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THE EARLY HISTORY OF CANADIAN BANKING

III

FROM 1791 TO 1812

\1 ZITH the restoration of peace at the close of the Revolution-
' "^ ary War, the settlement of the Loyalists in Canada, and

the revival of the north-west fur trade, af;riculture and com-

merce resumed the quiet tenor of their way. The changes,

however, which had taken place as the result of the struggle

soon brought about an alteration in the country's economic and

political centre of gravity. The new settlements in their forma-

tion made considerable demands upon the Government for sup-

plies, and, in providing these, good Itjcal markets were afforded

the earliest settlers. Wiien the western districts began to pro-

duce a surplus it naturally found its outlet through Montreal,

which was also the great distributing centre of imports from the

west and north-west. Montreal thus became more than ever

the emporium of Canadian trade.

In considering the economic future of Canada we must not

forget that however devoted the Loyalists were to British con-

nection, yet in their economic methods, their social liabits

and their municipal politics, they were thoroughly American,

and brought with them to Canada the prevailing American

ideas in tiiese matters.

This is not the place for an analysis of the character and

capacity of the Loyalists, but it is essential to note that they

were far from being of one uniform type. Few more miscellaneous

collections of people have ever been found. Their education,

character and motives ranged from the highest to the lowest

t}'pes which the colonies afforded. Most of them had a very

high ideal of the British Government's obligations towards

themselves, and their settlement in their new homes was not

effected without a great deal of grumbling and friction with

Government officials.
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The initial troubles of settlement safely over, tiie) soon

joined with the iCnf^lisli element already in the country in re-

newing the agitation for the repeal of the unfortunate Quebec

Act. In this they were soon successful, at least as far as Upper

Canada was concerned, for the Constitutional Act of 1791 per-

mitted the Upper Province to re-establish the English law as it

was known in the colonies from which the Loyalists came.

The large sums of mone}' which the Revolutionary War
had brought to Canada were not of course in the hanils of the

Loyalists, most of whom came to the country witii very limited

means or none at all. When the direct Government support

of the first few years was withdrawn, and the people were left

to provide for themselves, they had neither a great deal of

ready money, nor the means of procuring it. There were several

military establishments in the western settlements, and others

at the Indian trading posts, all of which required considerable

supplies, so that there was for a time (juite a flourishing

local market for the surplus provisions of the more thrifty

settlers. It was estimated that the British Government spent,

in the early nineties, about ^"200,000 on the military and Indian

establishments in Canada. It also supported the greater part

of the civil aaministration, and supplied a number of pensions.

The Honorable Richard Cartwright, one of the most intel-

ligent, shrewd, and far-sighted of the early settlers, in a letter,

in 1792, to Mr. Isaac Todd, his friend and business corre-

spondent in Montreal, has this to say of the condition of the

country at that time :
—" To what is to be ascribed the present

" state of improvement and population of this country ? Cer-

" tainly not to its natural advantages, but to the liberality

'* which Government has shown towards the Loyalists who
** first settled it ; to the money spent by the numerous garri-

" sons and public departments established amongst us ; and
" the demand for our produce which so many unproductive
" consumers occasion on the spot. As long as the British

" Government shall think proper to hire people to come over to

" eat our flour, we shall do very well, and continue to make a
•' figure, but when once we come to export our produce, the dis-

** advantages of our remote inland situation will operate in

" their full force, and the very large portion of the price of our
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" produce that must be absorbed by the expense of transport

-

" ing it to a place of exportation, and the enhanced vahie that

" tht! same cause must add to every article of European manu-
" facture, will jLjive an effectual check to the improvement of

" the country beyond a certain extent."

Even at this time, thou^di not to the same degree as after-

wards, there was considerable difficulty felt from the want of a

sufficient circulating medium, especially in the settlements to

the west of Montreal.

In those days, and for a long time afterwards, the Cana-

dians depended for their news from the outside world mainly

upon the newspapers of the United States. They were thus

incidentally well supplied with the news of the United States

itself. The recently established Bank of the United States

and its rapid success, was observed with close attention in that

country, and was attracting very material interest in England.

