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July 7, 1944.

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

The CuAmrMAN: As announced some days ago, we set aside to-day for the
purpose of considering section 55, the functions of the bank auditor, and we have
present Mr. Clarkson. I would ask Mr. Clarkson to please come to the platform
I am going to ask Mr. Tompkins to make a brief introduction of Mr. Clarkson
so far as it may bear upon his functions.

Mr. Tompkins: Mr. Chairman, it is scarcely necessary for me to introduce
Mr. Clarkson to the committee; but for the benefit of those members who are
not aware of his position and qualifications, T might say that he is a member
of the chartered accounting firm of Clarkson, Gordon, Dilworth and Nash of
Toronto and also of the firm of E. R. C. Clarkson and Sons of Toronto. Mr.
Clarkson has acted at various times as shareholders’ auditor of banks under
section 55; and he has also had the distinction, if I might so term it, of having
acted as liquidator of four different banks, namely the Monarch Bank of Canada,
the Sovereign Bank of Canada, the Farmers’ Bank of Canada and the Home
Bank of Canada. Those three banks last named are mentioned in exhibit
n}lllmber 5 at pages 110 to 112 of the proceedings and evidence of this committee
this year.

The CuamrMAN: Thank you, Mr. Tompkins. Mr. Graham has the floor.

Mr. G. T. Crarkson, C.A., called:

By Mr. Graham:

Q. Mr. Clarkson, your firm is, as Mr. Tompkins has told us, Clarkson,
Gordon, Dilworth and Nash?—A. Yes.

Q. And is it in the capacity of a member of the firm or as an individual that
you act as sharcholder’s auditor of one-or two banks?—A. No, in a personal
capacity, drawing my assistants from the firm.

Q. From the firm?—A. Yes.

Q. What bank is it that you are shareholders’ auditor of at the present time?
—A. The Bank of Commerce and the Bank of Toronto.

Q. For the information of the committee, what other banks have you acted
for in that capacity in the past?—A. T am a co-auditor, but it is not my year, in
the Bank of Nova Scotia—at the present time. In the past T audited the Metro-
politan, the Standard, the Dominion, and my partner the Imperial.

Q. So that you can safely be said, Mr. Clarkson, to have had a very wide
experience?—A. Well, I have had some.

Q. ‘In the duties assigned to a shareholders’ auditor?—A. That is right.

Q. The Act, as you know, calls for the selection by the shareholders of two
auditors.—A. That is right.

Q. Who is your co-auditor of the Bank of Toronto and the Bank of Com-
merce at the present time?—A. Mr: Glendinning in the Bank of Toronto and Mr.
Shepherd in the Bank of Commerce.

Q. Mr. Glendinning?—A. Yes—in the Bank of Toronto.

Q. In both banks?—A. No I am principal auditor for the Bank of Toronto.

Q. Yes—A. At the present time my associate is Mr. Glendinning in the
Bank of Toronto. I am an associate auditor in the Bank of Nova Scotia. I am
not the auditor this year. Somebody else is there in my place. I am associate
auditor in the Bank of Commerce,—associate auditor for this year.
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Q. It is wise maybe to put the facts on record because it is not only mem-
bers of the committee who may wish to follow this, Mr. Chairman, but also those
who' are interested in the work of the committee. Under the Act those two
auditors must be chosen from different firms of auditors?—A. That is right.

Q. Yes. And your term is restricted to a period of two years?—A. That is as
associate auditor.

Q. I beg your pardon?—A. As associate auditor.

Q. Yes—A. As principal auditor I can be elected from year to year without
interruption if the shareholders choose to elect me; but as associate auditor, they
change every two years.

Q. And there must be a period of two years elapse between the employment

" of the same auditor?—A. That is the associate auditor.

Q. I am a little puzzled by that statement with regard to the principal audi-
tor. I do not notice any distinction in the Aect, Mr. Clarkson, with regard to
the prineipal and associate auditors—A. There is a provision in there. I have
not got it here. I have been handed the Act. It says; “The shareholders shall
at each annual meeting—

Mr. NosewortHY: Would you mind telling us what page that is?

Mr. GrarAM: Subsection 5.

The WiTtNEss: Subsection 5 of section 55. It reads:

The shareholders shall at each annual general meeting appoint two
persons, not members of the same firm, whose names are included ‘in the
last published list, to audit the affairs of the bank, but if the same two
persons, or members respectively of the same two firms have been appointed
for two years in succession to audit the affairs of any one bank, one such
person or any member of one such firm shall not be again appointed to
audit the affairs of such bank during the period of two years next
following the term for which he was last appointed.

By Mr. Graham:

Q. Yes—A. That results in one so-called permanent auditor or continuous
auditor and the other alternate.

Q. Putting it in another way, it results in a fresh auditor having access to
the books on behalf of the shareholders every two years?—A. That is what was
intended, yes.

- Q. And that is what happens in practice?—A. That is what happens.

Q. Just so that we may know, how long has your firm been established?
I am speaking now of Clarkson, Gordon Dilworth and Nash.—A. The original
firm? Eighty years.

Q. Eighty years?—A. Yes.

Q. I assume that we all kngw it, but you can vouch for the fact that it has a
very large business in the auditing field?—A. We have a fair business, yes;
an extensive business.

Q. I notice Mr. Tompkins has told us of your association with the liquida-
tion of certain banks. That, too, would give you a very great insight into the
method of management and the safeguards that have to be adopted in the
banking business, I take it that would follow through that?—A. Well, the
liquidation of a bank gives you a kind of experience that you do not get from
the audit. It is something entirely different.
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Q. If I recall it correctly, Mr. Tompkins mentioned the Monarch Bank.—
A. That was incorporated and a certain number of shares subscribed for which
were insufficient to get its certificate—to commence to operate—and it had to
be wound up.

Q. It actually never commenced business?—A. It never commenced business.

Q. No. Then there is the Sovereign. Could you give us this in chronological
order?—A. Then there was the Farmers’ Bank.

Q. The Farmers’ Bank?—A. Yes.

Q. What year did that fall?—A. Well, you have got me. 1910, was it?

Mr. Tomprins: In 1910.

The Wirness: In 1910.

By Mr. Graham:

Q. Yes?—A. That is the Farmers’ Bank.

Q. Yes?—A. Then there is the Sovereign. b
_ Mr. Tomprins: The Sovereign situation came about in 1908. If I may
interject, Mr. Graham, if you will refer to page 112 of the proceedings of the
committee you will see that the note with reference to the Sovereign Bank of
Canada explains the situation rather fully. I do not know whether it is worth
while to read it at this time.

The CuArrMAN: We do not need to read it, Mr. Graham.
Mr. Gragam: I beg your pardon, Mr. Chairman?
The Cuamrman: We do not need to read it.

Mr. Gramam: No, except for this: T should like the chronological story on
the record. Likely the average reader will not refer to that.

The CaArrmAN: Well, it is on the record already.
Mr. Gramam: Yes. But I mean they would not refer to that.

Mr. Tompkins: The Sovereign Bank eventually went into liquidation. Its
affairs were placed in liquidation in 1914.

Mr. Gramam: That is the Sovereign?

Mr. Tompxins: That is the Sovereign.

Mr. Gramam: Yes.

Mr. Tompxrins: But that was under rather exceptional circumstances;
because in 1908, when its troubles developed, as explained in the note I men-
tioned, certain other banks took over its branches and assumed its liabilities to
the depositors. But as I say, the footnote sets out the position fully.

By Mr. Graham:

Q. I am trying to get your experience. It was in 1914 that you came into
the Sovereign picture?—A. No. 1 came in before that. In 1908 it got into
trouble, and I think somewhere around 1910 or 1911 or at a time after the assis-
ting banks, as they were called, had taken over its branches and liabilities, the
Sovereign- Bank remained a debtor to the other banks to the extent of, I should
say, $8,000,000, $9,000,000 or perhaps $10,000,000, and the Sovereign Bank still
retained ownership of a railway and a lot of assets of various kinds—slow assets.
So they formed a corporation called “International Assets”, and they turned
those remaining assets which the bank had retained over to International Assets
and it issued bonds for the obligations still remaining owing to the other banks.
I was a trustee under that bond mortgage, and had an interest in watching the
realization and assisting in the realization of those assets until they were
exhausted. In the meantime International Assets also performed another func-
tion. Many stockholders of the Sovereign Bank subscribed for shares in
International Assets and the monies they paid into International Assets thereon

22047—Vol. I1-A3
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were paid over in satisfaction of the double liability upon the Sovereign Bank
shares held by such subseribers; in that way, the debt of International Assets
to the assisting banks was partly reduced. A considerable amount, about
$2,000,000, I think, of double liability on Sovereign Bank shares still remained
unpaid thereafter and the bank was put into liquidation and I became liquidator
of it in 1914 in order to enforce collection of the same.

Q. It will be interesting I think, Mr. Clarkson, to observe that in the
Sovereign Bank failure the shareholders suffered a loss?—A. The shareholders
suffered a loss and the banks suffered a loss.

Q. And did the depositors?—A. No.

Q. The depositors did not suffer a loss?—A. No, because the deposits were
assumed by the assisting banks; in the end, however, the banks lost $400,000 to
$500,000 in that connection.

Q. In order to protect the depositors’ position?—A. That is right.

Q. And the depositors in the Sovereign Bank did not suffer any direct
loss?7—A. They did not.

Q. And the next bank I think you mentioned was the Home Bank?—A. Well,
the position in connection with the Home Bank was that the assets of the Bank
produced sufficient to pay all of the privileged claims against it except about
$200,000 still owing to the Province of Ontario whose claim was deferred in order
to enable a dividend to be paid to the depositors of the Bank. As a result the
depositors got a dividend of 25 per cent from realization of the assets of the
bank. The still remaining assets are not worth $200,000 or sufficient to pay off
the claim of the Ontario government; consequently the assets of the bank
including the double liability, produced for the depositors 25 per cent of their
claims. The Ontario government will probably lose between $100,000 and
$150,000 of its privileged claim. The shareholders lost all that they put into
the bank and the double liability which they had to pay on its shares.

Q. Are there any other banks not mentioned?—A. There was the Home
Bank, that is the one I was speaking about—no, there are no others.

Q. What about the Farmers?—A. Oh, pardon me; the Farmers’ Bank after
a settlement of the privileged claims against it paid nothing to its depositors.

Q. Nothing?—A. No.

Q. When did that occur?—A. 1910.

Q. And the Home was in what year?—A. 1923.

Q. The Home Bank, it has been suggested to me by Mr. Mellraith here,
is significant of something which T think should be put on the record of the
committee. In the Home Bank case the dominion government had to; under
pressure, give some assistance?—A. The Dominion government contributed 35
per cent of their claims to certain classes of depositors. My recollection is that
excluded from such classes were the claims of corporations, associations and
partnerships; it was remaining depositors who got the 35 per cent. :

Q. But in the Farmers’ Bank, the completed picture, the shareholders lost
everything including the double liability?—A. Yes.

- Q. And the depositors got nothing?—A. That is right.

Q. So the Farmers’ Bank was a complete total failure, a loss to all con-
cerned?—A. That is right.

Q. Do you mean except for note holders?—A. I beg your pardon, the circula-
tion was paid in full.

Q. But in the case of the classes mentioned, the shareholders and the deposi-
tors, they suffered a complete loss?—A. In the Farmers’ Bank?

Q. Yes—A. That is right. :

Q. Then legislation was set up to safeguard the shareholders’ position by
the appointment of a shareholders’ auditor. I assume this came about through

{
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Canada’s experience of these various failures of which you have spoken and in
c}(])nncction with which you acted as liquidator?—A. Well, you may assume
that.

Q. T think that is the case because I note the time of the legislation as at
present formed providing for shareholders’ auditors became law in 1923?—
A. That is right.

Q. I notice that you mentioned that in 1922 you acted for the Home
Bank?

Mr. Tompkins: Mr. Graham, the original provision for shareholders’ audi-
tor was in 1913 but the section was amended in a good many respects in 1923..

Mr. Gramam: That is what I am saying. The legislation we now have
as a safeguard was completed and made law in 1923.

Mr. Tompxins: Exactly.

Mr. Grauam: And the Inspector General’s position was created in 1924, 1
think that is right.

Mr. Tompxins: That is right.

By Mr. Graham:

Q. Would you care to pass an opinion, Mr. Clarkson, on the underlying
causes, if there were any, which were general to all of these failures which you
hav_e'mentioned; what caused the banks in your experience to endanger their
position and eventually fail?>—A. I had better take them separately.

Q. Yes—A. The Farmers’ Bank failed because of its loans to and invest-
ment in the Keeley Mine, and the making of other speculative loans. The
Sovereign Bank failed because of loans made against securities of the Alaskan
Central Railway and of the Chicago-Milwaukee Electric Railway and against
other securities, the values of which became impaired. In the case of the
que Bank it was advances to real estate corporations, directly and indirectly,
which were largely responsible for its failure.

_Q. In other words, the making of loans that were not sound?—A. The
making of loans and investments which proved to be unsound. '

Q. I take it too that it follows—if that is the case, with these banks we are
speaking about—that in your position as liquidator, you found that, in their
statements, they evaluated such amounts at actually more than they were
worth?—A. That is right, they were over-valued.

Q. They were over-valued?—A. Yes.

Q. Is that true in connection with every one of these banks?—A. That is
true in relation to the facts, yes.

Q. Then it follows, I assume, that this is a very important feature in
‘respect of banking, to see that they properly evaluate their assets?

. Mr. Jackman:  You would not say that that was the chief cause of such
failures—that stich failures were due to a lack of wisdom in making the loans
to and investment in the Keeley mine and because of advances to and agains
the shares in the other corporations of the type you have named.

The WirnEss: I am merely stating the facts as they were found to be. Such
failures took place by reason of unsound loans and investments, and such loans
and investments were over-valued in the statements of such banks.

By Mr. Graham.:

Q. In each of these cases is it a fact that until it was ascertained and the
banks were forced into liquidation each of these assets you have mentioned were
parne}:i in the final stages at a heavy increase over their true value?—A. That
18 right.
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By Mr. Noseworthy:

Q. Had they been earried in the books of the bank at a much lower valua-
tion would that in your opinion have avoided the bankruptey?—A. In the opera-
tions of the bank at an earlier time.

Q. It would not necessarily have prevented their collapse?—A. One would
have to relate that, of course, to each specific case. In the Keeley Mine it was
the speculative nature of the venture into which they kept pouring money until
they had $2,000,000 invested. In our efforts to sell the mine we could not at
first get any bid at all for it. Finally, we got one for $100,000 and accepted it.
Later on, after a large amount of money had been spent upon the property ore
was struck. The loan to and investment of the bank in the Keeley Mine was a
purely speculative one. In the case of the Sovereign Bank it loaned to broker-
age houses large sums of money upon the security and shares of Milwaukee
Electric Railway and on the Alaska Central Railway hoping no doubt that it
would be able to obtain the return of such loans from the sale of such securities,
which later went sour. As far as the Home Bank was concerned, the loans to
real estate companies (directly and indirectly) in amounts increasing from time
to time ultimately caused its failure. How soon such loans had they been ques-
tioned, would have affected the position of each of such banks would have
depended upon when the values of these were so questioned—

By Mr. Graham:

Q. Mr. Clarkson, you were not connected as liquidator with the Ontario
bank?—A. No.

Q. To get down to your duties, Mr. Clarkson, would you describe briefly
to the committee your interpretation of the duties cast upon you by the appoint-
ment of yourself as shareholders’ auditor?—A. You want it only in very general
terms? You do not want me to get down to details?

Q. No, general terms.—A. My conception of the duties of an auditor are
twofold, at least; first of all to see that the assets of a bank are not over-valued
in its statements—so far as the public are concerned—and second, to see that
they aré not under-valued or over-valued so far as the shareholders are con-
cerned, and in relation thereto that the profits of the bank are fairly stated.
That is the duty of a bank auditor as I see it.

Q. Perhaps we will ask for a little elaboration of that. You say you con-
sider it one of your duties to see that the assets of the bank are neither under-
valued or over-valued?—A. Within the realm of opinion.

Q. Within the realm of your opinion, yes?—A. Within the realm of my
opinion, yes, that is it eventually.

Q. Would you explain why there is the necessity against undervaluation?
Why does that strike you as one of your duties to see that they are not under--
valued?—A.. Because if you under-value the assets unduly then you do not pro-
vide a fair statement to the shareholders to indicate what their equity in the
institution is. '

Q. In other words, using the wording of the Act, it would not be a true state-
ment?—A. Not a true statement.

Q. You consider it is necessary to not under-value in order that a true
statement may be presented by you to the shareholders of that bank?—A. That
is right. ’

Q. What about over-valuation?—A. The Act requires that the assets shall
be valued not above market or with estimated loss provided for. I should like
to clear up something here. The main assets of a bank are its loans and its invest-
ments.. The value of those loans is a matter of opinion from time to time—
from month to month-—from year to year, and depending on conditions of busi-
ness. The value of its investments are subject to market fluctuation. There-
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fore, in dealing with the assets of a bank and trying to present a fair statement
of them, the auditor forms his opinion; he goes over the individual loans and
forms his opinion of their value, and where he thinks any reserve should be pro-
vided in respect of them he takes the same into account. As far as investments
are concerned he compares the cost of those investments or the book value of
them with market values and sees that they are not included in the bank’s
statement at more than such market values. When the statement is presented
it is supposed to represent the fair realizable value of the assets of the bank after
provision of a factor of safety against contingencies.

I should like to make sure that in the above connection this committee
understands what “inside reserves” mean. Inside reserves do not mean the
reserves as recorded on the books on the bank. The inside reserves of a bank
is the difference between the fair realizable value of its assets, and the value
at which such assets are shown at in its public statement.

By Mr. Jackman:
Q. You said the difference between the fair value and the value as shown
in the public statement. You mean—A. Audited statement.
Q. The book value, not the statement made public?—A. No, T mean the
public statement.
Q. The one that is printed?—A. Absolutely.

By Mr. Slaght:
Q. May we have that repeated? With the interruption I missed it.—
A. What I am trying to make clear here is that book reserves and book appro-
priations on the records of a bank do not constitute its inner reserves—for a
variety of reasons. I will go into the matter if you wish me to.

By Mr. Graham: :

Q. We would be glad if you would—A. Suppose a bank has a loan of
$500,000 which it considers to be wholly bad. It may, if it desires, write it off
completely when no value for it will be shown on the books of the bank, and no
reserve will be shown on such books in respect of it. Treated another way the
bank can continue to carry such loan on its books at $500,000 but set up a
reserve of equal amount against it; under these conditions you may in one
Instance have nothing shown on the books for the loan, while in the other the
loan will be on the books for $500,000 with a reserve of $500,000 against it.
Both mean the same in ultimate result. Again, the bank may ecarry the loan
at $500,000 and have a reserve of $500,000 against it but the loan be worth
$250,000. In such a case the inner reserve in connection with that loan would
be $250,000, or the value behind the reserve.

Then, every bank has a large volume of loans, say, $40,000,000, $50,000,000
or $60,000,000, in respect of which there is an unknown loss factor, as it knows
that it will not be able to collect the whole of such loans. What it would fail to
collect on such loans is dependent upon conditions of business from time to time
and those in prospect. So I say to you that if included in the assets of a bank is
a security for $100,000 which the bank believes to be worthless it may, if it desires,
write it off when it will have no value shown on its books with regard to it;
In another case it continues to carry the security at $100,000 but reserves $100,000
against it. Then if the security shall later become worth $50,000 the inside
reserve held by the bank in respect of it will be $50,000. If the security shall
later become worth $100,000, then the inside reserve which the bank will hold in
respect of it will be $100,000. I am trying to make clear that the inside
reserve of a bank is the excess of value over the amount at which its assets
are carried in its public statement. It is not the book figures of such reserves. So
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I say to you that when you come down to facts the inside reserves of a bank
are comprised of the difference between the fair realizable value of its assets
and the amount at which they are shown in its public statement; the difference
between those two is the margin or factor of safety which constitutes the inside
fund of the bank.

Q. I would take it that you, at least, as one of the shareholders’ auditors at
present, employed by the Bank of Toronto and the Bank of Commerce, consider
it one of the chief duties of the shareholders’ auditors to pass judgment on the
real valuation of the assets?—A. You cannot certify the statement unless you
do.

Q. It would not be a true statement unless you did?—A. Absolutely not, in
my opinion.

Q. I did not intend to go into.this quite so quickly but you have started and
I would be glad if you would complete the picture. Using your experience
as an auditor and liquidator, and your general knowledge, and giving us the
benefit of your experience, you notice you have used the term, “Inside reserve”?
—A. Yes.

Q. They are not specifically disclosed on the statement presented to the
public?—A. They are reflected in the statement by deduction from the value
of assets. That is right.

By Mr. Kinley:

Q. From the face value of the assets?—A. I do not want to evade your
question. You have loans valued as say worth $50,000,000 and we will say your
inner reserve is $3,000,000; these such loans will appear on the public statement
at $47,000,000. That is why I say that such reserves are given effect to in the
public statement by deduction. :

Q. From the face value?—A. Yes.

By Mr. Graham:

Q. Perhaps we had better make that clear. That inner or inside reserve,
ag you call it, is created by the considered devaluation of the assets appearing
on the books to what is considered to be their market or true value. Is that
not correct?—A. Well, again I wish to explain. You see, Mr. Graham, you are
asking how they are accumulated?

Q. Yes. I think that is one of the mysteries that the committee do not
understand.—A. How they are accumulated is in two ways. Going back years
ago, we will say ten or fifteen years ago, when the bank was valuing its assets
for statement, purposes, let us say that it appropriated $200,000 against expected
losses in its then loans. Such appropriation was applied in reduction of its
earnings for such year and carried to the eredit of its appropriation account.
Five years after that, perhaps ten years after that, such $200,000 may be
recovered in full, following which—if not taken into profits—it leaves $200,000
in the appropriation account as a cushion against possible losses in loans and
securities generally. '

Q. You mean it may have been paid?—A. Yes, paid; when, unless the
recovery is treated as a profit obtained in the year in which it is realized, it
results in leaving a $200,000 reserve account on the books of the bank.

Q. Yes?—A. In addition to that, in each year under review—from time to
time—over the period of operations of the bank, debts are written off as worthless
and then later recovered. Who so recovered, if the bank has a sufficient inner
reserve, such recovery goes into the profits of the bank.  If it has not a sufficient

reserve the amount goes to the credit of a reserve account on the books of the

bank. Thus, progressively, and because Canadian banks, on the average, have
been operating for seventy-five years, reserve accounts have been accumulated.

[



BANKING AND COMMERCE 853

Such reserves are then deducted from the book value of the bank’s assets for its
statement purposes. The difference between the amount of such account so
deducted from the amount of the bank’s assets, and the actual amount required
to reduce the book value of such assets to their fair realizable value constitutes
the inner reserves of the bank. Suppose such reserves were $5,000,000 and the
amount required to cover the known and expected losses was $2,000,000, the
inner reserves of the bank would be $3,000,000, which would be its margin of
safety against unknown losses and fluctuations in the value of its securities.

Q. I presume it is true to say that the banking business is slightly different
fr<l)m, say, a dealer in perishable goods?—A. Well, in some ways and not in
others.

Q. Well, a good debt may go bad?—A. And a bad debt may come good.
Q. That is my point. There is never any complete cut-off. In some cases
1t is so humanly certain that the borrower cannot pay that it is part of the
bank’s history and is written off as an uncollectable debt. But in the great
number of cases, I take it that human judgment is not able to completely see
the future, and items that are considered poor or bad loans are recovered. That
Is true?—A. Mr. Graham, it comes down to this: a bank can operate and make
loans so that it has no losses, if it lends, for instance, on gold only.

Mr. SuacaT: Or Dominion of Canada securities.

The Wrrness: As long as the public has got confidence in the Dominion of
Canada. But if it is to perform what we might consider its proper function,
the proper function of Canadian banking, it has to make losses. It cannot
support industry unless it grants credit on a basis which has a risk attached
to it. Therefore the amount of the losses that the bank makes each year is
dependent on the liberality of the credit which it grants. If you want to tie
1t down so that it cannot make any losses, then it does not need any reserve
fund. On the other hand, if you want it to support agriculture and if you want
1t to support industry, you have got to do two things. You have got to let it
have sufficient profits so as to take care of losses, and at the same time leave a
moderate return to its shareholders. If you do not do that, then it pulls in its
credits. It has got to pull them in. Then you have got to have a factor of safety
to take care of the ups and downs, the fluctuations of trade, markets and things
of that kind. If you have not got that, then you have got to pull in your credits.

By Mr. Fraser (Northumberland) :

Q. Like any other business?—A. It is no different from the corner grocery

In a great many respects. But there seems to be a mystery in a great many

people’s minds about banking when there is no mystery at all about it. ‘
Q. There is no mystery in my mind, because I know too much about it.

By Mr. Graham.:

. Q. Would you agree with this, Mr. Clarkson: if the shareholders’ position
In the bank is in jeopardy, of necessity the position of the depositors is
Jeopardized, not to the same extent but nevertheless to some extent?—A. Well,
the depositor has protection first and the shareholder has it afterwards.

Q. Yes.—A. But they are both in jeopardy if anything is done which
“undermines confidence in the situation.

Q. That is what I mean. You have told us how that inside or inner
reserve is created. 1 wanted to ask you to pass your opinion on this. From
your long experience, both as a shareholders’ auditor and as a liquidator in some
of the bank failures that have occurred, do you consider it wise in our banking
System to have inside or inner reserves?—A. Well, I think I answered that.
I do not think you can carry on your system and grant credit of the kind that
18 required in Canada unless you have substantial reserves.
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By Mr. Fraser (Northumberland):
Q. It is not only wise; it is imperative?—A. Well, I think it is necessary.

By Mr. Graham:

Q. The point is this. You could hold reserves and have them all appear
in the public statement. I want to know if it is wise, in your opinion, to have
what are known as inside or inner reserves in addition to the disclosed reserves?—
A, T think it is unwise to show them; and I will tell you why.

Q. That is what I want to get at?—A. Let us suppose that you have a bank
whose inside reserves, on the basis that I mentioned, are $5,000,000. Put it
$10,000,000 if you want to, but I will say $5,000,000. Let us assume that when
it prepares its public statement for 1943-44, such inside reserves are $5,000,000
and that th ebank has $100,000,000 of securities, should a fluctuation in the
value of such securities take place in the next year to the extent of one
peint only, upwards, the inside reserves would be shown to have increased to
$6,000,000—when the public would believe that the bank’s earnings were
$1.000,000 more than shown in its operating statement. Or take the converse.
Suppose it has inside reserves of $5,000,000 and $100,000,000 of securities, and
in the next year there is a drop of three points in the value of the $100,000,000
of securities. Its inner reserve would then be shown as having been reduced from
$5,000,000 to- $2,000,000, and uninitiated and non-informed persons would say
that it had lost $3,000,000 in the year which was not shown in its operating
account and that it was therefore dangerous to do business with it. I think it
reasonable to give information which will be generally understood by the publie,
but I do not consider that the above conditions would be understood or properly
appreciated by the public in general; therefore I think it is most unwise to
publish the inside reserves of the banks. T think it would be dangerous to do so.

Q. What part, Mr. Clarkson, in your opinion, does the confidence of the
public play in a bank’s business?—A. It plays everything. If the bank loses
the confidence of the public and the public. begins to withdraw deposits it is
generally only a matter of time until it has to be taken over by another bank—
or else goes out of business.

Q. And the bank which takes it over, having the confidence.of the people,
would be able to carry on?—A. Yes,

Q. Would you tell us this, Mr, Clarkson: in your opinion, did the fact that
the Canadian banks had inner reserves or inside reserves assist the Canadian
banking system to come through the thirties, the depression period?—A. It most
certainly did.

Q. You have no doubt as to that?—A. No doubt in the world.

Q. Can you offer an opinion as to what might have occurred if the Canadian
banks had had no inside or inner reserves to absorb losses that occurred?—A. If
they had turned out a statement according to the Act, they would have shown a
deficit or their outside reserve part wiped out; and that would have brought a
cessation of confidence.

Q. With the resultant crisis?—A. The inner reserves are merely a factor or
margin of safety to take care of those fluctuations. >

By Mr. Fraser (Northumberland, Ont.) :
Q. A necessary cushion?—A. It is a cushion.
Mr. Fraser (Peterborough West): May I ask a question?
Mr. Grasam: Yes.
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By Mr. Fraser (Peterborough West) :

Q. Having regard to these inner reserves, are they always revenue-producing
or might they be non-revenue producing?—A. T can only answer you in this way.
They are the difference between the aggregate fair realizable value of the bank’s
assets and the aggregate value of the composite lot as they appear in its statement.
They are not earmarked at all. They are just so much in the pot.

Q. What I am getting at is this. 1 was wondering if they produced any
revenue or not. They might and they might not. They might be profitable.—
A. Oh, well, they would not be that; because you can see in your statement—

Mr. Fraser (Northumberland, Ont.): There is nothing there.

The Wirness: Part of it might be in cash. Part of it would be in loans and
part in securities.

By Mr. Fraser (Peterborough West) :

Q. What I am getting at is this. Statements have been made here that the
banks are not paying any taxes on those inner reserves—A. I should like to
clear that up now. :

Q. Yes—A. I have heard it said that the banks are not paying their fair
taxes. I want to say that so far as some of the institutions which I have had to
do with are concerned, they have reduced their inner reserves in the last few
years by over $1,000,000 and paid the maximum taxes on that, a situation which
to my mind has been very unfair to them in this way. Ten years or seven years
ago, or whatever the time is, there were loans on the books of the bank which
appeared to be bad, doubtful, and a reserve was made against them so as to
carry the loans as an asset of the bank for what they were believed to be worth.
Then after being written off in that way and carried into its inside reserve, some
of such loans eame back in Iater years and in 1943; having been written off as a
deduction from profits ten years ago, such recoveries were added to profits when
they were received. This increased profits in such years and left part of them
subject to excess profit taxes of 100 per cent as compared with 15 per cent taxes
which the bank saved in the earlier period when such loans were written off.
The course pursued by the bank was a proper course, but what I am saying to
you is that by occurrences of such kind the inside reserves of some-institutions
have been reduced and the amount of taxes which they have paid has been
unduly high. T think there is a situation in that connection which is worthy of
consideration.

By Myr. Fraser (Northumberland, Ont.):

Q. Those reserves are reflected in the operating account?—A. The reserves
went back into profits if the reserves of the bank are considered to be adequate
without inclusion of the same.

Q. But they are reflected each year in the operating account?—A. Ordinarily
they go into its profit and loss account under the circumstances mentioned.

. Q. From the operating account into the profit and loss account?—A. That
is where recoveries go—under the conditions mentioned.

Q. So they are-reflected in the bank statement each year in the operating
account?—A. What has happened is that recoveries from loans written off
In prior years go into operating account when the inside reserves are deemed to
be adequate; then new appropriations made in respect of losses on loans in
the year are charged against the same. The excess of recoveries over losses
1s profit which becomes taxable.

Q. The point I am trying to make, Mr. Chairman, is this: the hidden
reserves are reflected each year in the operating account. They are not some-
thing chucked away in a corner—A. Oh, no, no. :
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Q. They are reflected either as a decrease or increase in the operating
account.—A. In the earnings obtained on the hidden reserves. You obtain your
earnings on all your assets, included in which are those hidden reserves.

Q. On all your assets in your operating account?—A. That is right.

Q. They are not set aside?—A. No.

Q. They are reflected each year in the item of operating and investment
account of the bank?—A. That is right.

Q. So that as that account increases, they increase; and they pay taxes
on that increase?—A. The bank pays on its net profits.

Q. And it goes back into the operating account?—A. Yes.

By Mr. Fraser (Peterborough West) :

Q. Before Mr. Clarkson goes on, I should like to ask another question. You
feel that the banks are paying plenty or enough taxes on these inner reserves
and in many cases more than they should?—A. I am not going to express any
general opinion. I do not know anything about the institutions beyond those I
have had to do with.

Q. But they are paying taxes on the inner reserves?—A. Yes.

Mr. SracHT: No, they are not.

The Wirness: They are paying taxes on the earnings from their inner
reserves.

Mr. Fraser (Peterborough West): That is what I mean.
Mr. NoseworTHY: May I ask a question?
Mr. GraaMm: Yes. Go ahead.

By Mr. Noseworthy:

Q. The witness told us earlier that these inside reserves are adjusted from
year to year—That is right.

Q. They may be lower one year because the assets are more realizable
or up or down from year to year.—A. The inner reserves are determined by
valuation in each year. ’

Q. Yes—A. They will be up or down—but the appropriation accounts
shown on the books of the bank are not its inner reserves. The inner reserves
of a bank are the difference between the fair value of its assets, and the amounts
at which such assets are shown in its published statement—such difference
being the margin of safety held by the bank.

Q. What I was coming to is this. You questioned the wisdom apparently
of the banks reducing their inner reserves, say, in 1943 because loans have
come in which, ten years ago, they held reserves against. Is it not a faect, in
the light of your former statement, if the inner reserves from year to year are
to reflect the true position or the true value of the assets, they wotild be under-
valuing their assets were they to operate under any other procedure?—A. Unless
they took their recoveries into account, it would not be a valuation of all
their assets. Assets which the bank valued at $400,000, in one year may turn
out to be worth nothing in one year—in another they may prove to be worth
$200,000.

Q. I am not quite clear; you refer to reserves that were made some years

ago?—A. Yes.
Q. When the bank saved, you say, 15 per cent tax?—A. Yes.
Q. On these securities?—A. Or loans.
hQ. And these loans become good in 1943 and are paid in full?—A. That is
right.

ey
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Q. And consequently you say the bank reduces its inner reserves by the
amount of these loans that have been made good; they have reduced their
inner reserves when these loans are made good and come back into the profit and
loss account. Your statement was they are reducing their inner reserves in
1943 by transferring these accounts from inner reserves to profit and loss. My
point is that if they did anything else they would be under-valuing securities in
19432—A. Well, it goes into the treasury—what they collect goes into the
treasury. As a matter of fact what it does is this, it puts on one side its
recoveries of such loans and on the other side the appropriations which it makes
for losses in the year when should the recoveries exceed such appropriations
by let us say $200,000 its inner reserves are reduced by $200,000.

AQ. If they did not do that they would be under-valuing their securities?
—A. Yes.

By Mr. Graham:

Q. Mr. Clarkson, this may be elementary but I assume that a bank in order
to_bu1ld up an inner reserve must make a sufficient profit to admit of these
being set up without encroaching on the capital?—A. Well it must have sufficient
profit in each year to cover its losses in that year, and, over a period of time,
to accumulate in the aggregate a reserve against potential losses.

Q. Now, to come back to the statute. You have told us your interpretation
of your duties. I take it that you consider that in addition to your duties as
§hareholders’ auditor you are a quasi public official as a result of the duties
imposed by the statute. Is that correct?—A. That is true, yes.

Q. And listed among your duties as shareholders’ auditor is that of making
reports to-the Minister of Finance, furnishing him with a copy of the report
which you furnish the shareholders?—A. That is right.

Q. Now, will you tell the committee if there is much co-operation between
you in your case as shareholders’ auditor of the two banks and the Inspector
General?—A. Well, in connection with our audit, we perform that independently
of the Inspector General. He gets the particulars. If he has any comments to
make or anything to say, I suppose he will say it; but so far as the audit is
concerned, we go ahead about our duties and perform them. That is what we do.

Q. I imagine in the years that you have been acting as shareholders’ auditor
there have been frequent meetings— —A. No, they have not had to be frequent.
We have communications at various times; perhaps one, two, three in a year; if
the Inspector wants to discuss our report or if he had anything else to say to us
he does so.

. Q. And that is what I would imagine; but I want to go a little further;
in the carrying out of your duties, you feel that it is proper for you to make
disclosures of all essential facts to the Inspector General and discuss the results
of your audit whenever the occasion requires?—A. If occasion requires, yes.

Q. Will you tell me this: in your experience do you find as shareholders’
auditor that the banks and its directors make available to you all the necessary
bool;s of record and sources of information?—A. I never had any difficulty in
getting everything I wanted.

Q. You feel that the audit you make is full and complete, a full disclosure
of the facts that you are required to pass on?—A. I think the answer is, yes;
but can T come back to the point of the value of the assets of the bank; that is a
matter of opinion.

Q. Well now, I want to ask you this in regard to that: do you consider it
part of your duties as auditor of the shareholders to pass judgment upon the
value of the assets?—A. T consider it a part and parcel of our duties to do so.

Q. And do you consider it part of your duties to pass judgment as to the
amount being held in the inside reserve?—A. That follows our valuation. I want
to say that we form our independent judgment with respect to the value of the
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assets of the bank, then we discuss the matter with its officials so as to get any
information they can provide and is available on matters of controversial
interest; there are times and occasions when an auditor may not agree with the
opinion of the bank officials.

Mr. SvagaT: I didn’t cateh that.

The WirNess: There are times when the auditor may not agree with the
officials of a bank as to the amount of the appropriation necessary to be set up
against a specific loan—

By Mr. Graham: :
Q. And the auditor’s opinion prevailed?—A. Yes, the bank officials accepted
the same.

By Mr. Kinley:
Q. Has the auditor the final say in regard to that?—A. I do know that it

has ever come to such a point.
Q. I see—A. There is reasonable consideration on both sides.

By Mr. Graham:

Q. If a bank refuses to follow your suggestion, would you consider it your
duty to report that instance to the Inspector General?—A. Such a condition has
not happened yet with all—

Q. If it did occur, and you wanted to find out what practice you would
follow, would you do that?—A. If it were a matter of importance.

Q. You would report it to the Inspector General?—A. I probably would.

Q. Yes. Now, as I read the Act, you finish your audit and complete your
statement which you must declare to be a true statement of the facts and figures.
Do you present that to the shareholders at the general meeting?—A. We give it
to the president and directors of the bank and they submit it.

Q. Yes, I know the provision is that you—

Mr. SuacaT: I did not hear the answer, Mr. Chairman.

Mr. Gravam: He says, he submits it to the directors and they in turn
submit it to the shareholders’ meeting.

The Wirness: That is right.

By Mr. Graham:

Q. I notice that the Act provides that your report of the shareholders’ audit
must be attached to the report or statement the directors propose to submit to
the shareholders’ meeting and it must be read at the shareholders’ meeting.—
A. There is a statement and there is the certificate addressed to the shareholders.

Q. And T notice that there is statutory provision that the report must be

read to the shareholders?—A. That is what is done.
"~ Q. Now, I want to ask you one more question. .In the case of the banks in
which you acted as liquidator; had they pursued in the years before the disaster
a wise banking policy and had they built up the necessary reserves that would
have assisted the bank in meeting and solving the difficulties which occurred
such as the one in connection with the Keeley Mine?—A. Let us put it this
way. If the bank had been managed in a wise manner, I do not think it would
have made a loan of such a kind.

Q. Tell me this, again drawing on your experience, the Minister of Finance
put on the record in the House of Commons that in the year 1943, which was
generally recognized as being an above the average year, that the net return
on the shareholders’ equity was a little in excess of 6 per cent; my own thought
about that, Mr. Clarkson, is this—-—A. By return do you mean dividends?
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Q. No, the net earnings, the net profits of the chartered banks based on
the shareholders’ equity—they were 6 point something per cent.—A. Well?

Q. Now, my question; I have finished my statement—I don’t suppose you
disagree with the fact—I want to ask you a question based on that statement
and my question is this: banks must, like all other trading corporations I take it,
to a reasonable extent, lay up reserves in the fat years to provide for the
unfavourable years or the more difficult years; that is true, is it not?—A. They
must be able to accumulate a sufficient factor of safety in the good years to
take care of the losses in the bad years.

~ Q. To do otherwise would be foolish from a banking or any other stand-
point; it would be common sense?—A. Common sense, yes.

Q. Now, if that is true, I am a little alarmed that if our chartered banks,
part of our public system of depositaries for the people’s savings and for the
performance of clearing house duties and so on—I am slightly concerned that
the return mentioned is rather insufficient to provide safety with that as a net
profit in a fairly good year; what do you say to that?—A. What is the question?

Q. I want to know if you consider—let us put this in a rather extreme
form—that 6-7 per cent would be a sufficient return on the bank’s operation
for a year; would that be a sufficient return to provide that measure of safety
and those reserves necessary to protect the position of the bank in respect to
any factors which may develop?—A. That is a question for the banks to answer,
because you have each bank in a different position; you have some banks
which have sufficient inner reserves—you have some with not quite sufficient,
and some with somewhat less.

Q. Let me put this to you then: suppose our Canadian banking system
were commencing to-day and had no reserves at all and had to go through the
Process of building up those reserves and of providing that stability and safety
that we demand of our banking institutions, would a return of 6 per cent be
sufficient to do that—I do not say it is not, I am wondering if it is?—A. I would
not want to answer that question offhand because it is something I would rather
have an opportunity of studying. I eannot give you an offhand answer.

- By Mr. McNevin:

Q. Suppose you turn the questions around; do you consider the return of
- 6 per cent in 1943 was an exhorbitant one?—A. No.

Q. In the practice of your profession you audit the books of many manu-
facturing and mercantile concerns?—A. That is right.

Q. As well as banks?—A. Yes. :

Q. I would like to give this illustration. Supposing a manufacturer or a
merchant of some concern had goods on their shelves at the end of the year
of $100,000 and may be that would be say in 1930 and looking into the future
1t did not appear possible to realize $100,000 on that inventory, therefore in
their statement in place of putting $100,000 they would put it at approximately
$90,000?7—A. Yes.

Q. Is there not some relationship between that $10,000 and the inner
reserves of the bank?—A. Well, there is. -

Q. T mean, it would fall in some similar classification in different lines of
business?—A. There is, to a degree; because the bank values its assets and the
commercial company values its inventory; so there is a relationship.

Q. So both are really inventories?—A. They are both inventories.

Q. In different lines of business?—A. Yes, they are both inventories.

By Mr. Slaght:

Q. Mr. Clarkson, on this matter of inner reserves, I wonder if you would
make clear to us what the accountants for the bank do at the end of the fiscal
vear? May I suggest to you—this is at page 136—they set up their earnings



860 STANDING COMMITTEE

for the year and there are various sources of reserves and then they set up the
operating expenses, do they not?>—A. Well, they have their income from various
sources: interest, services, dividends and thmgs like that; then they have their
expenses in addition to that Mr. Slaght. They have their recoveries of debts
written off against which they have appropriated for debts that they expect
to make. Now, I can give you—
Hon. Mr. ILSLEY Do you not mean for losses?
The Wirness: For losses they expect. I haven’t got itr with me here but
I could give you a statement which would show you just how it is made up. It
- is very little different in prineiple.

By Mr. Slaght :

Q. We had that brought out pretty well. Would you mind turning to
page 136 and look at the evidence there? Would someone be good enough to
give you a copy of it, that shows the statement which the Minister of Finance
placed on Hansard?— A, Yes.

Q. You see that?—A. Yes.

Q. In making up the statement of their operating expenses for 1943, as I
understand you, they ascertain the losses for that fiscal year that have become
actual—if I may use the word “actual”—losses?—A. No, not altogether actual
but prospective.

Q. Well now, I am going to suggest to you that there are two different items
that as an accountant you review?—A. Let me just see this, Mr. Slaght. If I
were preparing this statement on page 2620 1 would put the current operating
expenses at $144-5 million and I would add to the current operating expenses
$13-8 million being the amount required for annual losses. These annual losses
are just as much operating expenses as the payment of wages to employees.

Q. Yes, I quite agree with you, but the point I want to make first, if I am
right, is that at the end of each fiscal year besides their wages to employees and
taxes, they include as operatmg expenses the sum which has been actually lost
in that year?—A. That is right.

Q. And quite properly so; T would say that is part of the expenses of
operating a banking business?—A. That is right.

Q. Yes; now, that being included in the operating expenses that of course
reduces the net profit?—A. That is right.

Q. And now then, this further item which is the inner, the inside reserve as
it ig called by you is an item that deals entirely with the possibility of a loss
occurring in future years?—A. That is right.

Q. Yes; and you are the shareholders’ auditor?—A. That is right.

Q. Could you furnish us with a copy of your report on one of your banks
as the shareholders” auditor; have you got, that with you?—A. No, I have not
got one.

Q. Could you make it available to this committee?—A. I think it is in this
annual statement,

Q. Well, that may be; will you point out to me where we have now before
us a copy of your auditor’s report to the shareholders? Take the Bank of
Commerece, if you will, because we have had that before.

The Cuamman: This is the Bank of Toronto.

Mr. SragaT: I am familiar with the Bank of Commerece.

Mr. KinLEy: He is not the auditor of the Bank of Commerce.

By Mr. Slaght:

Q. Perhaps I can ask you this, Mr. Clarkson. This is the point I have in
mind. If I were a shareholder of the Bank of Commerce, let us say, and read
your report to the shareholders would I be able to ascertain from that the
amount, ’ahat the dlrecbors had set aside last year as a hidden reserve?—A. No.
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. Q. Why'do you not tell your shareholders what the directors are setting
aside for possible losses?—A. Why should you?

Q. Is there any other answer than that? If not I will pass on.—A. No.

Q. There is no other answer—A, Wait a minute; I do not see any reason
why you should tell them the amount recovered on loans written off and the
amount appropriated in the year for prospective loans any more than you should
tell them any other expenses or recoveries.

... Q. Are there any other expenses you hide from them?—A. You are not
hiding. I do not think you are hiding them because you see—

' Q. If we are not hiding at all tell us what they are, and I want to warn you
that everybody so far, bankers and government, have refused to help us get the
amount. I do not want to trap you. If you are not hiding them what are they?—
A. Net profit for the year after deducting dominion government taxes, including
tax on note cireulation, and after appropriations to contingent reserve fund, out
gf 1xlvvhl‘ch fund full provision for bad and doubtful debts has been made, so many

ollars,

Q. Do you suggest that so many dollars discloses to them the amount of
the hidden reserves?—A. Now, you are all mixed up, if I may say so, between a
hidden reserve—

Q.- You may certainly say so.

The CramMAN: Let him finish.

The Wirness: What are you trying to get at, annual profits or hidden
reserves?

By Mr. Slaght:

Q. T am trying to get at both, Mr. Clarkson.—A. You say does this disclose
the hidden reserve?

Q. Yes—A. Your hidden reserves are part of your annual operating account.

Q. That is true—A. What you do is this, you have a big reserve, we will
say of a million dollars in contingent account. »

Q. What do you mean by that, a disclosed reserve or not?—A. Undisclosed,
on your books,

- Q. On your books?—A. All right; in the year 1943 you recover from debts

written off in the past $500,000; you add that to your contingent reserve or
1t goes into your profit and loss.

By Mr. Fraser (Northumberland, Ont.):
Q. Also in your operating account?—A. Profit and loss and operating
account. 15
Q. From the profit and loss to the operating account?—A. In that way we
redu_ce that reserve. Then you write off say $250,000 for prospective or actual
loss in that year, and that brings the reserve to $1,250,000 again.

By Mr. Slaght:

Q. That is all very interesting but it does not touch the question I put to
you.—A. Of what?

Q. You suggested you do not hide from the shareholders the amount that
the directors set aside tax free for an inner reserve. I suggest you do. If you
do not hide them show us in any statement either before the committee now or
In any report you made to the people you are working for, the shareholders, where
you have told them what amount their directors have set aside for hidden
reserves. -1 suggest to you there is not any such disclosure?—A, No, = I mis-
understood you. You do not tell the shareholders what amount you appropriate
In each year as against actual or prospective losses, '

Mr. Fraser (Northumberland, Ont.): Have the shareholders ever asked:
for that?

22047—58
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Mr. Mclurarra: Let us get the answer complete. I should like to get the
full answer.

The Wrrness: You do not show to the shareholders the amount which the
directors set aside each year for actual losses or prospective losses. Neither do
you tell them the actual amount you have recovered in the year from bad debts
written off in past periods, but both of them enter into your statement of your
profits for the year. One increases. it and one reduces it.

By Mr. Fraser (Northumberland, Ont.):

Q. Have the shareholders ever asked for further information?—A. Not to
my knowledge.

By Mr. Slaght:
Q. Are the shareholders interested in the hidden reserve, in the money that
lies there?—A. Money?
Q. You said part cash and part security.—A. Mr. Slaght, it is like a pail of
water.
Q. I do not care if it is water or wine.
The CuarrMAN: Let the witness answer.

The Wirness: You cannot earmark it. It is just so much water. Are they
interested?

By Mr. Slaght: _

Q. I am asking you whether they are interested in that amount because
Mr. Tompkins told us by throwing that back into the disclosed reserves and
paying taxes they could declare that amount properly as a dividend. Do you
agree with that?—A. No, I do not agree with it at all. Wait a minute; I say to
you the inner reserves are the difference between the fair value of the assets of the
b_afnk and the amount at which they are shown in its statement—the factor of
safety.

Q. I think we all understand—

The CuaRMAN: Please allow him to conclude.

The Witness: I suppose technically it might be legally possible to turn them
in and: disburse them, but if you did—

By Mr. Slaght:

- Q. Of course it is possible legally, technically and every way.

Mr. McItrarra: On a point of order—

The CramrMAN: Mr. Slaght, will you please allow the witness to finish his
answer? » :

Mr. SuacaT: He had finished.

The CHARMAN: I beg your pardon.

Mr. SracHT: I beg your pardon, because he had finished. If there is any-
thing further to say, Mr. Clarkson, will you add it?

The Wirness: I say to you this inner reserve is a factor of safety, an
amount which has accumulated on the average over seventy-five years of banking
operations. . I suppose legally it would be available to be turned into the profit
and loss account and disbursed if you want to close your bank up.

. By Mr. Jackman:

Q. After being taxed? Would it be taxed?—A. If it came back, yes, it
would have to go into the profit and loss account and have to be taxed. It could
not be paid out without it was taxed, but it has accumulated over seventy-five
years,
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By Mr. Slaght:

. Q. Quite s0. Now then, your duty as defined by law under statute is to
Investigate and make a report to your shareholders on the affairs of the bank.
You recognize the words in the Act?—A. Exactly.

Q. Tell me if you carry that duty out and report to your shareholders on
the affairs of the bank in the full sense of that word why on earth do you hide
from your shareholders the amount that the directors set aside, tax free, as a
hidden reserve?—A. Why do you hide what you pay for rent? Why do you
hide what you pay for remuneration, what you pay for this, that, or that? I do
not, see that, )

Q. Let us see if they do hide those things.—A. If they want information
they can ask for it.

By Mr, Fraser (Northumberland):
Q. You do exactly the same as you do with an industrial company?—
A. Exactly; they can get it if they want it, and it is not against the interests
of the company to divulge it. : :
Q. Numerous industrial companies follow exactly the same principle as
you do here. ] ] \

By Mr. Slaght:

Q. Let us test your last answer. If you look at the statement, page 136,
they do set out remuneration to employees as so many millions, provision for
taxes at so many millions, contribution to the pension fund, and provision for
depreciation and all those things; they are all open to the shareholders?—A. No.
That comes from the special statement which was prepared at the request of
the department, as I happen to know. That is not in the annual statement.

Q. Do you suggest the annual statement does not show remuneration of
employees?—A. No, it does not. There is your annual statement of profit .and
loss. There it is. : e s

Q. It has two items there?—A. That is right. ;

Q. You do agree that by setting this sum aside for possible future losses
the shareholders escape taxation on it in the fiscal year in which the money was
earned, in that particular fiscal year?—A. In setting aside that amount for
losses, in my opinion, it is a legitimate cost of operation in that year.

. Q. I did not ask you that. I asked you a simple question that when the
directors - - - —A. T do not admit they escape taxation on it. Ao

Q. You do not say they do?—A. No.

Q. We have heard from everybody else it is not taxable?—A. Well, the
amount you pay out for remuneration of employees is non-taxable, is it not?.

Q. Quite so.—A. It is no less a cost. - : 5

Q. Do not let us quarrel about the words “escape taxation”. Let us take
an amount, of $5,000,000 without any significance to the amount; you agree
that if in a given year the directors say, “We are going to set aside $5,000,000
for possible future losses”, they do not pay taxes in that year on it?—A. If the
directors say, “In our opinion there are losses on business for the year of
$250,000,” then they reduce the earnings of the bank by that $250,000 and
they pay taxes on the lesser earnings. I do not call that escaping taxes. What
they do as against that, however, is that they bring into the earnings of the

bank for the year the recoveries of loans written off in the past and they do pay
taxes on that. : :

Q. Quite so.

By Mr. Fraser (Northumberland):
Q. Again the same as all other companies?—A. Exactly.
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By Mr. Slaght: ‘

Q. Then, you gave an illustration, the figures not being significant but to
have us understand it better, that if they set aside say $10,000,000, or a
number of banks did, as a hidden reserve for the future in ten years time they
might find half of that, $5,000,000, to their delight came back and was paid
although it was looked on at one time as a doubtful loan. You have illustrated
that?—A. Yes. 1 .

Q. So that the country’s taxpayers were without taxes for ten years on an
amount which the bank never lost at all so far as the $5,000,000 is concerned?—
A. Technically you are right. It was written off five years ago but it has come
baek now, and what I say to you is the country gets six to seven times the
taxes it would have got.

Q. Let us look ahead a little—A. I agree with you that it could write off
a loan now and possibly escape 100 per cent taxes on the amount of it and then,
if five years from now such loan was paid in full and corporation takes were
reduced it might pay lower taxes on the recovery from the same.

Q. I am afraid that our Minister of Finance could not assure us that we
ean expect much reduction in taxes in five years. Frankly I do not—A. All
right. The odds are against the banks. ‘

Mr. McIrrarra: Again the witness was interrupted. I am finding this
examination most interesting and would like to get the full answer and the full
question,

By Mvr. Slaght:

Q. Is there anything more to add there?—A. No, except to say that as to
“escaping taxation.” I do not like the word “escape”.

Q. Mr. Tompkins did not like it. I will not use it if it ‘will soften the
matter between us at all. You will agree perhaps with this, that the discretion
as to how much they set aside—and that amount is not taxed that year—Iies
with the directors?—A. Subject to the approval of the auditor. =3k 4

3. And if the auditor did not approve of it in a given year I fancy there
would be a new auditor for the next year. We are told the directors do the
setting aside—A. Maybe so.

Q. Have you any authority under the Act—and I can find none—on behalf
of the shareholders to either increase or cut down what the directors in their
sole unfettered discretion decide is the amount to be set aside for the future
and which is not taxable?—A. All I say to you is that the custom is at the end
of each year for the auditors to discuss all relevant matters with the manage-
ment of the bank. Differences of opinion arise. I have yet to reach the point
where an utter break in view has occurred between myself and any of those I
have had to deal with. :

Q. T can quite expect that because you have in my view a very high reputa-
tion and your services are very very valuablé.—A. Oh, I do not know.

Q. Let us take this other feature, and T do not want to keep you too long.
We have had it disclosed that the reserves which they make known amount to
$136,000,0007—A. That is right. '

hQ. Roughly, and the capital of the banks is $145,500,000?—A. That is
right.

Q. Now then, I put this to you that in the past nineteen years these disclosed
reserves have not dropped below $136,000,000?2—A. I cannot tell you that. That
is a matter of fact. In the last how many years? ‘

Q. The nineteen years of Mr. Tompkins’ regime.—A. No, I would not say
that you were right there because in the last fifteen years there was $22,190,000
paid in from premiums on capital stock which went into these outside reserves.




BANKING AND COMMERCE 865

Q. Subject to that $22,190,000 which went into the outside reserves, my
point is this— ~—A. And I think there was $12,190,000 which went in from
earnings.

Q. And there was $29,500,000 that we have heard was taken out?—
A. Written off.

" Q. No, not written off, if I may say so, taken out of the disclosed reserves
and taken back into the inner reserve in order to meet losses from three or four
bad years?—A. The outer reserves were reduced by $29,500,000.

Q. You were fearful lest some uninformed persons—that is the phrase you
used—that if we should come out in the open in the banking business and dis-
close this mysterious hidden reserve along with the reserve we do disclose and
then it had to be depreciated one year for losses that uninformed persons might
get the wrong idea about it?—A. I do. )

Q. Pardon?—A. T do.

. Q. Is there any other reason than that for treating the two sums in a
different way, that is, hiding one and disclosing the other, or is there some other
reason, because this committee has got to grapple with that problem some day.—
A. Mr. Slaght, you know in 1933 when the banks had to write off part of their
outside reserves it undermined confidence in some of the banks which did se.
In Canada, rightly or wrongly, whenever you touch an outside reserve, or
reduce it, you undermine confidence. I do not understand why it should do so
to the extent which it does.

Q. Who did not understand it on that occasion?—A. A great many people.
I will tell you one instance that occurred at that time.

