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ORDERS OF REFERENCE
Fripay, January 27, 1939.

Ordered,—That the Standing Committee on Banking and Commerce be
empowered to examine and inquire into all such matters and things as may
be referred to them by the House; and to report from time to time their

observations and opinions thereon, with power to send for persons, papers
and records.

Attest.

ARTHUR BEAUCHESNE,
Clerk of the House.

Tuespay, February 7, 1939.

Ordered,—That the name of Mr. Ilsley be substituted for that of Mr.
Rutherford on the Standing Committee on Banking and Commerce.
Attest. :
ARTHUR BEAUCHESNE,
Clerk of the House.

Moxpay, February 20, 1939.

Ordered—That the Report of the Bank of Canada for the year ended
December 31, 1938, be referred to the said Committee.
Attest.
ARTHUR BEAUCHESNE,
Clerk of the House.

WepNESDAY, March 8 1939.

Ordered,—That the said Committee be given leave to print, from day to
day, 500 copies in English and 200 copies in French, of its minutes of proceed-
ing and evidence, and that Standing Order 64 be suspended in relation thereto.

Ordered—That the quorum of the said Committee be feduced from
f{i}}f}een to ten members, and that Standing Order 63 be suspended in relation

ereto. |

Attest.
ARTHUR BEAUCHESNE,
Clerk of the House.
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REPORT TO THE HOUSE

WebNESDAY, March 8, 1939.

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

First REPORT

Your Committee recommends:

- 1. That it be given leave to print, from day to day, 500 copies in Englislii_.
and 200 copies in French, of its minutes of proceedings and evidence, and that
Standing Order 64 be suspended in relation thereto. ;

2. That the quorum of the Committee be reduced from fifteen to ten
members and that Standing Order 63 be suspended in relation thereto. ;

All of which is respectfully submitted,

W. H. MOORE,
Chairman.

iv



MINUTES OF PROCEEDINGS
WepNESDAY, March 8, 1939.

The Standing Committee on Banking and Commerce met at 10.30 a.m.,
the Chairman, Mr. Moore, presiding.

Members present: Messrs. Bercoviteh, Clark (Yor]c—Sunbury), Cleaver,
Coldwell, Dubue, Fontaine, Ilsley, Jaques, Kinley, Lacroix (Beauce), Lander-
you, Leduc, Mallette, Moore, Quelch, Stevens, Tucker, Woodsworth.

In attendance: Dr. W. C. Clark, Deputy Minister of Finance.

On motion of Mr. Coldwell,

Resolved,—That the Committee request permission to print, from day
to day, 500 copies in English and 200 copies in French, of its minutes of pro-

ceedings and evidence, and that Standing Order 64 be suspended in relation
thereto.

On motion of Mr. Cleaver,

Resolved,—That the Committee request permission to reduce its quorum
from fifteen to ten members, and that Standing Order 63 be suspended in
relation thereto.

"Mr. Clark moved that the Committee ask leave to sit while the House
is sitting.

At the request of several members of the Committee, it was agreed to
let this motion stand.

The Chairman read an Order of the House dated February 20, referring
to the Committee the Report of the Bank of Canada for the year ended
December 31, 1938, and invited the members to _offer suggestions as to the:
procedure the Committee might follow in considering this Report.

On motion of Mr. Coldwell,

Resolved—That an agenda sub-committee be .appointed by the Chair-
man, the said sub-committee to report to the Committee.

Messrs. Cleaver and Stevens suggested that members of ‘the Committee
be provided with copies of Federal Statutes such as the Finance Act, the
Currency Act, and others bearing on the questions to be discussed, as well as
copies of Orders-in-Council relating to certain operations of the Bank of
Canada. The Chairman stated that Dr. Clark had consented to prepare a
digest of the information required, as well as a glossary of monetary terms.

The Committee then adjourned to the call of the Chair.

R. ARSENAULT,
Clerk of the Committee.



MINUTES OF PROCEEDINGS

TaUrspAY, March 16, 1939.

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

Members present: Messrs. Baker, Bercoviteh, Clark (York-Sunbury),
Cleaver, Coldwell, Deachman, Donnelly, Dubuc, Fontaine, Hill, Ilsley, Jaques,
Kinley, Kirk, Lacroix (Beauce), Landeryou, Ledue, Macdonald (Brantford City),
MecGeer, Mallette, Manion, Mayhew, Moore, Perley (Qu’Appelle), Quelch, Ross
(St. Paul’s), Stevens, Tucker, Ward, Woodsworth.

In attendance: Dr. W. C. Clark, Deputy Minister of Finance, and Mr.
Graham Ford Towers, Governor of the Bank of Canada.

The Chairman presented the first report of the sub-committee on procedure,
as follows:—

Thursday, March 16, 1939.

Pursuant to a resolution of the committee adopted on March 8, the
following members have been selected to act, with the Chairman, as a sub-
committee on procedure, viz:—

Messrs. Bercoviteh, Kirk, Lawson, Landeryou, McGeer, Stevens, Vien
and Woodsworth.

In view of the intricate questions involved in the subject-matter of
the reference before the committee, your sub-committee begs leave to
recommend the following initial procedure:

1. That Dr. W. C. Clark, Deputy Minister of Finance, be invited to
open the proceedings with a statement bearing on certain Orders in
Couneil, Federal Statutes, and definitions.

2. That Mr. Graham Ford Towers, Governor of the Bank of
Canada, be heard immediately following Dr. Clark, in a general state-
ment on the operations of the Bank of Canada.