It was evidently the success of that institution which suggested

to some associated London and Montreal merchants the feasi-

bility of establishing a like institution, though on a private

basis, in Canada. The late Mr. Stevenson, in his paper on

" The Currency of Canada after the Capitulation," published

in the Transactions of the Literary and Historical Society of

Quebec, has drawn attention to this movement, and quotes

from a notice of it which appeared in the Quebec Gazette of

1792. As he has made a few errors in connection witli the

matter, which have been somewhat exaggerated by those who
have followed him, I shall give the extract in full :

" The undersigned having experienced great inconvenience

" in Canada from the deficiency of specie, or some other medium
*• to represent the increasing circulation of the country, as well

" as from the variety of the money now current ; and knowing
** the frequent loss and general difficulty and trouble attending

" receipts and payments, have formed the resolution of

" establishing a bank at Montreal, under the name of the

•• Canada Banking Companyc
" The establishment of banks has found favor in the most

** intelligent commercial countries, and from the experience of

•• ages, there does not now exist a doubt of their utility and of the

" consequent increase of the trade and industries of the coun-
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*' tries, wherever they have been promoted and wisely con-

" ducted. The operations of the present establishment will be

" confined solely to the business usually done by the most re-

*' spectable banking houses in other countries, and the parties

' interested are restricted by agreement from using any part ot

•' the funds appropriated to this concern for -^ny other purpo.-e

" whatever, and are jointly and severally responsible for the

'' faithful performance of their engagements.
'' The business proposed by the Canada Banking Company

" and usually done by similar establishments is,

" to receive deposits of cash,

" to issue notes in exchange for such deposits,

*' to discount bills and notes of hand, and
" to facilitate business by keeping cash accounts with those

'• who choose to employ the medium of the bank in their

" receipts and payments.
" It is proposed also to extend the operations of the bank

*' to every part of the two provinces where an agent may be

" judged necessary, and it is presumed that the institution will

•' be particularly beneficial to the commerce of, and intercourse

" with, the upper province.

" The concerned hope the public will judge with candor
'' of the motives for this establishment, and of the credit and
" respectability of the parties ; and they beg leave to add that

" they are determined to conduct every part of the business

'• with the puncf lality necessary to promote the credit and suc-

" cess of the undertaking, and with due regard to the conveni-

" ence and safety of the public.

(Signed) " Phyn, Ellice & Inglis

" Todd, McGill & Co.

" Forsyth, Richardson & Co.

*• Dated in London, 17th March, 1792
"

Mr. Stevenson gives the date of its appearance in the

Quebec Gazette as i8th October, 1792, but it first appeared on

August the 9th. The idea of the bank is commonly supposed to

have been originated and worked up in Montreal, by Montreal mer-

chants. But, as will appear from the document itself, wherever

the idea originated it was formulated in London in March,
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1792, ani! a I^ondon firm, Messrs. Fhyii, ii^ilice c^ In;j;lis, took

lh.> Ita-I ill liie matter. Tlie other two firms are Montreal mer-

chants, customers of the London firm, and enjo\ing a larj^e

share of the trade with the settlements in Upper Canada. We
lear.i from a list of arrivals from London appearin;^ in the

Q :ebec Gazelle some time after this, that Mr. John Forsyth had

bee.i in Enfjland ; and there came ov^er with him Mr. Geo.

Ph^v n. jun., of London, antl Mr. and Mrs. EUice, of London.

No doubt these .^'entlemen came over to assist in lauiichin<; tiie

biiiik in Canada. Possibly a member of the firm of Todd,

MoGill & Co. was also in London when the articles of aj^ree-

ment were drawn up, and the above announcement prepared.

The bank was a purely private one, and no effort seems to have

betn made to secure a charter for it, as some have supposed. It

v.as evidently intended to f^radually cover the whole Canadian

field by a system of branches, as in the case of the Bank ' f

the United States.

Canada at that time was hardly ripe for such an institution.