Q. We will see what there is in this—A. There was a woman who had
& deposit in a bank at the corner of St. Clair and Bathurst. She was very
much upset at such reduction in the reserves of the bank and thought it meant
t_he bank was in trouble. She went up and stood in line in the bank to get her
money and when she got it she took it down Bathurst street about eight blocks
and put it in another branch of the same bank. That indicates what I mean by
uninformed persons.

Q. What harm did that do to anybody?—A. It did not do any harm in the
world but it just shows the ignorance of some persons.

% tl?t ?How many of our 11,500,000 people are you going to brand as so ignorant

“tha

Mr. Fraser .(Northumberland): On a point of privilege T object to that
question.

The Cratrman: ‘1 think that question is unfair.

_ The Wirnmss: T do not brand them as ignorant but I say to you I do not
think there is one in ten of you in this room who properly understood what the
mside reserve of the bank was.

Mr. Stacar: 1 am sorry Mr. Ross Macdonald is not here. He says he
knows all about it. ;

The Wirxess: I am telling you that and I believe it.

- The CramMan: So do 1.

By Mr. Slaght:

. Q. If there is not one in ten here who understand it why would it not be
right for a committee of parliament, because after all our constituents send us
here supposedly with average intelligence, once in ten years to have it disclosed
to it so that we can report the details of the business of the banks, as you are
required to report to your shareholders, back to parliament?—A. Mr. Slaght,
so far as the banks are concerned or any other institution in Canada I think
that the government is entitled to any information it wants about them.
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Q. You did not know we had been refused it by the banks and the president
of the Bankers’ Association?—A. I do not know that, but I think that parliament
should be paramount. It is entitled to any information it wants. It is entitled
to any information it requires in respect of earnings. All I am trying to say to
you is that so far as the institutions I have to do with are concerned there has
been an effort made to truly state the position of each bank after allowance of a
factor for safety—a necessary allowance so far as earnings are concerned. And
so far as the earnings are concerned, there has been a true effort made to state
the earnings, to the penalty of the banks. :

Q. You have the Bank of Commerce statement before you there. Will
you show me anywhere where the earnings are truly stated? I think the closest
you can get to it is on page 8—A. I have no reason to question those earnings
as not being truly stated.

Q. When you say “earnings”, you mean for the fiscal year under review?
—A. Yes.

Q. And earnings come from three sources or more, as we have heard?
—A. From a number of sources.

Q. I suggest to you that those earnings are not truly stated for this reason:
more money than appears as earnings for that year actually came into the
bank’s till and they took off an item, writing down their assets, which was
the equivalent of part of those earnings for that year. What do you say as to
that?—A. You mean for inside reserves?

Q. Yes—A. I say it is a necessary expense as a factor of safety.

Q. I know that is what you say.—A. Yes.

Q. Let us not confuse the matter—A. I say that the bank had a perfect
right to provide a factor of safety in that year as an expense of doing business.

Q. I quite understand that is your view; and I do not want to spend any
time discussing it with you, because you would not change me and I would
not change you—A. That is right.

Q. Assuming that they have the right to do it, I suggest to you that the
way in which it is done does not disclose their gross earnings for that year.
—A. They do not disclose their gross earnings anyway.

Q. They do not disclose their gross earnings anyway?—A. No.

Q. That is the first time we have that recorded—A. No, no. Here is this
statement you have just put in front of me in the House of Commons debate. -
Their gross earnings are $144,000,000 there.

Q. Did you mean it when you said they do not disclose their gross earnings?
—A. Any individual bank does not disclose its gross earnings; it is net profit
for the year. :

Q. Why does it not disclose their gross earnings to the shareholders?—
A. Well, this is the form of statement that has been issued by the banks for
generations, something like this; it has always been satisfactory and has always
been taken as such. ;

Q. Do you suggest that you are truly reporting the affairs of the banks to
the shareholders? I am not suggesting any bad faith, Mr. Clarkson.—A. Oh,
no; I understand that.

Q. I could not, against you.—A. No, no.

Q. But do you suggest that you are, as a shareholders’ auditor, truly report-
ing the affairs of the bank to your shareholders when you do not tell them
what the true gross earnings for the year are?—A. Most certainly.

Q. Most certainly. You do not tell the shareholders what the bank has
earned in a given year?—A. The gross?

Q. Yes—A. Gross does not mean net.
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Q. No. Of course it does not—A. I do not think there is any necessity
to tell them what the gross earnings of the bank are. If they want it, they
can get it, if it is not against the interests of the banks’ shareholders.

Mr. Jackman: They can change their directors, if they want. to.

Mr. Granam: May I ask this question, Mr. Slaght. I take it, Mr. Clark-
son, that with the statement that discloses specifically the net earnings, I could
easily ascertain by a method of computation, the gross earnings?

Mr. Stagar: No, you cannot.

The Wirness: If it was not contrary to the interests of the shareholders.
You know as well as I do that in companies, people are entitled to a certain
amount of information. But even though they are shareholders, there is other
information they are not entitled to as being deterimental to the interests of
the other shareholders.

Mr. SuagaT: Then we have this. Mr. Graham thinks he can take the report
and find out what the gross earnings are. I invite him to do so. He cannot do it.

Mr. Graaam: I think I can.

Mr. SvagaT: Well, Mr. Clarkson has just told us very carefully and
clearly that they do not disclose to the shareholders the gross earnings of the
bank for that fiscal year. That is true, Mr. Clarkson?

The Wirness: That is right.  Why should they?

Mr. SvaguT: “That is right. Why should they?” Mr. Clarkson says.
If Mr. Graham can enlighten us as to what the gross earnings of any of the
banks are—and I know he is pretty clever in these matters—I would be glad
to have him record it now.

By Mr. Slaght:

Q. Will you tell me what the reason is that you as the shareholders’ auditor:
do not disclose to the shareholders the gross earnings of your institution for a
given year?—A. Because they are interested in the net earnings.

Q. I beg your pardon?—A. Because they are interested in the net earnings.
and the amount of money that is going to be available for distribution to them
as dividends.

By Mr. Blackmore:

Q. And not in the expenses necessary for the operation of the bank?—
A. You do not show them the expenses ordinarily.

Q. They are not interested in those?—A. I do not think so for they have
appointed directors and a management. .

By Mr. Slaght:

.. Q. Isee. Letme ask you this: suppose someone wants you on behalf of an
Industrial group to go into the books of an institution which perhaps was changing
hands, which perhaps your client expected to buy, would they not want to know
all about the business?—A. That is right.

Q. Did you ever do that—make a report for a prospective buyer which con-
ceals from him the gross earnings of a business in a year?—A. No, I do not think
80, because in that case the position is something entirely different. Such a state-
ment will show the amount of the gross earnings and also from what they were
derived, and the expenses of all kinds, and in the end the net earnings of that
business.

. Q. Yes—A. In connection with the banks you show the net earnings.
Within my knowledge I have never heard of a shareholder asking for details
of those earnings or of expenses. :



868 STANDING COMMITTEE

Q. Well then, will you cast your mind on this problem: we are here as
members of the special committee of parliament to decide whether' we can
properly report to parliament on the wisdom of renewing the charters of the
banks in the terms of this draft bill. How are we going to be able to do that
without being able in addition at the same time to state to parliament what the
gross earnings of the banks were in a given year and what their gross expenses
were? .

Hon. Mr. Iusuey: That is answered. We have supplied the gross earnings
and the gross expenses.

The CrARMAN: You will find that on page 136, Mr. Slaght.

Hon. Mr. IusLey: You have said that you wanted the return, that you
wanted to get all the figures the banks submitted the Finance Department; there
it is in there. '

By Mr. Slaght:

Q. Am I to take it from that that this indicates what the hidden reserves
are?—A.« Well, yes; this shows the hidden reserves.

Q. Then do you think this statement would have been put forward to me as
disclosing the gross earnings; do you think this statement enables anyone who
reads it, or parliament, to know that gross earnings of the banks were last year,
and what their gross expenses were?—A. There it is.

Q. Is that true, is that an actual statement?—A. ‘All I know is that it'is a
summation of reports to the Finance Department. i

Q. We have been told that this fund set aside in a fiscal year for the hidden
reserve comes out of the earnings and I suggest to you that the statement before
you, if that is so, is not a correct or accurate statement of the earnings of these
ten banks for the 1943 gross earnings?—A. I would not say that. : ,

Hon. Mr. IsLey: You are wrong about that. I have tried to make that
clear. That is just a simple little fact, that is all; that it does include anything
that is appropriated to the inner reserves. Sk

Mr. SuacHT: As the minister has been kind enough to inform me of that
perhaps he will tell us how we will ascertain from this statement we are referring
to how much of the earnings of that year are hidden in inner reserves? -

Hon. Mr. Instey: I did not say you could ascertain that from it at all. I
say that this includes the amount, and that these figures are the figures before
appropriation to the inner reserves, not after appropriation to hidden reserves;
and I suggest that our main concern is to see whether the earnings of the bank
before appropriation to inner reserves are excessive at 6 per cent on the share-
holders’ equity. ' !

Mr. SuacHT: I understand that to be your point of view. Mr. Clarkson tells
us that he does not report to the shareholders of the banks the gross earnings
of the banks for a particular year. v

By Mr. Slaght :
Q. You report gross expenses of operation?—A. No.
Q. You do not report at all on those?—A. No.
Mr. Tompxins: It has never been done in Canada. s :
The Wirness: Never been done, never asked for it. That is the form of

statement that has been accepted just in the same way as in any industry—it is,
a form of statement that has come down through many years and been accepted.
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By Mr. Slaght:

Q. Before I depart from you would you give me any other instance that you
know of in your years of experience as a bankers’ auditor than the little lady
who ran from one corner to another and drew it out and put it in? Is there any
other evidence of shaking the confidence of the people that you can give the
committee?>—A. You know that in 1933 in Toronto when the outside reserve of
some banks were reduced there was a wide withdrawal of deposits and a transfer
of the same to other banks.

Q. I must say to you you are mistaken. I do not know of any such thing.-—
A. Then I tell you of it.

Q. You just said you did not think ten men in this committee knew what an
inner reserve was.—A. The real meaning of an “inner reserve”; that is what I
mean,

Q. Could you pick out the ten?—A. No, I do not know.

The Cuamrman: Mr. Slaght, please get on.

The Wirness: I am not trying to be facetious, but I have had the inner
reserves of banks discussed so often and so often they are right clean off the
track as to what they are. They think they are money reserves on the bank’s
records, and that is not the fact at all.

By Mr. Slaght:

Q. On what do you base your statement that not more than ten members
of this committee know what they are? Where are those beyond the ten who
are off the track? How are we off the track?—A. I did not mean to say they
were. I think I said I doubted if there were more than ten. ,

Q. Let us make it eleven then, but how are we off the track, those of us
who do not know?—A. Because there are many people who think that inner
reserves of a bank are the same in amount as the appropriation and contingent
accounts on their books; they add the totals of such accounts and then assume
that such total is the amount of the inside reserves of the bank, when it is not.

Q. Who does that? I do not know of anybody—A. I am telling you that.
I have met only a very few persons—outside of bankers—who really know what
Inner reserves of a bank are. :

Q. Now we are narrowing it down pretty badly.

Mr. Fraser (Northumberland, Ont.) : Mr. Slaght, just as a matter of defence
after the statements you have made, and as a member of this committee, I should
like to take this opportunity, if possible, to impose upon this committee my own
1gnorance as an individual member so as to clarify the position that the hon.
member and the witness have placed the members of this committee in.

. Mr. SuagaT: Do not put it on me. I think the committee clearly understood
1t, every member of the committee. It is not myself but go ahead.

. Mr. Fraser (Northumberland, Ont.) : Tt is a little difficult for a member of
this committ‘ee to sit here and find out whether he is a moron or whether he is
not from what is said. Let us get the thing clearly on the record once and for
all as to an inner reserve,

Mr. JackMAN: You must be the twelfth man.

Mr. NoseworTHY: You are one of the two or three who understand it.

By Mr. Fraser (Northumberland, Ont.) :

_Q. As I. understand inner reserves—and I submit this with due respect, Mr.
Chairman—inner reserves of the banks are created by the valuation of the stock
in trade or inventory of the banking institutions each year as determined by their
directors?—A. And their auditors and their managers,

22047—59
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Q. And as checked by probably Canada’s outstanding firm of accountants,
and the decrease of that inventory is considered necessary as a cushion to protect
the depositors and the shareholders.—A. That is true.

Q. And these inner reserves are exactly the same as the inner reserves |
created by a lumber company when they appraise their inventory of lumber at
the end of the year at a figure that the directors consider is advisable to protect
that inventory against sale?—A. What they may get for it.

Q. Is that correct?—A. Yes.

Q. So these hidden reserves then are simply the adjustment of the stock
in trade of the banks?—A. It is an adjustment of the assets of the banks, stock
in trade of the banks.

Q. And are not, as the hon. member suggested to you, Mr. Clarkson, hidden
any more than inventory reserves are hidden in industrial companies but are
included and mentioned—and I am using the statement of the Royal Bank—
under the item of stock in trade of securities with estimated loss deducted?—
A. Estimated loss deducted.

Q. Deduected from the stock in trade of the bank?—A. Yes.

Q. That is correct, is it not?—A. That is right.

Q. May I repeat— —A. But when they deduct that-there is a factor of
safety in there.

Q. A factor of safety by the reduction of the valuation of the assets?—
A. Yes.

Q. A bookkeeping figure?—A. That is right.

Q. And the inner reserves are created in that way?—A. That is it. I am
egotistical enough to think that I know a little about it. ‘

By Mr. Slaght:

Q. T should like to ask a question arising out of Mr. Fraser’s question. The
lumber company he is visualizing, or the corner grocery that you mentioned,
when they undertake to write down and depreciate their assets, have to disclose
their writing-down to the tax department?—A. Well—

Mr. Fraser (Northumberland, Ont.) : No, no.

The Wirness: No. I do not think there is any definite ruling; but gener-
ally they are not supposed to exceed a certain percentage.

Mr. SvacaT: Quite so. But the percentage of the amount has to be laid
before Mr. Fraser Elliott or his department.

Mr. Fraser (Northumberland, Ont.): They are treated no differently from
the bank.

Mr. SuaguT: Oh, yes.

The WirNEss: Well I do not suppose that any of the banks would object to
telling the Department of Finance. As a matter of fact, they give it.

Hon. Mr. Iustey: They do.

By Mr. Slaght:

Q. We are not speaking of the Department of Finance. I am speaking of
the Department of National Revenue, the department which decides how much
you pay or do not, pay.—A. National Revenue so far as I understand 1t has not
had to do with the earnings of the banks.

Q. No. We have had that made clear. They do not have anything to do
with that.—A. But they divulge it; and T think the banks are entitled to divulge
anything the Department of Finance wants.

Q: In case you are not coming back, let me ask you this. Do you ﬁnd as an
auditor, that the banks pay the income tax for some of their staff?—A. Well,
now, that touches on a very embarrassing problem.
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- Q. Why should it embarrass you?—A. It does not embarrass me a bit; but
In the banks, starting years ago when the income tax was small, and in order
to stabilize their rates of salaries, there was an agreement or arrangement made
that they would pay the income tax on their employees’ salaries. ,
Q. For part of the staff, perhaps?—A. Well, pretty generally. That was all
right until the tax began to go up and the income began to be what it amounted
to when you had to add the tax you paid in the previous year to the income
of the previous year, and it began to get out of hand. :

Q. It began to be heavy going?—A. To get out of hand. So at that time
the banks began to take the question in hand to see what could be done to adjust
l'ti) I know that is one of the questions that an auditor sometimes gets consulted
about.

Q. Quite so; and it has not been adjusted yet, as you know?—A. No. In the
meantime, you have the salaries order that has prevented it.

Q. Quite so.—A. And it leaves some of the banks in the awkward position
of perhaps having a legal liability that the law of the land prevents them from
honouring. '

Q. Take a man with a $10,000 salary.—A. Yes. ]

Q. And let us assume that is all his income. Under the present rate he would
pay what? Would it be nearly half of that in taxes?—A. Pretty nearly.

Q. Let us say $5,000.—A. Yes.

Q. Perhaps you can tell me exactly.—A. No, I cannot. ;

Q. Then let us say $5,000. The bank pays him $10,000. Then they pay
the income tax of $5,000.—A. Yes.

Q. For him?—A. Yes. »

Q. Then do they go and pay the income tax people that $5,000 they have
paid for him or did they change that?>—A. No. .That is where the situation was
leading when they began to take hold of it and try to rectify it.

Q. You know what the position is to-day. What do they do with it? You
can replace the figures by actual figures. There is $10,000 salary, $5,000 the
bank pays.

Mr. Kimvuey: It is an established expense.

The Wirngss: What I said to you is this. Suppose they start at $10,000.

By Mr. Slaght: (

Q. Yes?—A. Suppose the tax were $5,000.

Q. Let us assume that.—A. That would be $15,000.

; Q. Yes?—A. $15,000 then is the salary the man gets from the bank in the
year. So next year they pay on the $15,000?

Q. Yes?—A. And if the tax on that were $7,500, then it would run up to
$22,500; and it was that situation, the increase of the taxes, which caused them
to call a halt and see what had to be done to adjust the situation in a more
reasonable way.

~ Q. Will you tell this committee of parliament whether or not that is still
going on?—A. Tt is not going on in the banks with which I have to do.

Q. They are paying the income tax for the salaried people?—A. No, no.

Q. Not at all?>—A. They are allowed to pay up to what it was in November
of 1941, I think.

Q. I see here the answer of Mr. Morris Wilson in the committee ten years ago
where he pointed out in speaking of salaried officials—he says he does not have
his income tax paid as the other members of the staff have. Does that mean
that it got so far down that it went down to the unmarried men getting $800
and $900 a year with his income tax paid?—A. I suppose each case is different,
but I know of one case where it went right down the scale.

Q. Right down the scale?—A. And when the taxes were lower it was a
not very serious matter, but when they began to advance then it was something
that had to be given consideration.

22047—59%
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Q. When was it stopped, this year?—A. No, it would be two years ago at
least. nearly three.

Mr. Tomprins: With your permission, Mr. Chairman, I suggest that the
fairest way would be to ask some of the bankers who are represented here about
this matter.

Mr. SuacHT: We have not had much opportunity of questioning the bankers.

Mr. Tompkins: I am only suggesting that because I think both Mr. Clarkson
and myself would be placed in a rather difficult position in attempting to deal
with it here.

Mr. StacHT: I did not want to embarrass either of you gentlemen. When
the bankers come before us we will ask them.

Mr. GraEAM: May 1 say this, off the record?
(Statement off the record.)

The CrAlRMAN: Gentlemen, just before we adjourn may I say Mr. Clarkson
will not be able to be here beyond to-day; shall we meet this afternoon?

Mr. McNeviN: I would move that we meet at 4 o’clock.

The CrAlRMAN: By the way, are we through with Mr. Clarkson?

Some Hon. MEmBERS: Yes.

The CrARMAN: If we are through with Mr. Clarkson, we will adjourn until
Tuesday morning at 11 o’clock.

The Committee adjourned at 1. 10 o’clock, p.m., to meet again on Tuesday,
July 11, 1944, at 11 o’clock, a.m.

July 11, 1944.

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

The CuarMAN: Shall we carry section 557

Mr. Warp: Before we start proceedings, Mr. Chairman, would it not be
well to decide what we are going to do at 12 o’clock in regard to the General
de Gaulle reception? Are we going to adjourn or what are we going to do?

The CuARMAN: Suppose we leave the matter until we get there. There
are two important matters to be considered. There is the revision of the Bank
Act and there is the de Gaulle matter. I think it is safe to say that we will
adjourn around 12 o’clock, but let us see if we can make some headway until
we get to 12 o’clock.

Mr. McGeer: In order to get your seats, you have to be there fifteen
minutes before 12. It is arranged that we shall take our seats there at fifteen
minutes to 12.

The CHarRMAN: We will send a messenger out to reserve your seat, Mr.
McGeer.

Mr. McGeer: It is not a matter of reserving my seat. It is a matter of
whether or not we will pay due respect to a great Frenchman who is here to-day
as a guest of the government of Canada.

The CuAamMAN: Yes, Mr. McGeer. -
Mr. McGeer: It is not a matter of whether I want a seat or not.

The CuARMAN: Let us get on with our work, and then at a quarter to 12,
if you want to, we will adjourn.
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Mr. McGeer: Quite so. I do not need any instruction from you, Mr.
Chairman, as to how to get a seat.

The Cuammax: I was trying to do you a favour, Mr. McGeer.

Mr. NoseworTHY: Let us be good and we will get a recess.

The CmArMAN: Shall section 55 carry?

Some hon. MEmBERS: Carried.

’I;he CHAIRMAN: Then section 56, banking inspection. Shall section 56
carry?

Mr. Noseworray: There is an amendment to section 56.

The CuamrMAN: What is the amendment?

The Crerk: A new subsection.

The Cramrman: I will ask Dr. Clark to read the amendment, please.
_ Dr. Crark: The minister’s amendment is to include a new subsection
immediately after Subsection (8) reading as follows:—

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

The Cramman: Notice has been given of the amendment. I presume that
the members of the committee are familiar with the contents. Shall the amend-
ment, carry?

Some hon. MeMBERs: @arried.

Mr. StaguT: Mr. Chairman, I have some objections to the amendment. I
do not know whether you want to discuss them now or whether you want to have
the section stand until the minister is here.

The CuAmrMmAN: The deputy minister is here. I think we can discuss it now.

. Mr. SuagaT: In a word, the amendment recognizes for the first time, in my
view, by statute and by implication the right of the bank to set aside out of
current earnings in each year a sum of money tax free called an inner, or as
Mr. Clarkson put it, inside reserve. That inner reserve—which, as we have heard,
is hidden from the shareholders—is a reserve which is precisely similar in
charactey to-the disclosed reserve which, as we learn, is $136,000,000. When I
say precisely similar in character I mean this. Perhaps I should disclose early
my objection to the amendment. It is that we are placing the stamp of approval
by parliament on this course of conduct for the future, that the directors may
sit down at the end of a given year and, after including in their operating
expenses the amount of their losses in that year—which no one objects to—they
may then set aside, with their pencil or pen on paper, an arbitrary sum of money
out of the earnings of that year. The result of that is that such sum of money
ISf handled by their auditors by way of deduction, as a deduction from the value
of their assets; that is, from the value of their loans and assets. That piece of
a?thmetlc takes p}ace and then, as Mr. Clarkson told us, there is no earmarking
of the sum set aside for hidden reserve. Let me illustrate that by taking an
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arbitrary sum for a given year; and no one need feel that this is even a good
guess. But suppose, in a given year, the ten banks, we will say, set aside
$6,000,000, each setting aside its own portion making up that total amount.

Mr. MacpoNaLp (Brantford City): Mr. Chairman, may I interrupt for a
moment? It occurs to me that this committee has decided, by previous vote in
the committee, that it is regular for the banks to set up inner resertves. I think
the matter was argued, when all the pros and all the cons with respect to
inner reserves were discussed by the committee, and after due and lengthy con-
sideration the committee decided that the banks should continue to set up
inner reserves. I do not think it is in order, Mr. Chairman, for this committee
to decide that question over again. The only matter before us now is this
amendment. The principle has been established, and the question before the
committee is whether or not these officials of the government will have the
power to question the amount or the method by which the reserves are set up.
With all due respect to my friend, Mr. Slaght, I think that his discussion at the
present time is entirely out of order, and that we should just consider the
amendment as it is drawn up.

Some Hon. MEmBERs: Hear, hear!

Mr. SuagHT: Speaking to the point of order, Mr. Chairman, if it is neces-
sary—and I would not have thought that it was—the resolution the committee
considered is to be found at page 626 and reads as follows:—

That the chartered banks, each of which has applied to parliament
for a ten-vear renewal of their respective charters should be directed, and
are hereby directed and required, to disclose to parliament through this
committee forthwith, the total aggregate amount of hidden inner reserves
of the ten banks.

My friend cannot spell out of that any consideration by this committee of the
right of each individual bank to create and deduct hidden reserves. That was
as to the narrow question of our having disclosed or concealed from us, as
the case might be, the aggregate total amount of inner reserves of the ten banks.
Surely it cannot be said that we have discussed the matter if I am right in
suggesting that the resolution of the Minister of Finance sets the seal of
approval upon there being included in the charter of each bank the right to
allow the directors to sit dewn and allocate on paper, a sum of money which
is to be tax-free and call it hidden reserve. No such question has been
determined by this committee. It is quite true that, in discussing the disclosure
of the aggregate amount, incidentally the whole question of inner reserves had
to be mentioned, and we got some light on it from time to time from witnesses.
But this question of approving by statute, the continuation of the practice of an
individual bank. creating inner reserves, in my opinion has not been dealt with
by the committee; and I desire, in connection with this amendment, to bring that
question squarely before this committee, because this matter is going to go to
parliament. It is not going to stop here. I should like this committee to express
themselves as to whether they are individually prepared to continue the practice
of hiding reserves, tax-free; then when we come to parliament, parliament
will determine,.if the committee adopt that attitude, whether or not parliament
is prepared to set that approval on the practice, without knowing, 'of course,
what they are.

Mr. MacponaLp (Brantford City): Mr. Chairman, T still raise my point of
order. Notwithstanding what Mr. Slaght has said, I feel that, in discussing that
motion which he referred to on page 626, this committee did accept the principle
that banks should be allowed—in the interests, I believe it was, of the depositors
particularly—to continue to set up what are called inner reserves. Now, then,
as my friend has started a discussion with respect to inner reserves which, I
suggest, Mr. Chairman, might with ease go on for days before this committee.
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The question must be faced. Is this committee prepared to consider for days
to come whether or not banks should continue to set up inner reserves, or
dl_d we not have the facts before us when we voted on the motion to which my
friend referred. ‘

Mr. McCann: Nobody objects to setting them up, but the point was
whether they should be exposed.

_ Mr. Macponawp (Brantford City) : The point I raise, Mr. Chairman, is that
this question has, in principle, been decided by this committee, and I say we
should not now reopen it and go over the whole matter again.

The CuamrmAN: Gentlemen, we have an amendment before us, and I
presume it is Mr. Slaght’s right to speak to the amendment. I understand,
however, that Mr. Slaght is not going to take up much of the time of the
committee on this point, and then the committee will follow Mr. Slaght’s
suggestion and vote upon the amendment. You will not take long on this,
Mr. Slaght, will you?

Mr. SuaguT: No, I shall not take long.

. Mr. Chairman, I was pointing out what might not appear on the face of
thlS‘ matter, unless one scrutinizes the language of the amendment, that this is
setting the seal of approval for the future ten years upon the practice by the
banks in not only setting aside inner reserves but, as Dr. McCann points out,
I take it—I pointed it out at all events—it is approving the banks hiding from
their shareholders and from parliament the amount of their inner reserves. To
my mind that is not a wise course for this committee to approve. That is why

am opposing the amendment. I will schedule in a word what the amendment
will permit the bankers to do.

Mr. Fraser (Northumberland, Ont.): On what page is that amendment.

. Mr. SuagaT: Page 627—oh, no, I do not think the amendment has been
printed yet, ;

Mr. McIrrarra: It is printed on a separate sheet.

. Mr. Svagmr: Thank you. The amendment was printed on July 6th
In pamphlet form.

Then, Mr. Chairman, what I seek to point out to the committee is this: if
parhan;ent should renew the banks’ charters with this amendment in it, and
if parliament does renew their charters with this amendment, the banks for
the first time will have from parliament approval of this course of conduct.
At the end of their fiscal year, let us take last spring, 1943, they first allot and
determine with the aid of their auditors, I will assume, the amount of their
actual losses incurred in operating throughout the year. There must be losses,
and they have taken them—

. The Cramman: Mr. Slaght, is it not possible to make your argument
without repeating evidence that we have already had before us in statements
you have already made?

Mr. Sragut: I thought the statement I had made—

The CuamrMaN: —is not new; we have had it before, of course.

Mr. StaguT: Yes. Let me summarize it shortly.

The CuamrMan: That is the idea.

. Mz, .SLA(.}HT: I want the committee only to be aware of what we are about
to authorize if we pass this amendment.

~ Mr. MacooNarp (Brantford City): I think we are all aware of it; we have
followed the proceedings. :

Mr. SvagHT: Show us -what the hidden reserves were in that document.
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Mr. Macpoxarp (Brantford City): I have never thought any such tfling.

Mr. StacaT: First, they deduct their actual losses as part of the operating
expenses; next they set aside, and they have the sole discretion so to do, an
amount which they say they may lose in the future years.

Mr. MacoonALp (Brantford City): Not under the amendment. There is no
sole discretion. My friend is speaking to the amendment, and that statement is
not correct.

Mr. SuacHT: And after setting that aside, it becomes tax free.

Mr. Fraser (Northumberland, Ont.): It only becomes tax free if—

Mr. JackmanN: Mr. Chairman, Mr. Slaght has endeavoured from time to
time—at least fifty times—to say that these transfers of the so-called insurance
reserves are tax free, and surely that has been pointed out in this committee
on innumerable occasions. I intend to rise every time Mr. Slaght uses
the expression “tax free” because I feel he is spreading across this country from
one end to the other a wrong impression with regard to the set up of certain
reserves to cover contingent losses which may or may not happen; and if they
do not happen the reserve then goes into the bank earnings and is taxed in the
subsequent year; and it so happens that the reserve has been taxed at higher
rates because of the increase in income tax. Therefore, every time Mr. Slaght
refers to these hidden reserves being tax free I intend to rise and do what I
can to set the record straight.

Mr. SuacgHT: My friend in rising in his honourable way forgets that Mr.
Tompkins told us that never in nineteen years has anything from the hidden
reserve been taken back and subjected to taxation.

Mr. Tompkins: In the form of a lump sum.
Mr. SuacaT: In any form.
Mr. TompxriNs: In the form of a lump sum.

Mr. StagHT: In any form. Never in nineteen years can it be visualized
ever having been done.

Mr. Jackman: May I ask Mr. Slaght if the reverse has ever happened?
Have the banks ever taken anything from disclosed reserve on which they have
paid taxes and put it back into the inner reserve because its inner reserve was
insufficient, for the need of the banking business, and in order to give confidence
to the business community and to the depositors of this country? In other
words, not what Mr, Slaght has suggested has taken place but the exact
opposite; the inner reserves have been insufficient; and that was amply proved
in 1933 when no less than $29,500,000 were transferred from the tax paid
disclosed reserve to once again put the inner reserve in sufficient funds in order
to cover the contingencies which might happen in a subsequent year. So this
bogey which Mr. Slaght raises of inner reserves piling up and piling up in an
ever-expanding sum, to my mind, judged by the history of the banks of this
country, is entirely without foundation.

Mr. SvagHT: I am sure the committee will recall the facts contained in my
present statement, that in the year 1934 the banks—five of them—transferred
from their disclosed reserve back to inner reserve $29,500,000.

Mr. MacpoonaLp (Brantford City): 1 again rise to a point of order. When
I raised my original point of order it was to the effect that we were then
discussing a question that had already been decided by this committee. If
you do not agree with me in that respect you must agree with me that the
statements which are being made before this committee now have been stated
ten times previously to this committee. I do not think we should continue
in this manner.
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The Cmamrman: Mr. Macdonald, all that I can do of which I know is
what I have already done—to appeal to Mr. Slaght not to repeat and repeat

and repeat statements that have been made time and time again before this
committee.

~ Mr. SvagaT: I do not propose to do that, Mr. Chairman. I recall I was
Interrupted by Mr. Jackman who has taken the attitude that he is going to
Interrupt me—

The CuammaN: Let us take a fresh start.
Mr. SuacuT: Let us do that. Of course, that is subject to his declaration
that he proposes to interrupt me.

The CrArRMAN: Only if you repeat, I understood Mr. Jackman to say that.
I think we are in the clear now. I understood Mr. Jackman to say that he
would only interrupt you if you repeated something you had already said;
and you have already told me that you will not repeat,

Mr. SuacuT: Then we are away.

The CrAmrMAN: Yes, we are away to a good start.

Mr. Fraser (Northumberland, Ont.) : I hope so.

Mr, StagaT: Mr. Jackman endeavoured to add to the discussion by stating
that these hidden reserves deducted from earnings each year are taxed. I
challenge that. That is not a fact.

Mr. Jackman: Oh, do you want me to answer that?

Mr. StagaT: As Tompkins made clear.

The Cuamrman: Mr. Slaght, please let us refrain from that. Let us head
towards a better new world.

Mr. SuaguT: Yes. .

The Crarrman: And not go on repeating. I must make an appeal, and I
make the appeal most sincerely, that democracy is on trial. ‘

Some Hon. MemBers: Hear, hear!

The Cmamrman: And we must not go on with this interminable repetition
on the part of a minority view.

Some Hon. MemBers: Hear, hear!

The Crmamman: It is a minority view. The minority has the right to
express itself, but surely it has no right to hold up the proceedings of the
committee, ;

Mr. Fraser (Northumberland, Ont.): Too much talk and too little action.

tMi‘ SracHT: Yes. I agree that not only democracy but parliament is
on trial, :

The CuAlRMAN: Yes. I agree thoroughly.
Mr. SpacmT: Yes; and the ultimate tribunal is not in this chamber.
The CHAIRMAN: No.
Mr. Macponarp (Brantford City): You cannot separate parliament and
democracy.
Mr. StaeuT: Well, that is what you suggest. I offer this amendment to
:c‘he amendment, Mr. Chairman, if I am in order. I may say that the word
bank” is used in the singular, you will note, because in the interpretation of the
clause “bank” is interpreted to be all the banks affected. My amendment
reads as follows:—
That the bank may continue as heretofore to treat as operating
expenses, and deduct from gross earnings, the actual losses incurred.by

the bank during its fiscal year, but hereafter shall, with respect to any
22047—60
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sum or sums set aside or reserved out of income for future possible losses .
which may or may not ever be incurred—whether the same are set aside
or reserved, either by way of write-down of the value of assets, or by
appropriation to any contingency or inner reserve or contingent or inner.
account for the purpose of meeting future losses on loans or doubtful
debts, or depreciation in the value of assets, other than bank premises, or
for any other future contingencies which may or may not occur—be
required to pay taxes thereon in the fiscal year in which the earnings
from which sum or sums accrue.

I offer that as an amendment to the amendment.
The CuamrMAN: Have you given notice of the amendment before, Mr.
Slaght?

Mr. SvacuT: No, I have not. This amendment which I am moving an
amendment to has not been before the committee before.

The CuAlRMAN: The amendment has been on record for days, so I am told.
Hon. Mr. IusLey: Oh, yes.

Mr. SuagaT: It may have been on the record for days, but it was handed
to the members of the committee this morning.

The CualrMAN: Since July 4.

Mr. SvaguT: If you want to take that as notice of motion of the amend-
ment, that would only delay the matter.

The CramrMAN: No. I think we had better proceed. Gentlemen, you have
heard the amendment.

Mr. Fraser (Northumberland, Ont.) : Will you have the secretary read the
amendment again?

The CrAIRMAN: The vote is on the amendment.

Mr. SvacHT: Addressing myself to the amendment—

Mr. MacpoNALp (Brantford City): The amendment to the amendment.

The CHAaRMAN: Yes, the amendment to the amendment.

Mr. SvacaT: It is now to be voted on?

The Cuamrman: Certainly. I presume so.

Mr. SuacaT: Then speaking to the amendment to the amendment, without
repeating myself, I want the committee to realize that if they reject it, they
are approving a discretion of the bank directors, unfettered and untrammelled.

Mr. Fraser (Northumberland, Ont.): That is not quite right.

The CuARMAN: Without repeating, Mr. Slaght; without repeating.

Mr. SvacHT: In putting aside and not earmarking in any way certain
earnings are of a current year, with the result that their action enables the bank
to escape taxation in that fiscal year on earnings earned in that year.

Mr. JackMAN: And pay taxes at a higher rate in subsequent years.

Mr. SvacHT: My friend interrupts to say that the banks will pay higher
taxes in subsequent years. I do not know whether he is a mind reader or not
and will say that after the war taxes are to increase. We all hope that this
will be the last year of the war, but the validity of his remark as affecting this
problem can be tested by that. If his remark has any sense to it at all, it
means that he thinks we are to have higher taxes after the war than we have
before the war is over. -

‘Mr. Jackman: What Mr. Slaght has just said proves what I have
endeavoured to say on a number of occasions, that contrary to what Mr. Slaght
has endeavoured to spread across this country, namely that the banks of
Canada have escaped taxation by reason of so-called undisclosed reserves, he
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now contends exactly the principle which I have maintained for some time,
namely that should the taxation rates become lower in subsequent years the
banks might save something. Therefore the reverse process has gone on for
some years, namely that if the banks have over-reserve.d as Mr. Slaght has
tried to, point out, they have recently and are to-day paying a higher tax than
they would have paid had they done exactly what Mr. Slaght now suggests.
So that I hope the country will know that the banks of Canada, by reason of
their conservatism and in their endeavour to keep thelr. banking system on a
sound and safe policy, thereby getting the support of business and of depositors,
have paid far more in taxes than they otherwise would have done. I am
glad that Mr. Slaght now sees how that happened.

The CHAIRMAN: Mr. Slaght, I think the inevitable consequence of repetition
is now apparent. But I want to point out also that we do not really proceed
in a very business-like way in this committee. We have here your amendment to
the amendment. We had no notice of it. You made a statement that the amend-
ment had not been circulated. I find in the printed Hansard of June 26, No. 22,
the amendment is printed there in the record.

. Mr. SuagaT: Well, I do not know what your purpose then is in circulating
1t this morning.

The Cuamrman: That is a new edition. It is there. Take this to Mr.
Slaght so he can see it.

. Mr. StagaT: No. I do not need to see it. With reference to Mr. Jackman’s
Interruption—

The CuarMAN: Please, Mr. Slaght.

Mr. Jackman: Oh; forget it. i

The CrARMAN: Please, Mr. Slaght. Mr. Jackman has given us his promise
not to interrupt in the matter if you do not repeat, so please do not repeat. All
I can do is appeal to you, but let us get on with our job.
, Mr. SuacuT: T will conclude, then—

Mr. Gramam: May I say a word here?

An Hon. Memser: Let him finish.

The Cuamrman: Mr. Slaght is going to conclude.

Mr. Gramam: T wanted to call attention to this matter. I have to leave
oW in any case, but there is one thing this committee has struggled to do and
that is not to unfairly or unduly prevent those with whom the majority
obviously disagree from having matters they consider important brought before
this committee. Mr. Slaght, in my opinion, should have given notice of motion,
In fairness to the committee, of this amendment to the amendment; but he has
Dot done so. As Mr. McGeer pointed out, it is necessary for members of the
committee, because of General de Gaulle’s visit, to adjourn at a quarter to 12.
I suggest that Mr. Slaght’s motion be taken as notice of motion, and that the
committee now adjourn.

Hon. Mr. Itstey: Just a minute.

The CHARMAN: The minister has a statement to make.

Hon. Mr. Tustey: I do not want to break into Mr. Slaght’s statement, but
his statement that, by rejecting this amendment to the amendment, we would
be approving of the diseretion of the directors unfettered and untyammelled,
to set aside earnings in any year, is incorrect; because the discretion of the
directors is subject to several checks. In the first place it is subject to the
check of the shareholders’. auditors. In the second place, under this amendment,
1t is subject to the check of the Minister of Finance and the Minister of National
Revenue and the Deputy Minister (Taxation). I want to add the fur’gher
thought that the acceptance of this amendment would deny to the banks a right

22047—60}
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which all other business has, namely, to set aside a reserve for bad debts and
not pay taxes on it in the year in which it is set aside.

Mr. Graram: Personally, I am in complete accord with the minister and
in complete disagreement with Mr. Slaght; but the minister has had an oppor-
tunity of reading that amendment to the amendment and I have not, and I do
not, believe that the time now left to us is going to give us that opportunity.
That is the reason I suggest adjourning now. I am in complete agreement with
the minister, as I say. ‘

The Cuamman: Is it the pleasure of the committee to adjourn until
to-morrow morning?

Some Hon. MEMBERS: Yes.

Mr. NoseworTHY: Cannot Mr. Slaght complete his statement?

Mr. Picarp: I support the views of Mr. Graham.

The committee adjourned at 12.40 p.m. to meet again on Wednesday,
July 12, at 11 a.m.

July 12, 1944.

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

The CuamrMmax: When the committee adjourned yesterday we were con-
sidering clause 56. There was an amendment and an amendment to the amend-
ment. The clause proved to be highly controversial. I understand that
clause 59 is also controversial. I was wondering if, in the heat of the day,
we could dispose of some of the non-controversial clauses and then come back
to clauses 56 and 59.

Hon. Mr. Hansox: Can we not deal with these amendments now?

The CualrMaN: I thought we would try to dispose of the rest of the
sections as far as we could, and then come back to them, Mr. Hanson, if that
meets with the views of the committee.

Some Hon. MEmEBERS: Agreed.

Hon. Mr. Haxson: If we finish those, the others will flow right through.

The CrAmRMAN: Let us do the flowing first, and see how far we get along.

Hon. Mr. Hanson: Very well. '

Mr. McGeer: Before we go much further with that, Mr. Chairman, I
should like to point out that there are some further questions I want to ask
the deputy minister, and there are some questions I want to ask the bankers.

The Cramrman: That is all right, Mr. McGeer. You will be given every
opportunity.

Mr. McGeer: What is the use of being given an opportunity after the
bill is passed?

The CrAmMaN: The bill will not be passed.

Mr. McGeer: My purpose in getting these questions answered is to lay the
ground work for some suggestions I think are necessary.

The CramrMAN: Mr. McGeer, the bill will not be passed until the preamble
is carried. That is the rule of the committee or the procedure of the committee.
You will be given every opportunity. The only idea that I had in mind is to
see if we can discover some matters that have already been considered, and
pass the sections. It will only take a short time to determine that. Then we
can go back to clauses 56 and 59. Then you may have an opportunity to
examine Dr. Clark or whomever you wish to examine.
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Mr. Jaques: Mr. Chairman, when Mr. McGeer is questioning Dr. Clark,
I should like that privilege too. I asked you about it several times.

The CrarMAN: Mr. Jaques, you will be given every opportunity.

Mr. Jaques: That is all right, then.

The CrarrMAN: That is the understanding.

Mr. McGeer: Why cannot we take the retail men and let them get away?
Why should they be kept around waiting for us?

The Cmamman: For the reason that we should like to get on. It is
my own idea. I assume the responsibility for the suggestion.

Mr. McGeer: We are passing the bill without the evidence.

Hon. Mr. Hansox: Order. :

Mr. McGeer: That seems to be the persistent desire. I never heard of such
a procedure.

The Cramvan: How much evidence have we taken? How much dis-
cussion have we had?

Mr. McGeer: If you call interference evidence, we have had quite a lot.
We have never touched on a single item of the actual cost to this country of
the private banking monopoly. That is the most important thing this com-
mittee should consider before it touches one section of this bill. = That has
never yet been considered; and every time we come up to it, out went the witness.

Hon. Mr. Hanson: Yes, we did touch it.

Mr. McGegr: No, we did not.

The Cmammax: Order, please. You had at least two days almost to.
yourself, Mr. McGeer, at the commencement to examine the Governor of the
Bank of Canada in regard to these matters. We have had a great deal of in-

terference; and I would ask you to read the record and decide as to the res-
ponsibility for that interference.
Mr. McGeer: I am perfectly willing to assume mine.

_ The Cramman: Yes. Then may I call clause 59? I beg your pardon.
We leave clause 59 stand. Clause 61. :

Mr. Gramam: On section 61, the minister suggested a slight amendment,
a change in the word “five” to “thirty” at the bottom.

The Cramrmax: With that amendment, is the clause carried?
Some Hon. MemBers: Carried.
An Hon. Memeer: What is the section?
The CuamrMAN: Section 61.
Some Hon. Memeers: Carried.
The Cwamman: Is the amendment carried?
Some Heon, MemBers: Carried.
The C};AIRMAN: Is the clause as amended carried?
Mr. McGrrr: Just a minute. g
The CraARMAN: Section 61 is carried. Section 64.
 Hon. Mr. Hanson: Before you leave that—
Mr. Nosewortay: Just a minute.
Hon. Mr. Hanson: Just what is the effect of the amendment?
The Cuammax: I will ask Mr. Tompkins to answer that.
Mr. Tompxrins: The effect of the amendment is simply to allow a little

more latitude for completing the transfer to the Bank of Canada funds to
redeem the amount of outstanding notes as at January 1, 1950.

Hon. Mr. Hansox: Where is it?
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Mr. McGeer: What is the change?

Mr. Tompkins: Page 33, line 25.

Mr. Arporr: Line 25 on page 33, delete the word “five” and substitute
the word “thirty”.

Mr. Tompxins: It was felt that five days would very likely prove an
inadequate time to complete the transfer.

Hon. Mr. Hanson: All right.  Carried.

The CralrMAN: Carried.

Mr. McGeer: Wait a minute.

Mr. NosewortHY: Where do you get the five days?

The CaAlRMAN: Mr. McGeer has the floor. ,

Mr. McGeer: I should like a little further explanation of the change from
five to thirty days.

Mr. TompxiNs: After January 1, 1950, the banks will be required to pay over
to the Bank of Canada the total amount shown by their books to still be out-
standing of their various note issues. The Bank of Canada will thenceforth be
responsible for the redemption of those notes. The change from five to thirty
days, as I say, was simply made as a precautionary measure because of unfore-
seen delays that may result, through delays in mail service or for various other
reasons, in completing all the formalities of the transfer.

Hon. Mr. Hanson: The effect of this is just an extension of time to complete
the transaction?

Mr. Tompxins: That is exactly it.

Hon. Mr. Hanson: The principle involved here is that the banks must pay
asver to the Bank of Canada the amount outstanding of the note issue. It will not
alter the amount of their liability.

Mr. TompriNs: The situdtion simply is that upon turning it over to the
Bank of Canada funds for the amount outstanding, the Bank of Canada will
thenceforth be liable for and will redeem these notes.

Hon. Mr. Hanson: I understand that. But what will the effect be upon the
bank’s balance sheet? -

Mr. Tompxins: It will simply wipe out that amount on their balance sheet.

Mr. SuacaT: They have five days instead of thirty days?

Mr. ABsorT: Yes.

Mr. SuacuT: It gives them a little more clerical time.

Mr. AsBorT: That is it. ;

Hon. Mr. Haxson: Let me understand it. The effect of this whole section
is that in the case of loss of the issue of bank notes, the banks have got to pay,
and the Bank of Canada just walks in and takes over?

Dr. Crark: Absolutely.

The Cuaamrman: Shall the clause carry?

Some Hon. MEmBERs: Carried.

The CramrmAN: Section 64, bank ecirculation redemption fund.

Hon. Mr. Hansox: Is there any amendment to that?

Mr. NosEworTHY: I should like an explanation from Mr. Tompkins as to
the effect of that clause. :

Mr. Tomprins: The changes are consequential upon the cessation of the
issuance of notes by the chartered banks. This particular section 64 has to do
with the bank circulation redemption fund which is, as honourable gentlemen
know, a sort of mutual guarantee of the various bank Tote i issues, and consists of
a dep051t with the minister. The amendments to this section are simply conse-
quential on what occurred under section 61.
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The Cuamrmax: Shall the clause carry?

Mr. McGegr: Of what happened under what section?
Mr. AssorT: Section 61.

The Cramman: Shall the clause carry?

Mr. McGegr: Just a minute.

Mr. Assorr: This is consequential to what happened under section 61, the
turning over to the Bank of Canada of the liability in an amount covering the
banks’ outstanding notes.

Mr. McGrer: That amendement to section 61 provides for the transfer of
the bank note circulation of the banks?

Dr. Crark: Not the amendment, but the section itself. The amendment, as
'Mr. Slaght has said, extended the time from five days to thirty days, to cover the
clerical job of looking after the transfer.

Mr. SuaguT: Let the clerks get back from their New Year’s vacation. |
Mr. Tompxins: Right. '

Mr. PerLey: Does this empower the banks to make a special issue to take
care of any special circumstances such as, for instance, the marketing of the
wheat crop in western Canada?

Mr. Tompkins: That 15 per cent excess circulation privilege has ceased
already. That ceased when the Bank of Canada commenced business.

The CuammaN: Shall section 64 carry?

Some Hon. MeEMmBERs: Carried.

The Cramman: Section 75.

Mr. McGeer: I think this should stand.

The CramrMAN: Section 88. Mr. Hanson has an amendment.

~ Hon. Mr. Hanson: T am not particular about my amendment. I withdraw
it, because it arises out of a special case. I have been trying to invent a formula
In my mind that might be helpful, but I do not think my proposed amendment
will be helpful.
A The Cramrman: I think we will allow it to stand and give you further
ime.

Hon. Mr. Haxson: Very good.

The Crarrman: Section 89.
(Stands)

Section 90.
(Stands)

Section 91.

Mr, Peruev: I have an amendment filed with you.

The CrAamrMAN: We will allow it to stand.
Section 92. '
(Stands) ;
Section 93. T think that is a routine section.
Mr. TompkiNs: Sections 93 and section 94 are both routine.

Mr. Gramam: There are two amendments proposed by the minister on
section 92.

The CrHAIRMAN: Section 92 and section 93 will stand.
Hon. Mr. Haxsox: It is a service charge, is it not?

Mr. McGeer: Section 93 and section 94 should stand.
(Stands)

The CaarrMAN: Section 97.
Mr. Jackman: I spoke on that section the other day.
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The CHAlRMAN: Is it controversial, do you think?
Hon. Mr. Haxson: I think we all agreed to it.
Mr. Jackman: I think we almost carried that the other day.

The CuarrmaN: Carried as amended.

Section 112.

Mr. GraraM: On that section I think it might be well to ask Mr. Tompkins,
who should be particularly well informed with regard to the returns made by
the banks, whether he considers they are sufficient for your purposes and for the
purposes which we want to safeguard.

Mr. TompkiNs: Yes. I may say, Mr. Chairman, that very careful consider-
ation was given to possible changes in the returns before the bill was introduced
in the house and the present schedule printed. Mr. Slaght requested an
amendment to section 53 which would have the effect of splitting up the bank’s
holdings of dominion and provincial securities under a separate heading. Now,
that will also come in under this section, and I think under those circumstances
—and this is the only point that arises in my mind with regard to it—that
this section should stand.

Mr. McGeer: In connection with these returns, assuming that the expressed
sentiment of the majority of the committee is carried and enacted into law,
namely, that inner reserves are going to be recognized, and the power of the
minister is going to be extended, as substantiated by the purport of the amend-
ment proposed, to limit the amount of hidden reserves to what the minister
and his officials consider necessary—that is the purpose of that amendment
is it not?

Mr. TompriNs: Mr. McGeer, the minister’'s amendment comes under

section 56. I think we might have more orderly progress by reverting to it
when we are discussing that section again. This is a monthly return.

Dr. Crark: I think the minister’s amendment to section 56 is to make
it legally, rather than morally, incumbent upon the Minister of Finance, to
inform the Minister of National Revenue and the Deputy Minister of National
Revenue for taxation whether in his opinion the amount being set aside to
reserves in any case is e\{cesu\e and if he thinks it is excessive, the amount
of such excess.

Mr. McGeer: Purely for taxation purposes.

Dr. Crark: Yes.

Mr. SrtacuT: I do not agree with Dr. Clark that that is all it does.

The Cuamrman: We will come back to section 56 particularly.

Mr. McGeer: What I had in mind was this: I judge from the evidence
that has been given here that two banks are presently holding excessive inner
reserves and one bank is on the borderline and the remaining seven banks—
their position is not disclosed—that is, I think, the correct interpretation of the

evidence so far with regard to that phase of the inquiry’s investigation. Now,

what power have you got to show that the hidden reserves are adequate for
the purpose that they are supposed to sustain?

Hon. Mr. Haxson: In other words, have you power to bring them up to that?

Mr. McGeer: I think if you are going to adopt the policy that the inner
reserve is security for depositors, there should be a standard basis upon which
that security should be maintained, and I suggest that in the returns that should
be such and the officials of the government, I think, should not only know
whether the inner reserves are excessive but whether or not they are adequate;
and I do not think that these returns cover that phase of banking operations.

Hon. Mr. Haxson: That is an interesting question; it has some merit.
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Mr. Tompxins: I think that is implied quite definitely in the clauses relating -
to investments and loans, where in the case of investments they are required
under the return—under the wording of this return—to report their investments
at not exceeding the market value, and their loans with the estimated losses
provided for. That is definite in the schedule to the annual statement, too,
which is certified to by the auditors, and is accompanied by certificates by the

auditors to the effect that it shows the true position of the bank and is as shown
by the books.

Mr. McGeer: I take it that in the profit and loss account of the annual
statement, the progressive accumulation or progressive position 1s shown and
would always include whatever amount is in the inner reserves?

Mr. Tompkins: We have explained before that whatever amount is in inner
reserves is deducted from certain of the assets and the net of those assets are
shown in both annual and monthly statements.

Mr. McGeer: Yes, I know that; but the evidence also showed that when
there was a certain amount of operating expenses that that was deducted from
the gross operating gains and that gross operating gains to expenses showed the
amount in the inner reserves.

Mr. Towmpkins: That has been read into the record several tirpes—the
wording used by the banks in their annual statement—where in their profit
and loss accounts reporting the net profit for the year they report the net profits
for the year after provision for taxes and so forth, and after making appropria-
tions to contingent accounts out of which accounts full provision for bad and
doubtful debts has been made. That phraseology follows almost precisely the
phraseology used by British banks in submitting similar statements.

. Mr. McGeer: I understand that phraseology. The pgint I want joo get at
is whether in this return there is given to you the information upon which could

be determined whether or not the inner reserves are excessive or whether or not
they are inadequate.

Mr. Tompxins: Well, that is a matter of judgment, I would say.

Mr. McGeer: I mean, do you get the return?

Mr. Tomprins: Oh, yes. I see every monthly return.

Mr. McGeer: You see, what I am assuming is this. Following the investi-

gation that was carried on by the minister, yourself and other officials, there were
certain facts disclosed upon which certain conclusions were made. That is
right, is it not? ’

Mr. Tomprins: Yes.

Mr. McGeer: And one of those conclusions was that two of the banks had
excessive inner reserves.

Hon. Mr. Hanson: That was a matter of opinion.

Mr. TQMPKINS: That is a matter of opinion.

Mr. McGeer: I mean, in the opinion of the officials.

Mr. TomprINs: Quite so.

Mr. McGerr: Prior to that you had informed the committee, as Inspector
of the Canadian banks, that you were satisfied that the inner reserve position
was alright and that you had no fault to find with it.

Mr. TompriNs: Yes.

Mr. McGeer: So from that I can only assume that, during the course of
the investigation conducted by the minister for some nine or ten days, other
facts came to light which were not in your possession when you informed the
committee that you were satisfied with the inner reserves.
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Mr. Tompxins: No. : A

Mr. Jackman: Mr. MecGeer, if I may point it out, the minister said that
the disclosure as to over-reservation only came about after the turn of the year
and in view of subsequent facts which were not available as of December 31; :
so that the banks, as far as we know, reserved only the proper amounts, but in
view of what happened since, in the judgment of the minister he thinks perhaps
there has been over-reservation.

Mr. SvacgaT: No, no. : [

Mr. McGeger: I do not think T would agree with my honourable friend.

Mr. MclIurarta: The witness started to answer when he was interrupted.
I would suggest that he be allowed to answer.

Mr. McGeer: Would you direct your attention to Mr. Jackman in that
regard, and for once have a little of the interference over that way.

The CuARMAN: Go on.

Mr. McGeer: Would you mind answering me?

Mr. Towmpkins: I have rather lost the thread of the question, but I think
your question was to this effect, that some new facts had developed to cause me
to change my opinion with regard to the inner reserves. Is that right?

Mr. McGeer: Yes.

Mr. Tompkins: No. I would simply say that the whole situation was
reviewed carefully by the officials whom the minister spoke of; and as a result
of that review of the situation we came to certain conclusions, and those repre-
sented our unanimous conclusions on the matter. '

Mr. McGeer: Which were entirely different from the conclusions you
presented to the committee. :

Mr. Tompkins: Not entirely.

Mr. McGeer: Well, substantially.

Mr. Tompkins: No, not substantially. I would say somewhat different, but
not substantially or entirely different.

Mr. McGeer: Well, all right. Can you tell the committee that it was the
unanimous conclusion of the investigating tribunal, whoever composed it, that

.all the inner reserves of all-the banks are adequate for the purpose?

Mr. Tompxins: Well, of course there is a varying degree there. We might
like to see some of them higher than they are, perhaps; but so far as the safety
of the public is concerned and that sort of thing, I would say that the situation
is satisfactory.

