any such person who
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accepts or receives directly or indirectly, any such loan, grant or gratuity,
commits an offence against this act, and is liable as provided in section
157 of this act, in addition to any punishment otherwise provided.

15. The inspector or any person appointed or employed under this
section who discloses to any other person, except the Minister and the
Deputy Minister of Finance, any information regarding a bank, its busi-
ness or affairs commits an offence against this act and is liable as pro-
vided in section 157 of the act.

16. Provided, however, that the government shall not incur any lia-
bility whatever to any depositor, creditor or shareholder of any bank,
or to any other person, for any damages, payment, compensation, or in-
demnity which he may suffer or claim by reason of this section or anything
therein contained, or by reason of anything done or omitted to be done
under the requirements thereof, or by reason of anything omitted to be
done which is hereby required to be done, or by reason of any order or
direction of the Governor in Council or of the minister in the execution
or administration of the powers or any of them by this section con-
ferred, or by reason of any failure or omission on the part of the governor
in council or of the minister or of the inspector or of any officer or
employee of the government to execute or discharge any power, authority
or duty thereunder, or otherwise by reason of any default, negligence,
mistake, error or omission in the administration or discharge of the
powers or duties which in any circumstances are by this section intended
or authorized to be executed or performed; and no such payment, damages,
compensation or indemnity, nor any claim therefor, shall in any case
be authorized, paid or entertained by the government.

17. This section shall come into force on the first day of October,
nineteen hundred and twenty-four, but it shall not be incumbent upon
the inspector to examine all of the banks under the section during the
calendar year of one thousand nine hundred and twenty-four. (Pre-
sented to House, Friday, June 20, 1924. See pages 423, 424, 425, Votes
and Proceedings. Concurrence moved, concurred in, Monday, June 22,
1924. See page 432, Votes and Proceedings.)

“Motions on the Order Paper” being called.

No. 1, in the name of Mr. Ladner, was allowed to stand at the request of
Mr. Hanson, for Mr. Ladner.

No. 2, in the name of Mr. Ladner, was allowed to stand at the request of
Mr. Hanson, for Mr. Ladner.

N