In the lower province there was no need for the issue ot a

paper currency sufficiently urgent to overcome the prejudices of

the French-Canadians towards that kind of money. In the

English settlements of the west, while there was a real

need for a medium of exchange, yet it was almost entirely of a

local nature, and those settlements were not sufficiently stable

and advanced in their trade to permit of discounting bills or

establishing any general currency from a Montreal basis. What
the western country stood in need of was capital rather than

:urrency. In Lower Canada, where there was considerable

capital, enterprise was lacking. The French who had money

to deposit would not trust it out of their own possession, while

the English had no idle money to deposit, those who possessed

wealth having it all employed in business, under a system

which combined the deposit and exchange functions of our pre-

-;ent banks with the ordinary business of trade.

Under these conditions the proposed bank was found to be

somewhat in advance of the times. The notice which I have

quoted, after appearing in the Gazette at intervals for several

Tionths, disappeared, and no further mention of the bank suc-

ceeded It. Mr. Stevenson says, though not mentioning the
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source of liis information, that the promoters sncce^Hled in

forming a private bank of deposit. Mr. Walker, in his ace unt

of Canadian Hanking m \'oI. Ill of "A History of Bankmgin
all Nations," says :

" As a matter of fact it did issue notes,

specimens of whi' h the wiiter has seen, but they doubtless had

a very limited use."

Already the leading Montreal merchants having dealings

with the western territory, practically conducted private banking

operations along with their wholesale business. This phase

became ever more extensive and highly developed between this

period and the time of the war of 1812. The conditions of the

colony were becoming more stable, and its surplus products

stimulated a regular export trade, requiring the development of

a mechanism of exchange mucli more complex than that which

satisfied local needs.

Owing to the nature of the physical and geographical con-

ditions of the first settlers in Upper Canada, the means of com-

munication being very imperfect, the settlers had httle or no

choice as to the places in which they might purchase supplies

or dispose of their products. Even though there had been an

abundance of circulating medium, their trade would still have

been eisentially one of barter, an exchange of their surplus

products with the nearest merchant for a limited range of goods.

Many functions were united in one person in those days.

.Ml kinds of goods were supplied by one merchant ; all kinds of

'urplus products were purchased and exported by the same mer-

chant. Where mills were erected the leading merchants com-

monly owned them. In many places in Upper Canada during

this period, a typical trading centre consisted of a flour mill,

sti-1, saw-mill, general store, tavern and blacksmith shop. In

more important places a woollen mill or at least a carding

machine was added. Very often all these were owned by one

man. Typical representatives of such establishments were the

Napance Mills in the east, and the Albion Mills near Ancaster

\\\ the west.

Even in the earhest stages of the settlements the importer

was also the exporter, and barter the natural system of tr:ide.

Supplies were required by the settlers throughout the year,

while their products came in for sale mainly in the autumn.
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\^t.c\ct^ to e(iualize matters it was customary for the merchants,

on the one hand, to give credit for supphes, to be paid for in

products later on, or on the other liand, in the case of tiiose

who hrou<,'ht products in advance, to issue due-bills or hons^ to

be ultimately redeemed in '^rxids, or partly in f;ood& and partly

in cash. These \jon% were usually made payable on demand,
though not necessarily payable in cash. Together with ordin-

ary promissory notes, which enjoyed a considerable local circu-

lation, they supplement«rd the metallic money in the settle-

ments, and, under the circumstances of the time, furnished a

fairly effective medium of exchange. All things considered, we
cannot but admit tiiat in the ea. / years of tlie upper province

these local media of exchange were much more manageable, if

not more secure, than any [jank notes could have beet'.

The merchants, for their part, in obtaining their gc . is and

disposing of their accutnulaied {)roducts, usually deait with a

fev,' large importers at such places as Oueenstow > and King

st'-n. The merchants in these places also acted as banker and

bill brokers for the local merchants, rev^eiving deposi's, obtain-

ing from ii.Ljir customers orders drawn upon various persons,

an I permitting their customers to draw orders upon them.

These wholesale merchant*, sold as much as possible of the

produce sent to them, to the G'nernment agents for the supply

of the military and Indian posts, exporting the remainder to

Montreal, and importing from Montreal the supplies with which

they furnished the local merchants. As the imports were

greater than the exports, the i^alance was met by bills of ex-

change on London from the commissariat officers, vouchers for

pensions, and other miscellaneous bills coming from all parts of

the province. The large importers in Montreal acted also as

bankers for the wholesale men in the upper province, receiving

deposits, making payments to order, and not infrequently

advancing loans or credits to be met later on by produce, ex-

changes, or cash, though we find very little of the latter passing.