Hon. Mr. Hanson: Did he not say that they were not excessive?

Mr. Tompxrins: I think the minister’s statement used those words.

Mr. McGegr: Oh, yes.

Hon. Mr. Hanson: Not excessive. He did not say they were adequate, but
that they were not excessive.

Mr. McGeer: Yes.- I am going to put it to you quite plainly that not
more than three of the banks have, in proportion to those three, substantial
inner reserves.

Mr. Tompxins: Well, that is hardly putting it in a fair way, is it? They
all have inner reserves in varying proportions. One could not expect them to
be all precisely the same.

Mr. McGeer: No. But I would think, Mr. Tompkins, that a parliament,
accepting the principle of inner reserves as a security for depositors, would have
a uniform level.
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_ Mr. Tompkins: I do not believe, Mr. McGeer, that you can establish a
uniform formula that would necessarily be suitable for individual banks. It
would depend upon the condition of each individual bank, the proportion of its
assets represented by loans, the type of loans in a particular case, the proportion
that is represented by its investments, including not only the type of investment
but maturity factors and interest rates and so forth, and diversification in
general. There is also another factor, the wide difference that exists in the
territory covered by individual banks. I do not think it is possible to establish
by statute or by regulation, if you like, a formula that will be suitable to every
bank; that is, one single formula.

Hon. Mr, Haxson: In other words, you cannot establish a standard?
Mr. Tompxins: No.

Mr. McGeer: I quite agree with you on that. That, of course, applies with
equal force to the decision as to what is excessive. :

Mr. TompkiNs: Quite.

Mr. McGeer: But you have determined that.

Hon. Mr. Hanson: They expressed an opinion.

~ Mr. McGeer: Well, they are the gods of power; and when they express an

opinion, it becomes law.

Hon. Mr. Hanson: Well, maybe.

Mr. StacuT: They reported it to the Minister of Taxation.

Hon. Mr. Haxson: I agree.

Mr. SuagaT: Upon which to levy taxes.

Hon. Mr. Hanson: After all, it is only an opinion.
~ Mr. McGrer: Whatever they think, and whenever the ministry acts on it,
it becomes law. Is it not possible to fix some minimum basis?

_ Mr. Tompkins: I say again that it might be possible to establish a minimum
with regard to each individual bank, after taking their own particular situation
into careful consideration. But I do not believe it is practicable to establish a
standard or a formula by statute that should be applicable to everybody.

Mr. Macvonarp (Brantford): That is, either one way or the other.

Mr. McGeer: 1 quite agree. Then if we are to have any security for the
depositors from inner reserves, you have the information in all its details as to
the territory of operation, as to the character of the loans outstanding, as to the
2:&@1'% of trade and conditions in the areas where the operations are being

rried on,

Mr. Fraser (Northumberland): And the type of collateral.

Mr. McGeer: And the type of collateral and all that goes into the need or
otherwise of those inner reserves. You have that all placed before you.

Mr. Tompxinsg: T have all the information.

Mz, MC’GEER: You have all that information now?

Mr. Tomprins: It is all available to me from time to time.

_ Mr. McGeer: The amazing part of it is this. If you had all that informa-
tion, I cannot understand how you could tell this committee on one day that the
nner reserves were all right and satisfactory and then, after an investigation,
come back and tell the committee that the reserves of two banks were excessive
and one was on the border line and the others were not excessive but not telling
us whether or not they were adequate throughout.

Mr. Tompxins: Well, again I say that is a matter of judgment; and when
you get three or four heads sitting together on matters of that kind one can,
I suppose, change his mind with regard to certain phases of the situation. I
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found it very helpful to go over the situation in detail with the other officials
mentioned by the minister in his statement, and we reached the combined
conclusion, after carefully studying all aspects of the situation, that was indi-
cated by the minister’s statement. I have no apologies to offer.

Mr. McGeer: Were the banks called into that conference?

Mr. Tompxins: No. There were no banks at that conference.

Mr. McGeer: You had all that information, you say?

Mr. Tompxins: I had that in my possession.

Mr. McGeer: You had it before you?

Mr. ToMpPKINS: Yes.

Mr. McGeer: And you say that all of the information that was necessary
for you to decide whether the reserves were adequate or excessive, was before you
when you first appeared before this committee?

Mr. Tomprins: Yes.

Mr. McGeer: And that no further information was secured from the banks?

Mr. TompriNs: Yes,

Mr. MacpoNALD (Brantford): I understood Mr. Ilsley to make a contrary
statement, that further information came subsequent to Mr. Tompkins’ former
statement.

The Cramrman: No.

Mr. McGeer: Mr. Jackman just made that statement.

Mr. Macponawp (Brantford): T should like to get that cleared up. I am
not objecting.

Mr. StagaT: Mr. Ilsley did not say that.

Mr. Jackman: Mr. Chairman, if Mr. McGeer would refer to Mr. Ilsley’s
statement—

Mr. McGeer: I am not referring to Mr. Ilsley’s statement. I am referring
to yours. What you said was that beyond the information in the returns, new
information not yet returned officially, had been supplied to the minister.

Mr. Jackman: New things had happened subsequent to December 31; and
if you like to know what tliey are—

Mr. McGeer: What new things?

Mr. Jackman: I will tell you exactly if you will give me a moment. Here
is the minister’s statement. It says:

Moreover I must admit that we are now acting with the advantage
of hindsight to some extent—in other words we have formed our judgment
in the light of recent favourable developments, including particularly the
declared policy of the Bank of Canada and the government to maintain
a low level of interest rates after the war. That development which was
announced only in February of this year was not foreseen when the bank
managements and auditors had to reach their decision in the latter part
of 1943.

Hon. Mr. Haxson: There is the answer.

The Cuairman: Shall we allow the clause to stand until we consider clause
56? There seems to be quite a bit of argument.

Mr. Graram: It should stand, Mr. Chairman, I should think.

The CuamrmaN: The clause stands, then. .

Mr. Grauam: I was going to say to Mr. Tompkins that the clause should
stand for this reason. We do not know what amendments will be made until
we are through with the revision of the Bank Act. Some returns might be called
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for or some new amendments made, and I think it is wg]l to leave it i_n your
hands and to ask you to follow the amendments and see if any changes in that
section are mecessary.

The Crarman: Section 117. f 455 !

Mr. NoseworrHy: I notice in section 117 there is one omission expla-m.ed
on the page opposite page 66. For instance, the words “at branches or agencies
in Canada” have been inserted, and they have been inserted because balances
elsewhere than in Canada are the concern of the countries in which they ar(i
situated. This means that in future returns no return will be made of the banks
foreign business?

Mr. Tomprins: That is correct.

Mr. Noseworray: That is correct?

Mr. Tomprins: Yes.

Mr. NoseworTay: And that the banks have been making a return showing
their foreign business heretofore?

Mr. Tompxins: They have, for a great many years. But it is quite obvious,
I think, that the deposits outside of Canada are subject to foreign jurisdiction;
and there seems to be no purpose, for the information of the Canadian people,
In reporting these deposits to the minister each year. The extent to which they
may be published or a return given to the government in other countries is a
matter of regulation by those countries.

Mr. Macoonarp (Brantford): Yes, but the liabilities in the other countries
would affect the position of the banks in Canada.

Mr. Tompxrtns: Oh, of course. But these deposits are all shown as liabilities
of the banks in their statements here. “Elsewhere than in Canada” is the head-
Ing under which the amounts are reported.

Mr. McGerr: Mr. Tompkins, in the light of the changes that have been
made in the control of international exchange, where we are controlling inter-
national exchange and providing for it, do you think that it is wise to have our

anks in Canada extend their operations to foreign countries?

Mr. Tompxrins: I think that, inasmuch as those operations are financed by
the moneys that they take on deposits in foreign countries, it has been advan-
tageous in many ways to Canada, particularly to Canadian trade.

Mr. McGeer: Yes. :

Mr. Tomprins: 1 think it has served to facilitate Canadian trade with

mﬁny of the foreign countries such as the West Indies, South America and else-
where.

Hon. Mr. Hanson: Well, it brings profits into Canada.

Mr. Tompkins: Yes, it does, too. They are a profitable source of business.
Mr. McGeer: They have been a profitable operation throughout?

Mr. Tomprins: I would say so, in the aggregate, yes.

Mr. McGerr: But today, with controlled foreign exchange, the necessity,

from the Canadian trade point of view, for the banks doing this is not nearly
a8 great as it was before?

Hon. Mr. Hanson: Oh, T do not know. Why do you say that?

. Dr. Crark: T would not think that would follow. I cannot quite follow the
logic there. The advantage to Canadian trade has come, I should think, from
the fact that Canadian banks are represented and doing a substantial volume
of business down in countries like the West Indies, or South America, which
are 1mportant markets for our trade; and they can facilitate the business of our
exporting interests and, to a degree I suppose, of our importing interests, but
primarily on the exporting end.
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Mr. McGeer: Yes. But to-day our foreign trader depends upon the
Foreign Exchange Control Board not only for the supply of his foreign exchange
but for the use of it and the extent of it, does he not?

Dr. Crark: Well, he buys and sells his foreign exchange through the
Foreign Exchange Control Board; but I do not think that affects the facilities
which are given to Canadian trade by the presence of Canadian banks in
markets in which we are interested from the export end.

Mr. McGeer: 1 see. - .

Dr. Crark: I do not think there is any less ability to promote Canadian
trade as a result of foreign exchange control.

Mr. McGeer: 1 may be wrong about it, but I had understood that, prior
to the establishment of the Foreign Exchange Control Board, we depended
pretty much upon the bill market of New York and to some extent and in a
lesser degree, I believe, on the bill market in London, for the financing of our
international trade.

Dr. Crark: Oh, to some extent; but not wholly so.

Mr. McGeer: 1 understood that was one of the reasons for the main-
tenance of a fairly large call loan business on the New York Exchange; I mean, .
it was a very liquid security which could be converted into foreign exchange
readily. That was one of the purposes of it?

Dr. Crark: It was part of their liquid reserves, clearly liquid reserves of
the Canadian banks.

Mr. McGeer: And also Canadian foreign exchange re%lirements could
be facilitated by the conversion of those call loans into whatever foreign
exchange was required in a market where foreign exchange was available?

Dr. Crark: I would not think that would be the primary motive.
Mr. McGeer: Oh, no; but it was one.
Dr. Crark: Yes. That probably facilitated it.

Mr. McGeer: To-day we have changed that. We have set up a foreign
exchange market in our Foreign Exchange Control Board.

Hon. Mr. Haxson: To control rates.
Mr. McGeer: I mean, that is the way we are doing today, is it not?

Dr. Crark: Yes. The Foreign Exchange Control Board buys and sells
all foreign exchange. ;

Mr. McGeer: And any importer bringing goods into Canada must go to the
Foreign Exchange Control Board to get his foreign exchange requirements to
pay for it?

Dr. Crarx: That is right. .
Mr. McGeer: 1 mean, that is an entirely new order, a product of this war?
Dr. Crark: That is quite true.

Mr. McGeer: And I think you'will agree with me that if we are going to
stabilize our foreign exchange in the future, we are not going to abandon that
institution?

Hon. Mr. Hanson: That is a matter of policy.

Mr. McGeer: Quite possibly. Just a minute. If we are going to abandon
it, let us know it.

Dr. Crark: I would certainly think not for some time; certainly not in
respect of capital transactions.

Hon. Mr. Haxsox: I cannot hear you, Dr. Clark.
The CaarmaN: A little louder, Dr. Clark, please.
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Dr. Crark: I was saying to Mr..McGeer that I thought his statement was
correct, at least in respect of capital transactions. I think it will be necessary
for some time after the war at least, to maintain foreign exchange control. But
I would not like to forecast that we would have to do it forever or would want
to do it forever. I would not like to forecast anything like that.

Mr. McGeer: No. I mean, as far as we can foresee the future, it may
continue.

Dr. Crark: It may.

Mr. McGeer: It looks like a stabilizing institution for the future both of
the international and internal trade of the dominion.

Dr. Crark: Yes.

Mr. McGeer: You would agree with that?

Dr. Crark: I think that is so.

Mr. McGeer: And until we pass to a period when we can see that it is no
longer valuable, it will remain?

Dr. Crark: I think that is so.

_ Hon. Mr. Hanson: Mr. MeGeer, may I ask a question. This discussion
arises apropos of the proposed change in section 117 (1) where the words “at
branches or agencies in Canada” are inserted in subsection (b). Do I under-
stand that your position is that the Canadian banks should have no branches
cutside of Canada? Was that your original proposition?

Mr. McGeer: I was rather questioning the need of them from the point
of view of foreign exchange. There may be other reasons for their justification.
According to my own way of thinking if our chartered banks are going to
continue to be the banks of issue of a substantial portion—in faet the main
medium of exchange of both government and the people of Canada—then I
would question the wisdom of foreign operations of that type in Canadian

anking. But in the case of a purely commercial bank, I can see no reason
why they should not operate wherever they want.

. Dr. Cragrk: I think there is no tendency to expand these foreign opera-
tions at the moment. I do not think there is any probability of them expanding.
It is a situation that developed in the past. I think it has brought very
considerable advantages to Canadian trade in the past. It has brought some
profits into Canada in the aggregate. It has given a good deal of pretty
good advertising to Canada; it has also been a direct factor in promoting the
Interests of Canadian trade. 1 do not see any tendency to expand at the

moment or any likelihood that there will be any expansion in the development
of foreign—

Mr. McGerr: Of course, we remember one case where one of our banks
got Into pretty serious trouble with the sugar market in Cuba; you will recall that
nstance—and you may recall another instance where one got into pretty
Serious trouble with the Mexican Light and Power. What I am putting up to
you is this: do you think it is advisable that if our chartered banks are going
to continue to be the banks of issue of the medium of exchange of the govern-

ment and the people that we should allow those Canadian banks to expand
their operations to foreign countries?

Dr. Crark: Do you mean “banks of issue” in the ordinary sense? We
are stopping them being banks of issue.

Mr. McGeer: Banks of issue of the medium of exchange, which is the bank
deposits and currency—that is the medium of exchange we now desire—

Dr. Crark: Yes, but a bank of issue would be interpreted by most people
as a bank which has the right to issue notes. Now, we are taking away from
-the Canadian banks the right to issue notes.
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Mr. McGeer: 1 agree; but we are extending to the banks a continuation
. of their power to issue bank deposits which are liabilities of the bank.

Dr. Crark: Quite so.

Mr. McGeer: Which are used as a substitute for Canadian money. That
is what we are doing.
Hon. Mr. Hanso~x: Not in foreign countries, because they do not use that.

Mr. McGeer: In Canada. We are doing that; and apparently as this com-
mittee is now indicating and as your department indicates, that is going to be
continued, so we will have Canadian banks that issue their liabilities as a
substitute for Canadian money to be used as the Canadian medium of exchange
by both government and the people, and at the same time carrying on opera-
tions which may or may not be profitable in foreign countries under the laws
as they exist in those foreign lands.

Dr. Crark: What is wrong with that in your view?

Mr. McGeer: I would say that the liabilities of that operation—or the
profits, would be a liability or an asset of the Canadian banks.

Dr. Crark: Yes.
Mr. McGeer: In Canada.
Mr. TompriNs: Not in Canadian dollars.

Mr. McGeer: If it is American dollars, we will say, as a profit, that would
be a 10 per cent advantage; if it was American dollars as a liability it would
be a 10 per cent increased liability over American dollars; but whatever the
liability was, whether it was in American dollars or in any other form of
money, it still would be a liability on the assets of the Canadian banks in
Canada.

Hon. Mr. HaxsoN: In the gross.
Mr. McGeer: Yes, in the gross.

Dr. Crark: In the aggregate I think the foreign business of our banks
has produced a profit; it has resulted in bringing the profits into Canada.
In the second place it has certainly been an important factor in the develop-
ment of our trade, both directly through the credit facilities provided and in-
directly through the general advertising and goodwill it brought to Canada as
a result of the fact that our banks have been very efficient, institutions, providing
efficient banking services in those communities. There are many cases where
they provide the only banking facilities available. The people of those countries
are served by Canadian banks and that builds Canada up, and has helped to
build up Canadian foreign trade, I think. Now, as I said, I do not see any
tendency to expand. I would think it would be very unlikely that they
would expand their facilities in those foreign countries; but my own personal
view, for what it is worth, would be that I would prefer not to see them expand
further, particularly because we have in most countries of the world a growing
tendency for the governments to see that their banks and other institutions
are their own national institutions.

Mr. McGeer: Yes, that is what I unde;'stand.

Hon. Mr. Hanson: Following that up, is it not a fact that in certain
foreign countries they rather welcome this advent?

Dr. Crark: Yes, they have in the past.

Hon. Mr. Hanson: Take the case of Caracas, where on one corner you have
a Canadian bank, on the other corner the National City Bank, and the Govern-

ment, of Venezuela welcomes the Canadian bank because it serves as a counter
element to the national system.

Dr. Crark: I think that is true.
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Hon. Mr. Hanson: And they finance the bank on local deposits; they do
not use any Canadian currency, they use American currency, except for internal
trade.

Mr. SvagaT: Dr. Clark, I listened to your reply to Mr. McGeer, and may
I say that in Nassau, Jamaica, and Havana, Cuba, where I have had personal
experience with Canadian banks, I understand your point that they are excellent
advertisements for Canada in the fact that they are operating there and that
they facilitate trade between those countries and Canada. I am in accord with
you that they serve that useful purpose. I believe our banks are displaying
courage in getting into sixteen foreign markets. But I want to put this to you:
the statistical summary of the Bank of Canada as of the end of April, 1944,
shows that we have invested abroad in call and current loans, a total of
$197,000,000. Now, I looked back to 1926, and I found that we had or that our
bank§ had invested abroad $511,000,000, so there is in their discretion a wide
margin of variance as to their foreign investments.

Assuming that we do not amend section 59 and leave it as it is—and you
know by this time that I desire as far as I am concerned to bring. about an
amendment of section 59 by raising the present 5 per cent cash reserve to 100
ber cent—if we leave it as it i, is there anything to prevent our chartered banks
In Havana, Cuba, purchasing $100,000,000 issue of securities issued by the
government of Cuba in Havana and doing it by making a bookkeeping entry
In their books—purchasing that $100,000,000 and locking the Cuban bonds up
In their vaults and then crediting the Cuban government, or the Minister of
Flnan_ce, with a credit entry made by pen and ink whereby they become
depositors, let up say, of the Royal Bank in Cuba to the extent of $100,000,000?
Is thqre anything to prevent what I outline from happening under the present
situation if we leave section 59 as it is? :

Mr. Tomprins: Section 59 as it now reads, or as it is in the Act at the
present time, attempts specifically to regulate the reserve for Canada at 5 per
cent of deposit liabilities. It provides in a general way that the bank shall also
mamtain in the Bank of Canada or elsewhere adequate reserves against liabili-
ties elsewhere than in Canada and to furnish such information as may be required
by fd_le minister from time to time to satisfy him that such reserves against
liabilities elsewhere than in Canada are so maintained. One reason for the
general language of the latter part of that section is that in certain of the
foreign countries reserve requirements are set by local authority, local govern-
ment, by statute or decree or something like that, and very frequently they
provide for a certain percentage of the reserve being held in notes of the
national bank or in deposits in the national bank. d

Mr. Suacar: It is not so in Cuba.

Mr. Tompxins: There are certain reserve regulations in Cuba at the
moment, but I confess I would not like to give them offhand; I prefer that
you get that from one of the banks represented there. I would not like to trust
my memory to put them accurately on the record.

The CHAIRMAN: Mr. Slaght, how far does this argument affect section 117?

Mr. SvagHT: Tt does not, but we have been spending a half hour on section
59. T think we have all been trespassing. My desire was to get on with the
section we are on.

The CHARMAN: Let us come back to section 59.

Mr. SL.AGH:P: Perhaps Dr. Clark and Mr. Tompkins could turn that matter
over in t_helr minds. T am genuinely concerned if this committee and parliarqent
are going to leave the banks that right by making bookkeeping entries against
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only 10 per cent or 20 per cent and not amending section 59, then I think
there is need for forbidding that kind of inflationary issue as the medium of
exchange in foreign countries for financing foreign governments and foreign
industries. |

Mr. NosewortHY: I should like to get this point cleared up. Granted
that one of our banks in carrying on business in a foreign country incurs heavy
losses there, just how does that affect the responsibility of the Bank of Canada
for that bank or for the security of Canadian depositors?

The CramrMAN: I am afraid really that does not come under section 117.
We will come back to that.

Mr. McGeer: Let us find out what amendments we are going to produce
and we will probably get along better.

The CuAIRMAN: Section 129.
Mr. MacpooNALD (Brantford): Is this the double liability clause?
The CrARMAN: Yes, a liability of shareholders.

Mr. McGeer: Could we have a word from Dr. Clark as to what form of
security is going to take the place of this double liability of the shareholders?
Is anything coming into being to substitute for that?

Hon. Mr. Haxso~: Single liability.

Dr. Crark: No, there is nothing coming into being in substitution for that.
I think the double liability of shareholders was regarded as a protection of the
note holders, Remember that the note holders in Canadian banks have always
been subject to several very special provisions to make sure they would be pro-
tected against losses, and all through the history of Canadian banking the note
holder has been almost absolutely secured against loss. I think there are only
one or two exceptions to that statement. When the note issue was begun to be
taken away from the banks in 1934 the double liability or the excess liability
was reduced, pari passu, with the reduction in the notes that the banks could
have outstanding. This merely continues automatically that philosophy, if you
like, of that program.

Mr. McGeer: There is another point of view with regard to that note issue
and the double liability, is there not? Namely, that the banks enjoy a privilege
which other corporations do not enjoy.

Dr. Crark: That is right; they were in the banking business.

Mr. McGeEr: Yes, but just a minute. The bank had the right to use what-
ever capital was subscribed by its shareholders as its capital in the carrying on
its business?

Dr. Crark: That is right.

Mr. McGeer: Up to that point the bank was in the identical position of any
other corporation doing business in Canada with regard to the use of capital?

Dr. Crarx: That is right.

Mr. McGeer: Now, by law the bank was given power to issue under certain
restrictions its own money?

Dr. Crark: Notes, you mean. )

Mr, McGeer: Money—Canadian money, and use it as such?

Dr. Crark: I am not sure whether you mean notes or deposits. ‘

Mr. McGeer: I mean notes. They were given the express privilege of
issuing money? i

Dr. Crark: That is right.

Mr. McGeer: Up to the value of their paid-up capital?
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Dr. Crark: That is right.

Mr. SvaguT: $135,000,000. :

Mr. McGeer: The amount does not matter. So that the bank shareholder
had the benefit of the use of his own tapital and the money issued up to the value
of that note liability; so that where another corporation could only use $1 of
capital the banking corporation could use $2°?

Dr. Crark: Yes, but is not the issue of notes a form of borrowing, and has
not any business corporation the right to borrow and increase the amount of
capital it employs?

Mr. McGerr: Can you tell me any other corporation in Canada that has
the power to issue its own money ?

Dr. Crark: No. What I did say was that the power of issuing of notes was
a form of borrowing on demand from the public, and I say that other corpo-
rations have the right to borrow, and they do issue notes, debentures, bonds, and
Increase the amount of capital employed in some cases many times the amount
of the shareholders’ equity capital.

Mr. Jaques: Not interest free?

Dr. Crark: No.

Mr. McGeer: The banks have that power.

Dr. Crark: There were certain charges on the power to issue notes—

Mr. Jaques: Interest free?

Dr. Crark: Oh, no. L%

Mr. SuacaT: You emphasized previously that those notes originally up to
$145,500,000 were a liability of the bank.

Dr. Crark: Certainly. So is a debenture or a bond issue.

Mr. Stacer: Wait a minute. These notes were a liability of the bank.
Someone said to me-afterwards, “that is the kind of liability I should like to have
my pocket full of.”

Dr. Crark: T would not.

Mr. StacuT: They get the paper to the bank and they turn the erank and
they print a million dollars of Bank of Commerce or Royal Bank notes, and
what do they do? They lend it at 5 or 6 per cent interest and it only costs them
half a cent {o create. Do you call that the kind of burden that anyone would not
take in business? No business man can do that.

. .. Dr. Crark: Let us look at it. They issue these notes. They constitute a
liability of the banks, a debt due by the banks, and the moneys that they raise
In that way they can use in their business and they make a certain modest return.

Mr. SvacuT: Tt is money, sir; it is created.

Dr. Crark: It is a liability of the bank necessarily which the public are
brepared to accept universally. That is why it is money. Now, the ordinary
businesg corporation sells a bond issue or a debenture issue at. 3 or 4 or 5 per cent
and increases the capital employed in its business and doubles it or trebles it—
ereases it more than that sometimes—and makes 10 or 15 or 20 per cent on it,
and that is an increased return to the shareholders in the corporation.

Mr. SvacaT: Let me point this out, that the ordinary corporation is not
authorized to turn the crank and create something that everybody is sure to take.

they make bond issues of a million dollars they have to engage financial houses,
and they have to g0 to the expense of advertising. They have to go to all sorts
of expense to persuade somebody to buy that bond issue at a discount of 90 or

cents on the dollar to make it a success. Now, the banks do not have that
burden, They create money and lend it. I am shocked that we are asked..to
regard that as a liability. It is the kind of privilege that every man in this
room would take tomorrow if you would give it to him. ;
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Dr. Crark: It is not only a liability, but it is liability payable on demand.

I would not like to have that kind of liability outstanding against me.

An Hon. MeEmBER: Neither would 1.

Mr. Graram: May I ask Mr. Slaght a question with reference to all these
privileges he has spoken about—pen and ink, ledger sheet and the issuing of
these notes, which will gradually disappear? Do you know of any corporation
or business that you invest any of your money in, over the period of time
which the banks have been operating, that have earned less in the net result
than the Canadian chartered banks?

Mr. Jaques: We do not know.

Mr. SuacaT: We do not know what they have made. They have amounts
hidden away.

Mr. Granam: In 1943 the minister put on record, and I accept his word,
that in a relatively good year they had a net of somethmg over 6 per cent.
Does my honourable friend not see that in the net result his argument is denied
by the facts?

Mr. JackmaN: Hear, hear!

Mr. SuacHT: Not at all. My friend asked me a question. Let him remember
this. With original capital of $145,500,000, a reserve of $136,750,000, buildings
all paid for at $70,000,000 and 340000000 of these bills that they turned the
crank and made, brmgmg interest in to them at 5 and 6 per cent, is that a
business you need to weep over?

Mr. MacpoNaLp (Brantford): Mr. Chairman, I think we have missed the

point entirely. The business of banking is dealing in money. They provide

the public with the means of exchange, and they have to be paid for doing
that business. If I go to the bank and want $100, there are certain expenses

incurred by the bank and I have to pay the bank for the loan of that money. .

If I go to the grocery store and buy some grocerles, I have to pay the grocer
a profit because he has handled those groceries and looked after those groceries
for me.

Mr. SuacHT: Do you suggest he could turn the crank and make a bag of
sugar for which you pay him? If you go and borrow $100-from the banker,
he turns the crank and hands you a bill.

Mr. MacpoNALD (Brantford): Oh, no, not whatsoever. A banker does not
do that whatsoever. A banker in the first place sets up his capital; then he
has to get his premises; then he has to get his clerks. If my friend Mr. Slaght
or any other member of this committee thinks that banking can be carried on
without expense, it is something new to me. I do not know of any business
that can be carried on without expense. '

Mr. SLacuT: Nobody ever suggested that.

Mr. MacovoxaLp (Brantford): That is a suggestion which has come to this
committee, that banking is carried on without expense, and therefore we ought
to be able to go to the bank and get money and pay nothing for it.

Mr. SuacHT: I challenge that statement. Who made that statement, that
banking can be carried on without expense?

Mr. Jaques: Nobody.

Mr. SuacaT: Nobody has made such a suggestion.

Mr. McGeer: Now, Mr. Chairman, if I may continue—

Mr. MacooNaLp (Brantford): The only deduction you can come to from -

the arguments that have been put forth before this committee is that the services
of the bank can be given to the public without cost.

Mr. StagHT: It is utter nonsense for you to say that.
Mr. MacpoNaLp (Brantford): Now my friend apparently realizes that—
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The CralRMAN: Order, please.

Mr. MacooNarp (Brantford): Apparently my friend is now realizing that
a lot he has said is utter nonsense.

The CrATRMAN: Order.

Mr. MacoonaLp (Brantford): 1 have agreed with that previously, and I
still agree.

The Cramman: All right. Mr. Cleaver has the floor.

Mr. McGger: I think I gave way to Mr. Slaght, Mr. Chairman. I was
cross-examining Dr. Clark. I did not give way to Mr. Cleaver.

Mr. AsBorT: What section are we on?

Mr. Creaver: Mr. Slaght, have I your permission to ask a question of
Dr. Clark?

Mr. McGgrr: I am in charge.

The Caamrman: T think you had better have Mr. McGeer’s leave.

Mr. McGgrr: I get shifted off on byways and never get a chance to go on.

Some Hon. MemBERs: Oh, oh!

Hon. Mr. Hansox: Nobody has taken more time than you, Mr. McGeer.

Mr. McGeer: I want to tell you that I could recommend to the football
coaches on the North American continent that they come here and get lessons

in interference, and I know of no more astute interferer than the honourable
Mr. Hanson.

Mr. CLraver: Dr. Clark, there would seem to be some doubt in Mr. Slaght’s
mind as to whether the issue by the bank, the commercial bank, of their notes,
creates a liability. Is it not true that the banks daily or at regular intervals
have to honour their currency through the clearing house? ,

Dr. Crark: Daily, yes, Mr. Cleaver. I think I have already said that
those notes are liabilities or debts payable on demand. The only reason
which makes it possible for those notes to circulate as money is the Bank Act,

- this kind of charter that they have, these controls that are set up in the Bank
Act which makes these notes good.

Mr. CLeaver: Yes.

Dr. Crark: And which makes the banks carry on their business in such a
way that they are sound.

Mr. Creaver: I suggest to you that the minute any bank would default
for one day in accepting depositors’ notes and converting them through the
clearing house, that bank would be in bankruptey.

Dr. Crark: Yes.

The Cuamrman: Mr. McGeer has the floor.

Mr. McGerr: Mr. Fraser asked me for leave to ask a question.

Mr. FrASER (Northumberland) : With Mr. McGeer’s permission, I want to
ask Dr..Clark one question.

The CHAIRMAN: Alright.

Mr. Fraser (Northumberland): Dr. Clark, after the Bank of Canada was
formec}, the policy was adopted not only of restricting but annually decreasing
or taking away the privilege of the chartered banks of issuing their own notes
as mentioned by Mr. McGeer and Mr. Slaght. Is that correct?

Dr. Crark: That is correct.
Mr. Fraser (Northumberland): T have in mind what year it would be, but

I should like to have it confirmed. What year will the privilege of note issue on
behalf of the chartered banks disappear?
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Dr. Crark: Under the existing Act, Mr. Fraser, the note issue was reduced
from 100 per cent in 1934 to 35 per cent of the amount of their unimpaired paid-
up capital. By January 1, under the old Act it would be reduced to 25 per cent.
Under the new bill it will be completely eliminated by 1950.

Mr. Fraser (Northumberland): By what year?
Dr. Crark: 1950.
Mr. Fraser (Northumberland): By 1950?

Dr. Crark: Yes. After January 1 next they will not have the right to
issue or to re-issue any more notes; but there will be some outstanding, and the
whole thing will be wiped out in 1950—January 1, 1950.

Mr. Fraser (Northumberland): So the chartered banks will have the
interim between January 1, 1945 and 1950 to withdraw all their own note
issue from circulation?

Dr. Crark: That is right.

Mr. Fraser (Northumberland): And not re-issue.

Dr. Crark: That is right.

Mr. Fraser (Northumberland): Then the modus operandi will be that the
chartered banks will come to the Bank of Canada for note issue or purchase
Bank of Canada notes for circulation?

Dr. Crark: Yes. That is right.

Mr. Fraser (Northumberland): So by the end of this year the privilege
that Mr. Slaght is referring to will have disappeared?

Dr. Crark: Yes.

Mr. Fraser (Northumberland): And the residue of the privilege of the past
will have to be taken up before January, 1950?

Dr. Crark: That is right.

Mr. Fraser (Northumberland): So that particular privilege of banking
which has existed in the past—

Mr. SuagaT: It Was not called a privilege. Dr. Clark says it is a liability. -

Mr. Fraser (Northumberland): Well, of course I may have a different
interpretation of what a liability is from what you have. ‘

Mr. SvacHT: Suppose you ask him if the government is doing the banks a
favour by taking that liability off their hands, and if that liability—the right
to issue that money—had to be pressed upon them originally.

Mr. Gragam: Mr. Slaght, you are not making a distinction, as you should,
between the right to issue notes and the notes after they are issued. One is
a privilege and the other is a liability.

The CuarmAN: Just a minute, please. Mr. McGeer was very kind to allow
Mr. Fraser of Northumberland an interruption. There has been a little inter-
ference, Mr. McGeer. Let us not have too much interference. Let the half-back
continue.

Mr. Fraser (Northumberland): May I express my-sincere appreciation to
the honourable member for Vancouver-Burrard for the courtesy he has extended
to me. There is just one other point I should like to make and that is in
connection with the comparison the deputy mentioned as between an industrial
or real estate company borrowing money and increasing its capital by bond issue.
It was recognized by the government of Canada, in setting up the Bank of
Canada, in inaugurating the policy of the withdrawal of the privilege of note
issue and the final extinction of that privilege, that Mr. Slaght’s premise in
practice was correct, But we have corrected that. The government and the
banks have acquiesced in the correcting of that, in withdrawing the privilege.
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I submit, Mr. Chairman, that the deputy’s comparison between an industrial
company borrowing money on a bond issue or debenture issue as against the
privilege that existed with regard to the banks and which was found to be too
great a ‘privilege, is not based on factual evidence because the banks did enjoy
that privilege.

Dr. Crark: I did not say that the right to issue notes was not a privilege.

Mr. Fraser (Northumberland): No. I am pointing out, Mr. Chairman,
that the difference was that under the privilege of note issue, there was no cost
except for the mechanics and the cost of the circulation and upkeep of those notes.

Dr. Crark: And the 1 per cent tax.

Mr. Fraser (Northumberland): And the 1 per cent tax, as against a com-
pany borrowing increased capital at 5, 6 or 7 per cent.

Dr. Crark: Yes.

Mr. Fraser (Northumberland): But I submit that that has all been cleared
up. Our banking system has been improved and corrected to that extent, and
I cannot see where it is a material point at this juncture.

The Crarrmax: Mr. McGeer has the floor.

Dr. Crarx: Let me make it a little clearer. I did not say that it was not
a privilege to have the right of note issue. What I was attempting to do was to
answer Mr. Slaght, that although the banks only had $145,000,000 of capital,
they had the right to use a note issue to increase the amount of captial employed,
80 to speak, in the business. Now I say that they do that by issuing their notes
which, while true enough, circulate as money, are nevertheless 1.0.U.’s of the
bank. They are definite demand liabilities of the banks. In the case of a private
or ordinary corporation, it increases its shareholders’ equity capital by borrow-
Ing usually on long-term, usually at a higher rate of interest; but it is not subject
to anything like the controls that the banking system is subject to. ’

Mr. Fraser (Northumberland) : But it is subject to carrying and interest
charges?

Dr. Crark: Oh, quite so.

Mr. Noseworray: May I ask a question?

: 'Hon. Mr. Hanxson: Just a minute. In addition to that, for this so-called
privilege the banks have for many years paid a heavy tax to the treasury of
Canada?

Dr. Crark: Oh, quite so.

Hon. Mr. Haxson: Do you know how much that tax was?

Dr. Crark: The direct tax was 1 per cent of the notes in circulation.

Mr. Fraser (Peterborough): Would it not cost another three-quarters of
1 per cent to service those notes?

Dr. Crark: I would think so, yes.
Mr.‘. SLAGHT: But they lent them for 4, 5 and 6 per cent.
A D NCTARK 5 Well, they lent some of them for 4, 5 and 6 per cent. They
- Tnvest other portions of their funds for three-eighths of 1 per cent, three-
quarters of 1 per cent, 1 per cent and so on.
Mr. Macoonarp (Brantford): Would it be possible to lend them without
cost, without charging any interest? b
Mr. Fraser (N orthumberland) : That is water under the bridge now.
The CramMmax: Order, please. Mr. McGeer has the floor. !
_ Mr. McGegr: Mr. Noseworthy has asked for leave to ask a question, and

I'have agreed.

~The CramMan: All right, Mr. Noseworthy.
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Mr. NosgwortHY: Dr. Clark, you pointed out the similarity between the
banks and private business.

Dr. Crark: Yes. .

Mr. NoseworTHY: In the one issuing notes and the other floating
debentures. ‘

Dr. Cragrk: Yes.

Mr. NosewortHY: Would you also point out the analogy between the
two types of institutions regarding their meeting these liabilities? That is, you
continually make the statement that the issue of a bank note is a liability
which the bank must pay off.

Dr. Crark: Yes, that is right; must meet.

Mr. Nosewortay: Would you carry that on and show how the bank pays
off that liability on its note; and when the note is payable on demand, how it is
paid, as compared with an industrial firm which pays off its debentures?

Dr. Crark: In the case of ordinary business borrowing usually takes the
form of a long-term note, debenture or bond, running ten, fifteen or twenty
years, the company would pay it all off at the end of the period or gradually
during the period, out of its earnings.

Mr. NosewortHY: Just what form of payment would that take?

Dr. Crark: Oh, usually a cheque on its bank balance.

Mr. Fraser (Northumberland): They pay that out of earnings.

Dr. Crark: In the case of the bank, the note is a demand liability. It may
have to be met to-morrow, through the clearlng house, by a cheque on the Bank
of Canada, or in Bank of Canada notes; or it may have to be met to-morrow
by you going in—

Hon. Mr. Hanson: And getting another note.

Dr. Crark: —and demanding Bank of Canada cash in exchange for it.

Hon. Mr. Hansox: Or getting another of their notes in exchange.

Dr. Crark: No. If you take in the bank’s own notes and ask for Bank
of Canada notes, you could get them.

Mr. SracuHT: Is this not true, Dr. Clark: there are $800,000,000 of Bank
of Canada notes out now, roughly‘?

Dr. Crark: Right.

Mr. SuacHT: And there are $40,000,000 of private bank notes out; and on
those the banks are receiving hundreds of thousands of dollars of Bank of
Canada ten-dollar bills through their different wickets every day. If they have
to pay somebody with a Bank of Canada ten-dollar bill for a Bank of Com-
merce ten-dollar bill, they get it for nothing right through their wicket in greaf
excess amount.

Dr. Crark: No. They do not get it for nothing.

Hon. Mr. Hanson: No.

Mr. SuagHT: They get it for nothing in the sense that they take in a ten-
dollar bill of the Bank of Canada and take it over and can pay out a ten-dollar
bill of their own, if they have to pay anybody.

Dr. Crarx: When they take in the ten-dollar Bank of Canada bill from
the particular depositor, they accept the liability to pay that depositor on
demand.

Mr. SracaT: Certainly.

Mr. Jaques: Pay what?

Dr. Crark: It is not getting it for nothing. It is getting it for 100 cents
on the dollar.
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The Crmamman: Mr. Jackman has the floor.

Mr. JackmaN: So that the committee may understand how long this cir-
culation right will last in practice under the present amendment, I should like
to ask how much you would say there would be in substantial amount of bank
notes outstanding after January 1, 1945? As I understand it, they cannot be
re-issued by the bank. Suppose it were the Bank of Nova Scotia and its own
notes. It cannot re-issue those bills, and I should judge from the mechanics
of it, that within a very short period of time there would be practically no
chartered bank bills outstanding except as a rarity. Long before 1950, let us
say 75 per cent or 90 per cent of them would disappear from circulation. Is
that the way it will operate under this section?

Dr. Crark: I would think in a year or two it would be down to probably
$5,000,000 or $10,000,000.

Mr. Suacat: Dr. Clark, could you throw some light on this question? Per-
haps it is not fair to ask it, and if you do not want to answer it, you need not.
Could you say what motivated parliament to relieve the chartered banks of this
liability on these notes of theirs? Why did they make it so much easier for the
chartered banks to be relieved of the liability which the banks had undertaken
years and years ago? Could you throw any light on the motivation?

Dr. Crarx: Well, I do not know what motivated parliament. I would not

be able to answer that question. But I think the recommendation from the

Inister of Finance was based on the belief that paper money should be issued
not by a banking institution, but by a state agency.

Mr. SuacuT: I thank you for that; because I believe you have hit the true
reason. T suggest this: is there any further reason why that other than paper
money, namely cheque money, book entry money and newly created money,
should not also be created by government instead of by private banks? Where
do you differentiate between paper money and book credit money?

Mr. AsBoTTT: Are you suggesting state ownership of the bank?

Mr. Svagar: By which 90 per cent of the business of the country is done.
Mr. Assorr: You are joining Mr. Noseworthy.

Mr. Gramam: To keep the record clear, I am going to ask Dr. Clark if I

am not, right in this. Parliament has never been asked to relieve the banks of
any liability with regard to the issue of currency. Is that not true?.

B Mr. McGrer: Would you let me have that question again? I did not
eamit;
Dr. Crark: It has “taken away” the right.

Mr. Granam: They have taken away the right to issue but they have never

attempted to take over the liability which you have been talking about this
morning?

Dr. Crarx: No.

Mr. Gramam: And the banks must still redeem every note that they issued?

Dr. Crark: That is quite right.

Mr. MacpoNarp (Brantford): Mr. Chairman—

Some Hon. MemsErs: Carried. ‘

The CrarMAN: Shall the section carry?

Mr. Gramam: If I may interject—

Mr. McGeer: Well, Mr. Chairman, I thought I had the floor.
. Mr. Gramam: T was going to ask that Mr. Abbott, representing the Min-
1ster of Finance, and Dr. Clark consider if this whole section should not be

deleted. T believe that the need of it has largely passed. The balance of the
22047—61 '
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note circulation by the banks is fast disappearing. Then we must remember
that we have now amended the Bank Act to bring the par value of bank shares
down from $100 to $10 each. A section of this Act is only important if it
becomes operative, and we must look ahead to the time when this section that
we approve of might become operative. If this committee recommends and
parliament agrees to reducing the par value from $100 to $10 for the purpose
of inducing a greater number of people to buy bank shares, then in my opinion
we should not leave.in our Act this double liability clause or a liability clause
to any greater extent than is the case with any other shareholder in”any other
business institution. My points are that the danger of default on note issue by
the bank is either gone or is disappearing; secondly, that the Bank of Canada is
prepared to protect the banks in the event of any panic causing them undue
strain; and thirdly, that the reduction of the par value of the shares for pur-
poses of widening the base of shareholdership-is one we should have in mind.

Mr. McGeer: I hope that my generosity on the 12th of July will not be
overlooked; but I would like to come back to the point I was raising, and the
point I have in mind, doctor, is that the double liability was a justifiable thing
as against the shareholder in'a bank because the shareholder had the right to
his privilege of printing money to double the volume of his paid-up ecapital, or
to increase his working capital and double the value of his paid-up capital by
printing money.

Dr. Crark: As I understand the history of the matter, Mr. McGeer, in the
early days we had all sorts of money circulating in Canada; we had a number of
small banking concerns running for a time and passing out of the picture, and
their notes would get into the hands of small people, small unsophisticated
people, and then the bank would fail, and there was a loss in the hands of the
note holder. Parliament tried in several different ways to make sure that the
small income person who took these bank notes as money, and kept his liquid
wealth in them from time to time, would be protected against loss, and one of
the provisions to make sure of the protection of the note holder was the double
liability against the shareholder of the bank. There were several other important
restrictions—this bank circulation redemption fund provision that we passed
this morning was also designed to protect the note holder against loss in the case
of a failed bank.

Mr. McGeer: One .justifiable protection was found in the fact that having
the use of double capital, as it were, you should assume double liability.

Dr. Crark: I have never seen that argument stated in any of the history
or discussions of Canadian banking, in parliamentary debates or Banking and
Commerce committee debates which I have read.

Mr. MoGeer: Well, the whole principle underlying our corporation law is
an inducement to investment and development, because you can go into a com-
pany and limit your liability to the amount of capital you pay in.

Dr. Crark: That is correct.

Mr. McGeer: And that is all the capital you can use other than that which
you go out and borrow.

Dr. Crarg: That is right.
Mr. McGeer: Now, the banks were given the privilege of a double volume

of capital—the amount pald in and the other amount printed sub;ect to certain
restrictions, You say that was a liability?

Dr. Crarg: I say that the notes issued by a bank are a ha.blhty of the
bank.

Mr. McGeer: I disagree w1th you on that, and I will tell you why: the
notes issued by a bank are only a contingent hab111ty, contingent upon the bank
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using them to make an investment; they would then come into circulation and
be a liability, would they not? .

Dr. Crark: They might come into circulation that way, and in several other
ways, but once they got into circulation—

Mr. McGeer: But they cannot come into circulation except in one of
several ways, and among those is the bank making an investment. The bank
will not make that investment unless it thinks the investment is good?

Dr. Crark: I presume so.

Mr. McGeer: And if the investment is good-—because it is interest bearing
and it is purchased with non-interest bearing money—the bank can convert
tha(ti ?invcstment into whatever money is required to redeem that note that is
-used?

Dr. Crark: No, I think that is not correet, because some of the investments
made by banks—perfectly sound and good—could not be converted into cash
tomorrow to meet that note liability.

Mr. McGerr: No, but if the bank makes a bad investment?

Dr. Crark: I am not talking about a bad investment; I am talking of a
good investment, a sound commercial loan.

3 .Mr. McGeer: If the bank makes such investments as would reduce its
liquidity to the point, where it could not meet its current demand that would
be a bad bank investment, would it not? ‘

Dr. Crark: I would say, unless they keep adequate cash reserves and ade-
quate liquid reserves behind their cash reserves, yes, they are making a mistake.

- Mr. McGerr: So that liability that would arise in that case would not be
the result of issuing their own money but the result of making a bad investment
n terms of sound banking?

Dr. Crark: But I think that the liability exists on the face of the note as
S0on as that note passes over the counter; it is an undertaking that they make
to pay the holder on demand. '

Mr. McGrrr: Let me simplify this. The bank has the power to lend that
money. It can with that money buy a national security bearing interest?

Dr. Crark: Right. :

Mr. McGerr: Can you conceive of any way by which a bank, printing its
OWn money and exchanging it for dominion government bonds, could incur a
liability through the use of that money ?

Mr. Jackman: The bonds might go down.

Dr. Crark: Tt incurs it automatically as soon as it issues the money.

Mr. McGerr: 1f that liability arises it will be because the investment in
the dominion government bond was no good.

Dr. Cragrxk: No, T cannot follow that. T would say that the liability exists
the moment that note is handed out by the bank to some person, some third
Person, because it is on its face a legal obligation to pay on demand no matter
what it is put into.

Mr. Jaques: Pay what on demand? T would like to put one question.

Mr. McGeer: Well, just one.

MI‘- Jaques: If T take a bank note or a bill to a banker, you say he will
Pay 1t on demand—pay what on demand? Another bill like it?

Dr. Crark: No, you can get Bank of Canada cash.

Mr. Jaques: Could T do that before the Bank of Canada was formed?

Dr. CLarx: You could get, dominion notes or gold.

Mr. Asrorr: Bank notes have never been legal tender in this country.

22047—613
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Mr. McGeer: What I want to come to is that there is no other corporation
excepting a chartered bank that can print its money and purchase gowernment
bonds?

Dr. Crark: No, I think that is true.

Mr. McGEER: Adl right. Now, can you conceive of a bank in Canada having
printed its own money and purchaemg a dominion government bond, being
unable to take that bond to the Department of Fmance pre-Bank of Canada
days or today, and being unable to secure from the Department of Finance or
the Bank of Canada the cash required to make that investment of the bank
in that bond good?

Dr. Crark: Now, let us keep pre-Bank of Canada days separate from post-
Bank of Canada days The Department of Finance did not buy back bonds
that it had issued, that the government had sold in the past; it never stood |
ready to buy back government bonds. It sold its own obligations for a ten or
fifteen year period, and no holder of those bonds could come in at any time to
the Department of Finance and say, “please change this into cash”?

Mr. NoseworTHY: Could they use them as collateral to the Bank of Canada?

Dr. Crarx: We are talking about pre-Bank of Canada days.

Mr. McGeer: What you said is that there was no obligation on the part
of the Department of Finance to either lend Dominion of Canada notes or to
purchase the Dominion of Canada bonds held by banks to avoid a liquidation
or a winding up of the bank with loss to its depositors or shareholders or note
holders?

Dr. Crark: I was saying that when the Dominion of Canada in the past
sold a fifteen year bond there was no obligation on the part of the Department
of Finance or the government to buy back or to lend on that bond until the
fifteen year maturity came around. I, perhaps, should have made this clear—
and this is maybe what you have in mind—that while the Finance Act was in
operation there was a possibility for the banks to deposit securities, certain
classes of securities, with the Department of Finance and get cash.

Mr. McGeer: And in Bank of Canada days they came along and extended
the powers of the Bank of Canada to include the power to accept securities |
from the chartered banks on a very much wider scale than ever before?

Dr. Crark: To buy securities.

Mr. McGeer: Or to lend to them?

Dr. Crarx: Yes.

Mr. McGeer: They have all kinds of powers?

Dr. Crark: Yes.

Mr. McGeEr: You can lend cash to them or issue them over into circula-
tion as you did on the easy money policy, or you can buy your securities out-
right; you have the widest latitude for coming to the rescue of the banks under
the Bank of Canada—even the power to lend on the security of a note. What
I do want to point out to you is this: even in the pre-Bank of Canada days the
Department of Finance did come to the rescue of banks in trouble in Canada,
banks who had expanded their loans and investments?

Dr. Crark: Not banks in trouble; I think the Finance Act operated.

Mr. McGeer: You remember the taking over of the Mackenzie and Mann
interests and the issue of some $26,000,000 of Dominion of Canada cash, and
did we not come to the rescue of the Bank of Commerce?

The CrARMAN: Not at all.
Dr. Crark: No, Mr. McGeer; it was to raise money for the government.
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. Hon. Mr. Hanxson: If you would read the report of Sir John Aird’s evidence
I 1923 you will see the answer.

Mr. McGeer: I have read it. Now, anybody who would suggest that a
bank with a right to issue money and exchange that money for interest bearing
‘bonds is incurring a liability in my opinion is converting the privileges of the
monopoly into something which is not a liability at all.

Dr. Crarx: Well, on that basis the whole Bank Act must be wrong. In
these returns that are provided by law the banks must show their notes in
circulation as liabilities of the banks, and I cannot see that there is anything
else— .

Mr. Assorr: This is an interesting discussion, but it seems to. me to be
pretty academic in view of the fact that the note issue has practically disap-
peared now and will disappear in four or five years.

Mr. McGeer: We are dealing with the liability of the shareholders.

. Mr. Assorr: We are dealing with the section which relates to the double
liabilities of shareholders which now is reduced to the extent that the note issue
of the bank is reduced and which will disappear on the last day of January,
1950, when the note issue so far as the banks are concerned, is extinguished.
So we have taken a great deal of time in discussing the theory of a bank’s right
t0_ issue notes. It is interesting, but in this hot weather it seems to me we
might go on with something which is of more practical significance.

Mr. McGeer: I know. You may get some light out of this discussion too.

Mr. Assorr: I have no doubt I shall.

Mr. McGrer: Don’t come to the conclusion that all the information with
regard to this matter is locked up and not disclosed.

Mr. Assorr: Oh, no, no.

Mr. McGeer: Now, Dr. Clark, I want to come to the other point. A
contingent liability is incurred by the bank in using that money when it makes
an investment, a contingent liability is also made when it makes a loan?

Dr. Crark: A direct liability.

Mr. McGeer: All right, you say that; but it can only become a liability
provided the investment loses the liquidity which the bank requires to meet
1ts demands?

Dr. Crark: No, it is a liability the moment it passes over the bank’s

counter, :
Mr. McGeer: Then, it is a liability incurred, if it takes on a deposit?
Dr. Crark: Surely.

. Mr. McGerr: So that any liability that is incurred in connection with the
1Ssue of bank note currency comes as a result of the circulation by the bank of
that money as an investment, or as a loan, or incurs a liability to a depositor
who goes and deposits the amount which he has on deposit in the bank. Now,
You say that is a liability?

Dr. Cuark: Absolutely.

Mr. McGerr: That is a liability? The government has relieved the
shareholders of a liability.

Dr. Crarx: I cannot understand that, Mr. McGeer.

Mr. McGeer: By reducing their power to issue money, the government
Or parliament by enacting this legislation, according to your interpretation,
has ' reduced the liahility of the shareholders?

Dr. Crark: Tt has taken away the right to issue notes, bank notes, “which
served as money; it has taken that away and to the extent that the notes of the
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bank in circulation are thereby reduced—the liability of that bank is thereby
reduced. Remember, I pointed out a while ago, that while I said that these
notes in circulation are direct liabilities of the bank as soon as they pass over
the counter of the bank into public hands, I also said it was a privilege that
the banks possess to issue their notes, their obligations to serve as part of the
money supply of the country. I am not denying that that is a privilege.
I think they made some money on that. I think the note issue was the basis
of a reasonable profit to the banks. ‘

Mr. McGeer: And a reasonable service to the country providing a medium
of exchange. ‘

Dr. Crark: Quite.

Mr. McGeer: I agree on that.

Dr. Crark: That does not prove that the notes are not a liabillity.

Mr. McGeer: That makes it all-inclusive. So that parliament by enacting
the Bank of Canada legislation and reducing the power as they did in 1934
of the chartered banks to issue their own money, and now by this amendment
limiting them to the issue of the circulation and closing it out. completely at
1950—

The CuAmrMAN: Is it the wish of the committee to sit this afternoon?
Very well, we will meet tomorrow morning at 11 o’clock.

The committee adjourned to meet at 11 o’clock, July 13.

JuLy 13, 1944.

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

Mr. CLeAVER: As the committee now has a quorum I should like to move
that the quorum of this committee be reduced to ten. We have frequently had
to wait ten, fifteen, and one day last week, twenty minutes for a quorum.

Mr. LaronTaNe: I will second that motion. .

The CHARMAN: All those in favour please raise their hands? Opposed?
I declare the motion carried. Of course, you understand that has to be reported
to the house. :

Mr. Creaver: Yes, I do.

The CuamRMAN: Is section 129 carried?

Mr. Gramam: Mr. Chairman, before we carry that section what do Mr.
Abbott and Mr. Clark think of the advisability of deleting that section?

Mr. Assorr: Just so that I can understand your suggestion, Mr. Graham,
was it your proposal that the remaining double liability with respect to the
shareholders should be eliminated entirely?

Mr. GraaaM: Yes.

Mr. Assort: I thought that is what it was. I thought of that yesterday.
It seems to me, as Mr. Hanson has indicated, it is going to disappear pretty
rapidly. It is now down on a proportionate basis to 35 per cent and will be
25 per cent from the 1st of January and by the 1st of January, 1950, will
disappear entirely. My only concern is whether the general public would
entirely understand the elimination now of the double liability as long as there
is still some of the note issue outstanding, and it seems to me on balance perhaps
it would be as well to leave the section in the Act realizing as we do that the
liability is a diminishing one and will disappear inside of five or six years.

Mr. Grauam: I withdraw my objection.

N
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Hon. Mr, Hanson: I agree with what Mr. Abbott has said.
_ Mr. Nospworrny: Mr. Chairman, there are one or two questions I would
like to clear up regarding double liability. I notice here that the purport of
section 129 is to reduce the responsibility of shareholders regarding double
liability in scordance with the withdrawal of their right to issue notes which
would seem to indicate that the purpose of the double liability clause in the
Bank Act originally was to offset or to provide security for the customers of
the bank against the issue of bank notes. I noticed that when we were dealing
with the banks which had failed in the past the reason for the failure was not
given as the excessive issue of bank notes.  There were a number of other
reasons given for bank failures. I noticed also that in the event of failure the
double liability clause was brought into effect to protect the bank’s customers
not only against the issue of notes but against all these other causes which have
brought about failure. :

Hon. Mr. Hanson: It is primarily against the issue of notes.
~ Mr. NoseworrHy: That is a point I want cleared up . Just how important
is this double liability as a means of protection not only against the issue of
notes but against other losses that banks run into? The second point I should
like to know is to what extent has the double liability feature of the Bank Act
functioned to protect customers of the banks in the case of those banks which
have failed?

Mr. Tompxins: I can give you that.

Mr. NoseworTHY: I notice in one case, for instance, the shareholders
refused to pay the double liability which was given, I think, in the case of the
Sovereign Bank. I think we should have that matter cleared up. Just what
is the importance of this double liability feature in relation to bank losses and
bank failures, and to what extent have the banks been able to call the double
liability feature into effect where banks have failed in the past?

Mr. TompkiNs: Mr, Chairman, if the members of the committee will refer
to exhibit No. 5, which is a statement of the banks which have gone into liquida-
tion since Confederation, you will find there a summary of the amount of double
liability collected in a number of instances, and the footnote with reference to
the Sovereign Bank situation will indicate, I think quite clearly, what happer}ed
in that particular case. The double liability has been a source of protection
for the creditors of the banks in general, although the general theory i1s the
double liability feature with respect to bank shares was more or less contem-
poraneous with the note issue privileges of the banks.

Hon. Mr. Haxsox: What are the creditors of the banks in order of priority?
The Crown is first?

Mr. Tompxrins: First is note holders; secondly, the Crown in the right of
the dominion; third, the Crown in the right of the provinces—

Hon. Mr. Hanson: By statute.

Mr. Tompkins: Yes, and fourth, all others.

Hon. Mr. Hansox: Then note holders are in a preferred position, and there-
fore you argue this double liability is for their benefit.

Mr. Tompxins: I think largely because they are involuntary ecreditors
rather than voluntary creditors.

Hon. Mr. Hanson: I guess you are right.

The Cramrman: Shall the section carry?

o Mr. McGgrer: There are some questions T wanted to ask Dr. Clark before
DIS question of double liability was finally disposed of. I think yester_day,
hl"' Clark, we got to the point where the cancellation of the right to issue
chartered bank notes, disappearing as it does, relieves the banks of all liability
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and as you put it you do not accept my proposal of contingent liability but
direct liability ?

Dr. Crark: Yes.

Mr. McGeer: I think you will also agree it was a privilege and a liability?

Dr. Crark: I think. I said, Mr. McGeer, that the right to issue notes was
a privilege, that once the notes were issued and got into the hands of other
people they became a liability of the bank and an asset of the persons receiving
them.

Mr. McGegr: And because this double liability was a provision to protect
note holders, as the right to issue notes decreases so should the liability of the
shareholders?

Dr. Crark: I said that seemed to be the thinking of parliament.

Mr. McGeer: That is the clear attitude expressed in this legislation and the
amendment, proposed to it. That is seetion 129.

Mr. MacpoNaLp (Brantford): There is nothing to prevent any individual
or any corporation from issuing notes. I can issue my own notes.

Mr. Jackman: You cannot get them accepted.

Mr. MacpoNaLp (Brantford): The only difference is T might have more
difficulty in getting mine accepted. I do not see where there is any special privi-
lege given to a bank in that respect whatsoever. If the people are prepared to
take my notes then it is up to them.

Hon. Mr. Haxsox: Let us not argue about that.

The CuamrMAN: Let us not have interference.

Mr. McGeer: I suggest to you that the Bank of Canada since its inception
has supplied the chartered banks of Canada with their currency cash requirements
to the extent, at least, that they have been increased by the fall in the amount
of their own currency ‘that they could issue?

Dr. Crarx: Supplied in the sense of sold to the banks, sold the extra Bank
of Canada cash that the banks needed since the Bank of Canada started opera-
tions.

Mr. McGeer: Whether it was sold or in any other way the Bank of Canada
did make that amount of currency which was required to take the place of the
issues that had been denied the chartered banks?

Hon. Mr. Hansox: Would it not be more correct to say that the chartered
banks supplied currency by the purchase of Bank of Canada notes which they
handed out to their customers?

Mr. McGeer: I say whether it was in that way or in any other way—we
may disagree on that—the supply came from the Bank of Canada.

Dr. Crark: Oh, yes. By law the banks are required to keep their cash
reserves in the form of Bank of Canada cash.

Mr. McGeer: And the Bank of Canada supplied that cash?

Dr. Crark: Yes, surely.

Mr. McGeer: Yes.

Dr. Crark: Supplied it in the sense of “sold” it.

Mr. McGeer: The chartered banks had to pay for the cost of printing,
whatever it was, and servicing their chartered bank currency notes. That is one
item of expense, was it not?

Dr. Crark: Yes, in regard to their notes.

Mr. McGeer: Yes, in regard to their notes.

Mr. MacooNarp (Brantford): Will you explain what the servicing consists
of?
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er. McGegr: When bills comes in defaced, or torn, or new issues are
made.

Mr. Tompkins: And express charges, insurance and things of that sort.

Mr. McGegr: Absolutely. I am now dealing not with the distribution but
with the issue. In the issue there was the cost of printing and servicing?

Dr. Crarx: Yes.

Mr. McGrer: There was the charge of 1 per cent tax on the circulation, was
there not?

Dr. Crark: That is right.

Mr. McGeer: I suggest that the banks have been released from both those
charges?

Dr. CLark: When their note issue disappears, they will obviously be
released.

Mr. McGeer: And in so far as the Bank of Canada is now supplying the
currency to the chartered banks, the Bank of Canada pays for the printing of the
bills and the servicing of the bills. That is correct, is it not?

Dr. Crark: For its own bills, yes.

Mr. McGeer: For its own bills?

Dr. Crark: Yes.

Mr., McGeer: And in addition to that, the government has lost the
revenue of the 1 per cent on the chartered bank note circulation.

Dr. Crark: Yes. But it has gained the revenue from the use of Bank
of Canada notes.

Mr. McGeer: Yes. You said a moment ago that the chartered banks
sold ‘their notes?

Dr. Crark: No, I said—

" kl\/{?r. McGerr: Or that the Bank of Canada sold its notes to the chartered
anks?

Dr. Crark: Yes. :

~ Mr. McGeer: Is that the only way that the chartered banks can come
Into possession of Bank of Canada bills?
_ Dr. Crarx: In one way or another that is the only way. What I mean
is this. The chartered banks can only get Bank of Canada notes by paying,
$0 to speak, 100 cents on the dollar or by assuming a liability of 100 cents
on the dollar to a depositor who has made a deposit of Bank of Canada notes
n the chartered banks.

Mr. McGeer: Now, Dr. Clark, I want you to get on the record flat on
that. You say that when the Bank of Canada purchases a bond from the
government, and the government issues a cheque against that credit which
it then has in the Bank of Canada—or let me get the steps correctly. The
government, in selling a bond to the Bank of Canada, exchanges the bond
for credit in the Bank of Canada. Is that not correct?

Dr. Cragrk: Yes.

Mr. McGrer: And when the government wants to use that money to
pay for government services, the government issues a cheque on the Bank
of Canada. Is that right?

Dr. Crark: Yes. :

Mr. McGerr: And that cheque is then taken by the receiver of it to
one of our chartered banks? :

Dr. Crark: That is right.

Mr. McGerr: And the chartered bank then presents the cheque.

22047—62
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Dr. Crark: That is right.

Mr. McGeer: To the Bank of Canada?

Dr. Crark: That is right.

Mr. McGeer: And receives from the Bank of Canada—

Dr. Crarx: A deposit in the Bank of Canada.

Mr. McGeer: Well, the cash—

Mr. MacpoNALp (Brantford): Get the answer.

Dr. Crark: Which is chiefly a deposit in the Bank of Canada.

Mr. McGeer: And if it wants cash, it can get it on demand?

Dr. Crark: Yes. If it wants notes instead of deposits, it can take
the notes; but it is the same thing.

Mr. McGeer: But if it wants notes, then it has either the right to
hold them there as a deposit or to take the notes?

Dr. Crark: That is right.

Mr. McGeer: And Bank of Canada cash issued in that way then becomes
the property of the chartered banks?

Dr. Cragrk: That is right.

Mr. McGeer: That is right.

Dr. Crark: But the chartered bank then has a liability to the purchaser
who deposited with the bank.

Mr. McGeer: We agree on that. But the chartered bank, having
come into possession of cash in that way, then has a liability to one depositor,
but has the power to create, under banking practice, nine times the amount
of that liability to nine other depositors?

Dr. Crark: Yes, by accepting a liability to those other nine depositors,
just in the same way.

Mr. McGeer: Accepting those liabilities to other depositors; and that
is what you want this committee to believe is a purchase by a chartered
bank of Bank of Canada cash?

Dr. Crark: Well, it certainly is. If T buy a house and give my note
to the seller of the house, and he is willing to take it, I have purchased the
house by giving my note for it, and I am accepting a liabiilty for 100 cents
on the dollar there, in the same way the bank is by accepting the deposit
liability to the depositor for 100 cents on the dollar; either in that way or
in direct purchase by the Bank of Canada of government or other securities

~

held by the chartered banks you have what in effect is a purchase by the

bank of Bank of Canada cash.

Mr. McGeer: Let me put this to you. A contractor with the govern-
ment receives a cheque from the government on the Bank of Canada. He
takes that cheque and deposits it in the Bank of Montreal.

Dr. Crark: Yes.

Mr. McGeer: That depositor then has a deposit?

Dr. Crark: That is right.

Mr. McGeer: In the Bank of Montreal?

Dr. Crark: That is right; and he can get cash to-day or to-morrow.

Mr. McGeer: Just a minute. The Bank of Montreal can then go to
the Bank of Canada and take the amount of money which the cheque that
was deposited represented, and put it in its till or its vaults?

Dr. Crark: That is right.

|
|
|

|
l
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Mr. McGeer: And all that has happened is that the Bank of Canada

has put in the possession of the Bank of Montreal the exact amount that
the government paid the contractor and that the contractor deposited with
the bank? :
.. Dr. Cuarg: You say that is all the Bank of Montreal has done. No,
1t is not. The Bank of Montreal has accepted a demand liability to that
contractor depositor, and it has accepted a liability to pay cash to-morrow
for it or to-day.

Mr. MacpoxaLp (Brantford): To pay wages or anything else.

Mr. McGeer: Let me take the transaction on another basis. The
contractor, instead of depositing the cheque, goes to the Bank of Canada
and presents the cheque.

Hon. Mr. Haxsox: He cannot.

Dr. CLark: He cannot do that.

Mr. McGeer: He cannot get cash?

Dr. Crarx: No. He could not do that.

Mr. McGeer: Why?

Dr. Crark: The Bank of Canada does not deal with individuals. It is a
central bank for bankers.

Hon. Mr. Haxson: He knows that.

Mr. McGeer: Do you mean to tell me if I have a cheque written by the
government on the Bank of Canada, I cannot go and present it to the Bank of
Canada and get cash?

Mr. Creaver: Mr. Chairman, I rise to a point of order. May I ask Mr.

MecGeer what point he is trying to establish in regard to the matter dealt with
by section 1297 -
.. . Mr. McGeer: I shall be very glad to answer that question, because I think
If the members of the committee appreciated just what is going on to-day, their
attitude might be a little different. The point I am making is that the liability
of the shareholders has been substantially reduced. They have lost the liability
of printing their own money. They have lost the liability of servicing their own
money. They have been relieved of the payment of a 1 per cent tax on their
circulation, and they are now asking that the double liability of shareholders,
which was just as much a security to depositors as it was to note holders, be
removed. They are being supplied with cash free by the Bank of Canada.

Hon. Mr. Haxsox: Not at all.

An Hon. MemBer: They pay for it.

Mr. McGeer: They do not pay for it.

Hon. Mr. Haxsox: You are all wrong.

Mr. GraHAM: M. MecGeer, this committee—you being the exception—ap-
Darently was quite prepared to maintain this section intact as it stands now.
Why spend time arguing the opposite? :

Mr. McGeer: T then say that this question of security for shareholders and
depositors should not be reduced but should be substantially increased, because
the next point is this. Not only are the chartered banks now being supplied with
cash free as far as currency is concerned—

Hon. Mr. Haxsox: That is a false premise. :

Mr. McGeer: That is a liability now assumed by the Bank of Canada,
but the banks have the power to issue what is coming to be more and more
a DOS_ltuvp substitute for currency in the form of bank deposits. If there were
any justification at all at any time for a security as against the issue of

curreney notes, then there must be an equal need and justification for a security
22047—62}
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against the issue of bank deposits for bank deposit holders. We are moving, in
my humble opinion, into a very, very dangerous position as far as our whole
monetary structure is concerned. It is all right to say that you are going to go
ahead, and that you can assume this and that; but I wanted to bring these
things to the attention of the committee. There is just one point that I want
to bring out definitely on the issue. You are conversant with the Bank of
Canada report issued covering the operations of the bank last year, Dr. Clark?

Mr. MacpoNALp (Brantford): Mr. Chairman, if I may interrupt, may I say
that I understood that this morning we were to try to dispose of the non-
contentious sections.

Mr. McGeer: This is a contentious section.

Mr. MacpoNALD (Brantford): Yes, this is a contentious section.

Mr. McGeer: We had it under consideration yesterday when we adjourned.

Mr. MacpoNaLp (Brantford): Definitely it is a contentious section. But
there have been waiting in the committee for the last three days representatives
of the Retail Credit Federation; and I think if we are going to deal with con-
tentious sections and not get on with the passing of the non-contentious ones, we
should hear those representatives as soon as possible in order that they can get
away.

The CaamrrMaN: May I just try to find out from the members if there are
any non-contentious sections left.

Mr. McGeer: I do not think there are.

The Cuarman: Let us look at section 140. Is section 140 contentious?

Mr. McGeer: The interference goes on.

An Hon. MemBer: Carried.

Mr. McGeer: Oh, no. This is certainly contentious.

Hon. Mr. Haxson: That could be carried, I should think.

Me. McGeer: No. That is contentious. I am disputing that.

The CramrMaN: Well, section 146.

Mr. McGeer: That is again tied up with section 117.

The CaamrMan: Shall we carry section 1467

Mr. McGeer: No. .

Mr. Fraser (Peterborough West): Did you carry section 140?

The Crairman: No. We said it is contentious. Section 146.

Hon. Mr. Haxson: Carried.

Mr. McGeer: No. That is tied up with section 117.

Dr. Crark: It is the penalty section.

Mr. Jackman: No, it is not. It is tied up with section 53.

Mr. McGeer: Yes.

The CrarrMAN: We have already passed 53, have we not?

An Hon. MemBER: No.

The CrarrMAN: No, we have not.

Mr. McGeer: I made a mistake in the number.

The CuarrMAN: Shall we carry section 1467

Mr. McGeer: No.

The CuAamrMAN: Then section 149. Section 146 stands. What about sec-
tion 149? L

Hon. Mr. HAxsox: Why could that not be carried?
Mr. McGeer :That is tied up with section 88. That stands.
The CramrmaN: Section 150.
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Mr. Nosewortuy: That is tied up with section 88 also.

The CuAtrRMAN: And section 165 must stand. They all stand. Then I pre-
sume, as we have no non-contentious sections, we might as well go back to
section 129 and finish the argument.

Hon. Mr. Hanson: Let us get some progress.

The Cmamrmax: I might just say, gentlemen, before we go back, that I
think under present conditions we will have to have more frequent meetings.

Some Hon. Memsers: Hear, hear!

The Cuamrvan: I would suggest that we begin to meet at 4 o’clock in the
afternoons, and if necessary meet at night as well. :

Mr. McNevin: Hear, hear!

The Caamrman: We must get on with the work that has been assigned to us.

Mr. McNEevin: And keep strictly to the point.

Mr. Gramam: May I make a further suggestion, Mr. Chairman?

The Cuamrman: It is that, in the light of our past record and the need for
making great progress, we ask you as chairman to apply fairly strictly the
rules of debate, and that you exercise your chairman’s authority to rule out of
order discussions that are repetitious or are not relevant to the issue or the exact
matter under discussion. :

_The Cuamrman: Then, Mr. Graham, will you assist me in defining the
chairman’s authority?

Mr. Gramam: Yes.

The Crmamrman: I have, as I conceive it, no authority except to appeal to
the members not to repeat; and I have, as you know, Mr. Chairman, appealed
and appealed, but without a great deal of success.

Mr. Gramam: Yes.

Hon. Mr. HansonN: May I suggest, Mr. Chairman, that you are too modest,
and that you have authority to hold a debate to relevancy and avoid repetition.
You can always appeal for support to the committee itself.

Mr. McNevin: Hear, hear!

. Mr. Hanson: That is the procedure that I think we will have to put
mto effect if we are to make any progress. Today we have had repetition,
repetition and repetition; and I am personally getting very sick of it and I am
sure that the public are.

Mr. McGegr: I am perfectly willing to take my responsibility.

The CramrMaN: Just a minute, Mr. McGeer, please. As a former chairman
of this committee, Mr. Hanson, I of course pay a great deal of regard to your
observation. When you say that the public is getting sick of it, I wish you
could have read some of the letters that I have received in the past few days
as to, shall I say, obstructionist tactics—and that is the word that has been
used—that have gone on in this committee. Following your suggestion, I will call
the attention of the members to their repetitions; and after I have done that,
the rest of it lies in the hands of the committee. That is all I can do.

Mr. McGerr: Now, Dr. Clark, after that proposition, may we get back to
Some of the facts that, in my humble opinion I believe this committee should
have before they— s

The Cramman: Bearing on one section only, section 129.

Mr. McGerr: Bearing on the question of security.

The CrARMAN: On section 129. y

Mr. McGeer: Provided in the double liability clause of section 129:
The CuamMAN: Yes.
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Mr. McGeer: And I do not want to be interfered with in that way. I mean
to say there is a limit to what you can do. You cannot do that with me.

The CuARMAN: Mr. McGeer, I am not interfering with you. I have been
reprimanded by the committee for allowing too much latitude—

Mr. McGeer: When I am starting my examination.

The CuamrMAN: Please do not interrupt me. I do not interrupt you in
your sentences.

Mr. McGeer: Well—

The CuamrMaN: Please listen; I do not interfere, but I ask you not to
repeat. If you go over the record you will find that many many times you have
repeated and repeated and repeated statements that did not bear on the section
under discussion.

Mr. McGeer: You know one time Lydia Pankhurst was asked why
she said a thing a hundred times—

The CaamrMAN: I do not know that Lydia Pankhurst has anything to do with
this.

Mr. McGeer: Would you mind letting me say a word or two?

The CuamrMan: No. Will you please leave Lydia Pankhurst out of this?
Yesterday you referred to this as a game of football. I think that is very
unbecoming.

Mr. McGeer: 1 thought the interference tactics were so excellent it ought
to be brought to the attention—

The Cuamrman: This is not a game; this is serious business.

Mr. McGeer: 1 agree with you.

The CuAamrRMAN: Then go on and be serious. s

Mr. McGeer: Mr. Chairman, through you may I suggest to Dr. Clark that
we refer to the report of the Bank of Canada at page 3:—

The bank’s holdings of dominion and provincial government securities
were $1,260,375,252 on December 31 last, having risen by $243,974,530
during 1943. Our security purchases during the year were undertaken in
order to offset the effect upon the chartered banks’ cash reserves of the
increase in active note circulation, and also to bring about some increase

in those cash reserves, for reasons which I shall refer to in a later section
of this report.

That was a policy undertaken by the Bank of Canada?
Dr. Crark: That is right.

Mr. McGeer: 1 assume it was a policy agreed upon between the Department

. of Finance and the Bank of Canada?
Dr. Crark: I am a member of the board, Mr. McGeer.

Mr. McGEeEr: As the representative of the Department of Finance?
Dr. Crark: Yes.

Mr. McGeer: So that the policy of increasing the chartered banks’ cash
reserves was a matter of policy of the Department of Finance?

Dr. Crark: And the Bank of Canada.

Mr. McGeer: In which the Bank of Canada concurred, if you will. Now
if you will turn over to page 6 I think you will find an explanation of the reasons
why the Bank of Canada purchased some of the government securities offered.
I read under credit expansion:— .

During 1943, the Canadian deposit liabilities of the chartered banks
increased by $748,000,000. In addition, total active note circulation
(including Bank of Canada notes) rose by $161,000,000, making the total
expansion in the volume of money, therefore, $909,000,000 during the year.

ey .
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How did the chartered banks increase the total volume of money in Canada by
$748,000,000?

Dr. Crarx: It resulted primarily from the action mentioned in the first
section you read, Bank of Canada purchases in the open market of government
securities,

Mr. McGrer: And that money went into circulation and found its way to
the vaults of the chartered banks?

Dr. Crark: Yes, to some extent in Bank of Canada notes but largely in
Bank of Canada deposit balances, balances with the Bank of Canada.

Mr. McGrer: What effect did that have on the total volume of purchasing
power in circulation?

Dr. Crark: It increased the volume of purchasing power in circulation by
$909,000,000 in the year.

Mr. McGeer: Tell me this, what would have been the difference in the total
volume of money in circulation if the Bank of Canada had purchased the whole
$909,000,000 of securities financed under the system that was followed?

Dr. Cuark: If it had purchased $909,000,000 worth of securities probably
the increase in deposit liabilities of the banks would have been materially larger
than that, substantially larger.

Mr. McGeer: How would they have been larger? That is what I want
to know?

. Dr. Crark: The purchase of securities by the Bank of Canada would result
In the deposits of Bank of Canada cash increasing in the chartered banks.
Therefore, the cash reserves of the chartered banks would have gone up and

ére would have been a tendency to increase their deposit liabilities by the
purchase of securities. While probably there would have been no chance for
making increased loans it would have tended to increase the purchase of
securities and therefore to increase the deposit liabilities of the chartered banks.

Mr. McGeer: From whom would they have purchased these securities?

Dr. Crark: Presumably from the general market.

Mr. McGeer: Is there any limit to-day upon the power of the banks to
burchase securities in the open market?

. Dr. Crark: The limit is in section- 59. The banks must keep a legal
minimum cash reserve of 5 per cent. In actual practice on grounds of prudence
they find it necessary to keep approximately double that 5 per cent.

Mr. McGeer: Now, to-day we have in issue roughly $1,400,000,000. of Bank
of Canada notes. That is right, is it not? ’

Dr. Crarx: T do not think it is quite that large. On December 31 last Bank
of Canada notes in circulation were $751,000,000.

Mr. McGeer: Mr. Towers told me that the deposits of the banks in the
Bank of Canada were the same as notes in issue?

Dr. Crark: They have the same general effect. They are the same thing in
essence but you were speaking of notes in circulation.

. Mr. McGeer: I am speaking of notes which are available to the banks
either on deposit with the Bank of Canada, in their possession or in general
circulation,

Mr. Gramam: You still use the word “notes”.

Mr. McGeer: Notes, currency.

* The CrAIRMAN: Mr. McGeer, T must rule that this discussion which you are

rnging out is not relevant to section 129. ;

Mr. McGrer: I appeal from your ruling, Mr. Chairman. T shall take it to
the floor of the house.
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Mr. Marier: Take a vote.

The CaarMAN: You appeal against the chalrman of the committee?

Mr. McGeer: Yes.

The CuamrMaN: All right, gentlemen, what is your pleasure? Do you
sustain my ruling?

Mr. McGeer: I ask for a recorded vote.

The Crarmax: All right. Please raise your hands, gentlemen. All those
in favour? Opposed? Gentlemen, apparently I have been sustained. The clerk
jl}llsq informs me that there is no appeal in committee against a ruling of the
chair.

Mr. McGeer: We can have a recorded vote.

The Cuarman: We have had a vote.

Mr. McGeer: I want the names recorded.

Hon. Mr. Haxsox: That is all right; let us have it. That is the shortest
way to deal with it.

Mr. MacpoNALD (Brantford): Is there an appeal from the ruling of the
chair? If there is no appeal from the ruling of the chair—

The CuarMaN: There is in the house but not in the committee, so the
clerk informs me, but if it is desirable to have a recorded vote—

Mr. Creaver: Let us record it.

Mr. McNgvixn: Record it, for goodness sake.

Mr. Macooxarp (Brantford): We ought to abide by the rules. If it is
not in order to have a recorded vote I do not think we should do so. I think
in this committee we should get down to the.job and proceed according to the
rules. Everybody has been given a wide latitude. I think this is the thirtieth
some odd meeting of this committee. I think we ought to abide by the rules
and everyone of us stay by them.

The CuaRMAN: Mr. McGeer, I might just say there were only three who
sustained your contention against the chairman. It seems rather, shall T say,
a waste of time.

Mr. McGeer: I do not agree w1th you. I have asked for a recorded vote .
and I want it.

Mr. Jaques: Yes, I would like to go on record.

The CuamrMaN: All those in favour of sustaining the ruling of the chair
will please say yes as their names are called.

Mr. MacpoNarp (Brantford): Do 1 take it, Mr. Chairman, that on
every future occasion when your ruling is objected to we are going to take a vote?

The CaamrMAaN: No. The clerk is looking up the reference to the particular
matter, and as soon as we have that and I read it clearly myself to the committee
we will abide by that ruling, but in the meantime I think we will save time
by taking a vote and having it recorded.

Mr. SvacHT: As a matter of information, I am not clear what the rulmg
of the chair is. Am T right in thinking that your ruling was that the particular
questions recently asked—

The CrAlRMAN: Yes.

Mr. SvaGgHT: —were more appropriate under section 59?

The CHAlRMAN: I had that in mind.

Mr. SvacaT: We still have 59.

The CHARMAN: Yes.

Mr. Noseworray: I think you should make your ruling clear.
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The CramrMAN: I have made the ruling that the questions which were being
asked by Mr. McGeer were not relevant to section 129. That was my ruling.

Mr. Macponarp (Brantford): But they may be relevant to some other
section,

The CramMan: You, Mr. Slaght, I understand are in favour of my ruling?

Mr. SvacuTr: 1 am.

Mr. Gray: I think that with the chairman ruling as he has and trying to
be fair all through the sittings surely to goodness we can uphold the chairman
without recording our votes on appeal from the chair. I know the chairman
does not mind being put in that position but I would hope it would not be
necessary.

_Mr. SragaT: Dr. Clark will be here when we come to section 59 if it is
desired to question him?

_ The Cuamman: He will be here when section 59 is before the committee.
Will you record the vote, please?

(Whereupon a recorded vote was taken).

Mr. McNEevin: Give us the result of the vote, please.
The Cuamman: The chairman’s ruling is sustained by a vote of sixteen
to two. Now, proceed, Mr. McGeer. : r

Mr. Mclurarra: Mr. Chairman, before we continue I think out of fairness

I ought to make it clear why I did not vote to support your ruling. I am sorry

was late coming in and did not get the earlier discussion but as I see the thing
We are being asked to vote this morning at the request of a committee member.
As far as T am concerned the test here must be what is before the committee, not
the whims or wishes of individual members of the committee. I do not think
that committee members should be asked to vote one way or another merely
to satisfy the wishes of a member. The test that must be applied at all times
18 whether it is a subject matter properly before the committee.

The CrarMaN: Will section 129 carry?

Hon. Mr. Haxson: Carried.

The CrarMaN: Will section 140 carry?

Hon. Mr. Haxson: Carried.

The Cuamman: Will section 146 carry?

Mr. Gramam: There is a slight amendment suggested by the minister to
that section.

The CuATRMAN: 1467

Mr. Gramam: There is a slight amendment.

The Cramrman: We have an amendment here. Will you explain your
amendment, please, Mr. Minister?

Mr. Gramawm: It is the penalty clause.

Hon. Mr. Hanson: Substitute “not exceeding” on page 78, line 3.

Hon. Mr. Trsuey: The section as found in the draft bill provides for a
penalty of $250, and it is proposed to substitute the words “not exceeding” for
the word “of”.

Hon. Mr. Haxsox: Making it the maximum instead of a fixed penalty.

Hon. Mr, Irsuey: It will make it & maximum instead of a fixed penalty.
That is the way it was in the old Act.

: Mr. MacpoxALD (Brantford): I do not see how we can carry 146 until
We carry section 53. The wording of 146 is:
If any copy of the statement or of the profit and loss account
submitted under section 53 of this Act—
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Now, Mr. Chairman, if section 53 of this Act is not passed then section 146 is of
no effect. My submission is we must of necessity pass 53 first.

The Cuamman: After looking at the uncarried clauses I would suggest we
come back to 53. I think the suggestion of Mr. Macdonald is a sound one.
Suppose we take up section 53. Previous to section 53 we have left 1, 2, 3 and 20.

Hon. Mr. Iustey: I am sorry but section 53 must stand. ]

The CuARMAN: The minister is not ready to go with 53. 54?

Mr. Tompxins: 54 is all right.

The Cuamrman: Shall section 54 carry?

Mr. LaronTaiNg: Carried.

The CaalrMAN: Then, we come to section 56. Mr. Slaght, we have your
amendment to the amendment.

Mr. SracaT: I will try to be just five minutes.

The CramrmaN: Take ten minutes.

Mr. SvacHT: The amendment is found on the first page of the proceedings
of July 11, that is No. 33 of our proceedings, the one that came in this morning.
The amendment recognizes the right of the banks to deduct in any given fiscal
year the actual losses that they incur and negatives the right of the banks to
deduct in that fiscal year the possible future losses which the directors may set
aside under the title of inner reserves. The matter was very fully discussed as
incident to an earlier resolution that I moved, so that my position can be stated
in a very few sentences. I want to have regard to whether or not we recognize
the right of inner reserves set aside by the directors, to some extent better con-
trolled now because of the amendment of Minister of Finance, which in the future
will place the previously unfettered right of the directors to set aside as much as
they -choose and with no power to curb them. In my view the amendment of the
minister is a distinet step in the right direction, but it leaves still for the—I do
not think anybody can hear me, Mr. Chairman.

The CramrMmaN: Just a minute, Mr. Slaght. The minister is reading the
amendment.

* Mr. SuacgaT: Shall I proceed?

The CaamrMAaN: Just a minute.

Mr. SracuT: All right; I will wait.

Mr. MacpoNALp (Brantford): We are on section 567

Mr. SvacaT: Oh, yes, section 56. The minister has' an amendment, and I
moved a sub-amendment. I am discussing my sub-amendment, and I shall be
very brief.

Mr. Gray: You said it was a step in the right direction, but I did not hear
what you said after that.

Mr. SuacuT: 1 stopped because of the noise.

The CuarMAN: Proceed, Mr. Slaght.

Mr. SuacaT: The minister’s statement, which will come to us in 2 moment
when the sub-amendment is disposed of, by itself justifies, I think, the lengthy
discussion that was had on the matter of inner reserves, because it affords for the
first time under the Bank Act a-control over the previously unfettered discretion
of the directors. My amendment differs from the minister’s view inasmuch as it
is opposed not to reserves in addition to the disclosed reserves, not to the directors:
with the approval of the minister or otherwise, increasing in their judgment the
amount of the banks’ reserves from time to time, but disapproves of their hiding
them and not bringing them into the open. One of the reasons for that is that
had they brought them into the open and put them with the disclosed reserves,
the amounts they set aside called inner reserves would be taxed in the current
fiscal year in which the money is earned. That is the principle that I see so .
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clearly from my viewpoint. That being so, it only remains for the members of
the committee to determine in their own minds whether it is desirable for parlia-
ment, to approve, for the next ten years, the right of bank directors to hide from
their shareholders, from the Banking and Commerce Committee and parlia-
ment, the amount that they see fit to set aside out of earnings for a current year
and allow it to remain in the vault, and simply mark it as so many million
dollars. Let us say a given bank marks $2,000,000 as inner reserves, and there-
fore frees it from taxation for the fiscal year of 1943 when the money was
earned. We learned from Mr. Clarkson—and I think he is quite right—that
that amount called inner reserves, say of $2,000,000 for a given bank, is not
earmarked but lies in the vault. We learned from Mr. Wedd, and I think he is
right, that that money and those securities, in whichever form they may be—
Mr. Clarkson said that part took one form and part the other—are of precisely
fChg same character left in the vault as the disclosed reserves are. In other words,
1t is a reserve put aside and there is no difference in its character, except that it
enables the bank to escape payment of taxes on it for the fiscal year. My view,
In a nutshell is this. That money being earned in that fiscal year, the.safe way
to do is to tax it; and it is admitted that it may never be used for the purpose
-of liquidating the doubtful debt the directors had in mind when they set it
aside. After five years that debt which they thought was precarious may turn
out to be all right and may be paid in full; because Mr. Tompkins has told us
that as soon as you set aside any amount for hidden reserves, it becomes the
money of the shareholders and could be paid to them as dividends.
Hon. Mr. Hanson: Oh, no.
Mr. StacaT: Oh, yes.

. Mr. Jackman: That is misleading again, Mr. Chairman, I said that every
time Mr. Slaght made these statements which are calculated to mislead, I would
stand up and correct him, if I were allowed to do so. Mr. Slaght has just said
that these appropriations for inner reserves are the shareholders’ money, and he
eited Mr. Tompkins in support of that contention. Those words do not appear
In the statement Mr. Tompkins made at the time, and I can only protest against
It. T think every member of the committee understands exactly the nature of

€ Teserves, that they cannot possibly become the property of the shareholders
and be distributed to the shareholders without going through the profit and loss
account where they are going to be taxed.

An Hon. Memser: Hear, hear!

Mr. Staeur:  Of course, they go through the profit and loss account and
Would then be taxed. But let my friend at least understand what I say, and
¢t me read him what Mr. Tompkins said. I have said nothing this morning
to indicate that if after a lapse of years a bank sees fit to make such of the
llfllner reserves as are still left and lying there, available for dividends for
i areholders, then before they do so, they will not be taxed. They will have to
€ taxed. Nobody has gainsaid that.

Mr. Gramam: Would you favour double taxation?

Mr. Stagur: I do not favour double taxation, no.

Mr. Gramam: That would follow.

Mr. Stacur: Oh, no. If you tax them in the fiscal year in which they
?l'.e earned, they go into disclosed reserves and disclosed reserves can be dis-
ributed to shareholders, because they have been taxed, without a second taxa-
100, 1n the hands of the corporation. Do not misunderstand that.

Mr. Jackmax: Will Mr. Slaght permit me to ask him a question?
= Mr. Stagar: Not until T correct your mis-statement, if you will allow me.

e0 you may ask me a question. My friend Mr. Jackman, who might be

styled the human yeasteake, the great interrupter or riser on every occasion—
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The Cuamman: Order, Mr. Slaght.

Mr. StagHT: On page 257 I want you to hear what Mr. Tompkins did say.
I hesitate to trouble the rest of the committee, but I want Mr. Jackman to
listen. In the middle of page 257, where Mr. Tompkins is being examined
not by me but by Mr. Fraser, he says:—

I would like to conelude my remarks by saying that I consider the
inner reserves of the banks are reasonable, having regard to present and
prospective risks in the banking business. I think that is a fair state-
ment. I was also going to add, but perhaps it is superfluous, that these
reserves are the moneys of the shareholders

Hon. Mr. Haxson: Are what?

Mr. TompriNs: Are the moneys of the sharéholders and could be
paid out to the shareholders in the form of additional dividends.

This young gentleman rises to say that that is a mis-statement of fact by me
when I directed the attention of the committee to the exact language which Mr.
Tompkins had used.

Mr. JackmaN: I wonder if we might ask Mr. Tompkins to elaborate on
this, because Mr. Slaght does not seem to be able to get it through his imper-
vious head that this is not the actual fact.

Mr. SvagaT: 1 do not want to be interrupted for the moment.

The CHAIRMAN Just a minute, Mr. Jackman. I would ask you to with-
. draw the word “impervious”.

Mr. JAckmAN: Mr. Slaght has referred to me in a certain way.

Mr. SvaguT: I did not cateh the bouquet.  What was it?

Mr. JackMmAN: Your impervious head.

Mr. SvagaT: Impervious head?

The CrAmMAN: I must rule that yeasteake is out of order.

Mr. JackmaN: I want you to put a bit of yeast in there and expand so
you can absorb.

Mr. StagHT: If my hon. friend, instead of bothering with my head, will
pay more attention to the vacuum that is under the skull of his head, we will
get along faster.

The CuARMAN: Order, please.

Mr. JackmAN: Mr. Chairman, I asked if we could have Mr. Tompkins
elaborate on what he said in respect to those questions which Mr. Slaght has
just cited. They are undoubtedly true perhaps as far as they go, but they are
not, the whole truth. '

Mr. MacpoNaLp (Brantford): Mr. Chairman, may I suggest to you—

The CrarMAN: Just a minute. Mr. Slaght, I assume you want the truth,
the whole truth and nothing but the truth?

Mr. SuagHT: Yes, if you can get it?

The CuArRMAN: Suppose we accept Mr. Jackman’s suggestion and ask
Mr. Tompkins if he desires to make a further statement or to amplify the
remarks you have just quoted?

Mr. SuacHT: Yes, Mr. Moore, I shall be glad to do that, if you will
permit me to show what Mr. Ilsley says about the taxable character and non-
taxable character of the inner reserves. Then we will hear Mr. Tompkins.

The CuAIRMAN: I think that is a fair compromise.

Mr. SracuT: All right. I am referring to Mr. Ilsley’s statement which is:
embodied in our records, no doubt; but I happen to have the mimeographed.




BANKING AND COMMERCE 921

pamphlet that he gave to us. On page 6 we find this statement, about one-
third of the way down. I may say that Mr. Ilsley and I are not in disagree-
ment, in my judgment, as to the character of inner reserves and, as to the
need, when the directors set aside an excessive amount as inner reserves, for him
to step in; and his amendment takes the power to do so, and tell them, “You
put aside too much,” and tell the Minister of National Revenue that they have
put aside too much and freed that excessive sum from taxation, which ought to
be taxed, and he puts the Minister of National Revenue on their trail to tax
1t, _Yet my friend Mr. Jackman says that they were not free from taxation.
This is what the minister says:—

Under this arrangement—

And he is referring to their inquiry.
—to the extent that the inner reserves become larger than are deemed
reasonable and necessary, the Minister of Finance has the responsibility
of seeing that the annual provision for losses made by the banks is sub-
jected to tax. :

Why would it be subjected to tax if it were not free from-taxation until he
stepped in? Continuing:—

This is, I will admit, a moral responsibility but I find it difficult to
imagine a case in which it would not be effective. Nevertheless, now that
the question of the adequacy of inner reserves is becoming more than
an academic one and in spite of certain objections, I believe it desirable
that the Minister of Finance should have specific legal authority to direct
that where, in his opinion, amounts transferred to a bank’s inner reserves
are in excess of reasonable requirements having regard to all the circum-
stances, any such excess should be taken into net income and subjected
to tax. Therefore I am proposing to move at the appropriate time an
amendment to the bill to accomplish this purpose.

Then a little lower down, near the end of the page, we have the amendment
efore us, and it is for the very purpose of subjecting untaxed earnings to tax,
ecause the hidden reserve is made too high.

Mr. Jaques: Because they have become earnings.
Mr. SuagaT: Then he adds this:—

I wish to emphasize again that inner reserves, which are no more
than reasonable and necessary, are not part of shareholders’ equity. They
represent only the writing down of assets to their true value and should
not be subject to tax.

That is the clearest indication that in the mind of the minister, not only are
the_y not subject to tax, as he of course sees, but in his view—and he is well
entitled to his view—they should not be subject to tax. Yet my friend Mr.
Jackman had the temerity to tell this committee the other day when I indicated
that ’qhey were not subject to tax that I was making a mis-statement of fact.
That is-all T desire to say to Mr. Jackman. I will be glad to have Mr. Tompkins
make a statement. :

Hon. Mr. Hanson: Will you allow me to ask you a question?

Mr. StAcHT: Yes.

Hon. Mr. Hanson: Would you not agree that before these inner reserves
gg;id?pOSSibly reach the shareholders in the form of dividends, they must pay

87

Mr. Svagmr: Certainly. I have never suggested the contrary. But let
me put this to you, and it is my whole point. * In the year they are earned,
43 earnings, the losses for a particular year have been ascertained and are
educted. This hidden reserve is an additional possible amount that might be
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lost five years hence. Therefore when the five years hence comes around, and
the apprehension becomes a reality and in the fifth year from this year there
is a loss sustained, the fund that you would have taxed, if I had my way, in
the current year it was earned, is then taken and used to defray a bad debt,
and should be deducted from the earnings of that year and reduce the taxes of
the bank, because that is a proper operating expense in the year that the loss
is incurred. :

Mr. Macooxarp (Brantford): But if the loss were incurred, according
to your plan there would not be funds with which to meet it.

Mr. SuacaT: Oh yes, there would.

Mr. MacpoNALD (Brantford): Oh no; there absolutely would not.

Mr. SuacaT: Oh, my friend is wrong. He has forgotten that I said to set
aside an equivalent amount of the inner reserves on top of the disclosed reserves,
but put it out in the sunlight with the disclosed reserves, which will be that
ni]uc}:1 more, and there is the source to go to meet losses for the year, five years
ahead.

Mr. MacooNaLp (Brantford): Mr. Slaght, it cannot be paid out in
taxes and also be in a reserve, whether it is an inner reserve or an exposed
reserve. It cannot be in the two places.

Hon. Mr. Haxson: They are taxed under the excess profit tax 100 per cent
less the refundable part. There will not be anything left.

Mr. SvacaT: Out of $47,000,000 the taxes last year were $15,000,000; and
we have never had that broken down.

The Caarrman: Mr. Slaght, I know you do not desire to repeat your former
statements, and I would ask you to be careful to keep to that good resolution.

Mr. SvacHT: Yes. :

The CuamrMAN: And gentlemen, I would ask you to please not interrupt
Mr. Slaght. He has only five minutes.

Mr. MacpoNALD (Brantford): Yes.

Mr. Fraser (Northumberland, Ont.): Twenty-five.

Mr. SuacHT: Twenty-two was enough.

The CaarMAN: Then you are going to ask Mr. Tompkins to amplify his
statement? .

Mr. SvacaT: Yes. Mr. Tompkins, Mr. Jackman wants you to elaborate
on your statement that I referred to, having regard to inner reserves. It must
be remembered that you were good enough to volunteer this statement, and
perhaps I should give you the exact language.

The CuAlrMAN: No. We have had it already.

Mr. SuacuaT: All right. Your statement was that the inner reserves were
the shareholders’ money and could be paid out in dividends. There is mno
difference between Mr. Jackman and myself, that if you take hold of them, and
convert them into disclosed reserves or rest and use your rest to pay dividends,
that they would become taxable. Is there any difference between you and me
on the subject?

Mr. Tomprins: It seems to me that clears up the whole point. But let
me say this. Of course, the proceedings of this committee have been a great
source of education to me. I can quite see now that in an endeavour, and an
honest endeavour, to answer certain questions, I perhaps did not answer them
as completely as I might have answered them in the first place.

Hon. Mr. Hanson: Hear, hear!

Mr. TompkiNs: An honourable gentleman, who is extremely clever in his
profession, picked out certain questions, as I mentioned before, on pages 418
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and 544 of the proceedings, and used those questions as the basis for a certain
argument,. That is quite within his rights, naturally. I confess right away,
if it will be any satisfaction to Mr. Slaght, that those answers that I gave in the
first place were perhaps not as complete or not as adequate as they might have
been. Tt is perfectly obvious that when I referred to the reserve as being the
shareholders’ money, I could only mean to the extent that it might not
ultimately be needed.

Mr. StacuT: Quite so.

Mr. Tompxins: And it is further quite obvious, I think, that the only way
they could be paid out to the shareholders in dividends is through being moved
mto the profit and loss account of the shareholders and paid out in that way.

Mr. StacuT: Quite so. And subjected to taxes.

Mr. Tompxins: And after being taxed.

Mr. SvaguT: Then we are one on the subject.

Mr. CLeaver: Mr, Slaght, if you do not mind an interruption, I would say
that having quoted Mr. Tompkins, you would want to quote his whole statement,
and the balance of his statement in regard to inner reserves was that ever since
our banking system was established the inner reserves have not been excessive
to the point where one dollar has ever been transferred from inner reserves to
Profit and loss account and on the way to general reserve, but on the contrary
during the last depression some -29-5 million dollars had to be taken out of
general reserve to bolster up the inner reserve.

Mr. SvacuT: I rely on that. I quite understand that. The committee
understands all that. It simply illustrates that for nineteen years, as Mr.
T,Ompkins tells us, not a dollar out of inner reserves has ever been transferred to
disclosed reserves and subjected to taxation in the process of transfer. That
merely emphasizes it.

Mr. Creaver: And there is also the fact that on the contrary there were
29-5 millions taken from the general reserve and put in the inner reserve.

Mr. SLacuT: Of course there was, but what has that got to do with the non-
taxability of the inner reserve?

Mr. Curaver: It is rather obvious to-me.
The Cuamman: Mr. Tompkins has a statement to make.

Mr. Tompxins: There again T would like to add this, that when I answered
that question I had very definitely in my mind the transfer of a lump sum
“Xpressed in this way, if you like, “transfer from inner reserve not required

thousand dollars.”” Mr. Clarkson explained in his evidence on Friday last
that in effect certain of these reserves do come back in the form of recoveries.
Just wish to make that qualification.

Mr. StacuT: I do not understand with respect to the first part of your state-
Mment. You say inner reserves have been transferred to outer reserves and taxed?

. Mr. Tomekixns: In the sense that certain recoveries have been made from

time to time—recoveries from debts that were at one time considered bad.
ere has been a transfer in that sense, but not in the sense of a lump sum

transfer which was what I had ‘very definitely in my mind when I replied to
at question. {

. Mr. Jackman: May I ask you a question? You may not care to answer
this because it may be disclosing certain things that the committee is not entitled
to. Would you be good enough to say whether in the year 1943 the amount of
Tecoveries from debts which were provided for, written off under the so-called
IDner reserve business, was greater than the amount set aside at the end of the
Year as inner reserve against assets that were still outstanding on the books of the

anks? You understand my question? Every year certain recoveries are made
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for which inner reserves have been provided. Is that not so? Do you under-
stand my point? We have a loan to a company of $100,000. It is considered
slightly doubtful so the bank reserves $10,000 against it and it stands on the
books of the bank at $90,000. At the end of the next twelve months that loan
comes back in full and your $10,000 is recovered which was in the form of an
inner reserve and that $10,000 must go in the earnings or the P & L account of
the bank, must it not?

Mr. Tompxins: That is what Mr. Clarkson referred to.

Mr. Jackman: In the year 1943, which was a good bank year because it
was a good year for business, would you be good enough to explain to the com-
mittee, if it is within your province, whether or not the extent of these recoveries
was equal to, less than, or greater than the amount the banks set aside at Decem-
ber 31, or the end of their fiscal years, in 1943? Was that amount they set aside
greater or less than the amount they recovered in the year and which was subject
to 100 per cent EP.T.? ‘

Mr. Tomprins: That is a difficult question to answer because there is an
unknown factor. The banks never know in any given year just what their losses
may be on certain assets.

Mr. Jackman: And they have a reserve against their actual losses in 1943;
they have a reserve against their probable losses. What I am asking you about
is in regard to the reserve for probable losses. Let us say in a particular bank
there is $1,000,000. How much did they recover from assets which they wrote
down in 1936, 1937, 1938, 1939 and previous years, which came back and proved
to be good and the reserve was not required and these recoveries over and above
book value were subject to the 100 per cent E.P.T.? Were those recoveries
greater than the amount set aside at December 31, 1943?

Mr. TompriNs: You are trying to go beyond the statement that was put on
Hansard by the minister which expressed the banks’ experience with regard to
losses on an average basis for fifteen years.

Mr. JackmAN: I am trying to get some new information on this.

Mr. Tompkins: I think that is the only fair way to express it.

Mr. Jackman: The difficulty in trying to support a principle which some of
us believe in, namely that inner reserves should not be disclosed, is simply this.
The reason one cannot, be explicit is*we have not got the actual figures. I am
not asking for the figures but it is most difficult to argue for that principle when
we cannot get any figures at all. I am asking for something new if it is possible
to give it to us, namely, was the amount set aside for the inner reserves at the
end of last year as large as the amount recovered during the year?

Mr. Tompkins: I think the statement will have to speak for itself.

Mr. Jackman: What statement?

Mr. Tompxrins: The statement on Hansard.

Hon. Mr, Hanson: It does not give that information. What Mr. Jackman
wants to know is if in the event recoveries exceed the amount set aside for
probable losses would that over plus not automatically go into the profit and loss
account and be subject to 100 per cent excess profits tax? :

Mr. Tompxins: I think Mr. Clarkson answered that fairly well..

Hon. Mr. Iustey: I certainly understood Mr. Clarkson said in his evidence—
and I am trying to find it—that in the case of certain banks of which he was
the auditor that the recoveries were in excess in certain years of the appropria-
tions to inner reserves, and therefore the inner reserve was reduced. I under-
stood that.

Hon. Mr. Haxson: Instead of taking them into the profit and loss account
and subjecting them to taxation they reduced the inner reserve? I should like
to have that clarified. :
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Hon. Mr. Tusuey: Well, I—

Mr. Macpoxarp (Brantford City): If T may speak to the amendment—

Hon. Mr. Hanson: Let us get this point cleared up.

Mr. MacpoNaLp (Brantford City): While it is being looked up— "

The Cramrman: Are you speaking to the amendment or the amendment to
the amendment?

Mr. MacooNaLp (Brantford City): The amendment to the amendment.

. Mr. Gramam: I suggest that Mr. Macdonald be kind enough to let this
thing go along in chronological order on the record and that the minister be asked
to deal with Mr, Hanson’s point.

Mr. SragaT: I have just one question and then T am through. Referring to
the statement the minister made from which I read extracts—and I do not
need to go over it all again—where he says:—

Any such excess—
Eggthis };ohe excess.you four gentlemen in your review of the matter thought was
high—
—should be taken into net income and subjected to tax.

You agree with that way of putting it, do you not?

Mr. Tompxins: Certainly.
. Mr. SracaT: So that the excess before it is turned back has not been taxed
1 the fiseal year and when it is turned back it will be taxed.

Mr. Tompkins: I think the statement speaks for itself.

Mr, SuagaT: I think so.

The Crammax: Is it the desire of the committee to vote on the amendment
to the amendment?

Mr. MacponaLp (Brantford City): I would like to make a statement.

The Crammax: Let Mr. Noseworthy speak.

Mr. Macpoxarp (Brantford City): I am always obliging.

Mr. Graman: I think this matter that Mr. Hanson raised—

The CramMax: Just a minute, Mr. Graham; let Mr. Noseworthy make his
statement,

Mr. Gragam: Why not get the minister’s reply to Mr. Hanson in the record?

The CHAIRMAN: Perhaps that is what Mr. Noseworthy is going to suggest.

0- o "N sy BRREsE me just a minute; this is the statement of Mr.
larkson to which T referred:—

By Mr. Fraser (Peterborough West):

Q. What I am getting at is this. Statements have been made here
that the banks are not paying any taxes on those inner reserves.—A. I
should like to clear that up now. -

. Q. Yes.—A. I have heard it said that the banks are not paying their
fair taxes. I want to say that so far as some of the institutions which I
have had to do with are concerned, they have reduced their inner reserves
In the last few years by over $1,000,000 and paid the maximum taxes on
that, a situation which to my mind has been very unfair to them in this
way. Ten years or seven years ago, or whatever the time is, there were
loans on the bhooks of the bank which appeared to be bad, doubtful, and
a4 reserve was made against them so as to carry the loans as an asset of
th? bank for which they were believed to be worth. Then after being

- Written off in that way and carried into its inside reserve, some of such
0ans came back in later years and in 1943; having been written off as a
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deduction from profits ten years ago, such recoveries were added to profits
when they were received. This increased profits in such years and left
part, of them subject to excess profits taxes of 100 per cent as compared
with 15 per cent taxes which the bank saved in the earlier period when such}
loans were written off. The course pursued by the bank -was a proper:
course, but what I am saying to you is that b\ occurrences of such klnd*
the inside reserves of some institutions have been reduced and the amount
of taxes which they have paid has been unduly high. I think there is &
situation in that connection which is worthy of consideration.

Mr. Fraser (Northumberland): There was also along the same line an
increase in the market value of the investments which would be reflected:
in the same way and would go into the excess profits tax.

Hon. Mr. IusLey: On realization. _

Mr. Tomprins: On realization only. i

Mr. Fraser (Northumberland): Investments that were written down,
valuated at the end of 1937, would be worth much more and would be |
revaluated by the bank auditors at the end of 1943 at the market value at
that time. That increase in the investment portfolios of the banks would
also be reflected in the increased profits and subject to taxation. |

Hon. Mr. Instey: I do not think until realization, but the increase in '
the value of the securities might ‘be grounds for the Minister of Finance
saying at a certain stage, or the Minister of National Revenue saying at a
certain stage, that now the inner reserves are greater than need be.

Mr. Fraser (Northumberland): That is the point I want to make.

Hon. Mr. Itstey: In which event if he said that the excess would be
subject to taxation.

Mr. Fraser (Northumberland): That is the point I want to bring out.

Mr. Svacur: Like any other company if they get unexpected revenue -
in a given year they pay taxes on it.

Mr. Jackmax: Mr. Clarkson said the other day he doubted if more
than ten members of the committee understood the exact nature of the inner
reserves. Mr. Slaght objected to that statement.

The Cuamrman: Please, Mr. Jackman, do not open old sores.

Mr. Jackman: It is not opening a sore at all. I doubt very much
whether any member of the committee understands exactly how these inner
reserves are made up, and I include myself among that number despite
what Mr. Slaght has said about my imperfect background. I think we
should have more information.

Mr. Svagar: I did not mean that, Mr. Jackma.n.

Mr. Jackman: You and I understand each other perfectly, Mr. Slaght.

Mr. Fraser (Northumberland): 1 hope so.

Mr. Jackman: We do. I do not believe we yet understand exactly how
these inner reserves are set up. I do not understand them myself,

Mr. SvacHT: Speak for yourself.

Mr. Jackmax: I will. I want to know this from some of the bankers
here or from some of our own people. I gathered from Mr. Slaght’s impression
that these inner reserves simply mount up and mount up, and perhaps there
may be a number of deductions from them, and the inner reserves may bear
no relation whatsoever to the amount of assets which the bank has from
time to time or the amount of risk which may attach to these assets in view
of the economic outlook. What I want to know is, do the banks at the end

of each fiscal year review their total assets and caleulate what the appropriate
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reserve should be against these assets, and if the reserve which they had at
the end of the previous year, less recoveries during the year, is inadequate,
then do they feel they should make an appropriation from the revenue that
came into them during the year in order to look after some of these loans
which may go bad in their opinion.

Mr. Suagar: We have had all this twenty times.
~ Mr. Jackman: I do not think we have at all. What I want to know
15 do the banks at the end of the year look at all their assets and decide
what should be the reserve against those assets, and irrespective of what
1t might have been at the end of the previous year?

Mr. Tompxins: I think the minister’s statement in the first place and
other evidence, particularly that of Mr. Clarkson on Friday, really cover
that point. He made it quite clear they make a complete revaluation of
their assets annually. . -

Mr. NosewortHY: Mr. Wedd made that quite clear.

The Cmammax: Is the committee ready to wvote on the amendment
to the amendment?

Mr. McGeer: Just before we vote on that, in the statement at page 136,

r. Tompkins—

Mr. Tompxrins: Pardon?

Mr. McGeer: The statement at page 136 of the evidence, item 7 is
Provision for taxes, $10,500,000 and in 1943 $15,900,000°?

Mr. Tompxins: Yes.

Mr. McGrrr: I take it that includes all taxes, municipal taxes, taxes
(f)in ref‘;;l estate, and income taxes. Could you give us a breakdown of that
gure? .

Mr. Tompxins: I think I could supply that. You mean for 1943?

Mr. McGErr: Yes. ,

Mr. Tompkins: I think I can get the figures for 1943. I will not be
certain about how soon I might get them for all the other years.

Mr. McGeer: I only want it for 1943.

. Mr. Suagar: Will you show the rate of taxation and the amount of
come on which they were taxed?

Mr. Tompxins: I do not think that would be quite feasible. After all you
are entering into a great amount of territory there with regard to municipal,
Ominion, and so forth.

Mr. Stagar: I suggest this committee covers the whole territory.

Mr. Tompxins: Apparently that is the intention.

Hon. Mr. Haxson: The municipal tax varies in every municipality.
ther Mr. SuaeuT: I do not care about the municipal tax, but my point is this that
owe W%‘s $15,900,000 provision for taxes. You are going to be able to tell us
ik dmu‘Ch' was the munmlpal. tptal, the total of the provmmal_, and the tots_ml Qf
e % Ominion taxes? The dominion tax will be the corporation income tax, will it

Mr. Tompxgixs: Corporation and excess profits tax.
of Mr. Svacur: Both; it will be levied at certain rates on a certain lump sum

money. That is inevitable. !

Hon. M. Iustey: Tt would vary with individual banks.

s Ilr\l’hi{ SvacuT: Varia'ble.ibetwe(;n banks but he has got all the banks. He could
315,90% e the $15,900,000 if he did not have it all. He has added it up and got
900,000. What Mr. McGeer suggests is that should be broken down, and
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what I am particularly interested in is the amount you use for a rate to tax
for dominion government taxes, both income and excess profits. That is the
rate you use, and then the bulk sum you use it against in order to get that portion
of the $15,900,000.