The data from which this outline sketch is drawn come

from many sources, chief of which are the letter books of the

Hon. Richard Cartwnght. This gentleman was from 1785 to

1 815 the leading wholesale merchant and forwarder of Upper

Canada. He had constant relations with the chief Montreal
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and Quebec merchants on the one hand, and a great number of

Jocal merchants in all parts of Upper Canada, on the other. A^s

a forwarder he acted for the North-west Fur Company and the

other wholesale merchants in Western Canada. His business

letter books arc thus a perfect mine of information on all matters

relating to trade and exchange during this period. I have also

had access to many other business letters from the Bay of

Quinte and the Niagara districts, throwing further light on the

subject from the point of view of the local merchants. Lastly,

the official reports from the Governors of the period, to be

found in the Dominion archives, give us information from sriil

another point of view.

As bearing particularly on the su!)ject we hiave in liand.

Governor Simcoe's rc^port to the Lords of Trade on the coniii-

tion of Upper Canada in 1794, is most interesting. In this

report, as in many i^ther ways, Simcoe exhibits at once his dis-

interested anxiety to promote the prosperity of the province,

:ind his very imperfect acquaintance with the econonii • and

social forces which were acting within his jurisdiction.

In that part of his report whicli refers to the conditions of

exchange, he says that it sliould be a special object of the Gov-

ernment to supply the people of Upper Canada wiih sufficient

c.-sh, or other proper medium, to remove the difficulties wlrich

occur in bartermg the products of the land for the manufactured

goods of Great Britain, in which tiie tra'ic of the coimtry

wholly consists. The sta[)ie product of Upper Car.ada must be

wheat, and it will he 'die basis of exchange, as is evident from

the prestnt commerce of the country. ^hich attention has

been lately given to the question as to how the Government
might purchase its nece:ssary supplies directly from the people,

in order to promote the general agriculture of the colony. He
complains that the system which prevails of purchasing

supplies in large quantities from the merchants who undertake

the Government contracts, has limited the market for the

people. What he means, as we gather from other parts of the

report, is that the farmers do not get as much for their grain as

the contractors do. His analysis of the difficulty may be given

in his own words :
" The grievances consist in the universal

" necessity of barter, having introduced among the merchants
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" the custom of their issuing their own notes ; and by the direct
" and indirect means by which these gentlemen obtain the sup-
" plying of the garrisons, they will receive no flour bnt in such
'* quantities as they chose from their own customers and debt-
' ors, paying them for it in goods, to which they affix the price,
'• or in their own notes, payable only on the loth of October.

" Hence the Hour merchant stipulated to the farmer the
" price which he should receive for his iiour, and that which he
" should give for the goods which he was compelled to take m
'• barter.

" The necessity of a paper currency, where there is not
'• sufficient gold or silver, is most obvious, but the American
" colonies having misused such a medium of commerce, and
'• on verted what might have been a general benefit into public
" -njury, by an Act of Parliament at present binding on the
" provmce of Upper Canada, no emission of liiis kind can be
•' legally made."

Here we have a simple and direct statement of the ex-

change mechanism of the tim--, mingling with an inconsequent
and mistaken theory as to the grievances which resulted from
its operation. That there were certain grievances is true, but

they were mainly due to quite other causes than the exchange
system. Even had the [leuple obtained gold and silver for their

products, they would still have had to sell them in the nearest

market, and obtain from the same merchants their goods in

exchange tor their money. The merchants would thus have had
practically the same advantage as under the system of barter.