Mr. Tompkins: Of course, Mr. Slaght, the rates would vary with indi-
vidual banks. It would hardly be feasible to give you an overall rate that would
apply. May I suggest that I think I can give you only the amount of dominion
taxes. There will not be any provinecial taxes in this total now. There will be
municipal taxes, and there will be some small amount of foreign taxes. I hardly
think it is feasible to give you the rate as you suggest with regard to the
dominion taxes. There will be a certain total of dominion taxes in which there
will be X dollars refundable.

Mr. StacaT: Can you give us the gross sum by way of net earnings—that is
what they tax—of the ten banks to which you applied different rates to get the
portion of the federal taxes included in the $15,900,000?

Mr. Tompxins: I have not that information.

Mr. SuacHT: Perhaps you realize if you did give us that and we then knew
the tax you would have to disclose thereby the hidden reserve because we would
take a penecil and find out.

The CuarMAN: Is it the wish of the committee to vote on the amendment
to the amendment?

Mr. NoseworTHY: Mr. Chairman, T do not think we can vote intelligently
on the amendment to the amendment unless we know just what the effect of the
amendment to the amendment is if put into force, what efféct it would have
upon the inner reserves of the banks. There have been statements made that if
these inner reserves were subject to taxation the entire amount would be eaten
up by the 100 per cent excess profits tax. There have been statements made in
this committee to the effect there would be no reserve left because they would
come under the 100 per cent excess profits tax. There have been other state-
ments that part of these reserves would be subject to the 100 per cent. I think
we should have the picture of just how this amendment to the amendment would
affect these inner reserves, just how that principle of taxation would affect them?
None of us want to vote for an amendment that is going to deprive the banks
of the ability to set up adequate reserves, and if that is to be the effect of this
amendment to the amendment then I want to vote against it. I should like to
know what the effect would be before I can vote intelligently on it.

Hon. Mr. Iustey: That would involve disclosing the position of each indi-
vidual bank to determine whether it was in the 100 per cent class or not. It
would involve doing that, and I do not think that information should be given.
I think this matter should be dealt with on the basis of principle. T think T have
given before the reasons why I think that these appropriations to inner reserves
should be treated as operating costs or operating expenses in so far as taxation is
concerned to the extent that they are reasonable.

Mr. Fraser (Northumberland): Mr. Minister, in connection with Mr. Nose-
worthy’s question I wonder if this would clarify it. They would certainly be
subject to the 40 per cent corporation tax.

Hon. Mr. IrsiLey: Yes. ¥

Mr. Fraser (Northumberland, Ont.): That would reduce by 40 per cent
the possible amount, even if there were no excess profit tax at 100 per cent.
Is that correct? ¢

Hon. Mr. ILsiey: Yes.

Hon. Mr. Hanson: They are all in the excess profit tax.

Mr. Fraser (Northumberland, Ont.): Yes. Even if that were not disclosed,
they are subject to the 40 per cent?
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Hon. Mr. Irsrey: Yes.

. Mr. Fraser (Northumberland, Ont.): So that would necessitate the increas-
Ing of the necessary amount set aside in inner reserves by 40 per cent,
trying to catch up with this, would it not?

Hon. Mr. Instey: I would think so, yes.

Mr. Fraser (Northumberland, Ont.) : Then, as Mr.- Hanson said, if they are
all in the excess profit ‘tax, you create an impossible position, the same as we
create in some other matters.

Hon. Mr. Haxson: Hear, hear!

Hon. Mr. Iustey: Yes. Would the committee be interested in what the
Federal Deposit Insurance Corporation of the United States said in its annual
report of 1942 about the appropriation or setting aside of reserves which would
be regarded as operating expenses so far as taxes are concerned?

Hon. Mr. Hanson: I would.

Some Hon. MEmMBERS: Yes.

Mr. Gramam: Put it on the record, please.

Mr. JackmaN: Yes, put it on the record.

. Hon. Mr. Tusuey: This is the government corporation which insures deposits
In the United States.

Mr. SraguT: Do they hide it there?

Hon. Mr. IusLey: Yes. ’

Mr. SvacuT: They hide it?

Hon. Mr. Insuey: Yes.

Mr. MacooNaLp . (Brantford): Proceed, please.

Hon. Mr. Insuey: This is the government corporation in the United
States which insures deposits of American banks. It makes the recommendation
for the setting aside of reserves by banks in spite of the fact that bank deposits
In most United States banks are guaranteed or insured by the corporation itself.

After referring to the fact that during the tweny-five years 1918-42 inclusive,
more than one-half of the losses of $15 billion incurred by United States
commercial banks on loans and securities other than United States government
iecutrities were incurred in six years out of the twenty-five, the report goes on
0 state:—

This uneven rate of loss contributes to banking difficulties. In pros-
perous periods profits appear to be large, encouraging payment of generous
dividends, whereas in depression years the heavy charge-offs more than
absorb undivided profits and sometimes even result in capital impair-
ment. It is desirable, therefore, that during prosperous periods each
bank should make provision on a systematic basis for losses, which can
be expected to develop in periods of readjustment, on assets acquired
during prosperous periods. Where banks do not follow such a practice,
reserves for losses should be set aside annually in the form of valuation
allowances, or unlimited charge-offs, or in some other manner, against
those groups of assets from which losses ordinarily arise. Such reserves
should, of course, not be regarded as a part of the capital accounts;—
that is to say, should not be treated as a part of shareholders’ equity.

The report goes on to say:— :

Within certain limits the amount of reserves of the loss allowances
set aside annually at a rate in keeping with the experience of the bank
over a reasonable period of years or with the experience of a comparable
group of banks, and with due regard for sub-standard assets, may be
deducted from income in determining net income for federal tax purposes
by banks employing the reserve method of charging off bad debts. Such
deductions may be claimed even though losses have not actually been
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ascertained during the taxable year. The requirements of the super- §
visory authorities, subject to certain limitations, also constitute sufficient
ground for the taking of losses for income tax purposes. ‘

If there may be a concentration of losses in certain periods, which has been
the experience of banks in all countries I think—certainly in this country and
in the United States—it is most proper that in the prosperous periods reserves
be set aside which will take care of the losses in the less prosperous periods and
that they be regarded as reserves against bad debts which are allowed in
ordinary business. If Mr. Slaght’s amendment were to carry, it would deny
completely the right of these institutions only in this country to make a reserve
which would be regarded as an operating expense so far as taxation is concerned
in the year in which the reserve is set aside. There is not a special reason for
doing that in the case of banks. There is less reason for doing that in the
case of banks than there is for other commereial institutions in the country,
because of the great importance of keeping the bank in such a position at all times
that it does not pay out too great dividends, that it has reserves there in case
of demand on deposits. It is the safety factor. There is less reason for doing it.

Mr. Fraser (Northumberland, Ont.): In that statement you have made,
Mr. Minister, the quotation you have given to the committee seems to me
particularly emphasizes the fact, contrary to the amendment to the amendment
as set out by Mr. Slaght, that the very nature of the banking business is such
that the banks trail along after the difficulties of commercial companies.

Hon. Mr. IrsLey: Yes.

Mr. Fraser (Northumberland, Ont.): A commerical company, for instance,
owing a bank might get into trouble in 1943 and it might not affect the assets
of the bank until 1944 or 1945. I think that is brought out in that statement
of yours. } '

Hon. Mr. Irsiey: Yes.

Mr. Fraser (Northumberland, Ont.): So that it only emphasizes and
emphatically sets out the necessity of not charging your taxes year by year, but
mal:nng sure that your inner reserves are sufficient to take care of the trailing
of industrial or commercial disasters in which the bank may be interested.

Hon. Mr. Irstey: Yes. :

Hon. Mr. Hanson: That is a complete answer, I think, to the amendment.

Mr. NoseworrHy: Mr. Chairman, the minister indicated that it would not
be feasible to give the information that I suggested might be given. Is it possible
for him to tell us or to give us just what would have been the effect of taxing the
inner reserves in 1943 in the aggregate in all the banks, without revealing the
rates or without revealing individual amounts? ,

Hon. Mr. IrsLey: What would have been the effect?

Mr. NosewortHY: What would have been the effect if Mr. Slaght’s amend-
ment had been applied to the reserves of all the banks for 1943?

Hon. Mr. Hanson: If this amendment had been put into effect, how would
it have affected the inner reserves?

Mr. Jackman: They would be in E.P.T.

Hon. Mr. Hanson: They are all in excess profits.

Mr. NosEwortHY: There is an “if” there.

Hon. Mr. IusLey: If it is assumed that they were all subjeet, to 100 per cent—

Mr. NosewortHY: There is an “if” there. Should not this committee be
given information as to just what the effect would be? i

Hon. Mr. Iusiey: If we are assuming they were all subject to 100 per cent
tax, if I gave the tax losses to the government and the tax gain to the banks, it:
would be stating just what the appropriation to inner reserves was in 1943.
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Mr. Fraser (Northumberland, Ont.): On 100 per cent. There is always
40 per cent.

Mr. Macponarp (Brantford): May I ask this question? We will go back to
1933 or 1934. 1In those years there were great losses sustained by the banks, I
understand ?

Hon. Mr. IrsLey: Yes.

Mr. MacponaLp (Brantford): Am I right in saying that when those reserves
are taxed, they are reduced by the amount of the taxes?

Mr. Fraser (Northumberland, Ont.): If they were.

Mr. Macpoxarp (Brantford): If the reserves were taxed they would then
be reduced by the amount of that tax. If in 1933 these reserves had been taxed
would the-bank have been in a position to meet its liabilities?

. Hon: Mr. Instey: I do not know about that. The tax rates were not very
high then.

Mr. NoseworrHy: Not if they paid the same dividends, but if they had paid
lower dividends— ,
Mr. McGerr: Some of them were paying a 16 per cent dividend.
Mr. Tompkixs: That is a fantastic figure. That does not express it in the
Proper terms. : X
Mr. Macpoxarp (Brantford): In any event, in 1933 the amount of the
reserve would have been reduced by the amount of tax which was then in effect.
Hon. Mr. Istey: Yes.
Mr. Macpoxarp (Brantford): Now then—
. Hon. Mr. Irstey: Let me see if T understand the question. I think you are
Just stating the obvious, are you not?
Mr. Macpoxarp (Brantford): Yes, that is correct. Now, I come to 1943.
If we follow Mr. Slaght’s suggestion this reserve will be taxed immediately by
Per cent. %
-Hon. Mr. Iustey: Either that or 100 per cent. _
Mr. MacpoNaLd (Brantford): That is the minimum amount, so instead of
g at their present figure they would only be 60 per cent of that amount.
Mr. Spagur: Not on what they have pulled out during the years; I am only
Speaking about the policy for the future.
. Hon. Mr. Irsuey: I think that is right. I have been looking at the amend-
ment and apparently it does not relate to the present inner reserves at all.
Mr. SracuT: No, and it is not retroactive.
Hon. Mr. Iustey: It just relates to future appropriations, perhaps 1944;
I do not know.
. Mr. Macooxawp (Brantford): Then, am I correct in saying if the appro-
Priations they have made now are necessary they will be taken up by the losses?
€y will have to provide for the losses?
Hon. Mr. Irsiey: Yes.
Mr. MacpoNawp (Brantford): So that in the future they would either have
0 appropriate a very very much larger amount in order to meet possible losses
or else they will not, have the money with which to meet them.
Hon. Mr. Tistey:  For the banks in the 100 per cent class it would be im-
~ Possible for them to make any reserves against losses, it seems to me.
ot Mg‘ MACD(_)NA;,D (Brantford): I think that is correct, that if Mr. Slaght’s
mfies (l)Oq bclarrles in the future the banks will not have a reserve with which to
ent pISSI_ne losses and that our who_le bankmg system vylll therefore be yveak-
e will go further and say that in my opinion that if we do unfortunately
Into conditions such as existed in 1933 and 1934 the banks would not be

bein
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able to stand up against the great strain that would be put upon their financial
structure. The reserve would not be there. :

Hon. Mr. Irstey: I have another objection to Mr. Slaght’s amendment.
It is this: that if there were not the 100 per cent rate, if it were merely a 40 per
cent rate, and a larger appropriation was made to inner reserves, in view of
the fact that $40 out of every $100 had to be deducted, his suggestion is that be:
published, and that when losses come they be reflected in the reduction in the:
published reserves. I think it is very bad and dangerous to have big fluctuations
in those published reserves.

Mr. McGegr: Mr. Chairman, 1 was just going to ask Mr. Tompkins if we
can have that breakdown on the taxes along the line suggested for to-morrow?

Mr. Tompxrins: I hope so. \

Mr. McGeer: In connection with the excess profits tax do not the banks
show whether they are in the excess profits tax in their annual statements?

Mr. Tompkins: If the members of the committee will refer to the latest
annual statements of the banks they will see immediately the particular banks
which are in that category because they show in their published statements the
amount of refundable taxes in all cases where they are subject to the excess
profits tax. Speaking entirely from memory I think the refundable portion of
taxes last year was something like 900-odd thousand dollars but I will have that
exact figure, too. I

Mr. McGeer: I take it they are shown in this portion of the statement of
the assets of the Canadian Bank of Commerce on page 5 where it says:—

Other assets not included under the foregoing heads (but including
refundable portion of dominion government taxes amounting to
$168,525.27).

Mr. Tompxins: That is correct. That $168,525.27 is not entirely for 1943.
Mr. McGeer: At that date there was that.
Mr. McGeer: So that it shows that bank was in the excess profits class? ‘

Mr. Tomprins: That is quite correct.

Mr. McGeer: And the statement of the Bank of Nova Scotia is the same, |
“Other assets not included under the foregoing heads (but including refundable
portion of dominion government taxes amounting to $205.752.89).”

Mr. Tompkins: That is correct. ‘
Mr. McGeer: And the Dominion Bank, one of the smaller banks? 4
Mr. Tomprins: Not so small.
Mr. McGeer: 1 beg your pardon? J
Mr. Tompkins: Not so small. J

: Mr. McGeer: Well, it is not one of the big three. Its statement says, ]
‘Other assets not included under the foregoing heads (but including refundable

. .

portion of dominion government taxes, $15,857.73).” In view of the statements
of tﬁhte tmlr‘x?lster, do you think that the banks should be submitted to this excess
profit tax?

Mr. MacpoNaLp (Brantford): Now we have special privilege.
Some Hon. MeMeers: Oh, oh!
The CHAIRMAN: It was not a fair question.

Mr. Tompkins: I do not know what I am supposed to answer to a question
like that.

The CuamrMman: It was not a fair question.'
Mr. McGeer: I should like to get your view.
Hon. Mr. Hanson: It is a matter of policy.

'
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Mr. Tompkins: I think that is a matter of government policy.
Mr. Fraser (Northumberland): It is the law.
Hon. Mr. Iusuey: It is the law of the land.

Mr. McGeer: There is one other statement I should like you to explain
for me. I go again to page 136 and I take item No. 13, “Net amounts of current’
operating earnings available for losses on loans, investments and other assets
and for other contingencies”; the average for fifteen years was 12-8 million.

Mr. TompriNs: But that is not item 13 you are talking about now. You are
going to item 15, are you not?

Mr. McGeer: No, item 13. The net amount of current operating earnings
available for losses on loans, investments and other assets and for other contin-
gencies, the average of the 15 years, was 128 million and for 1943, 20 million. I
mean, could you give me an explanation of what that means?

Mr. Tomprins: Well, that is what is left over after taking care of ordinary
operating expenses and dividends.

Mr. McGeer: Yes?

Mr. Tompxins: And the experience of the banks is this—

Mr. McGeer: And taxes?

Mr. Tompxins: And taxes, of course. That is part of operating expenses.
Mr. McGeer: Yes? ' :

Mr. Tomprins: But the actual experience with respect to losses; they are
covered in item 15 as an average figure for the fifteen years.

Mr. McGeer: Yes?
Mr. Tompxins: That is 13-8 million for the fifteen-year average.
Mr. McGeer: Yes?

Mr. Tompxins: I think I explained on a previous occasion that that is the
only fair way of expressing losses for the Very reason that it is extremely difficult
to arrive precisely at your actual losses in each year. It has often been said
that banks make their bad loans in good times and do not find that they are
bad or doubtful until some later stage.

Mr. McGerr: What I want to draw yourfattention to is this. For the
average of fifteen years there was available 12-8 mllhon

Mr. Tompxins: That is before losses.

Mr. CrLeaver: Plus 2-5 million.

Mr. Tompxins: Plus 2-5 million from capital earnings.

Mr. McGeer: The actual amount required is in item 15?

Mr. Tomprins: Yes.

Mr. McGeer: And it was what?

Mr. Tompxins: 13:8 million.

Mr. McGeer: 13:8 million?

Mr. Tompxins: That is correct.

Mr. McGeer: In other words, it was a million more, on the average—
Mr. Tompxins: About one and a half million more, on the average.
Mr. McGerr: —than was required?

Mr. Tomprins: That was covered entirely by the minister’s statement.

Mr. Crraver: Mr. Tompkins, should you not add to your 12-8 million
the following item of 2-5 million?

Mr. Tomprins: Quite so.
22047—63
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Mr. McGeer: That does not make any difference with regard to the point
I am making.
Mr. Fraser (Northumberland, Ont.): Itis1 o’clock.

Mr. McGeer: The amount available and the amount required on the
fifteen-year average shows more required than was available.

Mr. Tompkins: No, no, not if you add items 13 and 14 together.

Mr. CrLeaveEr: That is what I suggested, add 2-5 and that brings you up
to 15-3.

Mr. Tompxins:: 13 and 14 added together make 15-3 millions from which
you deduct 13-8 millions as expressed in item No. 15, leaving a surplus on the
average basis of a million and a half. That surplus was dealt with fully in
the minister’s statement before the committee some time ago.

Mr. McGeer: Take the year 1943. You have $22,000,000 available and
only $13,800,000 required.

Mr. TompkiNs: That 13-8, as I say, is expressed in terms of the average
experience over fifteen years. It does not apply to the year 1943 alone.

Mr. McGeer: You have taken that from the fifteen year average and
put it in 1943.

Mr. Tompxins: Quite so, because the average includes 1943 here.

Mr. McGeer: The point I am trying to make is that the average figure for
the fifteen previous years may have no real application to the actual require-
ments of 1943.

Mr. Tompxins:: That may be true. We may not know the actual require-
ments of 1943 until 1945, 1948 or 1950, let us say.

Mr. McGeer: So you have taken an average figure?

Mr. Tompkins: We have taken an average as expressing in our opinion
the best way of indicating the experience.

The Cuarman: Is it the pleasure of the committee to vote on the amend-
ment to the amendment?

Mr. NosewortHY: I think we should have the tax statement.

The CuamrMAN: Very well; is it the pleasure of the committee to meet
this afternoon at 4 o’clock? -

Some hon. MEMBERS: Yes.
The CHalRMAN: The committee meets at 4 o’clock this afternoon.

The committee adjourned at 1.05 o’clock, p.m., to meet again this afternoon
at 4 o’clock, p.m.

The committee resumed at 4 o’clock p.m.

The CuarMmAN: Is the committee ready to vote on the amendment to the
amendment?

Mr. McNEvin: Question.
Mr. Graaam: Question.

The CuARMAN: The amendment moved by Mr. Slaght to the amendment
proposed by the Minister of Finance to section 56—

Mr. NoseworTHY: Can we have the amendment to the amendment read?
The CuammMAN: The clerk will read the amendment.
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The CLERK:—

That the bank may continue as heretofore to treat as operating
expenses, and deduct from gross earning, the actual losses incurred by
the bank during its fiscal year, but hereafter shall, with respect to any
sum or sums set aside or reserved out of income for future possible losses
which may or may not ever be incurred—whether the same are set aside
or reserved, either by way of write-down of the value of assets, or by
appropriation to any contingency or inner reserve or contingent or inner
account for the purpose of meeting future losses on loans or doubtful
debts, or depreciation in the value of assets, other than bank premises,
or for any other future contingencies which may or may not occur—
be required to pay taxes thereon in the fiscal year in which the earnings
from which such sum or sums accrue.

The Cuamman: All those in favour of the amendment to the amendment
please say aye. All those opposed please say nay. I declare that the nays
have it. "Are we ready to vote on Mr. Ilsley’s amendment? :

Mr. StagaT: Mr. Chairman, before we vote on the amendment I have no
further amendment to move but I want to call the attention of the minister and
of Mr. Graham, who formally moved the amendment, to a fact. While my
attitude is the amendment is a step in advance, in the right direction, I think
1t lacks the teeth that the movers or creators of it thought it had. I make this
Suggestion, that the committee look at this pamphlet given us to-day in which
the amendment is printed on the first page, and after we come down to “where
In the opinion of the minister an amount set aside”—and I skip—“is in excess
having regard to all the circumstances the minister shall notify the Minister
of National Revenue and the Deputy Minister of National Revenue (taxation)
of the amount o set aside and of the amount of such excess”. Then from there
on it puts in-an exception, but stopping at the word “excess” the only thing
that the section does, as I read it, is it gives one minister the right to tell
another minister what he thinks about the amount as an excess.

~ Mr. Grauam: It is a little more than that. It imposes a duty on the
Minister of Finance.

Mr. SvacuT: It is his duty to tell the Minister of National Revenue, and
When he is done telling and when the other man is done listening this section
does not say what shall happen. My suggestion is—and it is a friendly
Suggestion—that what you really want to do there is add this sentence after
the word “excess”, “and the Minister of National Revenue shall thereupon be
fmpowered to compel such bank to pay all proper taxes upon such excess”.
That puts teeth in it to make it workable. First the Minister of Finance decides

here is an excess and then he tells his colleague there is an excess. In my
View we should give power to the Minister of National Revenue to say to the
ank, “You must pay taxes on that”. s

The Cramrman: Mr. Slaght, you are not suggesting that the Minister of
National Revenue has not power?

Mr. SuacuaT: Yes, I do.

The Cuamrman: Why not?

Mr. SuaguT: Where is his power?

Mr. Gramam: I would point this out to Mr. Slaght that, as has often been
stated here by the Minister of Finance, the deputy minister and by Mr.

ompkins, the determination of what is a proper reserve for the purpose under
consideration is after all a matter of almost expert opinion. If you will notice
he wording of this particular amendment I may say that I was pleased this
Waszln there because I checked for it, that “where in the opinion of the minister”
2047—63}
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—that is the Minister of Finance. He is only forming an opinion from the facts
given to him. Then he is under a statutory duty if this amendment is passed
to notify the Minister of National Revenue and the Deputy Minister of National
Revenue that in his opinion on the facts he has the reserve seems to be in
excess of what appears to be right under all the circumstances. Then, of course,
the Minister of National Revenue and the Deputy Minister of National Revenue
are under a statutory duty to make a thorough examination, and if it is
subject to taxation after that department has considered it then they impose
the taxation that the law imposes on any type of income.

Mr. Gray: Is that quite right? Do you think that, the Minister of Finance
having said how much it is in excess, it is still left to the opinion of the Minister
of National Revenue whether it is excessive?

Mr. Gramam: It is his duty in all cases, in the case of every taxpayer.

The CHAIRMAN: Just a minute; let us hear from the Deputy Minister of
Finance. He has a statement to make bearing on that point.

Mr. Gray: It does seem strange to me. Up to this time the Minister of
National Revenue has never even heard of it.

Mr. SvacuT: That is the evidence.

Dr. Cruark: First of all on Mr. Slaght’s point I think there is no doubt that
he Minister of National Revenue has full power under the Income War Tax
Act to tax the amount of this reserve that is in excess. Section 6 (d) of the
Income War Tax Act reads as follows:—

In computing the amount of the profits or gains to be assessed a
deduction shall not be allowed in respect of . . .. (d) amounts transferred
or credited to a reserve, contingent account, or sinking fund, except such
amount for bad debts as the Minister may allow, and except as otherwise
provided in the Act.

That means that the Minister of National Revenue must be satisfied that the
amount being reserved by any corporation—by a bank or any other corporation
—is reasonable. If he thinks they are not reasonable he can reduce them and
tax them as he wills. In the case of banks, by arrangement between the
Minister of National Revenue and the Minister of Finance, the Minister of
National Revenue has not tried to duplicate the audit work being performed by
and on behalf of the Minister of Finance. The Minister of Finance has the
responsibility of supervising the Canadian banking system under the Bank Act,
and the Minister of National Revenue has taken the opinion of the Minister
of Finance as to what is a reasonable reserve for bad debts to be maintained
by the banks. T think that under Mr. Ilsley’s proposed amendment, the
intention is that the Minister of Finance would continue to do what he has
done in the past. If he finds in any case the allocations to inner reserves are
larger than appears to him to be necessary he will notify the Minister of National
Revenue and the Deputy Minister of National Revenue (Taxation), not only
that the amounts being allocated are too high but also the amount that is in
excess, in his opinion. The Minister of National Revenue would act on that,
impose tax on that excess amount. I do not think it is intended that the
Minister of National Revenue shall go and do over again all the work that
the Minister of Finance is.doing. It'is perfectly open to him to do so if he wills.

The CaamrMAN: He has the power?

Dr. Crark: He has the power.

Mr. Gragam: It is his duty.

The CuarrMAN: If he is not satisfied it is his duty.

Mr. Gray: If I have understood this debate the inner reserves were only
reported to a certain very limited number of people and the Minister. ¢f
National Revenue certainly was not included in that group.
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Dr. Crark: He could always have got the facts if he wanted to.

; Mr. Gray: That may be, but it was certainly in evidence he never asked
or it.

Mr. SvaguT: Quite right. :

Mr. Gray: I agree with Mr. Slaght that if this is to mean anything then
surely if there is going to be a duplication of opinions as to what is an excess
or what is not. we will be back pretty well into what we are at the present time,
but if it is a statutory direction, as Mr. Slaght suggested, if it is accepted by
the Minister of National Revenue in my opinion that is the amount in excess
and therefore taxalle. If you are just going to go around in circles again, I do
not think that this amendment is much good.

The Cuamrman: Shall the amendment carry?

Mr. MacpoNaLp (Brantford City): Mr. Chairman, I should like to ask
Dr. Clark who determines whether or not this is a reasonable amount.

Dr. Crark: The Minister of Finance, on the basis of the report of the
Inspector General of Banks, the shareholders’ auditors and such other advice
as he cares to take.

Mr. MacponaLp (Brantford City): Of the shareholders’ auditors?

Dr. Crarx: Yes.

. Mr. MacoonaLp (Brantford City): The shareholders’ auditors’ opinion is
glven, is it?

Dr. Crark: Yes. The report of the shareholders’ auditors is made available
to the Minister of Finance.

Mr. MacponaLp (Brantford City): When it was decided that three banks
had an excessive amount, did the shareholders’ auditors state that the amount
was excessive?

The CuamMAN: They stated the amount.

Dr. Crarx: No. That was the judgment reached by the Minister of
Finance after consultation with the Governor of the Bank of Canada, the
Inspector General of Banks and myself. .

Mr. MacponNaLp (Brantford City): At the first of the year, as was brought
out here the other day, it was considered that the amount which the banks had
set aside was not excessive. Is that not correct? C

Dr. Crark: At the first of which?

Mr. MacponaLp (Brantford City): At the first of this year. :

Dr. Crark: The minister had not had a chance, as he explained, to go over
the reserve allocation, the inner reserves of the banks, as of the end of last year.
He had not had a chance to do that. He did it in May, just before he made his
statement.

Mr. Macvonarp (Brantford City): When he made his statement in the
house, there was no suggestion that the amount was in excess of what was
considered reasonable.

Dr. Crark: There was no such suggestion, ne. :

Mr. MacponaLp (Brantford): There is a suggestion now that it is considered
excessive,

Dr. Crark: Yes.

. Mr. Macponarp (Brantford): How many days did it take the minister and
his advisers to come to that conclusion?

Dr. Crark: Oh, a matter of a couple of weeks.

.. Mr. Macooxarp (Brantford): If T vemember correctly, the minister was
sitting in the house and before this committee most of that time.
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The Cuamman: I think, Mr. Macdonald, the minister explained that he
had not had the opportunity to take up that matter as soon as he would have
desired to do so. i

Mr. MacpoNaLD (Brantford): 1 quite appreciate that, Mr. Chairman. My
point is that I think some one came to a conclusion in a very, very short time
that some reserves were excessive. Another point I wish to make is that, in my
opinion, it would take supervision throughout the whole year in order to deter-
mine what amount would be suitable.

Mr. Grauam: Hear, hear! And it is the Department of National Revenue
who should do that.

Mr. MacpoNaLp (Brantford): I do not know who should do it, but I do nat
think a few officials, brilliant as they may be, and brilliant as the present
Minister of Finance may be, can decide in a few hours that the amount set
aside is excessive. I think this is the business of practical bankers. I think we
are getting on very dangerous ground if, after a few hours’ cursory examination
of a statement, we come to the conclusion that these reserves are excessive.

Mr. SracHT: I can give you the date, Mr. Macdonald. It was May 25 when
the minister asked the committee to pause while he considered the matter. It
was June 6, twelve days later, that he made the statement; and during those
twelve days he had a conference with officials.

Dr. Crark: He had been working on it before that.

Mr. MacpoNALD (Brantford) : During those twelve days I recall very clearly
that the minister was very busy considering other matters. He certainly could
not give his undivided attention to arriving at what would be a reasonable
amount. Suppose it turned out that the amount set aside is not sufficient; and
again I say brilliant as the minister is, he has not had the experience of bankers,
and I think it is a job for experienced bankers. In years to come we may not
have the benefit of having such an outstanding Minister of Finance. Suppose
then the amount turned out not to be sufficient. To whom are the depositors
to look? Are they to look to the government or are they to look to the bank?

Mr. SuacuaT: The Minister of National Revenue, to whom they have paid
their taxes. ;

Mr. MacpoNaLp (Brantford): That is the point. If the government is
prepared to come forward and say, “Here, we made a mistake and asked -you to
cut down. We should not have done so, and we will make up for the losses”, that
is an innovation.

Mr. Gragam: No. May I point out to Mr. Maedonald that the amendment
protects that. It does not disturb the banks from setting aside what they
consider necessary to protect the position of the banks. This too is an important
point in this amendment. The Minister of Finance is not doing what Mr.
Macdonald says, and I believe that is the value of this particular amendment.
He simply passes it on for the attention of the appropriate minister, the Minister
of National Revenue, who must in all cases make a determination as to what is
" excessive or what is reasonable; and it was only after that department, with its
experts, who must do the job—which, as Mr. Macdonald says, is difficult—have
done it that taxation is applied. So that I am very much in favour of the
wording of the amendment as it stands for the very reasons Mr. Macdonald has
given. - y

Dr. Crark: I meant to point out, Mr. Macdonald, that the concluding three
or four lines of the amendment read as follows, “but nothing in this subsection
shall be construed to give the minister any jurisdiction over the discretion of the
directors of the bank with regard to amounts set aside, reserved or transferred to
any reserve or other fund from income upon which taxes have been assessed
under the Income War Tax Act or the Excess Profits Tax Act, 1940”.
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Mr. MacpoNALD (Brantford): That is all very well, Dr. Clark; and as Mr.
Graham says, they ‘do not have to change their reserves. All the Department of
Income Tax does is take the taxes. If they take the taxes, they take 100 per
cent as it stands to-day.

Dr. CrArk: As it stands to-day.

Mr. MacponNarp (Brantford): Yes. They take 100 per cent; and the reserve
to that extent is cut down?

Dr. Crark: That is right.

Mr. MacpoNaALD (Brantford): I do not think we can get away from that,
Mr. Graham. The amount of the reserve would be reduced. My point is that
I think it is very dangerous indeed to have the government step in and tell these
practical bankers who, in the past, have assumed all this responsibility, “We
know more about your business than you do, and you have to reduce it.” The
other point T was going to make was this. I hope I have made myself clear there.

Mr. NosewortaY: Why put the government inspector in there if you are
going to leave everything to the banks?

Mr. MacpoonNaLp (Brantford): I do not believe in leaving everything to the
banks. I never suggested leaving everything to the banks, but I do not think
the government should have the power they have. The other point was raised
by Mr. McGeer. Mr. McGeer said, “Suppose these reserves are not sufficient”?
What about that? Has that been decided? Is there any power in the govern-
ment to tell the banks that they have to increase their reserves?

Mr. McGeer: None whatever.

Dr. Crarx: There is not only power but an obligation in the Bank Aect to
see that the assets of the bank are valued on a sound basis, on a true basis; that
they are neither over-valued nor under-valued. That power is in those sections
dealing with monthly and annual returns that have to be submitted by the banks

Mr.. MacpoNaLp (Brantford): Yes. Then do you say that under this
section the Minister of Finance could tell these practical bankers, “You hav
not got, sufficient reserves and you must bring them up”? ¢

Dr. Crark: Yes, he could; and under other sections he could.

Mr. MacpoNaLD (Brantford): Under which section?

Mr. McGeer: This amendment expressly prohibits that, does it not?

Mr. GramaMm: No.

Dr. Crark: No.

Mr. McGeer: It says the minister has no power to interfere with the
discretion of the directors as to the amount set aside.

Mr. Svagar: Oh, no. That is in the disclosed reserve.

Dr. Crarx: The amount set aside in the disclosed reserve.

Mr, StaguT: All this section does is to tell the Minister of Finance that
it is his duty to go and talk into the ear of the Minister of National Revenue;
and then it stops right there.

Mr. GrauaM: No, it does not.

" Mr. Stagar: It does not give the Minister of National Revenue any
power, unless Dr. Clark is right, and I am in doubt about that. You will
excuse me for interrupting, Mr. Macdonald?

Mr. MacpoNALD (Brantford): Yes. .

Mr. SvacuT: You will reecall, Dr. Clark, there has been no obligation
on the banks to give any information about inner reserves to the Minister
of National Revenue.

. Dr. Cuark: Because the Minister of National Revenue could -have had
1t any time he wanted it.
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Mr. Svagar: We are told that every time, that he could have had
something, *
Dr. Crark: Yes.

Mr. SuacaT: But the ordinary taxpayer is under obligation to disclose
to the Minister of National Revenue what he is going to put aside in a
reserve,

Dr. Crark: In the way which the Minister of National Revenue may
decide.

Mr. SvaguT: Right. But the banks heretofore have not been under
obligation to tell the man who does the taxing, the Minister of National
Revenue. We are not saying even here that the banks are under obligation
to-make that disclosure to the Minister of National Revenue. We are going
around the garden wall and saying that the Minister of Finance, to whom
the banks have always been under obligation to tell, now must go and tell
the Minister of National Revenue. We do not say to the Minister of
National Revenue that the banks, who have been in a class by themselves
heretofore, are to be like any other taxpeyer, and he is to have the right
to impose taxes on that excess which he learns about. You may be right,
that that subsection is broad enough. Why don’t you make it clear beyond
any peradventure that when the Minister of National Revenue receives that
report from the Minister of Finance that he has the power, on the basis of
that information, to make them pay taxes on the excess.

Dr. Crark: I would think that there would be no reason in the world
for that. It would not be good drafting to repeat in another statute dealing
with banks the tax obligation that you have in the Income War Tax Act.
I think that tax obligation is clear beyond peradventure; and the only reason
that the Minister of National Revenue has not made direct arrangements
to find out for himself about the inner reserves of the banks is that another
minister of the government under an Act of Parliament was responsible for
the supervision of the banking system and to see that the banks were
maintained in a sound condition, and by arrangement with that minister he
said, “T will take your judgment as to whether these reserves are adequate
or are not adequate.” Now here in this new amendment you are merely
putting a legal obligation on the Minister of Finance to do that which you
will agree is a moral obligation in any event.

Mr. Gray: That is all we want.

Dr. Crark: To tell the Minister of National Revenue what his opinion
is as to the amount of any excess reserve allocation that has been made by
a particular bank.

Mr. SuagaT: Yes; but, Dr. Clark, I think Mr. Macdonald agrees that
there is a principle of law that where a special act sets up obligations on a
taxpayer that overrides the previous general act unless it is excepted. Now,
the special act up to this moment—

Dr. Crarx: You mean by the “special”’ act which act?

Mr. ScacaT: I mean the Bank Act, with which we are dealing; under
that the banks have not been under any obligation to tell the minister of
taxation what they are setting aside to escape taxation; not having been
under that obligation but having been under the obligation to tell the:
Minister of Finance. Now, we are making a step forward in the amendment
as it reads, and we are saying to the Minister of Finance from here on he
must tell the Minister of National Revenue what the excess is in his opinion;
and when we so tell him we quit. Why don’t we say to the Minister of
National Revenue who for the first time is empowered to be told by anybody—
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he has not yet even been told by the taxpayer—when there is an excess. Just
add these few words: and the Minister of National Revenue shall thereupon
be empowered—I am not saying he must—thereupon be empowered to compel
such banks to pay all proper taxes upon such excess. What is the harm
in making that clear?

Dr. Crark: I think you are under a misapprehension. I think sect. 6 (d)
of the Income War Tax Act gives the Minister of National Revenue all the
power in respect to banks that he has in respect to any other corporation or any
other business. I think that is clear beyond any doubt.

Mr. McNeviN: I would just like to make this observation, there is not a
department of the government that I have so much confidence in as the ability
of the Income Tax Department. They look after it all.

The CuarmAN: Hear, hear.

Mr. MacpoNALD (Brantford City): With reference to this section towards
the end, about five lines from the end; “but nothing in this subsection shall be
construed to give the minister any jurisdiction over the discretions of the
directors of the bank with regard to an amount set aside, reserved, or transferred
to any reserve or other fund from income upon which taxes have been assessed
under the Income War Tax Act or the Excess Profits Tax Act of 1940. That
has nothing to do with inner reserves?

Dr. Crark: No. ;

Mr. Macponarp: That refers to the reserves which they set up and disclose?

Dr. Crark: Yes. It is just a statement that this amendment will not
relieve the directors of the bank from building up reserves that are adequate to
take care of business difficulties.

Mr. Macponarp: But if the banks had not disclosed reserves and paid
dividends on the reserves— ~

Dr. Crark: It is taxed.

Mr. MacponaLp: This section does not vary the procedure in any way
whatsoever?

Dr. Crarx: No.

Mr. MacpoNALD: So then the bank could pay whatever dividend it wanted
to and this section could not prevent-it from doing so although it could prevent
the bank from keeping too large an amount in the inner reserve?

Dr. Crark: That is right.

Mr. MacponALp: And you say there is another section of the Bank Act
whereby the government, or the Minister of Finance can require the banks
to bring up their inner reserves?

Dr. Cragrk: I think all the sections dealing with monthly and annual
returns, provide for a true valuation of assets and provide for certificates that
all statements are a true reflection of the condition of the bank.

Mr. MacpoNarp: Well then I will not deal any longer with that, if you give
me that assurance. I am not very clear on it myself. I hope other members
of the committee are more clear on it than I am. I am very definitely of the
opinion, Mr. Chairman, that this is a very dangerous procedure; for the Min-
ister of Finance to step into a bank and tell practical bankers, you do not know
your business as well as I do, you have too large a reserve.

The Cmamman: Shall the amendment carry?

Hon. Mr. Hanson: I would like to ask Mr. Clark a question about that
amendment: is it the intention of this amendment that the Minister of National,
Revenue shall act on the information of the Minister of Finance; or is it the
Intention that the Minister of National Revenue shall make his own. investiga-
tions after he receives the opinion of the Minister of Finance?
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Dr. Crark: I think the intention is that the Minister of National Revenue
shall act on the basis of the information and opinions given and expressed to
him by the Minister of Finance; but there is nothing here which restricts the
right of the Minister of National Revenue to make such investigation as he
wishes to make.

Hon. Mr. Hanson: Oh yes, I didn’t think the section went that far.

Mr. Hazen: That is not clear at all. There is no directive in this

Dr. Crark: There is no directive in this at all.

Hon. Mr. Haxsox: There is a directive to the natioaal department of taxa-
tion, or is it merely a suggestion?

Mr. GraaaM: It is a notice of opinion.

Hon. Mr. Haxson: That is what it is in my view, a notice of opinion, and
it. has no legal effect except the moral effect that the opinion of the Minister
of Finance might have on the Minister of National Revenue; but if Dr. Clark’s
view is right it is in effect mandatory and obligatory on the Minister of
National Revenue. That being the case then, of course, I think it ought to be
passed. You might have two choices here. The taxation department is not an
independent department. All the Minister of Finance has to do is to throw
out a red light signal. I do not like this amendment. I have not liked it
from the very beginning. It either does not go far enough or it ought tor be
dropped. And I am not sure that I am going to vote for this amendment.

Mr. Graaam: I would ask Dr. Clark this; I don’t think Dr. Clark meant
that this amendment imposes on the Minister of National Revenue the duty of
accepting the opinion of the Minister of Finance.

Dr. Crarxk: I thought I made that very clear.

Mr. Grauam: I think the way it would work out in actual practice would
be that the Minister of National Revenue would do as he has done in the past,
accept the judgment of the Minister of Finance.

Dr. Crark: Quite so.

Mr. BrerrHAUPT: The whole matter seems hinged on the point raised by Mr.
Clark and the Income War Tax Act. If he has that clause there and if it is
read it might be a matter of an amendment of that clause.

Dr. Cuark: Section 6(d)of the Income War Tax Act reads as follows, Mr.
Breithaupt: “In computing the amount of profits or gains to be assessed a deduc-
tion shall not be allowed. . . . . . (d) in respect of amounts transferred or
credited to a reserve, contingent account or sinking fund, except such amount
for bad debts as the Minister may allow, and except as otherwise provided
in this Act. The fundamental words are, “Except such amount for bad: debts
as the Minister may allow.” He is given the obligation and the power to investi-
gate the amount set aside by any business for a bad debts reserve. He can take
his own way of finding out, or of reaching his judgment as to whether a particular
reserve for bad debts set up by a business is excessive or unreasonable. In the
case of banks he has, by arrangement, depended in the past on the Minister of
Finance because he knows the Minister of Finance has been given a responsibility
for supervision of the banking system by the Bank Act.

Hon. Mr. Hansox: Not in connection with taxation.

Dr. Crark: Not in connection with taxation, no.

Mr. SvacuT: Have you finished with your observation, Dr. Clark?
Dr. Crark: I think T am through.

) Mr. SuagaT: Is there any other business or type of business except the banks,
if you put this through without more teeth in it than it has, that has a chance
<0 interpose a possibly friendly Minister of Finance—and I am not referring

‘.
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to our present minister—between them and the taxation authorities ‘when all
other businesses have to disclose direct to the taxing authority what they propose
to set aside for exemption from taxes? Here we are -setting up a back door way.
Why should the Minister of Finance and all his advisers spend perhaps two or
three or more weeks determining a matter that they have no power to deal with
except to whisper it into the ear of the Minister of National Revenue?

Hon. Mr. Hanson: I agree with that.

_ Mr. Svagur: If that be so we are just having a nice little ring around the
rosie in this amending section. It is better than it was before but why do the
banks not have to bow their heads to direct supervision and report directly to”
the'Minister of Taxation and let him tax the banks like he taxes every other
business in Canada? j

Hon. Mr. Hanson: Is that not the situation under the law to-day?

Mr. SvagaT: No. You heard in evidence that the banks do not disclose
to-day to the Minister of Taxation the amount of their inner reserves at all,
never have.

Hon. Mr. Hanson: Is not the power there?

Mr. SuacuT: Power to what?

Hon. Mr. Hanson: To make them diselose.

Mr. SuagaT: What good is that when for nineteen years it has not been
exercised ?

Hon. Mr. Hanson: We are talking about a matter of principle.

_ Mr. SpagaT: I want to make it compulsory for them to disclose to the
Minister of Taxation and then let him deal with them. Why should they have
a buffer of a Minister of Finance who may look them over with a friendly eye—
pPerfectly honestly, if you like, as two men can reach different conclusions—and

e says, “Your inner reserves are all right, boys; I will not report you at all.”
If he looks at them and finds they are all right then this section does not even
m%k_e the banks tell the Minister of Taxation what they are. It only makes. the
_Mlnlster of Finance tell the Minister of Taxation what the inner reserves are
If he thinks there is an excess."

Hon. Mr. Hanson: That is quite right.

. Mr. SuacuT: Let us get clear of that business and put the banks under an
Obllga-j:ion to disclose to the taxing minister their inner reserves. The banks will
10t mind doing it if we tell them to. They will not object to that. They have
80t to deal with him in the last analysis even with the ring around the rosie
Way, but let us have it direct and be done with this back door business.

_Ho_n. Mr. Hanson: What is the legal position to-day? Is it not within
the jurisdiction of the taxation department to require, if they so decide, the
amount of these hidden reserves?

Dr. Crarx: Absolutely.

W Hon. Mr. Haxsox: If you have got one jurisdiction why in the name of

aven do you want to impose a second jurisdiction that is not really effective,
as the member for Parry Sound says? The member for Parry Sound said that
the banks have never disclosed them to the taxation department. Have they"
éver been asked to-disclose them?

Mr. Sragur: No.

Hon. Mr. Hanson: Then the fault lies in the taxation department, if fault
there be, and I am not suggesting there is.

Mr. Suagut: The Bank Act encourages them not to report, it as against the
general law of taxation on ordinary businesses. I do not think there is any
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reflection on the Department of National Revenue in the present situation, but
there is a situation that we surely must try to cure. ‘

Dr. Crarx: There is not any business in Canada or in the world that is
subject to so much detailed control and consideration of its inner reserves, such
examination, audit and supervision, as the Canadian banks. None of the busi-
nesses that have this clause administered by the Department of National Revenue
are subject to anything like the same degree of supervision, detailed control,
detailed analysis, that the banks are.

Mr. StacHT: Suppose you are right; what has that got to do with this
point? Let me point out to you the picture disclosed to this committee. The very
learned and honourable inspector of banks put his mind to this problem and told
us t\:\:o or three weeks ago, “In my opinion these reserves were all right for last
year”.

Mr. MAcpoNALD (Brantford): We have had that.

Mr. SvagaT: And he believed it. This committee went into the matter of
inner reserves and the minister said, “I want to look into that”. In looking into
the problem generally he bestirred himself and gathered you gentlemen around
him to look into it and you say, “Well, two of the banks at least last year set
aside an excessive amount.”

Dr. Crark: On the basis of hindsight.

Mr. StacaT: Hindsight or any other sight. You are talking about this close
supervision of banks as against other businesses. The minister told us, and I
quite understand it, that he should not have to bother with this at all. He said
he had been very busy and perhaps his health was frail and up until this com-
mittee got going he had not had the time to look into this problem. That is not

very active supervision of banks. If the banks had been made to report to the

commissioner of taxation, as they ought to have been made, what they were
hiding in inner reserves the commission of taxation would have read their report
and could have said, “It is too much or too little”. Then we would have had real
supervision and not an interposed cushion which does not, as far as this year is
concerned, supervise until a committee of parliament steps on it to the extent of
goading it into an investigation. Let us have it direct.

Mr. Macoo~NALp (Brantford): May I get some information? Do I under-
stand under the present National Revenue Act the Minister of National Revenue
can inquire into the inner reserves of the banks?

Dr. Crarx: Absolutely.

Mr. MacpoNALD (Brantford): Can the Minister of National Revenue then
tax the banks in accordance with the discretion of the Minister of National
Revenue as to whether or not these reserves are or are not in excess?

Dr. CLark: Yes.

Mr. MacpoNaLp (Brantford): He has that power now?

Dr. Crark: Yes.

Mr. MacpoNaLp (Brantford): Why do we add a similar clause to the Bank
Act?

Mr. Gray: We have got to judge it—

Mr. MacpoNaLD (Brantford): 1 just want to ask Dr. Clark and I will be
satisfied with his answers. Why then, Dr. Clark, do we put a similar clause in
the Bank Act? :

Dr. Crarx: It is not a similar clause at all. The clause in the Income War
Tax Act says, “Except such amount for bad debts as the Minister of National
Revenue may allow”. In the ordinary case he has to decide on his own, so to
speak. He has to form some judgment as to what is a reasonable reserve for
bad debts in the case of ap ordinary business. He probably has to set up uni-

[FSs
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form but more or less rough percentages for various businesses to indicate reason-
able reserves. He can do what he likes in regard to the banks. However, he
has thought it wise—

Mr. MacpoNaLp (Brantford): Who has?

Dr. Crarx: The Minister of National Revenue has thought it wise—

Mr. SuacuaT: For nineteen years under all ministers.

The CrAlrMAN: Please,

Dr. Crark: —that where another minister of the same government was
responsible for the supervision of the banking system had his own inspector
general of banks making a detailed audit of these banks, and having in mind
the audits of the quasi-public officials, the shareholders’ auditors, and so on, he
has thought it wise to say: “The soundest way for me to determine what are fair
reserves for banks is to rely on this work being done for the Minister of Finance,
and on the judgment of the Minister of Finance.”

Mr. MacpoNaLp (Brantford): Under the National Revenue Act as it stands
he can still go on and do that?

Dr. Crarx: He can do anything he likes.

Mr. Gray: Was there any evidence that there was any information whatso-
ever given by the Minister of Finance to the Minister of National Revenue?

Mr. StagHaT: The evidence was there was never any. :

Mr. MAcpoNALD (Brantford): I thought we might get this in sequence as
to what the practice has been. You said in the past the Minister of National
Revenue has relied on the findings that have been made by the officials of the
Department, of Finance. That is correct? ‘

Dr. CLarg: And the Minister of Finance.

Mr. MacpoNALD (Brantford): Under the National Revenue Act the Minister
of National Revenue can continue to do so?

Dr. Crark: Yes.

Mr. MacpoNALd (Brantford): Under the amendment to the Bank Act which

is before us what power has the Minister of Finance got with regard to making
an inquiry which he did not have before?

Dr. Crark: He has no additional power in regard to making an inquiry.
All this amendment does is that instead of it being morally binding on him to
express his judgment to the Minister of National Revenue it will henceforth be
legally binding on him to tell the Minister of National Revenue what he regards
the excess to be in the case of any allocation by a bank to its inner reserves.

_ Mr. MacoonaLp (Brantford): Suppose the Minister of National Revenue,
if this amendment is passed, does not think that his opinion is sound. Does he
have to act on it?

Dr. Crark: No, under the Income War Tax Act it is such an amount as he
may allow. He can form his own judgment as to that in any way he likes.

Mr. MacponaLp (Brantford): So all this amendment does is to require
the Minister of Finance and his departmental officials to make an inquiry with
regard to the reserve and to make a report?

Dr. Crark: No. The power to make an inquiry and the obligation to make
an inquiry is in another section. All this does is to make it legally binding on
the minister to tell the Minister of National Revenue whether in any case he
thinks the amounts being reserved by a bank are excessive and, if so, the
amount of such excess.

Mr. MacponaLp (Brantford): The Minister of National Revenue can listen
to what he says or ignore it?
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Dr. Crark: Yes. But as a matter of government action, as you have a
Minister of National Revenue and a Minister of Finance in the same govern- “
ment, I think it would be pretty anomalous if the two departments took two
different points of view in regard to the same thing.

Mr. MacpoNALp (Brantford): It might come to this, that you would have
the Minister of Finance coming to one opinion as to whether or not reserves are
excessive and you might have the Minister of National Revenue come to another
opinion, or the same opinion, as to whether or not they are excessive, and you
have the practical bankers, who probably know more about their accounts,
necessarily know more about their accounts, coming to a different opinion
altogether. Is that correct?

Dr. Crark: I suppose that is possible. I do not think it is likely.

Hon. Mr. Hanson: What is the position that has developed out of this
discussion? The jurisdiction is in the taxation department is it not?

Dr. Crark: The jurisdiction to tax.

Hon. Mr. Hanson: Full jurisdiction to tax and to investigate.

Mr. SuagaT: And to inquire.

Hon. Mr. Hanson: Investigate, inquire and tax also.

Mr. Fraser (Northumberland): And to levy.

Hon. Mr. Hansox: Is it not a sound principle that where the jurisdiction
lies there should lie the responsibility? What you are trying to do here is to
load some responsibility on the Minister of Finance without having any binding
effect at all, and dividing the jurisdiction. I am going to vote against this
amendment. I would rather see the law remain where it is than have an open
water amendment such as this. That is all it is. It has got no teeth to it at
all. You are better without it. '

Mr. NosewortHY: Mr. Chairman, there has been a good deal said about
close supervision over the banks and the control, and so forth. The most
disturbing factor to my mind in this whole situation is that so far as we can
find out never in the history of banking has a Minister of Finance discovered
before an excess inner reserve, and only then after a discussion had arisen in
this committee. It seems very strange to me that over all the years of banking
experience there should have arisen in 1943 circumstances such as never arose

“before.

Mr. SruacgaT: Under all different governments, too.

Mr. NosewortHY: Under all different governments, and only after this
discussion had begun in this committee did any finance minister for the first
time in banking history discover that the banks were setting aside an excess
inner reserve. That is the first point. '

Hon. Mr. Hanson: That is only a matter of opinion even then.

Mr. NoseworTHY: As to the second point the minister makes it quite clear
on page 438 of the evidence what the purpose of his amendment is. He says:—

This is, I will admit, a moral responsibility but I find it difficult to
imagine a case in which it would not be effective. Nevertheless, now that
the question of the adequacy of inner reserves is becoming more than an
academic one and in spite of certain objections, I believe it desirable that
the Minister of Finance should have specifie legal authority to direct that
where, in his opinion, amounts transferred to a bank’s inner reserves are
in excess of reasonable requirements having regard to all the circumstances,
any such excess should be taken into net income and subjected to tax.
Therefore T am proposing to move at the appropriate time an amendment
to the bill to accomplish this purpose.
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It is not only to make it obligatory that he shall inform the Minister of National
Revenue but that the excess shall be taxed. The minister himself states that
is the purpose of his amendment.

Dr. Crark: I think that is the way it would work out, unquestionably .

Mr. NoseworTHY: The point we want to be sure of is does the amendment
as presented achieve those two purposes?

Dr. Crark: If the Minister of Finance tells the Minister of National
Revenue that a certain bank has a reserve of which $100,000 is unreasonable—

Hon. Mr. Hanson: In his opinion.

Dr. Crark: In his opinion, yes, but do you think that the Minister of
National Revenue under section 6 (d) of the Income War Tax Act could do any-
thing else but tax it?

Mr. SvagaT: He could ignore it as nothing at all under the law.

Hon. Mr. Hanson: Let me tell you this; it has happened many times that
one minister in a cabinet will be charged with a certain jurisdiction and responsi-
bility and another minister tells him that he should do something and he will
tell him to mind his own business. That has happened frequently.

The Cmamman: Gentlemen, after that disclosure I would suggest we
allow the clause to stand until the Minister of Finance can be present. The
minister, as you know, is absent in the house as a result of thé budget debate. .
He has given a great deal of time to this matter and I think we should allow
it to stand, out of deference to him. Is that the pleasure of the committee?

Mr. BrerrAUPT: I will move that it stand.

The CuamrmaN: Then we will go on with another clause.

Mr. MacpoNALD (Brantford): Mr. Chairman, the members of the Retail
Credit Federation have been here for several days. I wonder if we could hear
them now?

The CuAmMAN: Is it the pleasure of the committee to hear the repre-
sentatives of the Retail Credit Federation?

Some hon. MEMBERS: Yes.

The CramMan: Will you please introduce the delegation, Mr. Macdonald.

Mr. MacooNaLp (Brantford): Mr. Chairman and members of the committee,
the delegation representing the Canadian Retail Federation are Mr. P. K.
Heywood and Mr. Gilbert Jackson. I would suggest that Mr. Heywood be
heard first. May I be privileged to ask him a few questions, Mr. Chairman?

The Cuamman: Certainly.

Mr. P. K. Heywoop, President, Canadian Retail Federation, called:

By Mr. Macdonald (Brantford):
Q. Mr. Heywood, you represent the Canadian Retail Federation?—A. That
18 right, ‘

Q. Will you tell the committee of what that federation consists?—A. The.
Canadian Retail Federation consists of a large group; most of the department
stores across Canada, most of the chains, and in addition to that a large affiliated
group of other retail associations. v

Q. What about the small grocery stores?—A. The small grocery stores
would be represented in our organization through the Retail Merchants’ Associa-
tion in each province. )

Q. And are the Retail Merchants’ Associations affiliated with your associa-
tion?—A. The Retail Merchants’ Associations in each province are members
of our association.
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Q. What would ycu say your total membership was?—A. Through affiliated
organizations, in addition to our direct membership, probably in the neighbour-
hood of about 30,000.