Under the conditions of the time whatever competition there

was operated tlirough the system of bartt^r and hons, quite as

Vv-ell as under a system of cash sales. The grievances arose

mainly from the limited surplus products of the country, and the

dii^culties ?>m} cost of transportation. Under limited competi-

tion a monopoly of the export and import trade was also pos-

sible in the local centres, although this grievance was not so

real as was commonly supposed. That it was not the exchange
system, but these other difficulties which were really troubling

Simcoe, is evident from the following extract from his report :

—

" It appears, therefore, that to preclude the advantages
" derived from th(.^ purchase of flour for the King's forces or
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*' garrisons becoming a monopoly of the merchants, who also

*• are millers, land-owners, mortgagees and retailers ; to obtain

" a circulating medium in money or its value, and to reduce the

" transport on the St. Lawrence, may ne reckoned as three dis-

" tinct and important objects in which the welfare of every in-

" dividual of the province of Upper Canada is particularly

" concerned, on which its general prosperity depends, and
" with which, viewed in its political relations with Great Britain,

*' are connected the welfare and strength of the Empire beyond
" all powers of calculation."

The upshot of the whole matter is that Simcoe has a

scheme to propose which will, he is sure, not only remove all

existing difhciilties, but bring indehnite prosperity to Canada

and through it to the whole empire. The suggestion for this

scheme, he tells the Lords of Trade, was obtained while he was

stationed m Virginia during the Revolutionary War, where he

observed that notes, issued on the receipt (jf tobacco, were em-

ployed as a circulating medium in the colony. This was,

indeed, practically the same system, in a more developed

colony, as that of which he complains in Upper Canada. How-
ever, starting from this suggestion, he has worked out quite an

elaborate state scheme, which may best be given in his own
words:

—

"It is proposed that the province of Upper Canada
" should be furnished with a certain sum of money for the pur-

" poses hereafter specified. That this sum should be replaced

" to Great Britain, if thought expedient, b\' the produce of the

'' sale of part of the lands bordering Lake Erie; that the sum
" of money so to be raised should be vested in certain trustees.

" That these trustees should be members of the E.;ecutive, or

" Legislative Councils, and other of the principal inhabitants.

•' That under the superintendence of tae trustees, regula-

'• tions and rules should be formed for the improvement of the

" manufacture of tiour, the staple commodity of His Majesty's

" province of Upper Canada.
" That so soon as circumstances shall admit no other flour

'• shall be purchased by the agent or commissaries but such as

" shall be manufactured agreeably to the above mentioned re-

" gulations and rules.
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" That in order to facilitate the exportation of Hour a prin-

'• cipal store-house shall be built at the rapids of the town of

•' Montreal, and other receiving houses at the termination of the

" navigation of the several lakes and cotninunications. That a

'• principal flour inspector shall reside at Montreal with an ade-
•' quate salary ; that inferior inspectors shall be appointed at

" the other posts ; that these inspectors be duly sworn, after pio-

" per examination, to admit or condemn any flour that may be
•' offered to them. That the flour be transported across the
'' lakes in the King's vessels, in preference to all merchandise,
" at a given price, the average of which must fall on the owner,
• in proportion to the distance of transport.

' That for every flour barrel received at the store, a note

" he issued payable in gold or silver on demand at stated

" periods. That these notes be made a legal tender in all

" taxes. . . .

" The result will be as formerly has been shown, of infinite

" importance to the colony, first i'^ providing for the consump-
" tion of its staple, secondly in giving it a certain medium of

" exchange instead of the merchants' notes whose excess can-

" ;:ot be regukted, or regulate itself, whose modes of payment
'• are not unconditional, diminishing at once the security of the

" public, and contributing to private extortion. And third, by
" the means of possessing back carriage, it will lessen the incon-

" venience of its remote situation from the ocean, and it is pro-

" bable that the proposed company may find it their interest to

" augment their batteaux so as to lower the price of freight on

" the importations from Montreal to Kingston.
""

He then proceeds to detail the unparalleled prosperity

which will result alike for Canada, the West Indies, and Britain.

This remarkable anticipation of the recent Farmers"

Alliance or Populist Sub-Treasury Scheme is quite evidently

beyond serious criticism. Its whole character betrays the man
of military training, but quite lacking the information and ex-

p.rience which are needed in civil administration. While the

Lords of Trade might be imposed upon by other proposals

reiating to a country of which they had no direct knowledge,

yet they were hardly the persons to be seduced by any " wiUl-

eyed finance," and Simcoe's elaborate scheme was quietly
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pigeon -lioled. The iiiore's the pity that the same fate had r.ot

befallen several of his other equally well meant schemes.

With the gradual settlement and progress of the colony the

conditions of exchange which I liave already sketched became

more pronounced. The merchants more extensively performed

all the essential functions of banking, except the regular issue

of notes.

American paper money circulated to a certain extent in

Canada during this period. That it did not become more gen-

eral was evidently due to the fact that until iSio there was no

law in Canada to prevent the counterfeiting of foreign hank

notes or other exchange documents. As a consequence of this

Canada became the asylum and base of operations for the

majority of American coimttrfeiters. This unwise policy '.'.as

found, in the long run, t.) be more disastrous to Canada tlian to

the United States, hence an Act was passed in Upper Canada

in 1810 making the counterfeiting of foreign notes, etc., illegal.

I'^rom that time American bank notes circulate'] more freely

along the borders of Upper Canada at least. An attempt was

made to pass a similar Act in Lower Canada the same year, but

the bill did not get beyond its second readmg.

In my last article I referred to the three-cornered system ot

exchange which had already grown up between Canada, Eng-

land and the American colonies. W'hen commercial relations

were resumed after the peace, ami especially when great free-

dom of trade was secured by the Treaty of Commerce of 1795,

the Canadian trade with the United States de\eloped rapiJ^y.

The United States being a neutral nation during the French

Revolutionary War, and the subsequent Napoleonic wars, it was

possible for Canada to obtain many of its English supplies, and

especially its East Indian goods, cheaper through the Uni'.ed

States than directly from Britain. On the other liand

the export of much American produce by way of the Cham-
plain, western lakes and St. Lawrence routes, and the local

consumption of considerable American produce in Canada,

made a very large import trade from the United States. The
regular exports of Canada to England in furs, American and

Canadian products, and the support of extensive military gar-

risons and Indian pensioners at the expense of England,
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without a corresponding import of goods from England, led to

a very considerable balance of exchange in favor of Canada. As
between the Unittxl States and Canada the exchange was
against Canada, and as between the United States and Eng-
land, the exchange was against the United States. The pay-

ments for American produce coming into Canada bemg made
in small amounts, were usually in cash, neither the local instru-

ments of exchange nor the larger English bills being admissible

in that trade. The general result was that, about the beginning

of the century, Canada found its metallic currency rapidly

draining off to the border States. As a consequence of this

and of the superfluity of sterling bills, the sterling bills fell

below par in Canada, sometimes going so low that ;^ioo sterling

were offered for £100 currency. At the same time sterling bills

were at a premium in New York and lioston. This led eventually

t ) the brmging in of large quantities of cash from these cities

:or the purchase of sterling bills in Canada ; thus a general

equilibrium was once more established. These operations ?ire

indicated in the Cartwright letters, and Mr. Hugh Gray, in his

I^etters from Canada in 1806-7-8, gives a very clear and full

account of the j-jrocess by which the balance was restore^',

allowance being made for the cost of transporting specie.

The intimate trade and exchange relations with the United

States, the continued success of the Bank of the United States,

and the growing need for a more perfect circulating medium than

that miscellaneous local currency of hons and promissory notes,

which the more developed parts of the country were now out-

growing, led to a general movement among the merchants of

Lower Canada for the establishment of a provincial bank in

that province.

In the Quebec Ga/.ctie of March 5th, 1807, appears the fol-

lowing advertisement :
" Notice—The attendance of the inhabi-

" tants of Quebec is lequested at the Union Hotel on Frida\-

" next, the 6th inst., at one o'clock p.m., to consult on the pro-

'• per measures to be taken for the establishment of a bank in

" this province. Quebec, 4th March, 1807." As a result of

this and a similar movement in Montreal, a petition was drawn

up and presented to the Legislature of I^ower Canada, praying

for the establishment of a bank in the cities of Quebec and

I
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Montreal. But owing to the fact that it was sent in just at the

close of the session no notice was taken of it. The following

year, on the 22nd of February, a petition was presented to the

House of Assembly of Lower Canada, which is as follows:—"The
•' conuiierce and agriculture of this province labor unde" many
•' inco iveniences and discouragements from the quantity of