Q. Would it be possible for you to name the definite organizations which
form the federation?—A. Well, I could not begin to give you our direct member-
ship, of course; but the associations who are affiliated with us are the Retail
Merchants’ Associations in each province, the Canadian Jewellers’ Association,
the National Shoe Retailers’ Association, the Canadian Restaurant Association,
the Ontario Furniture Dealers’ Association, the Canadian Bicyele and Sports
Goods Association.

By Mr. Slaght:
Q. What is the last one?—A. The Canadian Bicycle and Sports Goods
Association; the Retail Furriers’ Guild, the Quebec Jewellers’ Association. That
is all I can remember just at the moment. I have not the list in front of me.

By Mr. Macdonald (Brantford City):

Q. In your brief you said there were approximately 125,000 stores. Would
that be correct?—A. I have a short memorandum here, Mr. Macdonald, that
will change those figures slightly.

Q. Would you like to read the memorandum now? Is it very long?—
A. No. It is very short.

Mr. McNeviN: What is the page of his brief?

Mr. MacpoNALD (Brantford City): The brief, I might say, is found on page
343 of the proceedings of the Banking and Commerce Committee.

By the Chairman:

Q. You are not going to read the brief now, are you?—A. No, sir. I have
a short memorandum here.
I Q. Yes. By the way, you are president of the association?—A. Yes, sir;

am.

Mr. MacpoNALD (Brantford City): Oh, yes.

The Wrirness: I am president of the Evangeline Shops, a chain of stores, and
at the moment I am president of the Canadian Retail Federation.

The Cramrman: Continue, please.

By Mr. Macdonald (Brantford City):

Q. And your home is in Toronto, Mr. Heywood, is it?—A. Yes.

The Cuamrman: Will you read your memorandum, please.

The Wrirness: Thank you, sir.

The Canadian Retail Federation presented a brief to this committee the
latter part of May, which was published in the proceedings of May 30. I direct
your attention to that brief, when you have the opportunity to refer to it. To-day
I merely wish to emphasize the importance of retailing as an integral part of our
economy and tell you briefly why we have interested ourselves in the present
revision of the Bank Act.

Canadian retailing is a very large industry. There are in Canada—and
this is one change that I made in our brief—137,000 retail stores. We said
125,000 in our brief. They employ about 400,000 people. I regret to say that
an error in our brief said 600,000 people. We are therefore correcting our
former statement and say that including families of persons employed by retail
stores, about one million Canadians depend for their livelihood on the business
of retail merchandising. In addition, thousands of Canadian manufacturers,

[Mr. P. K. Heywood.]
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both large and small, and a large section of our agricultural population, depend
for _t-he distribution of their products on the Canadian retailers’ enterprise and
efficiency. According to the 1941 census, the total sales were $3,440,000,000, and
we had a total payroll of $318,000,000. Those are round figures.

Why have we interested ourselves in the present revision of the Bank Act?

In the first place, let me say that it is our opinion that the strength of the
Canadian banking system is one of our greatest national assets. We are
anxious to see that that strength is maintained. Regardless of many optimistic
opmions that are expressed as to the volume of business that may be expected
after the war, we visualize a difficult period of reconstruction, a period in which
all our efforts will have to be devoted to maintaining and creating employment
and in promoting trade, both internally and externally with every means at our
disposal. In such a period, if business is to provide a national income commen-
surate with the needs of the country, confidence is essential. Confidence in the
value of our money and confidence in our methods of its administration through
our banking system will not only expedite our internal business transactions,
but will open to us the channels of trade in every country.

We have, in common with all our fellow citizens, a vital interest in making
possible employment for every one after the war. In our own industry we will
undoubtedly be able to re-employ our staffs who are now in the services and also
provide employment for a considerable number of people in excess of our present
payrolls. We shall also spend many millions of dollars, whén labour and
materials become available, in rehabilitation of all kinds. We have not in
recent years been able to keep our plants in either the best of condition, or as
up-to-date as we would like to have them.

By Mr. Slaght:

Q. Excuse me a moment. I did not catch what you said just before that,
“We were not able to keep our plants.” Would you repeat that sentence?—
A. T said that we were not able to keep our plants in the best of condition or as
up-to-date as we would like to keep them.

By the Chairman:

Q. Obsolescence?—A. Obsolescence. Continuing:

We need new lighting, new display fixtures, new trucks and handling equip- -
ment, new store fronts and in many cases new stores. The satisfaction of all
these needs will employ many thousands of workers in a great many industries
over a period of years. All that is required is confidence to go ahead with these
commitments.

We are large importers of goods and in a very real sense we are the
purchasing agents for the Canadian people in all the markets of the world. Our
commitments in this regard are nearly always long term; and it is for this
reason that we are so vitally interested in stability, in order that these commit-
ments may be made with the assurance that we are providing our Canadian
people with the products of the world on the most favourable terms possible.

We believe that stability and confidence are the keys to our prosperity in
the years ahead. It is also our belief that in your present deliberations you
can provide those keys.

That, gentlemen, is the reason that we appear before you, appealing to you
for stability and confidence in our banking system.

In a discussion of this kind there will doubtless be some questions of a
technical nature. We have retained the services of Mr. Gilbert Jackson, whom
most of you know and who will act on our behalf in dealing with such questions.
I thank you. '
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The CramrMaN: Thank you, Mr. Heywood.

Mr. MacpoNALp (Brantford): Then, may 1 direct a few questions to Mr.
Jackson, Mr. Chairman?

Mr. McGeer: Before you leave this witness, I should like to ask a few
questions of him.

Mr. MacpoNALd (Brantford): Then 1 would suggest you might come back
to him after I have asked Mr. Jackson a few questions. I will not be very long.

Mr. GmBerT JAckson called:

By Mr. Macdonald (Brantford):

Q. Mr. Jackson, what position do you occupy with the Canadian Retail
Federation?—A. T am a consultant and they have consulted me.

Q. Are you a professor at the University of Toronto?—A. No.

Q. Were you?—A. Yes.

Q. When were you a professor there and what of, Mr. Jackson?—A. I
was on the staff of the university from 1911 to 1935, with an interval of four
years; and for a number of years I was a professor of economies, and in charge
of the Course in Commerce and Finance.

Q. Then after 1935 what happened?—A. Then I left the university and
went to England for four years and returned in 1939.

Q. From 1939 on what have you been doing?—A. I have been practising
as a consultant.

Q. You are a consultant now?—A. Yes.

Q. T might call you a consultant or an economist?>—A. Well, I do not call
myself an economist. I call myself a consultant.

Q. I may err at times in referring to you as an economist, and I hope you
will not mind. There is one question I should like to ask.

Mr. StacuT: Could Mr. Jackson sit down, if he wishes?

The Cramman: Yes. If you prefer to sit down, Mr. Jackson, please do so.
The Wirness: I will do as you like.

Mr. SuacHT: Most of our witnesses sit down.

By Mr. Macdonald (Brantford):

Q. Mr. Jackson, you have no doubt read the reports of the meetings of
this committee in the newspapers and probably have read some of the official
reports?—A. Yes.

Q. And you have been in the committee to-day and you heard the discussion
with regard to inner reserves. I do not want to go into the question of inner
reserves in great detail, but in view of the statement which Mr. Heywood has
just made, what would you say with respect to the opinion of the Federation
regarding inner reserves?—A. I find myself in complete agreement with Mr.
Clarkson, although T could not discuss it on the technical basis that Mr. Clarkson
did. 1In a nutshell, I would say that the Canadian banking system could conduct
itself without inside reserves, but I do not think that Canada could afford to
have the banking system conduct itself in that way.

Q. Why do you say that?—A. Because 1 think too many Canadians would
lose their jobs, if we went on that basis.

Q. How can you relate the two?

Mr. SvAagHT: I am sorry, I do not hear you. Will you speak louder, please?
The CHAIRMAN: Yes, please speak- a little louder, Mr. Jackson.
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The Wrrness: I had better stand as I talk. I am a little obscure. What
I said was that if the banks did not conduct their business with inside reserves,
sooner or later too many Canadians would lose their jobs.

Mr. Macponarp (Brantford): I do not understand that.

By Mr. Slaght:

Q. Lose what?—A. Lose their jobs.

Mr. McGeer: What do you mean by that?

The CramrMAN: Fall into unemployment, I suppose.

The WrrNess: The inside reserves of the banks are the banks’ freedom
deliberately to take losses. They are the banks’ freedom to act with courage
and to nurse their accounts in difficult times. They could keep their losses
down to the minimum. If they did so, I think they would not be good citizens
of Canada. I think that the inside reserves of the banks are the banks’ power
of being good citizens of Canada!

By Mr. Macdonald (Brantford): :

Q. Do I take it that, if the reserves were disclosed, the banks would not
have the freedom which they now have of making loans which might result in
losses?—A. May I put it this way, sir? Let us suppose there are two banks,
neither of which have inside reserves, and there comes a time of great stress
like the 1930’s, for example. One bank acts as a good citizen and deliberately
Incurs very considerable losses; and because the bank does not have an inside
reserve, the taking of those losses is apparent to the public. I will suppose
the other bank does not act as a good citizen in the same wholehearted way,
that it plays safe—that is, in a sense letting the country down in those circum-
stances—and that it makes small losses or no losses at all. In a time of public
alarm, I would expect the public to misunderstand the situation. I would
expect the public to draw the conclusion that the bank which had been a good
citizen was the bank which had not been well managed; and that the bank
which had not been such a good citizen was the bank which had shown
conspicuous evidence of good management. We put the bank which fellowed
the course of the good citizen in a very, very invidious position in times like the
1930’s, unless it has the freedom which it now enjoys because of its inside
reserve.

.. Q. Would I take from what you say that, in your opinion, if it were not for
Inside reserves or inner reserves, the banks would not be as free to loan money
to the merchants throughout Canada?—A. Or to anybody else.

~ Q. Or to anybody else—A. That is to say, in any business in which there
Is a risk of loss. That would certainly include the merchants, who are risk
bearers all the time.

Q. Yes. My questions relate to the merchants in particular—A. Yes.

By Mr. Graham:

Q. Mr. Jackson, I am very anxious to hear you. Would you be kind enough
to speak a little louder? The acoustics are not good in this room.—A. I will.

By Mr. Macdonald (Brantford) : .

Q. As I said, I am not going to spend a great deal of time on inner reserves.
There is one other question I should like to ask you with regard to the next
section which we will probably consider under this Act. It is with respect to the
renewal of charters. Do the merchants of Canada, as represented by this federa-
tion, feel that the special privileges which the banks receive should be renewed
to them for a period of ten years or for a shorter period of one year?—A. Would
it be in order to take you up on the phrasing of that question?
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The CuamrmaN: A little louder, Mr. Jackson, please.

The Wirness: Would it be in order to take you up on one phrase in that
question?

Mr. MacpoNALp (Brantford): I should like an answer to the question. I
do not want to argue with you.

The CrAmrMAN: You will not be out of order. Go ahead.

The Wirness: I do not altogether like the expression that the banks come
up here for special privileges. That is not the way in which I view the procedure.

By Mr. Macdonald (Brantford):

Q. Do you suggest that the banks—

Mr. McGeer: Can the banks not speak for themselves? Surely this man
is here to speak for the retail trade. Is he here for the bankers or the retailers?
He has not said a word about the retailers yet.

The CHARMAN: Please, Mr. McGeer.

Mr. McGeer: I mean to say, this is a farce.

The CuammaNn: You referred the other day, Mr. MecGeer, to scientific
interference. ;

Mr. McGeer: This is not interference. I am raising a point of order.

The CuamrMan: You are out of order.

Mr. McGeer: We have a witness here under the guise of appearing for the
retailers. When are we going to get to the retail end of it? This is a bankers’
show.

The CaamrMaN: Oh, no, Mr. McGeer. I think that to Professor Jackson—I
call him Professor Jackson—is a very unfair, uncalled-for comment.

Mr. McGeer: Oh, no.

Mr. MacpoNaLp (Brantford): My question, Mr. Chairman, was whether or
not the merchants felt it was in their interests that the—and I used these words—
special privileges which are given to a bank should be renewed for a ten-year
period or a two-year period.

Mr. StagaT: Mr. Chairman, I rise to a point of order. May I suggest this
to the examining counsel. He says his question was whether or not the merchants
felt, and so on. Mr. Jackson was careful in his previous answers to say, “In my
opinion” and “In my view”’; because I do not fancy he has consulted the 30,000
or 120,000 merchants that he is here for. I am afraid we will fill our record with
a false impression if counsel puts that question to Mr. Jackson as though he were
answering for 30,000 people, because he is not. He is here at their request, that
is true.

Mr. McNevin: They must have confidence in him or they would not send
him here.

Mr. StacHT: I am not speaking gbout confidence in him. But the way the
question is put elicits an answer that 30,000 merchants think so and so; and I
know that Mr. Jackson will tell you he cannot broaden his answer to that
extent.

Mr. Macpoxarp (Brantford): 1 understand, Mr. Chairman, that Mr.
Jackson is here as consultant to the Retail Merchants’ Federation and that
he is speaking on behalf of the federation. _

The CuamrMmaN: May I just add, because I made the inquiry just now
from Mr. Heywood because of Mr. Slaght’s reference to the fact that he had
not consulted all the members of the association; I am told that Mr. Jackson
has been in consultation with the executive of the association, or its principals.

Mr. McGeer: He did not question his sincerity.
The Cuamrman: He did question as to whom he had consulted.
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Mr. McGeer: He questioned his own conscience.

The Cuaamman: I don’t know about that.

Mr. McGeer: He questioned the renewal of the bank charters, as to
whether he had been consulted with regard to these matters.

The Cmamrrman: I am told that as a general policy he has consulted
the executive of the Federation of Retail Merchants.

Mr. Svagar: How many are there in that list of 30,0007

Mr. Heywoop: Do you mean how many are there on our executive?

Mr. SvagHT: Yes.

iVIr. Heywoon: About twenty.

Mr. McGeer: Let me ask the president; have you consulted with Mr.
Jackson on the question of the inner reserves?

Mr. Heywoop: No.

Mr. McGeer: Have you consulted with Mr. Jackson on the question
of the renewal of the bank charters for any period of time?

Mr. Heywoop: Oh yes, we have discussed that point.

Mr. McGeer: And what were your instructions in reference to the
banks?

Mr. Gramam: Now, Mr. Chairman, I do not think that is a proper
question, to ask him what his instructions are. :

Mr. MacpoNarp (Brantford): 1 do not think Mr. Jackson has come
here with instructions on everything he shall say. He has discussed this
nmatter with the Federation, and I think my question is perfectly in order.

Mr. Gramam: May I suggest that I hope Mr. Jackson does not get
the idea that Mr. McGeer and Mr. Slaght express the opinion of all the
members of the committee; certainly they do not express mine. I am
delighted to have the opportunity of getting information from Mr. Jackson
on any matter that is under consideration by this committee. You are the
author I think of ““The Facts in the Case”?

The Wirness: Yes.

Mr. Gramam: I am delighted at the opportunity we have of receiving
comments from you on the matters here under discussion.

The Wirness: Thank you very much.

By Mr. Macdonald:

Q. May I have an answer to my question now, Mr. Jackson?—A. Do
you want an answer on the point I took you up on?

Q. I would be interested in hearing you on that—A. As I said, I was
expressing a purely personal view, possibly a limited view, when I said that
I did not regard the banks as coming up for any special privileges in any
way when their charters come up for renewal. My approach to the whole
problem before this committee is somewhat different from some of the
approaches that have been made -here. As I say, sir, we are necessarily in
the 20th century (“we,” the public) in the business of deposit banking: we
cannot possibly conduect our ordinary business unless we have some system
of deposit banking. There has been a system of deposit banking of one
kind or another for 300 years in the world and its story for a long time was
one of great grief. The first deposit bankers as everyone knows were the
Goldsmiths of London, and the first system of deposit banking was ruined
because the government borrowed all the money and did not pay it back.
That is just looking back over the centuries. :

Mr. ScacaT: We can still recognize that right now.



954 STANDING COMMITTEE

The Wirness: Then when banking began again in England there was
a very uphill drag until slowly the system was evolved by which we now
live. England has a very strong banking system, but one which is not
regulated by statute. Canada has seen fit—I think, wisely—to secure for
the public that it shall have an absolutely safe system of deposit banking,
so far as it can be safeguarded by legislation. My conception of the banks
coming up for remewal of their charters every ten years is this. I do not
picture these ten institutions asking for the renewal of a special privilege
that nobody but themselves can enjoy. Rather, I picture their returning
to give an account of their stewardship, and parliament asking itself—

Mr. SvagaT: But they would not—

The CuammMan: Order please, Mr. Slaght.

The Wirness: —parliament asking itself ‘if the safeguards of the
system of deposit banking which we have set up have been adequate in the
past or whether there is some improvement in the safeguards which we now
can make. Parliament has set up many safeguards; while thousands of
banks have failed in the past twenty years in the country next door to us,
not one bank has failed in Canada; nevertheless the new draft bill is
bringing in certain additional safeguards which were not there before.

What I did pick you up on was the use of the word “ privilege.” I do
not see that these enactments are a privilege enjoyed by the banks. I regard
them as safeguards to the public. I think I am talking to my brief and
expressing the feelings of my clients when I make that remark.

Mr. MacpoNaLp (Brantford): But surely, Mr. Jackson, the banks have
certain privileges that other corporations do not have. Let me put it this way,
they have the privilege of creating credit, at one time they created money—

Mr. Jaques: They do now.

Mr. MacpoNALD (Brantford): Under the present Act that privilege will be
taken away from them—

Mr. Jaques: Oh, no.

Mr. MacpoNarp (Brantford) : —by 1950, but they will still be able to create
credit; or as someone said yesterday, it is the same thing as turning a crank
and creating money (that is the way it was put) at a cost of less than half a
cent and loaning it out at 5 and 6 per cent. Now, would you not consider that a
privilege, a spécial privilege?

. The Wirness: I certainly would consider that a privilege, but I do not
think they have it. The creation of credit is the business of the central bank.
and our central bank is the creature of the Canadian people.

Mr. MacooNaLp (Brantford): Mr. Jackson, as I understand it, if a bank
has a certain amount of Dominion of Canada notes that they can create credit,
or deposits, to the extent of twenty times that amount under the Act, and in
practice ten times; is that not a privilege?

. The Wirness: The bank has the privilege by law of holding only five per
cent of its assets in the form of cash but it does hold about 10 or 11 per cent of
its assets in cash.

Mr. McGeer: Not its assets, its liabilities.
The Wirngess: I will use the word “liabilities”. The amount would be the
same—but thank you for the correction.

By Mr. Macdonald (Brantford):
Q. I wonder if I might put a question to you here as an economist, if I may
be allowed to call you that;, on your appearance before this committee. Could
you give us the definition of some of the terms; I suggest a definition of “money”
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and a definition of the word “credit”?—A. I would like, if I may, to-give you
the classic definition of the word “money” which figures in most classrooms.
Mpney is any thing which passes from hand to hand as a medium of exchange
without requiring special knowledge on the part of the user.

Mr. SvagaT: Without requiring what?

The Wirness: Special knowledge on the part of the user. And as to
“credit” T should like to give you the definition of von Mises, that credit is the
exchange of present goods for future goods.

Mr. McGeer: Would you include present debt and future debt?

The Wirness: Well, the word “goods” is an inclusive word. I do not want
to get into the field of logie.

Mr. McGeer: No; but would you say the public debts are included in that
category ?

The Wirness: I would say that if I hold a government bond, that is a good:
but T would like to make the statement general if T may, that credit is the
exchange of present goods for future goods.

Mr. SuacaT: Which means that if you put your money in bonds they
become “goods”?

s The Wirness: In the sense in which I used the term a bond would be
“goods”,

By Mr. Macdonald (Brantford):

Q. Getting back to my previous question in regard to special privileges
granted to the bank (you took exception to the use of that word), is it not true
that the banks do create credit; they do not issue notes now in their own name
but they still create credit of their own upon which one can go and obtain goods?
—A. That is a very, very difficult question. It is the $64 question. If the banks
maintained an invariable proportion of cash to liabilities to the public I would
say that the answer would be no. Actually the banks’ proportion is not
Invariable, it is on an average about 104 per cent and it sometimes runs a little
higher, sometimes a little lower; to the extent that the banks vary the proportion
of their cash reserves in a small degree, T would say yes, they do create credit.
But if you are talking about the creation of credit in general, the creation of it
1s instigated by the actions of the central bank, and only in that way.

Q. Coming back to my other question as to the length of time—we probably
got away from Retail Federation for a moment—coming back to the length of
time for which the charters should be renewed (I will put it that way instead of
saying special privileges), does the Retail Federation feel that there should be
a renewal of a short period of say two years or a longer period of ten years?—
A. In general terms the Retail Federation foresees a long and very difficult
period of reconstruction. I would not like to set a term of years to that. They
want to know where they are in relation to the banking system during that very
long and difficult period. That is why they would like & renewal of the charters
for ten years rather than for any short period like two. »

Q. Well, Mr. Jackson, it has been suggested—I don’t know if the statement
has actually been made, but it has been suggested that during the past ten years,
especially in 1932, 1933 and 1934, if the banks did not cause the depression in
Canada, they contributed to that depression; what would you say as to that
statement?—A. Well, the banks have put up very little defence for themselves,
SIr, s0 T do not blame anybody from talking in terms of that kind. But I think
that to do so gives an entirely wrong impression. .

Q. Why would you say that?—A. The banks if they had followed an over-
anxious policy, calling in loans, could have made the situation worse. I think
a Stimple examination of the facts shows that they did not do anything of the
sort,
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Q. Have you examined the facts, are you in a position to give us an
opinion?—A. Very recently I really looked at the facts historically for the first
time, and I have a little bundle of diagrams here which I should like to be
allowed to show to the members of the committee, and which I think tells an
interesting story.

Q. As I recall it seems the figures in your book entitled “The Facts of the
Case”; are they similar diagrams? I know it relates to a different question,
what I mean is do they set forth your points in a similar manner?—A. They
have been made as simple as possible but they are not the same diagrams.

Q. Of course they would not be the same figures—A. They have been set
up on the same principle. -

Mr. MacooNarp (Brantford): 1 think they should be filed as an exhibit,
Mr. Chairman.

The CramrMan: Is that the pleasure of the committee?

Some hon. MemBERs: Agreed.

Mr. Gramam: 1 take it that Mr. Jackson will explain and discuss the
diagrams with us.

The WirNess: I have them here, sir, and I actually printed them in a little
booklet.

Mr. MacooNawp (Brantford): You have them there in a little booklet?

The WirNess: This particular booklet consists entirely of diagrams. They
need to be explained. They tell the story. At the same time it is not a story
which can be taken in a moment. What I would like to do is simply give the
booklet to the committee and if anyone would like to examine me on them later
I would be glad to stand examination. I think that would save time rather than
for me to talk about them now when no one has seen them.

Mr. McGeer: You know that the banks themselves have acknowledged
that it was the abnormal eredit conditions they created that initiated and main-
mained the situation.

The Wrrness: 1 have not that knowledge myself, sir, but I cannot speak
for the banks. They may know but I do not.

The Cuamman: I think, Mr. McGeer, it is general knowledge that the
depression came two years before what is called the financial erisis; at least that
is the statement I take it of the Economic Committee of the League of Nations.

The Witness: Yes, sir.

Mr. McGeer: Here is a report of the Royal Bank of Canada for the year
1931, issued on January 8, 1932. The statement of ;j]e president is that there
can be no doubt that our abnormal credit conditions during 1928 and 1929 must
be held primarily responsible for initiating the present world-wide depression.

The Cuamman: Well, Mr. McGeer, I happened to have argued that matter
out with the man who wrote that report and I proved for my own satisfaction
that he was wrong. :

The Wirness: And I would say, sir, that I am speaking for the Retail
Federation and not for the Royal Bank.

Mr. Grauam: The document that Mr. Jackson has referred to is available
I understand. Could we have it?

The Wirness: I have just passed some copies down.

The CuarMaN: Would you like to have them reprinted in our minutes?

Mr. McGeer: Let us see what they are first. I mean to say that we have
not had a word from this witness as to what his knowledge of banking is, why
he is an expert witness, Now we have diagrams presented to us to be printed
and there is not a member of this committee who knows the least thing about
what those diagrams indicate or what their value is.
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Mr. Brerrmaver: He is ready to show us. There are some people in this
committee who seem to think they know everything there is to know about
banking; and others of us want to learn.

Mr. McGeer: I do not think that comes with very good grace from you.

Mr. BrerraaurT: Some people here speak as though they are the only ones
who know anything about banking.

Mr. McGeer: I am not asking for your opinion. You are prepared to take
anything without information.

Mr. BrerrgAuPT: I am not. Mr. Chairman, I maintain that we have had
other witnesses in this committee and have asked them what their associations
were and so on, but we have never asked them if they had individually seen
all the members of the organizations they represented. I do not think we need
to go that far. What I say is, give this man a chance.
~ Mr. McGeer: I thought I suggested that we might let him explain what
his diagrams are and then we will be able to decide whether we want to have
them printed or not.

The CuAmRMAN: Mr. McGeer, it is the intention to distribute the diagrams;
&Il_d Mr. Jackman has stated that after the members have an opportunity of
seeing the diagrams and of going over them, he will be glad to stand examination
on them. He made that very very plain. Now then, in so far as his stand-
Ing is concerned, we have already been told that he was Professor of Economies
at the University of Toronto for some years. And now, it is one of the functions
of a Professor of Economics to deal with monetary economics; and many a prac-
tical banker, as Mr. Macdonald has mentioned, has passed through his classes.

Mr. MacpoNALD (Brantford): Now, Mr. Chairman, I have no further
Questions to ask Mr. Jackson; but I did want to bring out the opinion of the
Federation with respect to the length of time for which the charters should be
renewed and that has been done.

Mr. GraaAM: Mr. Chairman, it is now twenty minutes to six. I am looking
forward to a very valuable contribution from Mr. Jackson, and I am delighted
to have him here. I was going to suggest that we adjourn so we may be able to
scrutinize these charts and acquire an adequate appreciation of them so that
when we proceed to-morrow we may do so more intelligently than perhaps would
otherwise be possible.

The Cuamrman: Is it the pleasure of the committee to adjourn until
to-morrow at 11 o’clock?

Some Hon. MEMBERS: Agreed.

The Committee adjourned at 5.45 o’clock p.m. to meet again to-morrow,
July 14, 1944, at 11 o’clock a.m.

July 14. 1944,

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

The CaAIRMAN: When the committee adjourned yesterday afternoon we had
Mr. Heywood and Mr. Gilbert Jackson before us. Is it the pleasure of the
committee to have them appear again this morning?

Some hon. MEmBERS: Agreed.

The CramrMAN: Then I would ask Mr. Heywood and Mr. Jackson to please
come to the table.

Hon. Mr. Haxson: Did they file a written brief?
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Mr. MacpoNaLD (Brantford): Yes. It is printed in the proceedings at page
343.

Mr. Chairman, when I questioned Mr. Jackson .yesterday as to his academie
and business experience, apparently I did not go into it in sufficient detail. To me
Mr. Jackson is more or less of a national figure in Canada in the field of
economics and finance, and I did not think it was necessary; but in order that
the record may be kept clear, I had better go into it to-day very briefly.

Mr. GiLBERT JACKSON, recalled.

By Mr. Macdonald (Brantford):

Q. Mr. Jackson, are you a graduate of a university?—A. The only degree
I have is from Cambridge.

Q. You graduated from Cambridge?—A. Yes.

- Q. After graduation what did you do?—A. I came out to the University of

Toronto.

Q. In what capacity?—A. To lecture in economics.

Q. And you lectured in economics at the University of Toronto?—A. Yes.

Q. In what year?—A. From 1911 until 1915.

Q. What happened in 1915?—A. I went to the war, like everybody else.

Hon. Mr. Haxson: Like most of us.

The WrrnEss: Then I was absent at the war from 1915 to 1919 and back on
the university staff from 1919 to 1935.

By Mr. Macdonald (Brantford):

Q. What position did you have on the staff in those years?—A. Various
positions; but I ended in charge of the Course in Commerce and Finance.

Q. And did you continue to lecture in economics?>—A. Yes.

Q. Did you do any work outside of your lecturing in the university?—A.
Yes. I did a good deal of consulting work, and I was economist to the Bank of
Nova Scotia for eight years.

Y Q. You were economist for the Bank of Nova Scotia for eight years?—A.
es.

Q. You resigned in 1935, did you say, from the university?—A. In 1935 I
resigned from the university and I resigned from the Bank of Nova Scotia.

Q. Where did you go then?—A. Then I took service with the Bank of
England and was in London, England, for four years with the Bank of England.

By Hon. Mr. Hanson:

Q. In the same capacity?—A. Well, the title T had there was Adv1sor to the
Governors.

By Mr. Macdonald (Brantford):
Q. Advisor to what?—A. Advisor to the Governors of the Bank of England.

By Mr. McGeer:

Q. You were not responsible for what happened, I take it?—A. I was only
responsible for giving advice.

By Mr. Macdonald (Brantford):

Q. That would take us to 1939?—A. Yes.
Q. In 1939 what happened?—A. In 1939 I resigned from the Bank of
England and went into practice in Canada.
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Private practice in Canada?—A. In Canada.

. At what city ?—A. In Toronto.

And what are you doing at the present time?—A. I am a consultant.
And you have been since 1939?—A. Yes, I have been since 1939.

Have you any relationship or association thh any chartered bank or the
Bank of England at the present time?—A. No.

The CramrMAN: Order, please, gentlemen.

By Hon. Mr. Hanson:
Q. Are you under retainer?>—A. No. T am not under retainer from any
bank. T should not object to being under retainer, but I am not.
Q. No. I should not think you would object.

Lol =Y=Fa=

By Mr. Macdonald (Brantford):
Q. As you said yesterday, you are a consultant?
The CuAmrMAN: Order, please. May I just ask for order and may I also
ask Mr. Jackson to speak ]ust a little bit louder, because it is very difficult for
the committee to hear every word.

By Mr. Macdonald (Brantford):

Q. Let me clear this pcint up. What relationship have you now with the
Canadian Retail Federation?—A. They came to me some months ago and asked
if they could use me as consultant in connection with the appearance they wished
to make here.

Q. And the brief was filed by the Canadian Retail Federation?—A. Yes.

Q. Did you assist in the preparation of that?—A. I helped. I did not draft
the brief but I helped in the preparation of it.

Q. Yes. And it is signed by Mr. Heywood?—A. Yes.

Q. Having regard to the views which you expressed here yesterday, have
you discussed with them the questions which were considered and the views
which you expressed?—A. We did not discuss all the points that have been
raised in this committee. We could not foresee all the points that would be
raised in this committee.

Hon. Mr. Hanson: Or no one else.

The WirNess: But we did take the Bank Act clause by clause and go
through it in order to work out what were the views of the association on any
clause in which they might have an interest. ;

By Mr. Noseworthy:
Q. Just a minute. When you say “we”, Mr. Jackson, just whom do you
mean by “we”?—A. “We” are my emplovers and myself; the executive of the
federation and myself.

By Mr. Macdonald (Brantford):

Q. And you appear now as a representative and consultant of the Canadian
Retail Federation?—A. Yes.

Q. May I go back to England just for a minute. Did I understand you to
say yesterday that there is no Bank Aect in England?—A. That is true.

Q. There are chartered banks in England?—A. Not chartered banks.
There are banks.

Q. Is there not a Charter Act?—A. There is a Bank Charter Act which is
or which was the Act governing the operations of the Bank of England. The
Bank Charter Act would really correspond with the Bank of Canada Act here.
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But a commercial bank in England operates under the Companies Act; and as
far as I know there is no special legislation governing banking in England.

Hon. Mr. Hanson: That is right.

By Mr. Macdonald (Brantford):

Q. So the banks in England do not have their charters renewed periodically?
—A. No.

Q. As in Canada?—A. No. We have a unique procedure here.

Hon. Mr. Hanson: Yes.

By Mr. Macdonald (Brantford) :

Q. What relation has the Bank of England to the commercial banks?
Is it a commercial bank?—A. The Bank of England has perhaps some small
vestige of commercial business left, because it had commercial business in the
past; and when it became fully a central bank, it could not toss out of the
widow in a day all the commercial business it had possessed. But so far as I
know, the Bank of England has no commercial business now.

By Mr. Jaques:

Q. It is a private corporation?—A. It is a very curious corporation. I
think it is fair to say it is a private corporation.

By Mr. Macdonald (Brantford):

Q. Does it correspond to our Central Bank in any way?—A. Very closely.

Q One difference would be that our Central Bank is entirely publicly
owned?—A. Our Central Bank is entirely publicly owned. The British Central
Bank is entirely the property of private shareholders.

Q Are you familiar with the legislation of the United States with regard
to banks; that is to say whether there is a Bank Act there covering commercial
banks?—A. In the United States you have a vast quantity of legislation
because the federal government and the 48 states all have a finger in the pie. I
have known something at one time or another of American banking legislation
but I would rather not be questioned about that because I do not feel sure
enough of it myself. .

Q Well now, I have but very few more questions to ask. There is one
question though I would like to refer to, one which was asked yesterday;
perhaps I should say suggested to you yesterday; and I thought that perhaps
my suggestion was not in accordance with the facts, that the commercial banks
create credit If I remember correctly you stated that with one exception I was
incorrect. If I am wrong, I would like you to correet me. In any event I would
like to have you amplify the answer which you gave.—A. I do not recall the
exact words T used yesterday but perhaps I could put it this way; if the cash
ratio of the commercial banks were an invariable 10 per cent, neither more nor
less—which is not the case, but if it were the case—I would say that the function
of ereating credit would be the function of the central bank entirely.

Q. You are speaking, I take it, with respect to the banks as they are today?
—A. Yes.

Q. Would it be correct to say that in the past they had created credit?—A.
The situation would be different if there were no central bank. The situation
was different before the Bank of Canada came into existence. The statement I
made relates purely to a country which has a central bank effectively controlling
banking. :

Hon. Mr. Hanson: Is that the situation in Canada?

The WirnEess: Yes.




BANKING AND COMMERCE 961

By Mr. Macdonald.:
. kQ. Will you go this far with me, that if I obtain $1,000 from the central
ank—

Hon. Mr. Hanson: You can’t.

Mr. MacpoNALD: Yes.

Hon. Mr. Hanson: Oh no, you cannot get $1,000 from the central bank.

Mr. MacponaLp: But the central bank is creating currency, and has been
in the past.

Mr. McGeer: They buy securities in the open market, the Bank of Canada
buys securities in the open market.

By Mr. Macdonald :

Q. Supposing the Bank of Canada buys securities in the open market, if
they buy securities to the extent of $1,000, as I understand it I get Bank of
Canada cash. I take that Bank of Canada cash and deposit it in a commercial
bank?—A. Yes. J

Q. Is it not a fact that under the Bank Act as it stands to-day the bank can
create credit to the extent of 20 to 1, in fact 10 to 1?7—A. Your money was
created by the Bank of Canada and did not come from any other source?

Q. Yes, we will get back to that—A. I am only clearing up the question,
that 1s all. ‘ '

Q. Yes, that is right; I think I follow you. If I take that $1,000 in Bank
of Canada money to one of the commercial banks and deposit it there, there
would be an increase in the credit created by and large; there would not be a
decrease in one bank and an increase in another?—A. Yes. v

Q Well now, the point I have in mind is, that I have a thousand dollars.
in new money—

Mr. McGegr: From the Bank of Canada.

The Witness: Yes.

Mr. MacponALp: From the Bank of Canada, and I deposit that in a com-
mercial bank. Now, my suggestion is that the commercial bank can then ¢reate
“credit to the extent in practice of ten times $1,000?

The Wirness: I think that is the very simplest form in which to make
that statement; if I may say so without offence, I would not put it that way
myself.

By Mr. Macdonald:

Q. That is the only thing we understand in this committee—A. My last
observation was not intended to be censorious. By the deliberate action of the
Bank of Canada, forces are set in motion, as a result of which it may be that
the banking system as a whole would expand its assets and liabilities by
something like ten times the sum that you deposit.

Q. So there would be an increase in credit, and it seems to me a cor-.
responding increase in liabilities?—A. There would be an increase in the assets
of the banking system as a whole, and an exactly corresponding increase in the
liabilities of the banking system.

Mr. StacgHT: And the medium of exchange.

The Wrrness: Using the word to cover bank deposits, yes.

By Mr. Macdonald :
Q. And we would all benefit from that, I take it, from your statement?—

A. The country’s assets, measured in dollars, would be larger; operating in the
first place on the banking system, the Bank of Canada would have set in motion
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a force increasing the dollar assets of all of the Canadian people. But, of course,
if the Bank of Canada were to give us too many $1,000 dollar bills, the dollar
might be cheapened considerably—might lose much of its purchasing power;
that is a matter which the central bank has to bear in mind all the time.

Q. I suppose it would be necessary if there were a great increase in the
dollars to have many controls?—A. The central bank has in its wisdom to
decide how much credit this country needs. It will from time to time decide
when the base of credit should be expanded and from time to time it may
decide to set in motion forces of an opposite character, which will have the
effect of lessening the assets of the people at large and of course lessening
banks’ assets. It can operater both ways.

By Mr. McGeer:

Q. The banks can decide that independent of the Bank of Canada, can
they not?—A. I am afraid I do not know how; but it may be that I have not
understood the remark.

Q. I said, the banks can direct credit themselves independent of the Bank
of Canada?—A. My statements have been made on a somewhat arbitrary
assumption that the cash reserve is maintained at a steady 10 per cent.

Q. I know, but‘that is not so.—A. But if the banks were to hew to an
even 10 per cent cash reserve then, in doing so, they would have abandoned
altogether their power of initiating such changes.

Q. But would it not be better to say that if the Bank of Canada held
the banks to a 10 per cent cash reserve they would control, but it does not do
that?—A. I think perhaps the facts are worth looking at. I took them the
other day and studied them for the first time. If one takes the monthly
statements of the chartered banks from the day when the Bank of Canada
opened its doors, one finds that in almost exactly one-half of the months the
banks held a cash reserve of under 104 per cent, and in almost-exactly one-
half of the months they held cash reserves of over 104 per cent. The range of
variation is very small. Most of the time the cash reserves vary between
10 and 10% per cent. Occasionally they drop a little below the 10 to something
like 9-9; and occasionally they run over 10% per cent. You really have some-
thing like the play of a wheel in a locomotive; you have a play averaging one-
third of one per cent over or under the 104 per cent which is the normal cash
proportion of the chartered banking system.

Mr. Macpoxarp: I think that is all the questions I have at the moment,
Mr Chairman.

Mr. McGeEr: Are we going to have an explanation of this, Mr. Chairman?
(indicating booklet of diagrams).

The CrAlRMAN: That is a matter for the -committee to decide.

By Mr. Noseworthy:

Q. Before you go into that there is just one question I would like to ask,
following up Mr. Macdonald’s question there regarding the ability of the Bank
of Canada to contract and expand credit: suppose we entered a period such as
we entered at the beginning of the 30’s and the banks found it no longer profit-
able to lend money and the borrowers no longer found it profitable to borrow
money and the Bank of Canada for its expansion program must depend upon
the banks’ lending, what is there to remedy that situation?—A. What can the

_central bank do to forestall depression? Am I repeating the question properly?

Q. To create expansion at the beginning of a depression period when
expansion in credit is needed.—A. In this country I think the natural procedure
would be for the central bank to buy securities.
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Q. Follow that through, will you?

Hon. Mr. Hanson: Put out currency.

The Wrrness: Buying securities would increase the cash reserve of the
banks and would set in motion forces counteracting the depression influences
which it saw coming along.

By Mr. Noseworthy:

Q. When deposits are created in a bank it still remains for the bank to
lend those deposits?—A. The bank cannot lend unless it has borrowers who wish
to borrow. If there is a willing borrower then the bank has the choice of buying
securities or making loans, and I should imagine that from the standpoint of
profit the choice would always be in favour of making loans, if possible.

Q. We had representatives of a farmers’ group here who made it clear to
the committee that during that period there were vast numbers of farmers
who wanted to borrow but could not borrow from the banks because the banks
felt their security was not sufficient or, in other words; it would not be profitable
business for the bank to lend. I am just wondering what the answer is to that
problem?—A. The posgition of a given farmer would depend a very great deal
on the state of the market, obviously. I could well imagine some farmers might
be a very good credit risk when wheat was at $1.50 and a poor credit risk when
wheat was at 50 cents. I think that is one of the faets of the situation which
one has to recognize.

Q. In other words, there are circumstances in which the Bank of Canada
would be unable to effect an expansion of credit?—A. I do not see how the
Bank of Canada can offset a world-wide influence like a fall in the price of
wheat on an individual farmer who seeks to be credit worthy. It is an un-
fortunate feature of the situation, but that is so.

Q. Or on a nation of farmers?—A. What the Bank of Canada can do is
to govern the volume of credit but it cannot by governing the volume of credit
shelter everybody from all storms that may blow up. I wish it could.

The CuARMAN: When the committee adjourned there was distributed a
little brochure entitled “Sidelights on the Great Depression”. It has been
suggested by Mr. McGeer that Mr. Jackson be given an opportunity to explain
the diagrams which have been in the hands of the members of the committee
overnight. i

Hon. Mr. Haxson: I have not seen them. Before you leave this question—

The CmaigMAN: Just a minute, Mr. Hanson; is it the pleasure of the
committee after Mr. Hanson has finished his questions that we ask Mr. Jack-
son to make any comments that are required?

Mr. Gramam: I think, Mr. Chairman, a copy of this should be filed as an
exhibit so the questions can be correlated by a student.

The CmamrMAN: It will be filed as exhibit No. 37, I am told. You have
a copy?

The Wirness: I have a copy in front of me.

Mr. McGrer: I think it would be well that it should be printed.

The CuarMaN: Is it the pleasure of the committee to have it printed in
the record?

(Carried.)

Hon. Mr. Hanson: I am just a country lawyer and not an economist,
but I am trying to learn something.
Mr. McGeer: You are doing pretty well.
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The Caamman: I object to that statement. You are a former chairman
of this committee.
Mr. McGeer: You are getting an education here, too.

By Hon. Mr. Hanson:

Q. Arising out of the questions put to you by Mr. McGeer and the previous
questions of Mr. Macdonald I should like to ask you this; on the basis you have
mentioned with a fairly static cash reserve position in the commercial banks
varying very slightly, as I understood you, your conclusion is that the control
of eredit and currency is wholly vested in the Bank of Canada and not in the
commercial banks?—A. Yes.

Q. Under the circumstances as you have delineated?—A. Yes.

Q And that they would under those circumstances have no effective control
over credit and currency? That is the conclusion you have reached?—A. The
commercial banks?

Q Yes.—A. Would have no effective control over the volume of credit
The ccmmercial banks retail credit to persons like myself, for instance; the
Bank of Canada governs its amount.

Q. Is that the only expansion of the answer you have made that you wish
to give because we have been told here a deposit creates a credit and that you can
pyramid it and pyramid it and pyramid it. I never believed that, but I am
almost invited to believe it.—A. I think it is to some extent a question of the .
use of language. We can chop logic on the choice of a word when in fact we,
do not stand far apart. You may use the phrase, as a banker, when you have
loaned me §1,000, that you have created a credit of $1,000 in my favour. That
may be a proper phrase although it may not be a correct description in the
scientific sense of what you have done. As I see the banker he is controlling a
very large body of assets, the size of which is determined fundamentally by the
central bank, and is not a matter of his volition. He is doing as large a share as
he can get of the banking business of the country which is itself completely
urder the control of the central bank. Your banker holds his assets in many
forms, and the form of those assets is changing every day. Every banker every
morning looks at the distribution of his assets, asks himself what shifting around
is necessary in the light of what his bank is doing, and what is happening at the
moment. He has complete freedom to move around his assets, but that freedom
exists subject to the overriding control of the central bank which Mr. Towers .
has explained in so much detail.

Mr. Jaques: Mr. Chairman, I should like to ask Mr. Jackson a question.

By Mr. Jaques:

Q. TIs it not a fact that the reason why the government has borrowed from
the chartered banks for its necessary finances instead of the Bank of Canada
is because if it borrowed from the Bank of Canada when the Bank of Canada
money found its way into the banks, which of course it would do, then the banks
would be able under the existing law to expand that money into twenty times as
much? Is that not the practical reason why the government today borrows from
the chartered banks instead of from the Bank of Canada?—A. I do not think
it would be proper for me in the presence of the Minister of Finance to tell any
member of this committee why the government of Canada follows a certain
policy.

The Cramrman: We do it all the time.

The Wrrness: I think it is a very good question, but I would far sooner see
it addressed to the gentleman on my left.
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By Hon. Mr. Hanson:

Q. The minister gave as the reason that it was more inflationary in the one
case than the other. That is the basis of the minister’s reason. You agree
with that?—A. Yes.

By Mr. Jaques:

Q. I suppose you have read the answer in Hansard because that is the
reason the Minister of Finance has given those of us in the house who have
pressed for the use of the Bank of Canada instead of the chartered banks, that
by borrowing from the Bank of Canada it would be that much more inflationary?
—A. If the government were to borrow from the Bank of Canada they would be
expanding the cash of the banking system in a manner which I imagine they
might afterwards regret. That is a point on which I think we both agree, is it
not?

Q. No, I am merely asking a question.

By Hon. Mr. Hanson:

Q. That is only one factor. What about the effect on the depositors of the
commercial banks if the government did that? Would it be unfair to them?—A.
I think it would let loose disastrous forces of inflation.

Q. I agree with you—A. But here I am merely a private citizen offering
an opinion.

Q. That is all you are asked to do.

By Mr. McGeer:

Q. You apply that as an arbitrary rule against any borrowing from the
Bank of Canada?—A. If I were the Minister of Finance I should hate to bind
myself by arbitrary rules that I must obey in all circumstances, but if I were
faced at the beginning of the war with the problem of financing it, I should
start by hoping that I could do all my borrowing by the sale of securities to the
public. I should wish to borrow nothing from the Bank of Canada or from the
chartered banks. I might find myself driven to borrow from both, but I would
regard borrowing from any bank as undesirable so long as I could borrow that
dollar from the public. .

Q. Because there is a danger of inflation?—A. Because there is a danger
of inflation and because the borrowing process—the process of borrowing from
the public—is essentially part of the waging of the war. In other words,
speaking as a citizen and a small buyer of war loans, if my consumption is
maintained at anything like the pre-war level I am consuming goods and
using productive energy which ought to be producing planes and tanks. The
only way in which, as a civilian, I can make an effective contribution to the
war is by cutting down my personal consumption, and if it is not cut down
sufficiently by Mr. Ilsley in his capacity as tax gatherer then it is up to him
to persuade me to cut it down further by buying his loans; and it is not an
effective substitute to sell the bonds, which I should have bought, to the Bank
of Canada or a chartered bank.

By Mr. Fraser (Northumberland):
Q. You set up thrift and security for yourself?—A. Certainly.

By Mr. Jaques:

Q. What you have said, Mr. Jackson, is that in war time thrift and
taxation are necessary policies in order to cut down the consumption of retail
goods?—A. Yes. ;

22047—65
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Q. Then, after the war you would agree that the exact opposite should be
followed?—A. After the war I hope the minister will balance his budget.

Q. The question I asked was that if heavy taxation and savings, instead of
thrift on the part of the publie—if that is the best policy for war time—and I
will not deny it—then surely when the conditions are reversed, and especially
from the point of view of the people who are represented here, would not the
exact opposite be true after the war: that you have to cut down taxation as much
as possible and the people have got to spend as much as possible instead of
saving as much as possible?—A. Mr. Jaques is not suggesting that thrift is a
virtue in war time and a vice in peace time, is he?

Q. Very nearly, yes.

Hon. Mr. Hanson: He said so in the house.

Mr. Jaques: I certainly did.

The Wirness: I am sorry, but I must disagree very respectfully.

By Mr. Jaques:

Q. Perhaps I had better define thrift. I am not using “thrift” now in the
sensge of putting everything to its best use; the sense in which I use the word
here is saving money, which is a totally different thing, because I know a case
where money was saved in one small instance at the beginning of this war on
fire protection in national parks—the appropriation was cut down. Now, that
might have saved some money, but if it risks the safety of the forests I think
it is a very poor kind of thrift. You said you would balance the budget. That
means that the Minister of Finance must have a large turnover to do that.
If people are going to be thrifty in the common sense of the word, perhaps
you could tell us how the budget could be balanced. They tried it after the
last war in England. The theory was that in order to balance your budget
then everybody had, of course, to cut down expenses and they found that was
just exactly the wrong way to do it.

Mr. McGeer: That was Bank of England policy at that time.
By Mr. Jaques:

Q. How would it be possible, in your opinion, to balance the budget after
the war?—A. I am afraid, sir, that if I tried to answer that question I should
have to talk to this committee for the rest of my life. I am sorry to run

away from any question, but that one is difficult to undertake at this stage
of the proceedings.

By Mr. McGeer:

Q. You said, as an expert or a consultant, that after the war you hoped
the Minister of Finance would balance his budget?—A. I did.

Q. We would all like to see that done, but we would like to know how it
could be done?—A. If I may answer your question I may say that I hope the
minister would be so economical in his administration of Canada and so
ruthless in continuing to collect the necessary taxes that his income and his
outgo balance as a rule.

Q. Curtail public expenditure and increase taxation until the budget is
balanced?—A. I did not say curtail public expenditure and I did not say increase
taxes. I said that he should earn as much as he spends. I do not know at what
level public expenditure will be necessary because that is in the control of the
parliament of Canada. We must wish for a balanced budget whatever the
necessary level of expenditure in peace time; how heavy the burden of taxation
is going to be depends upon how extravagant the expenditures of the govern-
ment of Canada are going to be, and those are two unknowns which at the
present time I cannot talk about. .
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By Hon. Mr. Hanson:

Q. It is an historical fact that Mr. Roosevelt was elected in 1932 on his
policy of balancing the budget?—A. It was.

Q. And he got into power and then found forces so ruthless that he abandoned
the policy, did he not?—A. Yes.

Q. And he went in for a deficit budget on a large scale. We are all creatures
of circumstances?—A. Very much.

By Mr. Jaques:

Q. Does not a balanced budget presuppose a static economy?—A. I do not
think so, sir.
~ Q. You do not think so?—A. No, no more than the balancing of my personal
income and my personal outgo means that I am static. I may be getting richer
or poorer, but all the same, I can balance my expenditures and my revenue.

Q. Yes, as an individual. Experience has proved that the attempt to
balance budgets in the past has brought about not only a statie, but shall I say,
a retrogressive state of economy?—A. I can only say that experience has not
proved it to me.

Q. You are very fortunate.

By Mr. Slaght:

Q. I have a few questions I wish to ask. Mr. Maedonald yesterday intro-
duced a pretty well-worn topic in our committee, that of inner reserves. Having
done so, T want to ask you a few questions about them. May I take it that inner
reserves, except that they are hidden—the amount is not disclosed and they are
not taxed in the current year with the earnings acerued—are the same in
character as the disclosed reserves? I can find no difference in quality. They
are both liable for losses of the bank; they are both liable to pay deposits if they

ave to be infringed upon; is not that true as a general statement?—A. The
thle of the shareholders’ assets are available to meet losses. That goes for the
capital as well as the published reserves of the bank.

Q. I was not asking about that; I am asking this simple question. We
know there are diselosed reserves that have never been less than $136,000,000 in
Dineteen years on a capital of $145,500,000. We have been told that during that
Nineteen years there have been piling up gradually what are called inner reserves.
MI‘. Tompkins tells us that they are greater now than when he came to office
Nineteen years ago. Is there any difference in the character of the reserves?

Mr. MacponaLp (Brantford City): I do not recall that statement by Mr.
Thompkins. ;

Mr. SuagrT: Then you can look up. -
Mr Macnonarp (Brantford City): I do not think the statement was made.
Mr. StaguT: I want to know simply, Mr. Jackson, whether there is any

difference in character between the type of reserve called disclosed reserve and

;hi?ty‘pe that is called inner reserve, except that one is hidden and the other is
0

Mr. Tompxins: Mr. Slaght, T wonder if you would allow me to interject for
& moment?

Mr. StacuT: Yes.

Mr. TompkiNs: We made it quite plain by the exhibit that was filed in the
early stages of these proceedings that a very substantial amount of the published-
reserves consists of capital which was put into the business of the banks by the
shereholders. I think it is wholly wrong on your part, if I may say so with

22047—653%
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great respect, and without any intention of being offensive at all, when you have
repeatedly referred to these reserves as something that have accumulated out of
profits. A very substantial portion, almost $70,000,000 of that.total, was put
into the reserve funds in the form of additional capital, capital issued by the
banks at a premium, and it is shareholders’ capital just as much as the capital
accounts of the banks.

Mr. SuacaT: Very well. How did the balance get into the disclosed reserves
if it did not come out of earnings and profits?

Mr. TomprIiNs: A certain other amount went into those reserves from
ploughing back, to use that expression, of profits in the same sense that other
businesses do the same thing.

Mr. SvaeHT: Quite so. I am not complaining. I am commending the
creation of reserves by bankers.

§ Mr. Tompxkins: What I simply wished to make plain was that you are
trying to draw an analogy between two types of reserves that are not wholly
comparable in that respect.

Mr. SvagHT: In that respect. Then in so far as the portion of them that
comes out of annual earnings is concerned, they are comparable in exactly the
same way.

Hon. Mr. Hanson: Oh, no.

Mr. Tompkins: Except that, of course, to the extent that they go to the
reserve out of profits, they are certainly taxed in the ordinary course.

Hon. Mr. Hanson: Certainly.

By Mr. Slaght:

Q. Then, Mr. Jackson, to go back to the inner reserves, why do you suggest
it would create any dlfﬁculty or harm if the banks disclosed the amount of their
inner reserves to their shareholders and to parliament?—A. I said yesterday
that I feared if they did that they would lose their sense of freedom to serve
the country as they should in a time of crisis.

Q. Lose their sense of freedom?—A. The phraseology I used, if I remember
it rightly, was that they could afford to do this but Canada could not afford it.
If Canada did that, too many people would lose their jobs in a erisis.

Hon. Mr. Hanson: The sense of security.

By Mr. Slaght:

Q. You mean that to hide things from the shareholders and the public
creates greater confidence that to put all the cards on the table?—A. There are
many things, Mr. Slaght, that T do not understand; and I do not think it necessary
that T should be told a lot of things that T might misunderstand. T think that
is a fair statement to be made in regard to shareholders or the public generally.
If the publication of certain facts in a certain form is likely to mislead large
numbers of people at a time when the public mind is very much disturbed—

Q. How would—

The CreamMmAN: Please, Mr. Slaght, allow Mr. Jackson to complete his
sentence.

The Wirness: I would regret publication.

By Mr. Slaght:
Q. How would it mislead anybody, Mr. Jackson?—A. I do not know
whether Mr. Slaght was present yesterday afternoon.
Q. Yes, I heard you all yesterday—A. I am sorry I did not succeed in
making myself clear. I took the case, hypothetically, of two banks, of which
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one is conscientiously and deliberately trying, in a time of crisis, to be a good
citizen of Canada and is deliberately incurring losses by carrying its borrowers
through, and the other is much more cautions and is therefore not so disposed
to take losses in the interests of the country.

By Mr. Jaques:
Q. Is more thrifty?—A. The word “thrift” is a very dangerous word.
Mr. Tompxins: Is less venturesome.
The Wrrness: Less venturesome, yes; thank you. The first bank, the good
servant of Canada, deliberately takes large losses in a period of years in a

long-drawn-out depression. The other bank, the less good servant of Canada,
avoids such losses.

By Hon. Mr. Hanson:
Q. “Risks” is a better term.—A. I used the word “losses”.

By Mr. Slaght:

Q. Are you pointing to that difference between any two of our ten chartered
banks? Are you saying that we have a chartered bank that is a bad servant
%f Canada?—A. No. We have no chartered bank that is a bad servant of

anada.

- Mr. MacooNawp (Brantford): The question should be answered, Mr.
Chairman.

By Mr. Slaght:

Q. Go ahead, if you are not through, Mr. Jackson.—A. I am supposing
two chartered banks merely for the purpose of illustrating the point.

Q. You have made your view clear.

The CuAmRMAN: Please, Mr. Slaght.

The Wirness: The Federation which I represent is under the impression
that all the banks in Canada are good servants of Canada. I am not referring
to something that has happened. In the case of our two suppositious banks, of
which one is being a good servant of Canada and the other is not being such
a good servant of Canada, if there were no inside reserves, if all reserves were
to be published, then under the worst of the strain, it might appear to the public
that Bank A had taken very considerable losses and the public might draw the
conclusion from that that Bank A was badly run. It might appear to the public
that Bank B had taken little or no losses and the public might very reasonably
conclude, from that one fact that the heads of Bank B were wonderful bankers,
;;Vhereas in fact they were not being wonderful bankers, they were being bad

ankers. -

We must remember that the public is in a position any day to close any
bank, All that the public has to do is to lose confidence in a bank and with-
draw its deposits, and sooner or later that bank must close its doors. I want to
protect the bank that is a good servant of Canada; and in order to protect that
bank and enable it to continue to be a good servant, we should permit inside
reserves.