' specie in circulation being greatly inadequate to its necessi-

'• ties and increasing population ; from thence enterprise and
•• industry languish, and the natural advantages arising from a

" fertile soil, large and navigable rivers, and most valuable and
" extensive fisheries, in the river, bays and Gulf of the Saint

•• Lawrence, remain almost dormant and unimproved.
" The petitioners therefore beg leave to represent to the

" House that in the present situation of the province, nothing
'• could have so great and immediate tendency to advance the

" commerce, agriculture, wealth and prosperity of the province,

" as the establishment of a bank. Time and experience have
" incontestably proved the utility and security of banks. They
•' have been a safe and convenient substitute for gold and silver,

" and have increased the industry and wealth of every countr}-

'• in which they have been established.

•' The petitioners therefore most humbly pray that they

" may be incorporated into a body politic, by the name of the

'' Bank of Canada, to be established in the cities of Quebec
" and Montreal, with all the privileges and immunities usually

'' granted to such corporations ; and subject to such limitations

'• and restrictions as the House in its wisdom may think best.''

The petition of the previous year was also presented once

more. Both petitions were referred to a committee of the

House to examme and report upon them. On the 4th of March
the committee reported as follows :

" To prove the allegations of the petitions, a member in-

" formed the committee that the balance of trade between this

" province and the United States by inland navigation, being
*' greatly against us, a constant drain of specie from this coun-
•' try was thereby occasioned, which can be replaced only by im-
' portations thereof from Great Britain, or by sendmg down
" sterling bills to the States, and bringing b'.ck their proceeds

" in gold and silver coin. That the former has not yet been
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" resorted to, excepting by Government, and is not likely to be

" attempted by individuals, and the latter (bringing money
" from the States) is attended with considerable loss, expense,

" and great risk.

" That specie is very sensibly decreasing in this province,

" and some safe substitute would be greatly desirable and tend

" to facilitate the trade of the province, particularly the export

" trade, which is often cramped by the heavy loss on bills of ex-

" change, consequent upon the disproportion between the

" amount of them for sale, and the circulating coin. He there-

" fore was of opinion that the institution of a bank would have

" a tendency to remove, at least in part, the inconvenience at

•' present felt from the scarcity of the circulating medium, and

•• be otherwise beneficial to the province. That such institu-

*• tions had been useful in other countries, and though there

" might be difficulties here to encounter, in a matter so new to

" the bulk of the inhabitants, yet that he thought it would

" finally surmount these difficulties, and at all events merited

" fair trial."

Here we find further corroboration of the facts of exchange

already described. But while the need for currency was

undoubted, the arguments used in favor of the bank are not

altogether sound. Obviously the issue of a redeemable paper

money by a bank would not check the export of cash from the

country if its trade continued to require it. The notes would

simply be exchanged at the bank for cash, and the cash ex-

ported. Neither would the issue of bank notes improve the

sale of bills of exchange in Canada, since they would not alter

the advantages from purchasing goods from the United States

rather than directly from Britain. The bank notes could only

improve the internal exchange mechanism of the country, they

could not alter the character of the foreign exchanges.

The report was received and a bill brought in, which got

as far as being ordered to be printed before going to the Com-

mittee of the whole House on its second reading. This is the

bill from which I gave extracts in my first article, to show that

it was copied from the charter of the Bank of the United States.

The growing need for a regular currency was fell by the

more advanced settlements in Upper Cana ia, quite as much as
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by the English element and more enterprisinj,' French merchants

of Lower Canada. Hence, notwithstanding the failure of tha

attempt in Lower Canada, the qnestion of a provincial bank

began to be agitated in the upper provinct . In 1810 th(:- pro-

posal to establish a bank in Upper Canada took definite shape

at Kingston, the most important commercial centre of the pro-

vince. Tlie subject had been canvassed in a private way for

some time, when the establishment of the first newspaper ui

Kingston, in September, 1810, gave an opportunity for public

discussi(jn of the matter. The first communication on the sub-

ject appears in the issue of 4th December, 1810, and indicates

the ciiief points, for and against the proposed bank, which had

emerged in the discussion. On the ist of December there had

been a public meeting " to take mto consideration the expe-

" diency of establishing a bank in the town of Kingston, and of

" applying to the Legislature for an Act of incorporation." This

meeting was in favor of the project. The writer of the first

article in the Kingston Gazette was in favor of the bank. He
admits that the bank would have to encounter some difficulties.

Some of the objections raised against the proposal were : That it

would lead to a counterfeiting of the notes (" bills " as they

were called in those days); it would be impossible to give the

notes sufficient credit f' ensure their circulation ; the Montreal

merchants would be opposed to the bank and would refuse to

receive the notes ; a bank had already been attempted in Mon-

treal and was found impracticable. In answer to these

objections the writer points to the benefits which have resulted

from the estat:lishment of banks in Europe, and especially in

the United States. He goes into the United States bank

question at some length, pointing out in particular that the first

banks in the United States were very successful, but their suc-

cess developed competition, resulting in a war of the banks with

one another, and the consequent destruction of some. If, how-

ever, a regular chartered bank could be obtained in this pro-

vince, being the only one in the two provinces, it would have

none of these evils to contend with. The recent Act against

counterfeiting, which has broken up the nest of counterfeiters of

American notes in Canada, will protect the bank from ttiat

danger.
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In tlic following number of the Gazette appeared tW(j letters

en the subject, the one in opposition to the bank and the other

in support of it. The writer of the first is evidently not very

well versed in banking, but his attitude is interesting. He
thinks a bank would bt- disastrous to the district. First of all

where is the capital to come from ? The tc^wn, he says, would

be puzzl_d to raise ^1,000 in specie. But even could they

obtam ^20,000 to ^30,000, how could the capital be profitably

employed ? The discount business would be very small, and

even if people did come to the bank for loans, what sort of busi-

ness could they invest in that would leave them any profit, after

paying the bank fifteen tc eighteen per cent, interest ? These

figures he gets by calculating the sixty and thirty day rates of

discount for a whole year. His real difficulty, however, is

reached when he sees in it the possibility of freeing the farmers

and others from the necessity of bringing in their products to

barter them at the stores of the Kingston merchants. He be-

lieves that if the people are possessed of money it will simply

increase the number of peddlers, or itinerant merchants, in this

province, " and God knows they already sufficiently abound."

As these peddlers come chiefly from New York or Albany, they

will simply gather in the paper money, convert it into specie at

the bank, and take it to the United States to get new supplies of

goods, and repeat the operation.

The second letter, which is in favor of the bank, claims

that sufficient capital has already been promised to ensure its

stabihty. After giving some interesting information as to the

nature and working of banks, he refers to the meeting to be held

that evening, " to prepare and sign a petition to the Legislature
*• for an Act of incorporation, to draw up articles of co-partner-

*' ship, which in case the charter should be refused will prevent

" the defeat of the scheme ; to agree on the form of a circular

" letter inviting the inhabitants of the province to support the

" institution, and finally to take such other steps as may be

" necessary to carry it into effect with the least possible delay."

The meeting referred to is thus advertised :
" Bank of

" Upper Canada. The subscribers to the stock of the above
" bank, together with such other of the inhabitants as are in

" favor of its establishment, are requested to attend a meeting,
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*' on business of importance, at Walker's Hotel, this evening, at

" seven o'clock, December iith."

Letters and discussions about the bank continued to appear

almost every week until February, 1811. From these we learn

that even the opponents of the bank admit that those who are

promoting it are sound business men. We learn also that the

shares of the proposed bank were to be fifty dollars each, that

there was great scarcity of specie in the province, and that the

notes of neighboring banks in New York State were circulating

in Canada.

The petition of the Kingston merchants was no doubt pre-

sented to the Legislature of Upper Canada, but while that body

was in session the United States Congress destroyed the Bank of

the United States, and the rapid development of friction between

the United States and England introduced an element of uncer-

tainty into all Canadian trade and exchange, putting an end, for

the present, to such a new venture as that of banking. The
beginning of the war of 181 2- 15 brought to a close another

epoch in the history of Canadian trade, introducing a new set of

conditions, and during its progress deeply affecting, by the

eniployment of the Army bills, the future character of Canadian

exchange.

Adam Shortt
(Queen's University, Kingston
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