By Mr. Slaght:

Q. Having told me that, may I ask you this? If the Minister of Finance
or Mr. Tompkins, both of whom know the secret, disclose to this committee of
parliament not anything of the hidden reserves of Bank A or Bank B, or any
invidious comparisons, but disclose to parliament this year, being one year in
ten, the total amount of the hidden reserves that the ten banks havé piled up
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in the aggregate, your reasoning about injuring Bank A or B all disappears
into thin air, does it not, as far as that disclosure is concerned?

Hon. Mr. Tusiey: It does not.

The Wrrness: I still think that if you start publishing facts about inner
reserves, you are liable to disturb rather than strengthen confidence.

By Mr. Slaght:

Q. I see. Is there any other answer you can make to my suggestion that
parliament has a right to know and ought to know once in ten years the total
aggregate amount that the banks have hidden in inner reserves? Is there any
other reason than the one you just gave against that disclosure?—A. All T can
say it that if T were a member of parliament, I would vote against it.

Q. You would vote against it?—A. Yes.

Q. Well, you have a lot of supporters here. Let me turn for a moment to
whether or not, under our present system, the private banks create money; and
by money you can take it from me I mean the medium of exchange. Do they
create it?—A. Only within the very narrow limits that the cash percentage
actually varies from time to time.

Q. Well, let us consider what you mean by that. What would you say to
this question? I suggest that a banker can purchase a dominion gouvernment
bond by accepting from the government a bond for $1,000 and giving to the
government a deposit in the bank for $1,000. That is right, is it not?—A. Yes,

Q. And what the government receives is a credit entry in the banker’s
books showing the banker as a debtor to the government to the extent of $1,000.
That is correct?—A. Yes.

Q. And in law all the bank has to hold in the way of cash to issue that
deposit liability is 5 per cent?—A. Yes.

Q. That is correct?—A. Yes. :

Q. Why do you say “in a limited way ”, because the banks have used that
power to create $2,700,000,000, although their capital is $145,500,000 and their
disclosed reserve is $136,000,000. Why do you say it is a limited power when they
have outstanding deposits which they have created under that power to the
extent of four or five billion dollars all told? What is there limited about
that?—A. The limitation comes in the sense that the Central Bank governs
absolutely the expansion of their liabilities. If the Central Bank wishes them to

.expand their liabilities, it can initiate forces as a result of which their liabilities
will be expanded; but the thing is entirely in the hands of the Central Bank.

Q. Do you agree that 90 or 95 per cent of our medium of exchange consists
of bank credits to-day?—A. That is a statistical fact.

Q. And 5 or 10 per cent is in coin and paper money?

Mr. McGeer: National currency.
Mr. SvacuT: National currency, ves.
The Wirness: Yes.

By Mr. Slaght:

Q. Would you say that a bank deposit or credit at the bank actually is
the equivalent of money as a medium of exchange?—A. I think we can treat
bank deposits as money for ordinary purposes.

Q. Yes.
Mr. McGeer: That is, for our internal economy.

By Mr. Fraser (Northumberland): ;
Q. As soon as a cheque is issued against it, it becomes a bill of exchange.—
A. The cheque is not money. The deposit is.
Q The cheque is taken against the credit?—A. Yes.

L
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By Mr. Slaght:

Q. What would you say to this: each and every time a bank makes a loan
or purchase securities, new bank credit is created, new deposits; brand new money
of that type is created. Is that not true?—A. Money is being borrowed from
the banks and money is being paid in to the banks all day long. I do not want
to choplogic on that word “creation.” If you like to say, as Mr. Hanson
Suggested some time ago, that a bank has created a credit in favour of the man
to whom they lent, that is a conventional phrase which has long been used. The
essential point I want to make is that the amount of money in circulation is an
amount which is decided by the Central Bank, although in the working of our
system, the Central Bank operates through the chartered banks.

Q Well, we have heard the figures, shown before the committee, that all the
money, that is Bank of Canada money—whether it is currency or bank credit
that is outstanding today is $1,300,000,000; and yet the banks are purchasing
securities from Mr. Ilsley to the extent of $2,700,000,000. Where did they get
the balance of the money with which they purcased the government securities?
They created it, didn’t they?—A. They purchased these securities by paying cash
for those securities or undertaking to pay the government cash on demand,

By Mr. Fraser:

Q. Or by creating the credit on their own books?—A. When ‘they undertook
to make the payment to him on demand, they created a credit in their books,
if you wish to use language in that form.

Q. Which credit then becomes negotiable?—A. In the sense that I can
transfer to somebody else the banks’ promises to pay me.

Q. So, let us suppose, as the hon. member says, they created $1,300,000,000
cash, they have really created that on their books— :

The Cmamrman: A little louder please, Mr. Fraser.

Q They have simply created on their books a negotiable credit against
securities purchased or optioned.—A. For each $1,000 bond, they have given
the Minister of Finance either $1,000 or their guarantee to pay him a thousand
dollars where and when he wants it. '

Q. That is, against a cheque?—A. Against his cheque.

Q. Or against my cheque if I decide to sell the securities—A. The Minister
of Finance then possesses a right against a bank which he can transfer to
anybody.

Q But all the bank has done is simply to create a credit on their books
available to the previous owners of the securities sold?—A. If they have not
paid cash for the securities they have undertaken to pay cash at any time he
wants it. .

Q. What I am trying to bring out in this point is this; when the hon.
member is saying “cash”, it is simply a case that the banks are not putting
that cash into circulation, they are creating that amount of credit on their own
books, available as I said for distribution as required by the owner selling these
securities or hypothecating those securities and establishing a negotiable credit;
18 that correct?—A. I think I should say that I use the word “cash” as meaning
legal tender money, to distinguish it from money which is not legal- tender.
There may be some possible source of confusion there. What the banker does
18 to provide cash on demand or guarantee that cash will be available on demand
on any legitimate claim. I do not know whether that answers your question.

Q. T appreciate the answer but what I am trying to get at is the fact that
the hon. member for Parry Sound (Mr. Slaght) has used the word “cash” in
connection with the $1,800,000,000, all that cash is not necssary. What you
say is that they have made available the necessary cash to go into cireulation
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by the purchase of these securities. That is your answer, is it not?—A. They
have purchased the securities by giving cash or undertaking to produce the cash
in equivalent quantity.

Q. But the cash not being required by any purchaser because it is a
matter of the transportation system between the credit of the receiver of the
cash, the banks have actually created—they have transferred my credit in
the Victory Bond to my account in the bank, so they have the Victory Bond for
a year, or the government bond for a year, and I have a credit entry for a
year, that credit entry is made available to me in cash if I ask for it; that is
correct, is it not?—A. Yes.

Q But in the course of the banking business and in the course of business
generally I do not require to go into and sell the bank $5,000 or $10,000 govern-
ment, bonds and say, give me cash; they would put on their books a credit
which takes the place of my bond as far as I am concerned and they make
that credit available to me as I require it in the conduct of my business.

Mr. McGeer: They are the clearing house doing a job.

By Mr. Fraser:

Q. Well, they establish that credit. It does not, as the hon. member has
mentioned several times, apply against the $145,000,000 of paid up capital.
What they do from that point on is to operate on the government security, on
my security or somebody else’s security and create a eredit available to the
government or to an individual. So that the matter of taking that security of
the government of the people of Canada and putting it into this book and
saying to the government and people of Canada, we will make that available to
you in cash as you require it. So it is really not a pyramiding of the paid in
capital of the banks, it is a clearing house—as the hon. member says—or a retail
distribution of the eredit of the governing people of Canada. Is that not
correct?—A. I am awfully sorry, sir, I do not understand this.

Mr. SraguT: Nobody else does.

Mr. Fraser: I guess if that is the consensus of opinion 1 better sit down.

By Mr. McGeer:

Q. You don’t understand that?—A. I do not.

Q. May I just put one question to you?—A. Certainly.

Q. We are not only interested in what the banks do, we are interested in
what the government does. When a government uses a bond and exchanges it
for credit in the banks just what happens: does not the government exchange
its promise to pay with interest which it can meet—that is assuming that our
bonds are good—with the banks for a non-interest carrying promise which the
banks cannot meet without the assistance of the government?—A. No, sir; no.

By Mr. Slaght:

Q. Let me suggest to you that it is exactly what happens and I will tell
you why. The government go to the banks, let us say tomorrow, as Mr. Ilsley
has to have some more money that he cannot get in his budget in this year by
the two' sources, one taxation and the other by the sale of Vietory bonds to
the public; and he struggles each year, as I understand it, and I quite agree,
to endeavour from these two sources to raise the requirements of the country.
Now then, the minister goes tomorrow to the banks with $2 billion worth of
Victory Bonds or short-term securities, and they bear interest for longer than
two years—take long-term securities, and he puts those through the wicket and
the banker locks them up in his vault and credits the Minister of Finance with
$2 billion in money in respect of them, does he not?—A. Yes.

- -
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Q. Now, if I was a banker and the Minister of Finance comes the next
day—and if you bear in mind that all the Bank of Canada money outstanding
today is only $3 billion—how is the banker going to pay Mr. Ilsley if he comes
In and says that he wants the money, if he comes to you; how will the banker
pay him that $2 billion of money?—A. The amazing thing Mr. Slaght is that
every time Mr. Ilsley claims a dollar from the bank, that bank promptly pro-
duces a dollar. That is one of the glories of this country.

Mr. SvagaT: I am not going to let you answer my question that way.

Mr. MacponarLp: But he must be allowed to answer your question; whether
you approve of it or not is another matter.

Mzr. Stacur: Were you through then?

Mr. McCaxn: The answer is that it is never all wanted at the same time.

Mr. SvagaT: I beg your pardon?

Mr. McCann: The answer to that is that it is never all wanted at the
same time; if the money were all wanted at one time it would be a different
proposition. _

Mr. SvagaT: And the banks could not pay it without the help of the
government if it were all wanted at the one time.

Hon, Mr. Hanson: The answer is that the banks would not make the loans
all at one time so your hypothetical case falls to the ground.

Mr. Suacar: Now we are getting a little help; I would like to have Mr.
Jackson’s answer.

Hon. Mr. Iustey: I just want to correct one apparent assumption; that is
that the government sells Vietory Bonds, or rather 3 per cent long term bonds,
to the banks; they do not.

Mr. SuagaT: They print that, they used to.

Hon. Mr. Istey: Oh no, they never did.

Mr. Sracar: Before your regime, they did, I remember they did around
the period of the last war.

Hon. Mr. Trsiey: Oh, that may be, but they do not now.

The CuarrmAN: Please, Mr. Slaght: T wish to call your attention to another
matter, one that came up before, when you said just a minute ago that you
would not allow Mr, Jackson to give you an answer in that way; it seems to
me when we have a witness before us that as a matter of courtesy and every-
thing else the answer of the witness should be accepted, then if you do not
agree with it, that is your privilege.

Mr. SragaT: As soon as he answer the question, of course, I will -accept it;
but he has not.

The Cuamrman: Oh now, wait a minute; you yourself said that he could
not answer it that way, which implies that he had answered your question.

Hon. Mr. Haxson: And of course it is a well-known rule of practice that
he cross-examiner must take the answer for what it is worth.

By Mr. Slaght:

Q. Well then, Mr. Jackson, if the minister deposited to-day securities
bearing interest which interest is paid by the taxpayers with the chartered
banks and they set up a credit—

The Cuamrman: Order, please, gentlemen.

Q. —and they set up a credit of $2 billion for him and he desires to use
that in the next week I suggest to you that he could not possibly pay his
cheques with that amount, what do you say?—A. I know that no bank would
undertake to make any payment to Mr. Ilsley at any point of time, unless that
bank was absolutely sure that it could make payment.

22047 -66 ;
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Q. Now do you approve of this, and I am reading from Mr. Graham
Towers’ statement to the committee; when a million dollars worth of bonds is
presented by the government to the bank a million dollars of new money or
the equivalent is created; Mr. Towers—yes; is it not.a fact that a million
dollars of new money is created; Mr. Towers, that is right. Do you agree with
that making new money the equivalent medium of exchange?—A. I am sorry;
not knowing the context I cannot very well agree or disagree with that state-
ment. I am prepared to take the responsibility for my own statements; but
not for anyone else’s which are pulled out of their context.

Q. Then you could not agree or disagree with that. Then I put it to you |
this way; supposing Mr. Ilsley takes two separate bonds of $1 million each, or
government securities in any form, by bearing interest always, and he goes to a
chartered bank with one of them and the bank takes the security and locks it up
and they credit him with $1 million, do they not, in practice?—A. Yes.

Q. Now we take the other security to the Bank of Canada and they accept
it and the Bank of Canada eredit him with $1 million, do they not?—A. Yes. ¥

Q. In the one case he pays no interest to the Bank of Canada at all or if he ,
does pay it, it is paid to the taxpayers because the taxpayers own the Bank of
Canada; you agree with that?—A. I agree that the Bank of Canada is publicly |
owned and the chartered banks are privately owned. ;

Q. Quite so. Now, will you tell me why, when the government wants money ‘
for government purposes they should not go to the Bank of Canada and secure
interest free instead of going to the chartered banks and creating a debt which
runs on down through the years at a cost to the taxpayer; why, why do that?—
A. T think, Mr. Slaght, some of this discussion leaves out the fundamental
-purpose actuating the government, which is to have an efficiently working k.
economy. I can imagine ways in which the government might do things a little it
more cheaply than it does and I can imagine ways in which the banks might earn |
a little more than they earn. I can imagine all sorts of ways in which somebody
might make a little more money or might make a little less money. But our
fundamental object, your fundamental object as a member of parliament surely
is to see that we have an economy which works as smoothly and as efficiently as
possible; that is your duty to the people of Canada. Now, if we were to finance
through the Bank of Canada as you suggest we should be loosing inflationary
forces far more dangerous and disadvantageous to us than any advantage we
would get. by saving a few dollars to the country through this “free” financing.

By Mr. McGeer: i

Q. May I just ask you one question there; surely you will agree with this
statement—and I quote from the statement by the Minister of Finance, page
4270 of Hansard of July 15, 1942:—

The second method that I mentioned is to borrow from the chartered
banks. I go to some bank and ask them to let the government have
$100,000. If I followed what the hon. gentleman said, the government
would be doing just exactly what the hon. gentleman say they would do.
They simply credit the government with $100,000 and the total of the
bank deposits of the country have increased by $100,000. In other words,
that transaction results in there being in existence $100,000 more new
money than there was if I had borrowed from my hon. friend. To that
extent it is $100,000 more inflationary in its effect than the other method.

You agree with that, do you not?—A. I am sorry, but again we have a long
statement out of context with a reference to Mr. Ilsley’s unknown hon. friend
I cannot answer that question because I do not understand the basis of it. @

Q. Do you agree or disagree with the facts declared there? I do not think '
there is any other portion of that speech that governs the facts that are stated
there?—A. T should like to have a question that T may agree or disagree with.
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Hon. Mr. Iustey: I think you are correct, Mr. McGeer, but you are talking
about a different matter than the matter which Mr. Slaght is talking about. I am
talking there about the relative inflationary effect of borrowing from the
chartered banks and borrowing from the public. Mr. Slaght is talking about the
_relativc inflationary effects of borrowing from the chartered banks and borrow-
Ing from the Bank of Canada.

Mr. McGeer: I do not want to interrupt—

Hon. Mr. Tusuey: I think if you will complete that you will see I take the
two stages which I have always done consistently through the years.

_ Mr. McGeer: I am not complaining about that, but what I am stating here
18 a plain statement of fact which I think we have all agreed on. Certainly
Mr. Towers has agreed with us on that, that when the government borrows from
the banks the banks increase their deposits and create the amount as new
medium of exchange in circulation in the country, and to that extent it is

Inflationary.

Hon. Mr. Iustey: T certainly agree.

Mr. McGeer: You agree with that?

Hon. Mr. Iusrey: Yes.

Mr. McGeer: I understood the dispute between Mr. Jackson and Mr.
Slaght was on whether or not, the banks created new money when they made
a loan to the government, and I think you have agreed, as I think Mr. Towers
and all of us have agreed, that they do. Do you disagree with that?

The Wrrness: In respect to that isolated action the banks have, to use a
phrase we have used before, created a credit in favour of the Minister of Finance,
but what they have undertaken to do is to provide him with cash at a time and
place designated by him, and he is certainly going to use the cash, and they have
only heen able to create that money—

By Mr. McGeer:

Q. He would not borrow it—

The CuamrMAN: Please, Mr. McGeer.

The Wirness: —they have only been able to create that money, if you wish
to use the phrase, because they have so managed their institution that they are
going to be able to produce the cash at any time and in any place in the quantity
designated by Mr. Ilsley. The thing I want to insist on, Mr. McGeer, is that
th? banks are in the business of dealing with cash, and the day that any bank
failed to meet any demand for $1 of cash anywhere, that bank would have to
close its doors. We obscure that fact when we talk all the time about credit;
We are talking about institutions which are dealers in cash.

By Mr. McGeer:

Q. To come back after that dissertation do you or do you not agree with
the facts as stated by Mr. Isley in the statement T have read to you?—A. I am
afraid I do not understand the conditions well enough to agree or disagree.
Q. If you want to leave it there as a consultant, and as a former cconomic
€xpert or employee of the Bank of Nova Scotia—

The Cuamrman: Please, Mr. McGeer.

Mr. McGeer: Just a minute, Mr. Chairman.

The CrarmaN: That is unfair.

By Mr. McGeer:

Q. Let me put it this way. If, as a former employee of the Bank of England
and a former economic employee of the Bank of Nova Scotia, you wish to leave
your answer in that form it is satisfactory to me.

22047—663
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The CraamrMaN: Mr, Slaght, you have the floor.

The Wirness: May I just add one word before Mr. Slaght’s next question?
I would like to be allowed to say that as a consultant I always insist that my
clients state their questions clearly, before I try to give them advice.

Mr. McGeer: I repeated the question to you from the statement of the
Minister of Finance.

By Mr. Slaght:

Q. I think, Mr. Jackson, when I stopped I had asked you in the instance
I made of the two million dollar loans that the Minister of Finance required
why he should not secure both his loans from the Bank of Canada without
creating any debt load instead of going to the chartered banks for part of it
and creating interest for the future. You told me, as I understood you, that that
would let loose inflationary forces. Now, I suggest to you that if we amend
section 59 of the Act—you say you have read every section—which is the one
allowing the banks to lend against a 5 per cent cash reserve, and change that to
100 per cent cash reserve then we could borrow for our government needs from
the Bank of Canada without any more inflationary tendency of any kind than
you would have borrowing from the chartered banks at interest. What do you
say to that?—A. I am afraid I can only answer that question by a question.
Does Mr. Slaght want the business of deposit banking to continue in Canada?

Q. Yes?—A. T took the line yesterday with Mr. Macdonald, if I remember
rightly—and T think it is a sound statement—that our purpose now is to make
sure that Canada has adequate facilities for deposit banking, and that Canadians
can exercise those facilities with absolute safety. I might have added we
should try to have as economical a system of deposit banking as we can.

Mr. McGeer: Maybe fewer banks would help that?

The Wirngess: I do not know. I am not offering any opinion. I am merely

suggesting the primary business of this committee is to see that deposit banking
is all right in Canada.

By Mr. Jaques:

Q. Would not 100 per cent make it safer?—A. Would the establishment of
a 100 per cent reserve result in there being any deposit banking in this country?

Mr. SuacuT: Yes, plenty, and I will tell you why. You put the question
to me.

The Cuarman: I want to suggest that we allow Mr. Slaght to continue his
examination without interruption.

Mr. McGeer: We loose these brilliant thoughts if we let them go too long.
Mr. SvacHT: I do not mind interruption if they are reasonable.
The Cuamman: They are not always reasonable.

By Mr. Slaght:

Q. You were good enough to ask me the question, do I want the chartered
banks to continue business in Canada? I am going to answer that in a sentence
or two of detail for you. You may have grasped that my proposal is that we
amend section 59 and do not permit the chartered banks to lend to governments
unless they have a 100 per cent reserve on which to do so, and your question to
me implies that if we made that change the chartered banks could not carry on
their business. Is that your imputation?—A. I think that is fair. |

Q. The idea being there would not be any money left in the banking
business? That is why you say so?—A. The idea being they would be unable

to earn the money for their shareholders which would justify their shareholders
in running the risks they run.
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Q. I thought that is what you meant. Then, what would you propose to
permit the bankers to continue to do? I am strongly for private banks carrying
on the ccmmerecial banking business of the country. There has been no secret
about that, and this is what I suggest they could carry on and carry on
luxuriously as far as shareholders and dividends are concerned. I will put it to
you. Let them lend at 4, 5 and 6 per cent first the equivalent of their capital,
8145_,500,000. That is what they got together to start business on and to start:
lending, was it not? Then, let them lend to the extent they have piled up
reserves, §136,000,000 more. On their own figures they have $70,000,000
mmvested in building all of which are paid for.

Mzr. McGeer: No, they are not all paid for.

By Mr. Slaght:

Q. We will leave that out. Leave out the buildings. Mr. Towers did not
want bank buildings in, but I am bound to be more liberal than these gentlemen
want me to be. I will tell you what I would suggest that the banks should be
allo_wcd to continue to do, and then you will have my story. We have taken the
capital, we have taken their reserve. Let them lend it over and over and over
again cvery three months at 4, 5 and 6 per cent. That is one thing. Then,
they have got savings bank deposits, called time deposits, to the extent of about
$1,800,000,000 as of to-day. That is an aproximate figure we have had in the
record. With the more than $200,000,000 I would permit them to lend at 4, 5
and 6 per cent over and over again every three months and the equivalent of
the time deposits they have on their books now, that gives them more than
2 billion dollars of money to go on lending again and again on a capital of
$145,500,000. Do you suggest that a banking business carried on in that
manner could not be carried on profitably?—A. If you are going to allow the
banks to lend more than they actually are able to lend now I am not quite sure
what, your proposal is. I do not want to fence with you. I only want to be
quite sure I understand.

Q. T am sorry I did not make clear to you what I would say they ought to
be permitted to lend, but my proposal would curb them creating new money by
pen and ink entries, as they do now, and lending it to the government of Canada
at interest. It would stop that, but I put it again to you that if we permit the
banks to lend the equivalent of their capital, $145500,000, their reserves,
$136,000,000, and the equivalent of their savings deposits, $1,800,000,000, or more
than $2 hillion, they can go on lending that amount of money and make a good
profit?>—A. T do not see them making loans by pen and ink entries now, Mr.
Slaght. I see them undertaking to provide people with cash, and providing it.

Q. Leave that out of it then.

Mr. Fraser (Northumberland): The witness does not understand you.

Mr. SuaguT: He has not been here long enough, but I do not want to get
off on that now. I should like you to tell me whether you are going to say
solemnly to the committee that permitting the banks to carry on business in the
way I have just outlined would result in non-profitable business for the bhanks?

—A. What reserve are they to maintain? .

Q. They have the reserves which they are maintaining, and I permit them
as far as my idea to continue to maintain reserves just as they have in the past
but disclosed and not to hide the inner reserve.—A. I apologize. I meant cash
reserve, what cash reserve are they to maintain?

Q. They would have the security there of the savings deposits and their
capital originally invested. Allow them to lend up to $2 billion.

Hon. Mr. Haxson: He means would you keep them at 10 per cent?

The Wrrness: You are trying to amend section 59. What are you going
to do with it?
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By Mpr. Slaght:

Q. If I have my way I am going to prevent them under section 59 from
lending against demand loans, from creating new loans for demand loans or
purchases of bonds unless they have 100 per cent, but permitting them without
a reserve other then the present reserve to go on lending up to $2 billion. You
have not expressed yourself that you are solemnly telling this committee that
would be unprofiatble banking business. Can you do it now?—A. I do not
know whether 1 was right in making that statement but I have not yet got it
quite clear. They are going to be allowed to lend as they now do up to $2
billicn?

Q. Yes—A. After they have loaned $2 billion they have to maintain 100
per cent cash reserve against any excess in their loans?

Q. That is right with this variation that if the savings account fluctuates
down from $1,800,000,000 to $1,700,000,000 or rises from $1,800,000.000 io
$1,900,000,000 then their power to lend would fluctuate along with that. You
understand?—A. I may have got you wrong because I rather tremble to think
this is what is being put to me. But as it seems to me, you are saying that
after the banks have loaned twice as much as they have now loaned you want
to apply a rather drastic rule to them?

Q. I am afraid you do not know what they have now lent—A. I shall not
quote from memory the amount of their loans, but I think it is probably some-
thing in the neighbourhood of $900 million or $1 billion.

Q. Yes—A. Now, they can lend $2 billion, twice what they have now lent,
and when they get beyond the level of twice their present loans you want to
apply a very drastic reserve provision against them?

Q. Right—A. I think it is so improbable that the banks are going to lend
$2 billion in the near future that if you make that regulation it might have no
practical effect whatever, to my mind.

Q. That is encouraging—A. But if the making of that regulation were to
hamper the power of the banks to make loans to the people of Canada—and I
speak here for a considerable section of them—I should very deeply regret it.
I am certain that the people for whom I speak would oppose it.

Q. I thank you for that, because it goes a long way in my view that the
banks would lose, and it would be something that they would lose the interest
that they now collect each year on $2,700,000,000 of securities which interest is
about $40 million—a low rate, Mr. Towers told us—and the tax-payers will pay
that $40 million of interest now because the banks have those securities locked
up in their vaults. They would lose that?—A. No, I am talking about limiting
the banks’ powers to lend money; I am not talking about securities. What you

want to do—and I do not want to put words into your mouth—is to pay the .

banks cash for their securities, is that it? :

Q. Well, leave it at that. I have not suggested any such thing. Let us not
mix the two things?—A. Securities seems to be the centre of this discussion, but
I must have clear in my mind what you are trying to do with the securities.

Q. I am trying to prevent further securities being issued with taxpayers’
obligations for interest attached to them being sold to the private banks. I am
for selling them to the public where we can, and when we come to a place where
we cannot sell any more to the public then our minister has been forced to go
and borrow—and he has gone in part, I can tell you—in the last six years he has
borrowed nearly a billion dollars interest free from the Bank of Canada, and he
has borrowed $2,700,000,000—not all of it, most of it, in the past few years,
due to the needs of the war. Now, I have two points and you have hit them
both: stop the government borrowing at interest from the chartered banks for
government expenditures and needs in war or in peace time.
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Mr. Fraser (Northumberland): What would- you do with the depositors’
money ?

Mr. StacuT: With what? With the depositors’ money? Leave that just
where it is now.

Mr. Fraser (Northumberland): Let it lie there and the banks pay interest
on the savings?

4 Mr. SvagaT: What depositors’ money? Now, I do not want to get off
f:hls point if you do not mind. I shall be glad to submit to questions from you
In 8 moment. If I had my way the two amendments I have proposed to section
59, it would operate to that extent against the banks, and while they have now
—I do not suppose we could take it away from them—$2,700,000,000 of govern-
ment obligations on which we have got to pay interest practically for our life-
time, this means they would lose that in the future; we would not increase that
government debt to the private banks any more for the future.

Mr. Macponarp (Brantford): I think that question should be answered:
do the banks lose it or do the depositors lose it?

. Mr. SragaT: Don’t be silly. The depositors don’t lose it; the shareholders
might lose the interest on it.

The Wrirness: The banks bought this $2,700,000,000 with money.

By Mr. SraguT:

Q. What kind of money?—A. With the presentation of legal tender money
whenever it was demanded.

Q. There is not that much legal tender money in the world; there is only
32;3_00,000,000 in the world?—A. It circulates. It is turned over and over
again, Mr. Slaght.

Hon. Mr. Istey: Mr. Slaght, T have always understood that you had
two proposals: the proposal that the government should mot in the future
borrow anything from the chartered banks; but to the extent that they do
resort to bank borrowing to do all their bank borrowing from the Bank of
Canada. That is one point. That is the one you have stated now.

Mr. SragaT: Yes.

Hon. Mr. Irstey: I understood you had another proposal that we take
away from the chartered banks the $2,700,000,000 worth of government securities
that they have or are alleged to have—I think it would probably be correct to
say that they have at the present time.

Mr. Sragur: I have not pressed that. My position here when I get a
chance to state it on section 59 is very simple: it is that we quit government
borrowing from private banks for all time to come.

Hon. Mr. Irstey: From now on?

Mr. Suagur: From now on.

Mr. Macponarp (Brantford): Do I understand that the repayment of the
$2,700,000,000 by the banks is withdrawn?

Mr. McGerr: No, no. Mr. Slaght may be withdrawing it, but I am not.

Mr. SuagaT: I am not pressing it just now; but my amendment does not
provide for withdrawing it—my amendment to section 59 does not intend to
force the withdrawal of it. That is a matter to be considered for the future.

By Mr. Slaght:

Q. Mr. Jackson, you understand that first proposal of mine that we quit
borrowing from the private banks and borrow from the Bank of Canada for
government needs for the future?—A. I understand that.
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Q. Will you tell me again in a word why we should not do it, why we

should not adopt that course?—A. You are talking now about ﬁnancmg in war .

time?
Q. No, I am talking about financing in war time and in peace time.

Mr. McGeer: And particularly in the post war period.
Mr. StacHT: And particularly in the post war period; and in my judgment,

confirmed by Mr. Towers, we cannot look forward hopefully, although we

would wish it, in the post war period to even then collecting enough in taxes
and borrowing from our people by victory loans to fill the gap of the post war
needs, and the Minister of Finance is still going to find a gap to be filled on
top of those two sources. So you can take it that my proposal is for war and
peace and for ever, as far as this banking system is concerned.

‘The Wrrness: I hope the minister will not have to go on borrowing
indefinitely.

By Mr. Slaght: A

Q. We all hope that—A. And I hope in as far as he has to borrow he will
borrow from the publie, but if he has to borrow from the banks—which 1 think
is undesirable—I would rather see him borrow from the chartered banks than
from the central bank.

Q. Why?—A. Because borrowing from the central bank would be so
dangerously inflationary.

Q. But, Mr. Jackson, if we change section 59 to require them to hold
100 per cent reserves then it is not inflationary, I suggest to you—any more
inflationary to borrow from the central bank than to borrow from'the chartered
banks; and I have the Minister of Finance on record that he agrees with me

i e
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on that—A. Is not the whole thing like burning the house down, in order to
cook the breakfast bacon?

Q. Well, T frankly do not understand your allegory. Would you mind
answering the question free from allegory? I think it is pleasant to have an
allegory every now and then, but leave the breakfast bacon out and tell me why
we should go on piling a debt against the taxpayers of Canada when we can
without any more inflationary methods by altering section 59 secure the money
interest free from the Bank of Canada? Now, give Mr. Jackson's answer

in this committee, because we are going to take this matter up in parliament °

too, and I would like to quote you in parliament to show where I differ from
you—A. We are not piling up debt charges on the taxpayer in this mysterious
way, so far as I can see.

Q. We are not?—A. No. At one time or another the banks have bought
$2,700,000,000 of securities.

Q Yes in the last six years—A. At one time or another the public have
bought a large amount of securities too. The public and the banks have
bought securities with the same kind of money. If I buy $1,000 worth of
government bonds I pay by cheque, and it is exactly the same method of
payment as if the minister sells worth of $1,000 bonds to the bank.

Q. You have got the money there.—A. And so has the bank. The bank
has undertaken, when it has bought the bond, to pay Mr. Ilsley $1,000 any
time, and at any place where he wants it. I write a cheque and instruct the
ban}l]c to do the same thing on my behalf when I purchase a bond. The money
is the same.

By Mr. McGeer:
Q. There is a transfer from your deposit and there is no increase and no
new money; with the banks there is an increase?—A. If the banker had not

continued to receive money from the depositors of this country all the time he
could not have bought $2,700,000,000 of bonds.
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Q. Why not?
Mr. SuacuT: Let us get back to my question.

By Mr. Slaght:

Q. Will you give us your reason why we should continue paying for
government needs through the private banks and not through the Bank of
Canada after amending section 59?—A. I wonder whether the simplest way of
stating my point is to say that it would be a national disaster to amend
section 59 as you want.

Q. Now, we are getting somewhere—A. It would be a national disaster to
amend section 59 as Mr. Slaght wants to amend it.

Q. Help us a little more; a national disaster would be created—

Hon. Mr. Haxson: Ask him why?

Mr. SuagaT: Yes, why?

The Wrrness: I may have got Mr. Slaght’s idea wrong; I am in great
danger of getting these questions wrong all the time, I am sorry to say—but
as I understand things, you would amend section 59 by striking out 5 per cent
and putting in 100 per cent?

Mr. SuaguT: Right.

Hon. Mr. Insiey: No, Mr. Slaght. I am trying to get your position clear:
I think only to the extent that the deposits are increased by the additional
borrowing from the Bank of Canada.
Mr. SvaguT: No, no; with regard, sir, to the creation of loans by book-
eeping entries for demand loans to depositors who can then cheque against
them. My amendment reads this way: “That section 59 of bill 91 be amended
by striking out in the second line the word “five” and substituting therefor the
words “one hundred”, and by inserting before the word “deposit” in the third
line thereof the word “demand”. You see what that effects?

The Witness: I would vote against that, sir.

By Mr. Slaght:

Q. I know you would; and you venture the remark that it would be a
Dational disaster, but you have not told us why, and Mr. Hanson wants to
know?—A. It would be a national disaster to the extent that it would restrict
the bank’s ability to serve the public.

Q. To serve the public?—A. Yes.

Q. How? They have loaned now about $900 million to the public. I am
allowing them, under my system—I do not want to use the word “I”—but
g;lds_l‘ll"che system I suggest they would have the right to serve the public up to

illion.

Mr. Fraser (Northumberland): If the public would borrow it.

Mr. SvuacurT: If the public would borrow it; and the witness thinks that the
public would not want that much.

The Wirnmss: I have not got the text of your amendment in front of me.
You are going to put the word “100 per cent” instead of “5 per cent”, and you

ii_l‘e ?going to add the word “ demand ” before ““ deposit liabilities ” in the third
ine

By Mr. Slaght:

Q. Yes—A. That is all on that?
Q. That is all on that?—A. You have a second amendment.

8 Q. Perhaps I had better show you that. Will you read it aloud?—A.
at a new section (2) be added to section 59 to read as follows:
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that the bank shall not make loans to the government of the Dominion
of Canada or any department thereof.”

Q. Right. The private banks shall not make loans to the government of |

the Dominion of Canada or any department thereof. Those are the two pro- =
posals. Where is the national disaster coming from?—A. Through the restriction
you are placing on the banks in the first resolution.

Q. How?—A. This business of deposit banking, Mr. Slaght, is a very vital
thing for the whole country. I would like, if I might, to drop banks for the
moment and talk about the matter as a transaction between you and me.

Q. I do not think that will help, but if you want to do so, go ahead?—A.
I am free, if you want me to lend you $1,000, to lend $1,000.

Q. And you are able to do it?—A. T am able to do it even if I haven’t got
the thousand dollars in the bank at the present moment. That is to say, I can
sell a bond which pays me a lower interest rate than what you will pay me,
thus providing myself with the cash in order to honour your demand.

Q. May I suggest a third way: you could borrow it from somebody at
$1.50—a year’s interest—and lend it to me at $6 or $7?—A. If 1 were in the
business of deposit banking, which I am not, I could borrow on demand from
the public.

By Mr. Jaques:

Q. You cannot lend it—you cannot lend your deposits?—A. I cannot
lend my deposits, but I can lend the money which the depositor leaves with me.

By Mr. Slaght:

Q. Let us go ahead now. You are in an allegory between you and me
instead of sticking to the proposal as to why there would be a disaster if
the banks did that?>—A. I am going to explain that. I maintain for my own
convenience a certain proportion of my valuables in the form of cash. If I want
to make a loan which is more than my cash, I can replenish my cash by
pushing around other assets,

Q. Do you mean selling them?—A. By selling them.

Hon. Mr. Haxson: Or hocking them.
Mr. SracaT: Yes.

The Wirness: We all of us maintain for convenience a more or less
customary cash reserve.

Mr. SvacaT: You flatter me in that respect.

Mr. NosgwortaY: Or try to.

Mr. MacpoNaLp (Brantford): Let us have the answer.
Mr. SvacHT: Yes.

The WrrNess: You may vary your cash reserve and I may vary my cash
reserve, but the public as a whole maintains a fairly constant proportion of its
assets in the form of cash for the convenience of doing business. The banks do
exactly the same thing. The bank is not in any different position from anybody
else—there is no mystery about it—except for the fact that they do take
deposits which I am forbidden to do. Meanwhile, the country as a whole has to
finance its business operations, and most of its business operations must be
financed by going to the banks; and it is essential that any credit-worthy busi-
ness man in Canada should be able to go to his bank, at any time, knowing
that his bank can and will take care of his credit needs. The bank would not
possess that freedom if you put in the 100 per cent provision instead of leaving
the convenience of the banker to dictate that he keep 10 per cent. '
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By Mpr. Slaght:

Q. Suppose we let some more gentlemen go into the banking business, put
up their good money and lend it out at 6 and 7 per cent to ease the public need.
If the present banks, ten in number, could not take care of the loan requirements
of the public—and you tell me that it is about $900,000,000 now and I am
offering a leeway of 2 billion—then I suggest to you that new associations of
bankers would come into business and find it profitable to lend their money at
these higher rates of interest-and we would not suffer. I cannot tremble for
. Your national disaster on that score. Is there anything more that supports the
national disaster result?

By Hon. Mr. Hanson:
Q. Mr. Jackson, may I offer this suggestion, rashly perhaps, that Mr.
Slaght’s proposal would destroy the deposit structure—A. I think it would.
Q. T think so too.—A. Do you want to raise the cost of banking to the
public, Mr. Slaght?

By Mr. Slaght:

Q. No.—A. You came very near to suggesting it a moment ago, I think.
Q. Well, T do not think so.

By Mr. Fraser (Northumberland) :

Q. Mr. Jackson, you remove the service there. It would be impossible
for the public to get the service from the banks that they are now getting?—
A, AsT see it, this is the situation. The banks in the sum of all their operations,
meeting all their costs, are earning a certain return for the shareholders. The

gtures have been put on record in this committee, and it is a fairly modest
return, 4

I manage a small company which is not in the banking business. It is in
a very much safer business than banking and it is of much less service to
Canada than if it were a bank. I can with considerable safety make higher
earnings than the average bank. I do not run the risk which the bank does.

We cannot expect our banking system to grow parallel with Canada’s needs,
and to secure accretions of capital from the public, unless we put our banking
System in a position in which it can make earnings commensurate with the
risks which the banks run.

We want at the same time to make available the services of the banker
as cheaply as possible to the public. My clients, if I may refer to them at
this late stage of the business, are business men; my clients do not want the

anking system put in a position which would result in an increase in the cost
of banking. T think they will oppose this amendment on principle.

I personally think that this amendment, if passed, would in a dangerous
degree lessen the banks’ ability to service the public. Perhaps I may have

€en precipitate, in picking the phrase “national disaster”. I have not, after all,
had the time that I would have liked, to take in this proposal.
.. Mr. SraguT: I would be glad if you would wish to tone that down, because
1t made us as a committee tremble to hear you use that term.

Some hon. MemBERs: Don’t worry about us.

Mr. Jaques: The committee don’t seem to agree with you.

Mr. McGrrr: You cheered for it.

The Wirness: May I ask a question, Mr. Chairman?

Mr. StaguT: Yes, go ahead Mr. Jackson.
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The Wirness: Can I leave it like this: I am strongly against tying up |
the banking system as proposed, but it is possible that I used somewhat strong w
language when I first referred to this matter. |

Mr. SvaguT: I have no objection to your modifying that phrase at all. ﬁ
Mr. Graram: Mr. Slaght, might I ask a question?
Mr. SvacHT: If you don’t mind, Mr. Graham, I am just about through. J

By Mr. Slaght: -

Q. May I take it that it is a good thing for the public that money should:

not be too scarce; I mean, for the public—there should be available plenty of
currency and media of exchange?—A. It is a good thing that money should be
neither too scarce nor too plentiful.

Q. And it is a good thing for the banking system, the banks, if money is
scarce, because it costs more to borrow it, is that true?—A. I do not understand
you.

Q. You do not understand me?—A. No.

Q. Is there anything you want to add to what you have already put down—
it is on record and we can read it at leisure—which comes to the fore, as to
what would happen—we will not call it “national disaster”, but the evil results
—(perhaps you would put it that way) if the two amendments that are
suggested were to be made; do you want to add anything more?—A. I do not
think I want to add anything, sir. .

Hon. Mr. Hanson: The witness has given us two main points in that
connection; the second reason you gave was that it would add to the cost
of commercial operation?

The WirNess: Yes.

Hon. Mr. Hanson: And the first one was as I understood it, that it would
have the effect of destroying deposit business; that is to say the depositors
would not be able to get anything in return on their deposits. They would take
their money out and put it in their pockets?

The Wirness: The banker is in the deposit business voluntarily. He does
not have to stay in the deposit business, he might actually make more money
quite safely by doing something else. We must not expect him indefinitely

to give the banking service which he has given us in Canada during the past =

hundred years, unless his shareholders and owners are getting a return on their
investment, which makes it worth their while.
Mr. Fraser: If he could not use the deposits he would not take them.
Mr. McGeer: Then we would probably have a National Savings Bank
such as they have in Australia.

Mr. SvacaT: Is not Mr. Hanson forgetting—in reply to his suggestion
to you—that our government savings bank is paying 2 per cent to those who
want to deposit their money with them; you are aware of that, that the postal
savings bank of this country pays 2 per cent to depositors?

The Wirness: Yes.

Mr. StacHT: And are you aware of the fact that amongst your clients
there are 45 bank collectors?

The Wrirness: No, for I have not counted them.
Mr. SracHT: No; well, there are a great many of them, are there not?
The WrirNess: I do not know.

By Mr. Graham:

Q. There is just one question apropos of Mr. Slaght’s supposition; am
I right, Mr. Jackson, in assuming this, that to the extent that Mr. Slaght’s
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amendment would apply and that the government borrowed from the Bank
of Canada and they take the government money in the form of a cheque and
stake it to the chartered banks who will use it something like one to ten as
deposits for people’s money, they then to the extent of that they would have
to keep their reserves against that liability?—A. I am sorry, but in switching
suddenly from one track of questioning to another, I fear I have not given
You my full attention fast enough. Might I have that question again?

Q. Apropos of the discussion between you and Mr. Slaght of the extent
that Mr. Slaght’s amendment would apply to deposits made in the chartered
banks it would prevent them from lending in excess of a certain amount. To
the extent it does bring about that result is it not true that the result would
be that our chartered banks would have to service these deposits without any
chance of getting any income to take care of the expense of servicing these
deposits?—A. If you are only going to forbid the banks to do something they
would not do anyway merely by setting an upper limit they would never reach
you are going to have no effect one way or the other, but if you are going to
tie up the operation of deposit banking the banks still have to meet the cost
of servicing depositors if they wish to remain in the deposit business.

Q. We would be asking the banks to do what no other institution would
dream of doing, perform a very great public service without any hope of being
recouped for the cost of doing that service?

Mr. StagaT: Nobody ever suggested that. You know right well I said
the banks should charge a service charge to the people to whom they render
:ge. Se}{‘}dce. There are 6,500,000 in people who never had a bank account in

eir life.

Mr. Grazam: Would you mean then that we just transfer who pays the
cost of doing that service?

Mr. SuaguT: Certainly; let the man who gets the benefit pay the charge.

Mr. McGrer: Mr. Chairman, there is a very important—

Mr. Gramam: Mr. McGeer, I am not through. I wanted to meet Mr.
Slaght’s suggestion. Coming down to Mr. Slaght’s suggestion all he is doing
I8 transferring the right to lend certain moneys or certain portions of the bank
dep{mts at the rates of interest we determine under the Bank Act and trans-
erring the cost of the service to the depositors and to the other people using
he bank so as to bring in a like revenue?

Mr. Svacur: Certainly; I have made that clear all the way.

Mr. McGeer: We have a very important document here, and I certainly
want to get Mr. Jackson’s explanation of it because it is headed, “Sidelights
of the Great Depression”. I want to examine on that document.

. The Crammax: As to our next meeting we endeavoured to ensure that the

Inister of Finance was with us this morning. Unfortunately we have not
een able to take up the matter in which he was particularly interested, namely,
IS amendment. The Minister of Finance finds it impossible to be here this
alternoon. Friday afternoon is not a good afternoon.

Mr. Nosewortay: We can go on with Mr. Jackson.

Mr. Gramam: We will not be able to get through with the witness this
afternoon.

The Cuamman: I would suggest we adjourn until Monday at 11.30 o’clock.

The committee adjourned at 1.05 o’clock p.m. to meet again on Monday,
July 17, 1944, at 11.30 o’clock a.m. :
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July 17, 1944.

r i
The Standing Committee on Banking and Commerce met this day at 11:30 |
o’clock a.m. The Chairman, Mr. W. H. Moore, presided. ‘

The CaamrMaN: At our adjournment we had Mr. Jackson before us as a
witness, and Mr. McGeer expressed a desire to question the witness with regard
to certain diagrams that had been filed. Mr. Jackson, will you please come |
to the stand.

Mr. Giueerr E. Jackson, recalled.

Mr. ScagaT: Mr. Chairman, if my friend will permit me, I should like
to place in the records of the committee, if the committee will approve, a very
brief statement, being a caleulation which I have made of consolidations from
the Bank of Canada’s statistical summary for the month of April-May, 1944,
and I have consolidated it in this way: statement of moneys loaned by the
private banks including loans in Canada and abroad for certain years from
1926 to 1943 and it includes April 30, 1944. The statement comprises simply
three columns, and it is added for convenience. The first column is loans in
Canada, beginning with the year 1926, and then 1929 and 1932, which are the
years which have been selected by the Bank of Canada. The second column is
loans abroad. The third column is the total of the two items. The committee
will recall that Mr. Jackson and I discussed the fact that he was fearsome lest
the restrictions my amendment might put upon lending would not enable the

private banks to service the Canadian people. And in that connection I think
this would be useful.

The Cratrman: Is it the pleasure of the committee?

Hon. Mr. Hansox: Has it been checked?

Mr. SuacuT: T have checked it and my friend can check it by reference—
most members of the committee have this schedule B,—to the Bank of Canada’s
statistical statement for April-May 1944, on page 36—but their each year is
separated and all T have done is to take the figures. add them carefully and
check them so as to give us a bird’s eye quick view of the loans in Canada, of
the loans abroad and the total loans for that period.

Mr. Creaver: 1 think it will make it more generally interesting if the
Inspector-General of Banks checks it before it is placed on the record.

Mr. McGegr: It can be checked in other ways.
Hon. Mr. Hanso~: Does it include the monies loaned to the government?

Mr. SruacuT: No, these are loans to the private banks and do not include
any loans to the government. If my friend (Hon. Mr. Hanson) will consult
the statement; I have just taken it from the page indicated and I have just
consolidated the securities—

Mr. McGeer: That is in the Bank of Canada report.

Mr. SuacHT: The assets, then the loans, then the loans in Canada—call,
current public and current other; then abroad call and current; and I have put
il in a convenient total summary.

-Hon. Mr. Haxson: Let us have it checked by the Inspector-General.

Mr. SvacuaT: All right. Had you listened to the examination of Mr.
Jackson you would have known what I have done. '

The CuarMAN: Is it the pleasure of the committee that the exhibit as
checked by the Comptroller be printed and placed in the transactions of the
committee?
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Some Hon. Memsers: Carried.

Mr. Tomprins: May I say that in the checking of that it may be necessary
to have it done by the central bank, it comes from their statement.
The Cuamrman: Arrange to have that done.

_ Gentlemen, I have received a brief from the Workers’ Educational Associ-
ation of Canada, Toronto, dealing with the rate of interest which can be
exacted by the banks of Canada on large or small loans and the method by
Wwhich interest charges are to be quoted to a borrower and computed by a bank.
Is it the pleasure of the committee that the brief be printed in our minutes?

Mr. Gramam: Mr. Mellraith and I do not know much about the name of
that particular organization.

The CuatrMAN: It is a workers’ educational association, it is a well-known
organization I think.

Hon. Mr. Hanson: Do you wish to have it included in the minutes?

The CHamMAN: I am asking the committee if they desire it to be included.

Mr. McGeer: Should it be checked too?

The Crammman: So far as I am concerned I think the association has
Such a standing that we ought to recognize its point of view.

Some Hon. MemBERs: Agreed.

The Cramrman: Mr. McGeer:

By Mr. McGeer:

Q. Now, Dr. Jackson—A. I think it might help, Mr. McGeer—if I confess
that T am not a “doctor”. I am just a plain “mister” with a plain B.A. degree.
I wish this committee were capable of awarding honorary degrees because there
1s Il(gbody from whom I would more happily accept a doctor’s degree than Mr.

cGeer.

Mr. McGeer: You didn’t correct it the other day and I naturally did not
Question that the title was yours.

Hon. Mr. Hanso~n: You haven’t lost much by not having it.
Mr. McGeer: Now, Mr. Jackson—

By Mr. McGeer:

Q. —I am sorry that that error has occurred, that you have not been
recognized to the extent that I believe you perhaps should have been; but
time no doubt, will correct that, let us hope it will. Being here as a representa-
tive of the Retailers’ Association I presume that I am correct in assuming that
the Retailers’ Association throughout Canada are anxious as we all are that
the medium of exchange shall be circulated effectively and efficiently as a
buying power of the Canadian people?—A. I think that is a perfectly fair
statement,

Q. They are anxious that an old age pensioner, for instance, shall have the
means to buy what it can for him in the way of the necessities, comforts and
conveniences of life?—A. I am not briefed to express an opinion as to how
large the old age pension should be. :

. Q. T am not talking about that; I am talking about the point of view of
the retailers who are ready to act on that, and to go by that?—A. The retailer
1s most anxious that the old age pensioner’s set-up should be good, both for the
sake of the old age pensioner and for the sake of business.
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Q. And, that it should be adequate; then we will come to the main ques-
tion, that employment shall be maintained upon the basis that the masses of
people can purchase the necessities, comforts and conveniences of life to main-
tain a reasonable standard of living throughout the dominion; the retailers are
interested in that, aren’t they?—A. All of us agreed that we should like the
Canadian people to live as well as possible.

Q. And we are all somewhat concerned about the problem as it faces us in
the very near future, that is the post-war period?—A. Yes.

Q. I presume that you have read Mr. Graham Towers’ report of the opera-
tions of the Bank of Canada for 1943?—A. Yes.

Q. And as I read that report he raises as a serious and difficult problem,
the matter of providing employment for those who are going to be demobilized
both from war services and war industries. Now at page 12 of his report he
makes this statement— -—A. Could I have a copy of that report, please?

The CHAIRMAN: Yes.

By Mr. McGeer:

Q. Start at page 11 under the heading “General” at the bottom of that
page—A. Yes.

. The magnitude of the adjustments which Canada will face in main-
taining high employment after the war can be indicated in simple terms.
In 1939 about 4,000,000 Canadians were gainfully occupied and at least
300,000 who were available for work were not employed. By the end of
1943 the gainfully occupied population had risen to approximately
5,100,000 but about 1,900,000 of these were engaged in the armed forces,
in supplying the weapons of war, or in producing the food required for
special wartime exports. The number available to meet civilian needs
had therefore fallen to about 3,200,000.
Do you agree with those figures?—A. I imagine they are approximately right
This is the highest authority you can possibly look to.

Q. In your statement of facts in your book you have examined the existing
situation, and I think you have found that as far as our standard of living is
concerned it is higher to-day, generally speaking, than it has ever been in the
history of Canada?—A. I think that is true.

Q. So that at the moment 3,200,000 people engaged in supplying Canadian
requirements are sufficiently efficient to provide us with the highest standard
of living we have ever enjoyed. I do not know that the reporter can get a nod
of your head.—A. If you want me to reply, I was saying “yes”. I forgot it had
to be recorded.

Q. The Governor of the Bank of Canada agrees with you in that by
stating: —

At the same time the average standard of living had risen materially

and was probably higher than it had ever been.
He makes this statement:—

This increased output of consumption goods by a smaller working
force can be accounted for in part by longer hours of work, favourable
crop conditions and the abnormally small number now employed in pri-
vate capital development and maintenance work. Another important
factor, however, has been the improvement in production. techniques
worked out under the stress of war.

A. Yes.

. e s
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Q. I venture to say as to the techniques worked out in the improvement of
mass production we have had a revolution in Canada that would have taken a
great many years of organized peacetime evolution to develop? Some have
Placed it as high as fifty years of peacetime progress. Do you agree there has
been such an improvement?—A. I think it is quite likely. I would not want to
dogmatize about it. I would not like to mention any figure like fifty years.

Q. I think we would agree on the word “substantial”? I will agree with
the word “substantial” without discussing it further.

Q. I suggest to you that the effect of that industrial progress is twofold.
It has proportionately reduced the number of human energy units required to
produce what was produced before?—A. In certain lines.

Q. In fact, in many lines; do you not agree with that?—A. I do not know
that T am well enough acquainted with the techniques of industry to make a
Very precise statement on that. I am not trying to disagree with you and I
am not trying to whittle you down but I would not like to seem dogmatic.

Q. I hope we can find as much common ground as we can—A. We are
getting a lot of common ground this morning.

Q. As a matter of fact, I am here with no quarrel with anybody. I see
a difficult problem ahead and I would like to make a contribution to solving
-1t T think you are in exactly the same position?—A. Absolutely.

Q. I think you, representing the retailers, and we, as members of this
Committee representing the people of Canada, have at least a common hope
and a common desire. We may disagree as to the methods. The other reaction
to this industrial progress is that we have equipped ourselves to produce in

anada much, shall I say, of what we formerly imported?—A. Do you want
&n answer to that also?

Q. Do you agree with that?—A. I think that is true.

Q. So that in our import and export field, in the department of our
external trade, our capacity to produce for ourselves may have the effect of
reducing our capacity for export trade?—A. It may have.

Q. That is on the assumption that we are going to be limited in the future
more than we have been in the past in our export activities by the amount of
mports we can take in exchange?—A. May I ask a question just to clarify
4 point, here?

Q. Yes—A. Are you suggesting that the war has made us greatly less
dependent, on export trade than we were before?

Q. No, I am saying to you it has made us less dependent upon import
trade and what the repercussions of that will be, of course, remain to be seen?
A should like to agree with you that we can make a number of things
I\%‘}W which we did import previously. ‘That is a straight statement of fact.

hat I am puzzled about is the effect of the undoubted expansion in our
Productive capacity and the undoubted technical improvement in certain
mes of production on our general trade relationship with the rest of the
WOrId.. I do not want to dogmatize about that relationship, but I do not want
to be in the position of assenting to any statement that our trade situation
as been transformed, when the transformation that has occurred is funda-
Mentally a transformation in the factories, and we do not yet know to what
tgree the economic position of Canada as a whole has been altered.

Q. T agree, but in any event it is a situation which has developed as a
I;z;ﬂt of this war, and what its effect will be for the future to disclose?—A.

Q. But assuming that in international trade all countries are going to
endeavour to bhalance their exchanges of goods and services as well as they
81, our capacity to serve and supply ourselves with goods that were formerly
ported might make the expansion of our foreign trade more difficult?—A.
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Again, I am simply trying to find a degree of common ground between us. You

are not suggesting that all countries are now going to become more autarchic

than they were before?

Q. No, I think more co-operative on an intelligent basis of balancing their
exchanges of goods and services?—A. We are agreeing that there is an attempt
being made to increase opportunities of reciprocal trade between nations. Am

I stating the last point correctly?

Q. Yes, I do not think there is any question about that. I presume that
is the purpose of the monetary conference at Bretton Woods. I think we have
done a great deal to advance the opportunities of foreign trade through our
exchanges of goods under mutual aid and lease-lend, and in the international
co-operation that has developed during the war. We have worked out a great
many understandings, agreements and arrangements between the united nations
that have produced results that could not have been produced in any other way.
It may be possible in that field of international co-operation we may find an
opportunity for wider expansion, but as we look at the thing from Canada’s
point of view to-day we are better equipped to supply ourselves with the use
of less labour proportionately and the improved capacity of our own industrial
power which is increasing. You agree with that?—A. Yes.

Q. Mr. Towers apparently appreciated that situation because he says:

After the war, some of those who are now employed will voluntarily
withdraw from the working force, and the armed services may be main-
tained at a level considerably above their pre-war strength.

It seems likely, however, that at least 4,700,000 workers will be
available for employment in civilian jobs, or at least 1,500,000 more than
the number employed in that sector of the economy at the present time.

I interpret that to mean that, despite the fact that 3,200,000 people are supply-
ing Canada’s domestic needs on a very high standard, higher than we have
ever had before, we in Canada are confronted in the post-war period with
providing new employment for 1,500,000 of industrial war workers and men
and women demobilized from the fighting forces?—A. Accepting the figures
that Mr. Towers gives here as being the best obtainable, there is just one
qualification I think we ought to make, Mr. McGeer.

Q. Yes?—A. T do not think we should assume that the 1,500,000 that you
are talking about are all of them going into the production of goods for civilian
consumption. We have had a very severe restriction in the production of certain
kinds of capital goods during the war. There are hundreds of thousands of
Canadians, for instance, who want new houses today and cannot get them. 1 am
not only inclined to assume but I very strongly hope that a substantial propor-
tion of this 1,500,000 will not be producing goods for direct civilian consumption
but will be producing capital goods that we still need. There again I do not
think we come into disagreement. I am simply trying to make the situation
as clear as I possibly can.

Q. I quite agree. And those who cannot be taken care of in the produc-
tion of consumption goods and services must be taken care of in a broad
expansion of capital investment?—A. Yes. You say “must.” We hope they will.
May I amend you to that extent?

Q. Yes; and the extent to which they can move into capital investment
will depend first upon the accumulation of their savings or upon their employ-
ment on a basis to be able to rent such capital investment as may be developed
in houses?—A. Well, the extent to which they can be employed in the capital
goods industries depends on a very complicated body of factors.

Q. Quite so.—A. I am not sure you are going to get a formula here which
is really satisfactory.
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Q. I do not think you would.—A. We agree that we want the best employ-
ment opportunities for the largest number of people.

Q. Yes. But if you are going to get capital investment in houses, either
the people have got to have the money to be able to build them or they have
8ot to have the wages to rent them if they are built out of the accumulation of
capital funds from other sources?—A. Yes.

" QY Besides, capital goods include a large variety of things besides houses?
Bl YRR,

Q. The development of electricity, rural electrification, the improve-
ment of railways, the building of ships, the development of harbours, the
Improvement, of cities, the building of highways and all that kind of thing is
what you would include in the category of capital investment?—A. Yes.

Q. Which includes a broad field of public—that is, dominion, provineial,
munieipal, corporation and individual activity and enterprise.

Mr. Grapam: May I interject there for just a minute, Mr. McGeer?

Mr. McGrer: Yes.

Mr. Gramam: I want to elicit something. I want to get my own mind
clear in this regard. Mr. McGeer is laying the foundation on the premise that
our Canadian people now are being satisfied on a standard of living suitable
to them by the labour of those who are presently employed. That is his
assumption, ;

Mr. McGgrr: I did not say any such thing.

The Wirness: I did not take that from what Mr. McGeer said.

Mr. McGrer: And I made no such assumption.

Mr. Gramanm: I may be wrong.

Mr. McGeer: I should like to be allowed to continue with the examination.

Mr. Gramam: I wanted to clear this up.

Mr. McGeer: You interject something which the Professor or myself did
10t have in mind. ;

Mr. Gramam: I want to make this point. Mr. Jackson is only going to be
here today; and I for one hope you will not occupy the whole time of the
Committee,

. Mr. McGeer: If it is a question of interference, Mr. Chairman, I should
like to continue with my examination.
e Izl/lr. Gramam: Mr. Slaght or Mr. McGeer have occupied the whole of the
iod, :
_Mr. McGeer: I have not interrupted in the examination of any witness
during this whole inquiry.

Hon. Mr. Haxson: Oh, oh!

Mr. McGeer: I interjected when I was permitted to.

.. Hon. Mr. Hanson: Do you not think that some of those one and a half
million who came from agriculture will go back to agriculture?

Mr. McGEER: Well, I am coming to that; because I think that is a very
great problem.

Mr. Curaver: The agricultural worker today is terribly overworked.

Hon. Mr. Hanson: Some will have to come back.

Mr. McGeer: That is all very well. Let me come to that right now.

By Mr. McGeer:

Q. Mr. Jackson, you know, for instance, that England was always our best
Customer before the war. You know that during the war there has been an
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evolution in the development of agricultural production in England. For instance,
it took the first line of defence as the navy, the second the army, the third the |
air force, and the fourth, home production of agricultural products. Here 18
what is being advocated now in addition to the increased production that Iing-
land has developed. Some members of parliament are advocating that, as 8 |
matter of government policy, agricultural production in England should be
increased as a part of their post-war program to the extent of a billion dollars, |
two hundred million pounds. You are aware of that situation, are you?—A. I
know there are people in England who think that.

Q. And you do know that England’s agricultural production during the
war has increased very, very substantially?—A. I believe it has, yes.

Mr. Jaques: And for psychological reasons.

By Mr. McGeer:

Q. You do know as well that we supply enormous quantities of agricultural
products to England, such as bacon and eggs, that formerly came from Denmark
and other European countries?—A. Yes. ’

Q. And that there will be an effort made on the part of Denmark and those
countries that formerly supplied England to re-establish themselves on a basis
of supplying England again?—A. Yes. .

Q. So that we will have to absorb in our agricultural areas in Canada |
farmers who are now supplying the deficiency in Great Britain and other places
formerly supplied by Europe; and that will mean that unless we can continue
our export of agricultural products on the present basis, we may have an over-
supply of agricultural production in Canada?—A. I think that demands a closer
knowledge of agriculture generally than I possess. v

Q. All right. If you have not that knowledge, there is no use of my
examining you—A. I would not like to say “yes” to your last statement; but I
still do not want to put myself in disagreement with you, sir.

Q. I mean, I do not want to examine you on something you do not feel
qualified to speak about.—A. No. _

Q. But I understood from reading your “Facts of the Case” that you prob-
ably had made a survey of that particular phase of our economy. I think you
will agree with me, Professor, that in planning for the post-war period it at
least is one of the factors that we have got to give serious consideration to?—A.
I am quite certain that we need to be in a position to dispose of a very large
body of farm products abroad. As to how large our normal post-war export
of farm products has to be in order to make possible a reasonably balanced and |
prosperous Canada, I do not know. That seems to me to be one of the great
unknowns for the future to settle; but that it will have to be great we can both
of us perfectly well see. ‘

Q. I quite agree. So that that hope that automatically a great many of the |
demobilized people later find opportunities for employment either as farmers
or farm labourers is one that cannot be counted on with any definite certainty?
—A. When you ask me questions of any kind about agriculture, you tempt me |
to tread on dangerous ground, because while I have done a lot of things I have |
not worked on a farm. This is a thing I had far rather talk about over a fireside
off the record as a matter of speculation, than here. But I feel disposed to think
that if agriculture gets anything like a break after the war (and by that I mean
a break through favourable circumstances)—

Mr. Grauam: Wider world markets for our agricultural products?

The WirNess: Reasonably wide. If agriculture gets anything like reason- | t
ably wide external markets after the war, I think it will absorb a certain amount
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of farm labour eagerly. But if any member challenges any statement that 1
make about agriculture this morning I fear, sir, that you may find me quite
a weak witness.

By Mr. McGeer:

Q. You see, professor, we had a good deal of experience with that hope after
the last war. We in British Columbia launched some very extensive soldier
settlement, farmer programs and they turned out to be extremely disappointing,
and we found a condition in agriculture in the post-war period where the whole
thing collapsed; and it is to avoid a repetition of that kind of thing that we
should be planning now— —A. Yes.

Q. —such development as we can foresee?—A. Yes.

Hon. Mr. Hanson: Now, Mr. McGeer, was that not due to economic
nationalism in Europe?

Mr. McGerr: To some extent. I think you will find that in Europe,
particularly with the spread of power of the Soviet Union and their methods
of intensified productive activity internally, and with what took place in India
In the way of industrial development, and what took place in Australia and
Nev_v Zealand, that the whole picture presents a danger of even more intense
hational preservation than we had after the last war. That may or may not be
the right opinion, but as I have examined the facts I think that that is one of
the dangers and one of the great problems that have got to ‘be solved, and one
n which we in Canada are tremendously and vitally interested.

By Mr. McGeer:

Q. Now, professor, examining the matter from another angle, will you
agree with me on this, that the men and women in our armed services who are
going to be demobilized are different from an economic point of view than they
were in the last war?>—A. Would you elaborate that?

. Q. Yes. I will take the army first. The majority of the men and women
In the army are trained to service a mechanized fighting power. They are highly
trained in a highly technical war. I am assuming in that training an individual-
1sm which was not present in the last war to anything like the same extent.
Would you agree with that?—A. There is no doubt that the soldier in this war
18 a very much better trained and a more technically competent man than the
soldier was in the last war.

. And better paid?—A. He does his job better.

. He is also better paid?—A. That is a fact.

. And better fed?—A. Yes.

And better clothed?—A. Probably.

. And better accommodated, and on a higher standard of army living than
Was enjoyed in the last war?—A. Foxholes are still foxholes, but all your other
statements T think are perfectly true.

Q. Now, take the Air Force. These men and women—we did not have
more than a handful come home from the last war from that group—they are a

1ghly trained group of men and women, and the problem of bringing them back
to be reestablished in Canadian life is an entirely new problem in this war; will
You agree with that?—A. I think this, sir, that one of the very greatest
Unanswered questions at the present moment is how directly serviceable for
civilian production the new skills that the men have learned in the services will

. It is an enormously important question, a very difficult question, and not
one on which I am qualified to talk from my own knowledge. I have gone
around and questioned senior men in the armed services. I have gone around
and questioned the heads of industry and collected various opinions, but I feel
reluctant to give opinions on that matter myself. :

ODODO
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Q. Very well. If you do not care to give an opinion it is perfectly all right.
Now, consider our naval personnel. This is practically a new problem. Our
naval strength in the last war was a very minor factor. Out of this war will be
returned another group of very highly trained and efficient men and women,
many of whom were just boys and girls when they went into the service. And to
make this short, I suggest to you that Canada’s problem of demobilizing the
army will call for a standard of life in Canada on an expanding basis if these
highly trained men and women in the fighting services are going to be accom-
modated to anything like their normal desire would be. Would you agree with

that?—A. I quite agree that the best is none too good for the men coming back-

out of our armed services. I quite agree that we want the largest national
income we can possibly get. We are all of us, whatever our other opinions may
be, united in hoping that there will be the maximum of employment and the
greatest continuity of employment.

Q. And on the standard?—A. In so far as we realize these hopes that I have
just mentioned then the ordinary Canadian and the Canadian returning from
the war will have a good standard of life.

Q. Agreed; but it is going to be a job of government to provide that standard
of life for these men and women if it is at all possible to do it.

Hon Mr. Hansox: Would you limit it to the government?

Mr. McGeer: I mean, if we think it is necessary, where it is not done by
private enterprise then the task must be assumed by government.

The Wirness: If we are all of us going to find jobs after the war, including
the returned men, all of us at home are going to do a pretty swell job.

By Mr. McGeer:

Q. Agreed—A. But I think we short circuit the argument, surely, when we
say that this is the responsibility of government.

Q. Very well—A. Or that it is the responsibility of any one given section of
the community.

Q. Yes?—A. —In faet, if we do not inaugurate socialism, then it is certain
that the great majority of employable Canadians immediately after the war
will be employed by what I call private enterprise—

Q. Certainly.—A. —and a relatively small minority will be employed by
or for the government. On the other hand one cannot take the whole responsibility
for coping with the enormous problem that faces us and say this is all of it the
responsibility of private enterprise; still less can we say that it is all the
responsibility of government. Any one of us could let down the people of
Canada and the returned men. But I hope we shall not.

Q. Now, Professor Jackson, just to complete the picture, we have dealt
with the army and the navy, the fighting forces; I now come to the industrial
workers, the men and women—you have been through some of our modern war
industries?—A. I have.

Q. You have seen people working under efficient, ideal working conditions
and reasonably high rates of pay?—A. Yes.

Q. That too confronts us in Canada with the problem of providing employ-
ment on a standard which those people have been enjoying during the war
period; do you agree with that?—A. I want all of us to have as high a standard
as possible. But I would not select the standard of living of a particular man
in relation to 1943 or 1944 and say that was the deadline.

Mr. Creaver: It might be much higher.

The Wrrness: Or not as high. I suggest that in considering problems of
this kind there are two possibilities which we must keep in mind. If we prove
wise and succeed in co-operating with one another, and if the international

|
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Situation permits, we may go on to a higher standard of living than any we have
heretqfore known; but I am bound as a Canadian also to face the possibility
that, if those conditions are not realized, our standard of living may go down.

Mr. McGeer: I hope it won't.

The Wirness: Without dogmatizing as to what will happen I think, Mr.
¢Geer, we must recognize that there are both possibilities present in this case.

By Mr. McGeer:

Q. And, of course, the desire of the government is to avoid that decline in
the standard of living and to secure a rising standard of living.—A. The desire
of all of us is to avoid a decline, if we can.

. Q. Coming to that point, Mr. Towers I think in his report made an observa-
tion which I would like to read to this committee. He said the same thing. He
sald: I think there is altogether too much complacency with regard to what the
future will do for itself; and he goes on to say, “a working force of this size,
at present rates of efficiency will be able to produce a vastly greater quantity of
cvilian goods and services than Canada has ever known before”; in that you
will agree with him, will you not, that there is a potential depressional glut as a
Dolslsr(!:i)ility?—A. I am afraid those expressions like “potential”—what was it you
called it?

Q. T will simplify it for you then; let us say, danger of over production.
The CramMman: I think he called it a depressional glut
Hon. Mr. Iustey: He said, as I recall it, a “potential depressional glut”.

. The Wrrness: I think there is danger in these phrases. If I were to deal
With that phrase, I fear that I would get muddled, sir.

Mr. McGerr: And you don’t want to be muddled. I will put it to you in
more simplified form.

Hon. Mr. Haxsox: That might be better.

Mr. McGeer: I will simplify it by saying, there is danger of over production.

The Cuamman: Relatively.

Mr. McGeer: Relatively, all over the country.

The Wrrngss: There is the danger that we may not be able fully to use our
Productive resources.

Mr. McGeer: And that will result in unemployment in this particular field.

The Wirness: Yes.

Mr. McGrer: That is one thing that Mr. Towers recognizes, I think.

_Mr. Creaver: And that would come about if our own people did not have
a high enough standard of living to consume the goods which we produce.

_Hon. Mr. Haxson: Would it not come about if we did not keep up the
National income?

Mr. McGeer: We will come to that and we will deal with that also. Now,

Page 12 again: “by the same token a vastly increased volume of consumption”—

at means vastly increased volume of employment, does it not?—A. That is
ctontained in the sentence, yes.

By Mr. McGeer:
Q. And now, a vastly increased volume of consumption may come in other
ways, may it not?—A. Than what?
Q. Than employment.—A. If you have a vastly increased volume of con-
Sumption you must have a great volume of employment to produce the goods
at are going to be consumed. F :
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Q. Yes.—A. Supply and demand are not two separate things, they are the
reverse and obverse of the same coin.

" Q. Well, for instance, let me give you one concrete example; suppose we
increased the volume of purchasing power in the homes of Canada through the
distribution of children’s allowances, that would increase consumers’ buying
power, would it not?—A. That would increase some consumers’ buying power
but whether it would make for a net increase of consumers’ buying power over-
all, would depend upon a lot of other questions which Mr. Ilsley has not yet
answered.

Q. But you do not assume per se that the distribution of money in the
form of children’s allowances will increase Canadian consumers’ buying power?—
A. I do not assume that any handout, if I may so phrase it, will increase the
country’s purchasing power, unless I know all the circumstances surrounding
that handout.

Hon. Mr. Hanson: Taking it away from the one and giving it to another
does not increase purchasing power.

The Wirness: No.

Mr. Jaques: What about distribution?

Mr. McGeEer: So that children’s allowances is going to depend upon the
policy of taxation—that is what we call distribution of wealth—you do not
think that will increase the nation’s buying power on the whole?

The Wrrness: If Mr. Ilsley takes an additional $100 from you in order
to subsidize someone else with a larger family than your own, the sum total
of human welfare may be increased because in the eyes of God it may be better
that the other family should have $100 than that you should have the $100,
but you have not increased the aggregate consumption of the country by taking
from Mr. McGeer and giving it to Mr. Smith or Mr. Brown.
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By Mr. Cleaver:

Q. Do you not think, Mr. Jackson, that if you took $100 from a man who
has an income so high that he cannot spend that $100 on consumer goods and
give it to a family in the low brackets which will spend it on consumer goods,
do you not then agree. with Mr. McGeer’s suggestion?—A. Not necessarily, sir.
If your wealthy man from whom that $100 has been taken would otherwise

have hoarded that $100, you naturally might say that you have forced that $100
into circulation. But if your wealthy man was going to invest that $100 in
say the construction of an extension of a steel plant, and that $100 would
ultimately have found its way to the pocket of some wage earner laying the
foundations of that steel plant, then I say that the given $100 of that rich
man’s income would have gone into circulation just as surely had it not been
taken from him, as if it were taken and given to the father of a large family.

Mr. Creaver: I have another question on that, sir, which I would like to
put to Mr. Jackson, if you don’t mind?

Mr. McGeer: Not at all.

Mr. Creaver: If the $100 that you spoke of is going to be spent on the
construction of further capital goods, I suggest to you that it depends on the
type of ‘capital goods; if it goes into capital goods, such as homes that are to
be occupied and that will not produce still more producer goods; I suggest to
you that in that event you are right; but if this $100 is going into the steel
industry and it is going to produce capital which in turn will produce still
more consumer goods without providing the public buying power to consume
them, I think you are wrong.
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By Mr. McGeer:

Q. You will agree with this, won’t you, that if money is taken from people
who are buying automobiles, trying to maintain homes and gardens and buying
multitudinous equipment that goes into homes and such things ns are purchased,
if this is engaged in consumer industry, I think we are all in agreement that
f:hat would act to increase the total volume of consumer buying power. In fact,
1t might have the effect of generally reducing it?—A. If you take $100 from A
and give it to B—that is the condition you are imagining?

Q. “A” would have spent that money on some of the things that are now
looked upon as necessities of life, high-grade plumbing equipment in the home,
gardens where gardeners are employed and where nurserymen are engaged.
: leat lizrind of thing would contribute to the general well-being of the community.
—A. Yes.

Q. Where if you reduce everybody down to the level of the necessity of
having $9 a month for their children you would probably reduce expansion
throughout the whole land and instead of having increased consumer buying
power on that policy of redistribution of wealth, if it is carried too far, you
- might substantially reduce it throughout the land?—A. You can.

Mr. Gramam: May I ask one question on the family allowances? I think
You would agree that if family allowances would increase the health, well-
being, education and the intelligence of our young Canadians, and we had
markets for productive capacity, in the long run it should increase the productive
capacity of the Canadian people? In other words, intelligent, well educated,
well brought up Canadians will produce more as a rule than those who are
less favoured?

Mr. Fraser (Peterborough): Do your cash bonuses guarantee that?

By Mr. Graham:

Q. Do you not get my point, that family allowances paid out by the
government as the people’s agent, if they produce a better type of Canadian
by giving him a greater degree of health, of education and training, should in
the long run increase the productive capacity of our Canadian people?—A. I
think my answer to Mr. Graham is “Yes”, but I would like to be allowed to
put that in my own words to be sure I am saying what I really want to say.
I should like to see all the policies of the government in Canada judged first by
one touchstone, not the sole criterion that you would apply to any proposal, but
the first criterion that you would apply to any proposal—

Mr. McGeer: And to all? .

The Wrrness: —of any kind brought before the parliament of Canada. I
would like first of all to ask the question, Is this proposal, when considered from
all necessary points of view, going to make the next generation of Canadians
better and fitter human beings than they would become if this proposal were
not carried out?

I regard us, Mr. Chairman, as the lost generation. I am not much good,
and nothing that the government of Canada does to me will make me much
better. That perhaps applies with respect to most of the people in this room;
but there are infinite possibilities in our children in the cradles and in the
primary schools, who have not yet been warped, disappointed or spoiled.

I should like to see that touchstone applied first to every question that
arises in this building. On the other hand, unless I know all the circumstances
surrounding the proposal to institute family allowances I do not think I should
take for granted that this proposal, with its unknown surrounding ecircum-
stances, is necessarily going to make for the greatest good of the greatest
number of children. That does not mean I am saying “no” to-your question;
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it does mean that I want to know more about the proposed family allowances
than I know at the present time.

Mr. McGeer: Professor Jackson, what I am dealing with is consumer

buying power.

Hon. Mr. Haxsox: Before he comes to that, if it has the effect of keeping
down wages or reducing wages you would not agree with these family
allowances?

Mr. McGeer: We will all agree with that.

The WirNess: I am trying to look at the Canadian economy as a whole.

By Hon. Mr. Hanson:
Q. But that would be one factor?—A. That is one thing I would have to
think about. ’

By Mr. McGeer:

Q. If we increased consumer buying power by improving the lot of the
old age pensioner in Canada your answer would be the same to that?—A. And
my qualifications the same.

Q. And if we improved the educational system of Canada and engaged
many more people in the science of education and paid them better wages that
would also be subject to the same answer, I take it?—A. Yes.

Q. If we improved the lot of the civil servant in our municipalities, in our
provineial governments, in our, national administration, by raising their wages
your answer again -would be the same?—A. And subject to the same qualifica-
tions. If you put me in the civil service, Mr. McGeer, and raised my wages
too high you might lay an intolerable burden on a lot of Canadian taxpayers
whose sales abroad or other activities are absolutely necessary for the govern-
ment to stay in business. That is why I do not want to concentrate too much
on anybody’s individual standard of living.

Q. Now, you will agree with me that this statement made by the president
of the Bank of Montreal in the annual report of the meeting held on the
5th of December, 1932, is reasonably sound. It is at page 7: “The weight of
public® debt and taxation restricts trade.”?—A. Last Friday I was a little
reluctant to talk about any statement out of context. I do not approach. this
question suspiciously; nevertheless there is a difference between giving me the
text of the report by Mr. Towers, with which I was already well acquainted,
and quoting to me one sentence out of a speech by the president of the Bank of
Montreal, which I have not read. ’

Q. Let me read it all to you because I understand you have had wide
experience in monetary economy, and have been associated with the Bank of
England. 'In what years were you associated with the Bank of England?—
A. From 1935 to 1939.

Q. In what years were you associated with the Bank of Nova Scotia?—
A. From 1926 to 1935.

Q. So you have had experience in Canada and in England during the pre-
and post-depression periods as an associate of British and Canadian bankers?
—A. That is true.

Q. Let me read this to you:—

The weight of public debt and taxation restricts trade. In less than
two decades our federal funded debt has increased from $336,000,000 to
$2,500,000,000, or nearly eight-fold, while in the same period provincial
and municipal debts have mounted in relative ratio. Seventeen years
ago, no direct, taxation was imposed by the dominion government; in the
last fiscal year the amount raised by such levy was $122,266,000, and
within sixteen years provincial government taxation has arisen from
$15,700,000 to $125,000,000.
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Facing that situation in 1932 the president of the Bank of Montreal declared
that the weight of public debt and taxation restricts trade. Do you agree with
him?—A. It certainly was restricting trade at that time.

Mr. SvagaT: Who was the president?

_Mr. McGeer: Sir Charles Gordon.

By Mr. Cleaver:

Q. Any increase in the cost of production would have a dampening effect
on trade?—A. Certainly.

. Hon. Mr. Instey: I was going to suggest that heavy taxation and rapidly
Increasing debt during the war does not seem to have restricted trade.

Mr. McGeer: And will not as long as the government taxes to increase the
debt load and uses it as buying power to keep the thing going.

Mr. Gramam: Is that not true because we can to some extent disregard
the cost factor in the present war period?

Hon. Mr. Irstey: I do not know to what it is due, but the effect seems to
contradict the statement; that is all.

Mr. StaguTr: Mr. Minister, is it not true also that the trade that you speak
of as so satisfactory now is a trade in munitions and arms that we are blowing
mto the air to kill people with, and not the kind of trade we can look forward to
after the war? :

Hon. Mr. Hanson: That is true.

. Mr. McGeer: Nor are we accumulating something to serve the people
With which can be accumulated in too great volume. Keeping in mind Sir
harles Gordon’s statement in 1932 let me bring you to what Mr. Graham
Towers says about that situation.
The WitnEss: Are we referring back to this report I have before me?

By Mr. McGeer:
Q. Yes, at page 11, if I may draw your attention to it. He says:—
I do not wish to suggest that public debt could be increased at the
present rate for an indefinite period without placing intolerable strain
on our economy.

As a consultant, have you any idea or can you indicate to us when that

Itolerable strain would be placed on our economy? In other words, what is the

debt limit, of the Dominion of Canada?—A. I do not think there is a point at

Which you can halt as if you had reached a milestone, and say “Here is the

de})t limit.” I doubt if Mr. Towers had any such point in mind when he wrote
18 report. !

Q. Well, his language is pretty plain, Professor: “I do not wish to suggest
that public debt could be increased at the present rate for an indefinite period
Without placing an intolerable strain on our economy.” Where is the point
When the intolerable strain will come?”

Hon. Mr. Hanson: When the national income begins to drop.

The Wrrness: 1 think there is no point on which you can put your finger
and say, “Here, the strain becomes intolerable.” I am not qualifying Mr.
Owers’ statement in saying that. I am only trying to give the statement form.

By Mr. McGeer: \ :

Q. He gives us the statement here, “The key to this problem, as to many
others, lies chiefly in the maintenance of a high level of employment and
mcome.”—A. T quite agree. ?

2204767}
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Q. To do that, to revert to page 12, he says, “The adjustments required'
will clearly be of unprecedented mawmtude and bold planning on the part of
labour, farm and business organizations, as well as governments is urgently
needed.”

Hon. Mr. Hanson: You have all got' to pull together.
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By Mr. McGeer:

Q. That is pretty succinctly defining the problem that confronts the

government in the post-war period, whatever it may be. Do you not think so?—
A. Yes.

Hon. Mr. Hansox: It defines the duty.

By Mr. McGeer:

Q. I come to another proposition. Suppose the government in financing
family allowances— A. Suppose the government what?

Q. In financing the distribution of family allowances, inereases in old-age
pensions, expansions in the broad field of soecial and cultural life—that i8
health and education—suppose the government created new money, suppose
it did not take it from the man who would have a gardener, buy an automobile
or have a high-grade plumbing establishment in his house, but that it created
and put into ecirculation new money-that would—and may I get the answer
without dealing with the subsequent results. That would, in the first instance,
increase the Canadian consumers’ buying power?—A. That is the question?

Q. Yes—A. I think in fairness to my clients, sir, I am bound at this stage
to say that T am not trying to tell Mr. McGeer what all the retail merchants
in Canada think on these difficult questions. 4.

Q. No. I quite agree—A. This dialogue has become a rather personal
matter between Mr. McGeer and myself; and we have had a remarkably small
area of disagreement, it being only on qualifications. T think I am bound to
put it on the record that Mr. McGeer is asking my opinion on certain things,
and I am giving him as honest an opinon as I can for myself; but I should
not like to commit anyone else by what I now say. May I come back to the
question that has just been asked. The question, as I recollect it, is that if the
government of Canada were to create money—

Q. New money.—A. New money, in order to achieve the purposes which
Mr. McGeer has enumerated, would it not—what was the end of it?

Q. Would it not increase, in the first instance, the volume of consumers’
buying power throughout the dominion?—A. Do you mean, by saying “in the
first instance,” in the immediate short run, without reference to any ulterior
consequences at all?

Q. Yes, I do—A. In those narrow terms, 1 think the answer is certainly
yes. I think if the Minister of Finance creates a dollar additional to all the
other dollars in circulation, and is kind enough to give that dollar to me for
the moment—

Q. As an old age pensioner, we e will say?—A. In any form. I have not yet
qualified for that.

Q. They have not got you in that category yet?—A. No. But if he gives
that dollar to me for any reason or for no reason at all, Mr. McGeer, momentarily
the demand of consumers has been increased as a whole by one dollar, subject
to two qualifications: first, that I spend the dollar, because I could put it in
a sock, in which case— —

Q. You could; but the old age pensioner or school teacher or the child
needing the family allowance would not do that.

The CaAIRMAN: Please allow the witness to finsh his answer.
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Hon. Mr. Hansox: Yes.

The Wrrness: All I say is if I should put that money in a sock, which even
old age pensioners have done, it is a fact that the minister’s generosity would
be neutralized forthwith. ;

Mr. Mr. McGeer:

Q. Yes?—A. The second point, which I think Mr. Hanson had in mind, was
this. If the productive capacities of Canada are already being fully utilized
along the line of my prospective expenditure of one dollar, then I do not think
that bringing one more dellar into the market would produce a constructive
economic result.

By Mr. Jaques:

Q. You cannot have over-production?—A. I beg your pardon?

Q. You cannot have a state of over-production?—A. Well, I should like
to put it this way. On a famous occasion Mr. Towers, I believe, said that what-
ever is physically possible is financially possible.

Q. We said that a long time before that—A. Well, my compliments to the
original author of the statement. But I think the same statement can be turned
around with equal truth. It can be said with equal truth that whatever is
physically not possible is also financially not possible.

By Mr. McGeer:

Q. In any event, the creation of new money would—if it were put into
~ circulation where it would be spent and did not disrupt the price level—
Improve the lot of those engaged in the production of consumer goods and
Services and their distribution, as well as the lot of those who needed them and
tould not get them unless that money were supplied in that way?—A. If you

ave unused productive capacity, and if you can cause it to be used more fully
by creating new money, without bringing about ulterior consequences such as
a raising of the price level that you would deplore,—

Q. Yes.—A. Then I think the consequence of issuing this new money will be
beneficial. I should like, if I may, to be permitted to enlarge on that and take
an illustration. The Bank of Canada, you may remember, sir, came into being
at a time when we had a lot of unused productive resources in this country. One
of the first policies pursued by the Bank of Canada was just such a creation of
Dew money with a view to trying to accelerate our recovery from the depression.

t was not wholly successful. We did not immediately become prosperous. But
I think Canadians, looking back on those years, are agreed that the Bank of
Canada was well advised to pursue that policy that it did.

Q. Have you ever heard of any prominent and outstanding Canadian
banker indicating that the last depression was caused through a deficiency or
a decline in the supply of money?—A. That is a very large question, sir; because

- Was working in one bank or another for twelve years, and I spend a lot of my
tlme_ta,lking to people, and T do not remember all the conversations that I hold.
ut in all good faith, I think the answer is no.

Q. All right. I am going to suggest to you that Mr. Neill of the Royal

ank of Canada who, I think, was able in the very highest degree as a banker—
What were his initials?

Q. No, C. E—in the annual report dated January 8, 1931, dealing with the
depression and the fall of prices said this: “Were the fall in prices due to
Imereased production, no further explanation would have to be looked for but,
In fact, the fall coincides with diminished production. The total value in money
of the output of the world is decreased both by the percentage by which prices

all and by the decrease in the physical volume of production.
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“These wide fluctuations in the money value of output are clearly a mone-
tary phenomenon which, if properly understood, could be prevented. Over-
supply of individual commodities could explain the decline in the value of one
commodity in relation to another. Over-production of agricultural products in
relation to manufactured articles would justify a decline in the price of farm
products as compared with the products of industry, but when the average of
all prices declines this can only be explained by an under supply of that in
which prices are expressed, i.e., money.” Do you agree with that?—A. What
was the date of that statement?

Q. Right in the middle of the depression—193%.—A. 1 did not have the
honour of knowing Mr. Neill. I never met him, and he is no longer alive. 'But
with all respect to the dead, I say that neither Mr. Neill nor myself understood
the very complicated situation existing at that time.

Q. And Mr. Neill goes on—but you will agree with me that he was a
highly experienced and highly trained and able banker in Canada?—A. He was
a great banker.

Q. Now, if he did say that, would you agree or disagree w1th him as a
consultant?—A. I have already stated my conviction that in 1931 neither Mr.
Neill nor I myself understood the very complicated problem then confronting us.

Q. I see. Let me continue his statement: “. . . . and it would seem that
if the effective supply of money is kept in the right relation to production of
commodities the phenomenon of a declining average price level will not occur.’
What would you think about that?

The Cuamryvan: He has answered the question already.
Mr. McGeer: Let the witness answer,

The Wreness: The only observation I can make is this—the statement
quoted is an over-simplification of the situation, to the point where it loses- all
reality to me;

By Mr. McGeer:

Q. All right. Let me come to another statement which you made as to
what you conceive to be the essential thing for a government to do in the post
war period, and that was to balanee the budget. I think I have your words
correctly: “ruthless taxation and a curtailment of public expenditure”’?—A. T do
not want the minister to balance the budget the moment the bugle blows “Cease
Fire.” That would not be possible. But as an ultimate objective we must, I
think, in order to keep our economy working, aim at a situation in which
normally—by which I do not mean in every single fiscal year—the government
collects from the public as much as it spends. How much it will need to collect
will depend, in part, on how careful or- extravagant the government is in its
expenditures. A government extravagant in its expenditures must be ruthless in
- its taxation, if it is going to do its duty by the country. To the extent that the
government is able to set limits upon its expenditures, 1ts taxation of you and me
will hurt less.

Q. I want to review with you our experience in the field of balancing
Canadian budgets in the post-war period after the last war, and I think for
the moment we had better adjourn.

The Cramman: Mr. Jackson will find it impossible to be here after 6
o’clock. Mr. Graham and Mr, Cleavér have given notice that they would like
go aslk ci;ertam questions; and I earnestly ask that we finish with the w1bmess by

o’cloc

Mr. McGgeer: I could finish with the budgets if you let me proceed

The CuamrmAN: Now? You have had an hour and a half.

.
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Mr. McGegr: All right. I can deal with it elsewhere, but I would like to
finish the budget balancing matter that I started.

The Cuamrman: Over the week-end and in the last two weeks I have heard
a number of statements from members of parliament that we, after all, are
only a small committee of the house, and many of them want to discuss this
bill in the house; so I think as soon as we can we should report this bill
to the house and give the other members an opportunity to discuss it. I earnestly
think you should let us have some action on behalf of our colleagues who are
not members of this committee. :

Mr. Jaques: I would like to ask a few questions this afternoon.

The CamamMman: I think you will find the opportunity if the chairman has
any say.

Mr. Mclurares: Mr. Chairman, we are meeting every day with the same
experience—we had the expression used again, “if I am going to be shut off”’—
that expression has been used by Mr. McGeer. The effect of his examination of
this witness as presently conducted—and it is not his fault—I do. not mean to
imply it is his responsibility-—is that they do examine the witnesses for hours
on end,

Mz, McGeer: That is not, true.

Mr. McIurarra: It is a good job.

Mr. McGegr: That is not true.

The CHarrMaAN: Order. That is not parliamentary language.
Mr. McGeer: The statement is not true.

Mr. Mclurarra: This must be corrected. I have not taken any of your time
and I have listened patiently; I have been doing that from day to day; but I
have rights in this committee and so have the forty-nine other members of the
committee, and to me the situation is simply this: we are deteriorating into a
position where witnesses are brought before this committee and two or three
or four members have made a study of the subject and they properly want to
examine those witnesses thoroughly. In doing so it comes to the point where
we are told that witnesses cannot come back and the rest of us who may have
one, two, three or four relatively small questiong will not have an opportunity
of examining these witnesses. I suggest, Mr. Chairman, that we surely should be
able to work out some system whereby all members of the committee could
have an equal opportunity with the witnesses. And with that in mind, is there
some way in which notice can be given to the chairman or to some sub-
committee of the points on which it is the desire of any member of the
committee to examine a witness and what time that would probably take? In
that way T think we might all have a chance.

The CrairmaN: I have already made that suggestion.
Shall we adjourn until 4 o’clock this afternoon, please?

The Committee adjourned at 1:10 o’clock p.m. to meet again at 4 o’clock
p.m. this day.
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The Committee resumed at 4 o’clock p.m.

The CuAlRMAN: Gentlemen, Mr. McGeer says that he sees a quorum;
and Mr. McGeer has asked for just one half hour in which to complete his
examination of the witness. Mr. McGeer, you have the floor:

Mr. SvacaT: Mr. Chairman, if you please, before the committee proceeds:
Mr. Tompkins has been good enough to call my attention to one item in
Exhibit 38 filed this morning where the figure should be $1,397,000,000 instead
of $1,497,000,000. I am glad to have that corrected. Then in the caption, or
the wording of the statement he has made some helpful suggestions which I
adopt. Would the committee please, with Mr. Tompkins’ suggestions, accept
that as Exhibit 38?7

The CuAlrMAN: That has been already approved, Mr. Slaght. Now, Mr.
McGeer: °

By Mr. McGeer:

Q. In connection with your suggestion or proposal of a balanced budget in
the post-war period I would just like to draw your attention to the budget
speech of the Hon. Chas. Dunning of May 1, 1930, in which in a very few words
he described our balanced budget in the pre-depression period. At page 5 of
the published budget speech he says:—

Mr. Robb was in command during the first seven months of the
period and the stamp of his personality is to be found throughout the
balance sheet and in particular on the debt statement.

With the Scot’s characteristic dread of debt he annually budgeted
for debt reduction, and in the past seven years attained for Canada
greater success, relatively, than has been achieved by any country which
took part in the Great War from the outbreak of hostilities. Annually
the debt has decreased and in the year under review, a record which
may stand as a monument to his memory was made when two loans,
totalling $80,000,000, were redeemed out of accumulated revenue
surpluses.

So the principle of balancing the budget, Professor Jackson, is not new in our
Canadian experience. We did balance the budget up until 1930, during the
post-war period. And in that year at page 11 of the same speech the Minister
of Finance (the Hon. Chas. Dunning) succeeding the late Hon. Mr. James
Robb, stated:—

The révenue and expenditure statements may now be summarized.
The ordinary and special receipts amount to $447,322,000. The total
expenditures for all purposes amount to $402,815,000, thereby leaving
an estimated surplus of revenues over all expenditures of $44,507,000.

Now notwithstanding that policy we went headlong into the worst depression
we had ever suffered; that is correct, is it not?—A. Yes.
Q. United States carried on a similar program of debt reduction which was
more than balancing the budget and they went into the same situation?—A. Yes.
Q. Now, in 1938, Mr. Dunning, still Minister of Finance, in his statement—
A. 19—, what is the year—38?
Q. 1938.—A. Thank you.
Q. Eight years later on. Mr. Dunning says:—
As T have reported our total revenues at $516,692,000 and our total
expenditures at $530,467,000, it is apparent that the overall deficit, in
other words, the increase in net debt, for the fiscal year which ended on
March 31 last was $13,775,000.

-
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While naturally I am disappointed to have to report any deficit, I
believe there i§ cause for gratification over this close approach to a
balanced budget after eight years of very large deficits. - It will be
recalled that for 1936-37 the realized deficit was $77,851,000 and that
when I delivered the budget speech last year I did not venture to fore-
cast a deficit for 1937-38 of less than $35,000,000.. That we have done
so much better than that forecast is all the more gratifying when we
consider the abnormal item of $5,000,000 added to the annuities reserve
and the substantial unanticipated inerease in our expenditures resulting
from the crop failure in western Canada. As I have already indicated,
the inerease in our special expenditures resulting from intensified drought
conditions was over $20,000,000 and the increase in the C.N.R. deficit
arising from this cause was at least $7,000,000. Had it not been for this
unfortunate catastrophe, it is clear that to-day I would have been able
to report an overall surplus.

The progress which this government has made in approaching its
objective of a balanced budget within the shortest practicable period is
indicated by the fact that, while the overall deficit in our first year,
1935-36, was $159,989,000, the deficit was reduced to $77,851,000 in
1936-37, and to $13,775,000 during the past fiscal year,

So we had a balanced budget up to 1930 and a desperate effort made, as the
Statement indicates, on the part of the Minister of Finance to balance the
budget throughout the pre-war years; and that year the total expenditure for
defence was cut down in a desire to balance the budget mind you, and it is
stated on page 18: “Total expenditures of the Department of National Defence
during 1937-38 amounted to $32,760,000, an increase of $9,837,000 over the
previous year.” Now, if the Minister of Finance in 1938 was unable to balance
a budget of $500,000,000 odd, what hope do you think there is of balancing a
budget which must be under any circumstances a great many times that sum?
—A. I have hope, Mr. McGeer. If the Minister of Finance in time to come
could not balance the budget of Canada, I should despair of this country. But
I have hope that he will some day balance it. Does that answer your question?

Q. Well would you suggest that the budget be balanced at the expense of
unemployment as it was during the preceding periods?—A. I have a suspicion
that this is what the lawyers call a leading question. Is it not a little like
asking me whether I have stopped beating my wife?

Hon. Mr. Hanson: It is a double-barrelled question.

The Wrrness: There is going to be some unemployment whatever we do.
My belief is that if we make it our objective to balance the budget in the long
run, we shall have less unemployment than we should have in the long run, if
we followed some other policy.

By Mr. McGeer: .

Q. Well would you suggest that if we had balanced our budget in 1931 and
1932 and during the 30’s, that we would have had this unemployment?—A. No,
sir, It is not in my mind to criticize the policies that have been followed by
the Finance Ministers under these varying circumstances. You may remember
that this morning I talked about the balancing of the normal budget, and not
about the necessity for having the budget balanced every year under all
circumstances. :

Hon. Mr. Haxson: You recall, do you not Mr. Jackson, that President
Roosevelt appealed to the people in 1932 on the policy of a balanced budget?

The Wirngess: I remember.

Hon. Mr. Hansox: But he did not make good.
22047—68
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Mr. McGeer: He found out that if he did he could not possibly put his
program ‘into effect.

Hon. Mr. Haxson: President Roosevelt was elected on that platform
nevertheless.

The WirNess: May I add this, Mr. McGeer; there are circumstances under
which your Finance Minister could not balance his budget; but we should try
to create the circumstances under which he can balance his budget.

Mr. McGeer: I quite agree with that, but on the other hand I think there
are ways of balancing a budget and meeting full employment and the nation’s
integrity, for defence or whatever purposes may be in the offing.

Hon. Mr. Hanson: Hear, hear.

Mr. McGeer: But we cannot do it under monetary policies or the monetary
systems that existed prior to the creation of the Bank of Canada, and I do not
think we can do it yet without some changes in the administrative machinery
of that institution.

Hon. Mr. Hanson: You suggest though a monetary system which relates
to a balanced budget, not the question of taxation itself?

Mr. McGeer: You will agree with me, will you not, that in the light of
subsequent events the program of expenditure for defence was wholly inadequate
in the years 1930 and 19397

Hon. Mr. Hanxson: They were not enough.

Mr. McGeer: That is what I mean; we did not have the money or we
presumed we did not have the money, and we could not carry on a defence
program and a balanced budget program at the same time; you will agree with
that, will you not?

The WirnEss: I do not know, sir, that I am in a mood to criticize the
financial policies followed by Mr. Dunning in a given year. I thought that I
was being questioned on the principles of handling the budget.

Mr. McGeer: What I am trying to say to you is that we tried to balance
our budget in 1937 and 1938 and 1939, and one of the things we did was to
cut our expenditures for defence away below that which a great many of us
desired, and we were told by the Minister of Finance that the money was not
available, that we had to balance the budget and that is why we cut off
expenditures for defence. 3

Hon. Mr. Hanson: Mr. McGeer, was it not because public opinion would
not support the expenditures? -

Mr. McGeer: I disagree with that.
The Wirness: I should perhaps state here that 1 was not even in this

country then; so that I am the person least qualified of all those in this room,
to discuss this subject.

Mr. Gramam: In 1938 we spent more on defence than we did in the previous
year.

Mr. McGeer: By about $9,000,000 but, as a matter of fact, if T recall
rightly the amount that went to the treasury board was somewhere in the
vicinity of $200,000,000. I myself advocated the expenditure of something like
$400,000,000 at that time.

Mr. Grazaym: The fact remains that in 1938 there was an inerease over 1937.
Mr. McGeer: So small that it did not amount to anything.
By Mr. McGeer:

Q. You were in the old country at that time and the same condition obtained
there. You, I suppose, know of Mr. Robert Boothby?—A. I have heard of him.
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Q. The author of a small booklet called, “The New Economy”—A. I am
afraid I have not heard of that book.

Q. I may tell you Mr. Robert Boothby is the author of “The New Economy”
published in 1943. He is a nephew of Lord Cunliffe, the predecessor of Montagu
Norman, the late Governor of the Bank of England. He has sat in the House
of Commons as a Conservative member since 1924. He was parliamentary
private secretary to the Chancellor of the British Exchequer, the Hon. Winston
Churchill, from 1926 to 1929.

Hon. Mr. Hanson: What happened to him?

Mr. McGrer: He is still in the House of Commons.
Mr. Jackman: Still a Conservative.

Mr. McGeer: Still a Conservative member.

Mr. JackmAaN: Progressive?

The CrammaN: What did he say? That is the point.
Mr. McGeer: At page 34 he offers this observation:—

The year 1937 was critical. The German rearmament, based on full
employment, began to move rapidly towards its tremendous climax. The
German trade drive into Eastern Europe, based on currency manipulation
and export subsidies, began to assume menacing proportions. The forces
of international Fascism invaded Spain and overthrew the democratic
Spanish government. Japan invaded China.

What was the answer of the western democracies to all this? A
second deflation. As we have seen, President Roosevelt began it by
reversing the expansionist policy of his administration, reducing federal
government, expenditures, and delivering a major attack upon the basic
industries of the United States. We followed suit by pursuing a general
policy of contraction, and by limiting expenditure on our rearmament
program to a global total of £1,500 million—although it was already
known to the British government that the expenditure of Germany on
rearmament was of the order of £7,000 million.

On page 39 he says:—

Then,

Over and over again we allowed ourselves to be beaten not merely
by superior methods, but quite simply by speed; with the result that we
embarked upon Armageddon without an ally except France, without
aeroplanes, ‘without tanks, without guns, without even a reserve of
essential commodities.

on page 40:—

Of all the blows delivered against this unfortunate country by the
Treasury, the refusal to permit an expenditure on rearmament in excess
of £1,500 million was the most savage. A member of Mr. Chamberlain’s
cabinet once said to me “That upper limit, or ‘global total’ of expenditure
was the main cause of the trouble. It forced us into the policy of
appeasement”. -

The contractionist and deflationary policy imposed on the business
community by the Bank of England and by successive British govern-
ments between the two world wars was inevitably reflected in the internal
arrangements made by various industries. In a desperate effort to main-
tain profits, private enterprise largely ceased to be free, and became self-
regulated through monopolies, trade associations, and price agreements.
These arrangements did not aim at the elimination of redundant or
obsolete firms, or increased efficiency and output. Their object was
simply the preservation of the status quo by maintaining profits only for

2204768}
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the benefit of those already engaged in the industry, by making entry into

it difficult if not impossible for newcomers, and by discouraging enter-
prise.and the introduction of new processes and inventions.

Then, on page 42:
Not scarcity but glut became the bogy. And by 1939 the entire

fabrie of “laissez-faire” capitalism, upon which the economic strength of

the western democracies still rested, had erumbled away. From the
moment, the profit-motive took the form of restriction instead of expan-

sion, the system was doomed. For all this the bankers—and especially

the Bank of England—were greatly responsible. . The late Mr. Vincent
Vickers was a notable exception. He resigned from the Court of the
Bank of England rather than accept further responsibility for a- policy
which he knew was disastrous. “We have to remember”, he said, “that
the value, that is to say the purchasing power, of money, and consequently
the price of goods, can be, and has been, varied intentionally and deliber-
ately not by the will or action of the state, but by those individuals who
themselves manage and control the money, though they constantly aver
that they act for and on behalf of the community. We returned to the gold
standard in 1925 for the benefit of the city of London, and so ruined our
basic industries. It does not follow that what is best for the city of
London, is best for the country . . . A monetary system which begets
such flagrant injustice cannot be regarded as an equitable system. Yet no
one in authority here dares to attempt to alter it because the financiers
don’t want it altered.”

It was the bankers who, in order to maintain the exchange value of
their money, plunged this country and ultimately the whole world into
the miseries of depression and unemployment, who denied a subsistence
payment to those who (by their will) were out of work, who denied a
subsistence living to primary producers everywhere, who allowed wheat,
cotton, coffee, and cocoa to be burnt rather than “sell at a loss”—
while millions of human beings suffered from want, and often starvation,
in idleness. To every outworn economic shibboleth of the nineteenth
century, including the conception of strictly balanced annual “budgets”;
they stuck like glue. They produced poverty in the midst of plenty on a
scale never hitherto experienced, or even approached. Finally—with the
aid of six million German unemployed—they produced Hitler.

That is an indictment by an English Conservative member of parliament
who has had close contact with the hierarchy of money or the Bank of England
system. Would you agree with him?—A. I venture to say that this Mr. Boothby
sure does cover a lot of territory.

Q. And so did the last depression and the causes of the last war. Mind you,
what Boothby does is he puts flatly upon the doorstep of the Bank of England
and the bankers the cause of this war.—A. Now, if we are going into the causes
of the depression (which are economie and which I hope I know a little about),
and the causes of this war (which are much wider than economic and which
I do not profess to understand thoroughly), we shall find it difficult to cover the
ground very helpfully within this half hour.

Q. No, T do not think we should—A. Perhaps I should add to your last
question, T do not accept a word that Mr. Boothby says. I am not aware that he
has any qualifications for making any of these statements.

. Hon. Mr. Hanson: You speak of his qualifications. I ask you if he has any
evidence in support of them. 2

The Witngss: I do not know Mr. Boothby. I only said that I was not aware
he possessed any qualifications.
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By Mr. McGeer:

Q. He would not likely be made parliamentary secretary to Mr. Winston
Churchill during the time he was Chancellor of the British Exchequer unless he
had some qualifications to fulfill that position, would he?—A. I do not know
how parliamentary secretaries are chosen in England in peace time, but sometimes
I have looked at them and wondered.

Hon. Mr: Hanson: So have we.

Mr. McGeer: I suppose Mr. Boothby could say that about economic
professors with equal force?

The Wirness: Absolutely.

By Mr. McGeer:

Q. Now, we will come back to Canada. In 1934 Mr. Jackson Dodds appeared
before the Banking and Commerce committee. Mr. Jackson Dodds, appearing
before the Banking and Commerce committee, comes all out with this statement:
“Since the collapse in the autumn of 1929, our chief efforts have been directed
towards protecting depositors and conserving the assets of borrowing clients.
. . . Continuing, in spite of the unpopularity of such advice, to impress upon
public bodies the necessity of balancing budgets.” Would you agree with Mr.
Jackson Dodds?—A. In 1934?

- Q. Who, speaking as the president of the Bankers’ Association, before
the Banking and Commerce Committee of the Canadian parliament of that
day, said that -the budgets of all public bodies—that is, of the national
parliament, provincial and municipal bodies—should be balanced. Would you
agree that he was vight then?—A. No. I do not think I would have said
that in 1934.

Q. So you do not agree then with Mr. Jackson Dodds, president of the
Canadian Bankers’ Association, that the budget should have been balanced
n 1934?—A. No. I have sometimes agreed with Mr. Jackson Dodds and some-
times I have disagreed with him. :

Q. Well, did you agree with him then? That is what I am dealing with.—
A. T was not in contact with Mr. Jackson Dodds in 1934.

Q. I understood you to say— A. I am appearing for the retail merchants.
While T was employed by a bank in 1934, I may not have seen Mr. Jackson
Dodds in the whole of that twelve months.

Q. No. But you knew the conditions which existed in Canada in 19347
A. A little, yes.

The Caamrman: Mr. McGeer, Mr. Jackson has already stated that he
thought he would not have made that statement at the time.
Mr. McGerr: I did not catch that.

’
The Cramman: Why not let the statement go at that? I understood him
to make that statement.

The Wirness: That was what T was trying to say.

By Mr. McGeer:

Q. You do not agree with the proposition that every issue of national
Currency—that is, the issue of money through the Bank of Canada—is inflation,
do you?—A. No. sir. But I have never succeeded in defining the word “inflation”
completely to my satisfaction.
. Q. Of course in 1934, apparently some of the bankers thought that an
Issue of $35,000,000 by the government would be inflation. *

Hon. Mr. Haxson: Did they?

Mr. McGerr: Did they not?
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Hon. Mr. Hixsox: 1 do not know.

By Mr, McGeer:

Q. Well, do you think that, at that time, that issue of $35,000,000, not
through the Bank of Canada but of dominion government notes, was infla-
tionary ?—A. No. 3

Q. Let me read to you again what Mr. Jackson Dodds said about that?

The CramrMmay: Why?

The Wirness: I think I ought to make this clear. .

The Cuamman: Mr. McGeer, may I just tell you that you have only
about five more minutes, and we want to get to the point as soon as we can.

Mr. McGeer: All right. I mean to say, surely I can use this.

The Caamrman; I am trying to conserve your time.

By Mr. McGeer: .

Q. Let me put this to you, Mr. Jackson—A. I think I ought to make it
clear that I know Mr. Jackson Dodds and I like Mr. Jackson Dodds; but I do
not see how I can go bail for everything he said ten years ago.

Q. No. I mean to say, at that time the bankers were taking the position
that any issue of money of national currency, was inflation; and that is exactly
what Mr. Jackson Dodds said to the Banking and Commerce Committee at
that time. '

Hon. Mr. Haxson: Not all the money.

Mr. McGeer: Well, let me just put it on the record.

The CHAIRMAN: Let us come up to 1944.

Mr. McGger: =~ Oh, Mr. Chairman, surely I can carry this through.

The Cuamrman: It is perfectly all right if you want to; but I thought you
wanted to make a point within your half hour. ’

Mr. McGeer: 1 want you to listen for a second to what Mr. Dodds said, He
was asked if this was discussed with the Canadian Bankers’ Association. Then
we find this:

Q. Would you consider that a measure of inflation? That is the
issueYof %5,0%0,%0.—A. Do I think that was a measure of inflation?
es—A. Yes.

Would you say that you would consider that an inflationary issue now?—A.
Now nor in 1934?

Q. In 1934?—A. I would have been disposed to say no. But Mr. Jackson
Dodds may have had one conception in his mind of the word “inflation” and
I may have another. '

Q. Yes?—A. And while I think I would have been right in saying, “No,
it was not inflationary,” in my coneeption of “inflation”, I would not like to go
sc far, Mr. McGeer, as to say that Mr. Jackson Dodds was wrong in what he
said& before enquiring what was his conception of “inflation” when he used the
word.

Q. I see. Suppose that we meet another condition, such as we had in the
thirties, in the post-war period coming. Would you continue a condition of
depression and deflation or use national currency to alleviate it?—A. Are you
speaking to me as if T were Governor of the Bank of Canada? .

Q. Minister of Finance; we will take it that you are giving advice to the
government.—A. Under circumstances identical with those of 19347

Q. Yes—A. Or as nearly as does not matter?

Q. Yes.—A. I should be disposed to think, Mr. McGeer, that a judicious
expansion of the credit base by the Central Bank would be a necessary mea-
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sure. But in giving that advice, I should be very, very careful to warn the gov-
¢rnment that this was not a Grand Universal Remedy; that it was only one of
the measures which should be taken; and that the causes of the situation exist-
ing in 1934 went so much deeper, below the monetary level, that although the
proposed expansion of the note issue would be a good thing to do, that expansion
would not attack the root of the problem.

By Mr. Hanson:
Q. It would be a palliative, not a cure?—A. I had not thought of using

those words, but they seem to me to be quite fair.
Q. I think they are.

By Mr. McGeer: :

Q. The only remedy that we found for the depression was to increase public
expenditures. Is that not correct?—A. The only remedy we did find?

Q. Yes—A. For the depression?

Q. Yes—A. Was to increase public expenditures?

Q. Yes.—A. I do not know, sir. My memory is a little confused about the
details of everything that happened ten years ago. I do not want to challenge
you, but I do not particularly want to assent to that flat statement.

Q. All right. One of the substantial remedies that was found in Canada
to alleviate the depression and unemployment, want and misery, throughout
the country was to increase public expenditures.

Hon. Mr. Hanson: That was only one.

The Wirness:  Let us agree that the government spent a lot of money.

By Mr. McGeer:

Q. For that purpose?—A. Yes.

Q. It was one of the remedies that was found necessary, and. that had to be
done by increasing the volume of money in circulation in the country?—A. It
was done, I understood, experimentally, by the issue of that $35,000,000 of
credit.

Q. And when the war came, war demands had to be met by an enormous
increase in the volume of the medium of exchange in circulation in Canada?

Hon. Mr. Hanson: Mr. McGeer, on that point you were invest