3. That questions to be asked Dr. Clark and Mr. Towers be
deferred until Mr. Towers has completed his statement.

4. That in examining the above witnesses, each member of the

committee be allowed to complete his examination before questions are
asked by another member.

On motion of Mr. Coldwell, the sub-committee’s report was adopted.

Dr. Clark submitted for distribution to members of the committee, the
following documents:— :

(a) Glossary of monetary terms;
(b) Copies of the following Orders in Council:
P.C. 2617—Oct. 19, 1931
P.C. 1150—May 17, 1932
P.C. 2756—Dec. 17, 1932
P.C. 2660—Dec. 21, 1933
P.C. 1289—June 25, 1934

i
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. 3206—Dec. 18, 1934
. 3960—Dec. 28, 1935
. 3235—Dec. 22, 1936
. 3124—Dec. 18, 1937
. 3189—Dec. 20, 1938
664—April 10, 1933
760—April 11, 1934
574—March 6, 1935
475—Feb. 26, 1936
426—March 1, 1938
2693—O0ct. 27, 1931
. 3187—Dec. 31, 1931
476—March 3, 1939.

(¢) Copies of Regulations for the receipt of Gold Bullion at the Royal
Canadian Mint, Ottawa.

by O o g 1O G O MO PO
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Copies of the Report of the Third Annual General Meeting of shareholders,
Bank of Canada, dated February 22nd, 1938, and the following Federal Acts
were also distributed, viz:—

The Bank of Canada Act, 1934, and Amending Act, 1938,
The Bank Act, 1934,

The Currency Act, 1910,

The Dominion Notes Act, 1915 (certain issues),

The Dominion Notes Act, 1915 (repeal),

The Gold Export Act, 1932.

Dr. Clark was ‘called and gave an historical outline of the Canadian
monetary system.

Witness retired.

Mr. Towers was called and made a general statement on the structure,
functions and operations of the Bank of Canada.

Witness retired.

By unanimous consent the sub-committee on procedure was authorized to
determine what documents filed with the committee should be incorporated in
the printed record.

The committee adjourned to the call of the Chair.

R. ARSENAULT,
Clerk of the Committes.






MINUTES OF EVIDENCE
House or Commons, Room 277.
March 16, 1939.

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

The CuarmAN: Order, gentlemen. The secretary has a report to read to
the committee.

Report of the sub-committee read and adopted.

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

Dr. Crark: Mr. Chairman and gentlemen, perhaps I should say first that
the glossary of definitions that you asked for has been prepared and distributed.
There may be a few other terms that we have left out which may be added at
a later stage if you wish to have them added. T may say also that what we
tried to do there was to give definitions of terms that are generally accepted.
There are, of course, a great many variations in the usages of the various terms
amongst economists, bankers and others. We cannot hope to give definitions
that everybody will agree on, but I believe the idea of the chairman was that
if we could give a definition of terms that may be used for the purposes of
discussion it would help greatly to clarify the discussion, and then if somebody
has a connotation of a particular term that is different from the one given here
it would, I believe, expedite discussion if that particular person gave some other
tag to his particular conception.

Then, in addition I believe you have had distributed to you a set of the
statutes, or the main statutes covering our monetary system. Unfortunately,
there are three or four of them that are out of print, particularly those relating
to the old dominion notes act legislation, and I believe the Fin_amce Act is also
out of print. These acts have all been repealed and are not bem'g reprinted by
the Bureau of Printing and Stationery. Then, we have also }_1ad distributed a set
of the orders in council relating to mint regulations, regulations under the Gold
Export Act and regulations relating to arbitrary valuation of securities for
banks and insurance companies in 1931. T believe that also was requested by
some members of the committee. :

I understand what you want from me is a brief outline of the Canadian
monetary system, or rather the legal set-up of the Canadian monetary system,
with some outline of the historical background. T shall not try to give a
detailed historical account of the development of the monetary system. That
would be burdensome and uninteresting.” I believe the whole assignment is
uninteresting enough. I shall try however, where that background is of interest
and significance to current development, to throw in some of the historical
background. ! X :

- Coming, then, to our Canadian monetary system, you will note that in

‘the definitions we have defined money in the widest sense, in the sense in which

it is usually used in popular discussion; that is to say, money is any medium
of exchange which is generally accepted in the settlement of business transactions,
debts, and so on. It includes, therefore, all our coins; all our notes, whether
issued by the central bank or by chartered banks, and bank deposits. I_shall
follow that classification in what I have to say. In other words, I shall discuss
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coins first, and then Bank of Canada notes and their predecessors, the dominion
notes, an dthen chartered bank notes, and then I shall say a word about bank
deposits. :

. The statutory provisions in regard to coins are found, primarily in two
acts, the Currency Act, which is Chapter 40 of the Revised Statutes of Canada,
1927. and the act respecting the establishment of the Royal Canadian Mint,
which is Chapter 48 of the Statutes of 1931. That statute, is in reality an
amendment of the Department of Finance and Treasury Board Act.

If you will look at the Currency Act you will get the basic provisions
governing the coins that are current in Canada. In the sechedule to the aet
you have a legal description of the coins, so to speak. Let us first take gold
coins, which are no longer coined and are not in day-to-day ecirculation in
Canada. The $20 gold coin is deseribed there, inferentially at least, as a coin
containing 516 grains of gold, nine-tenths fine. That is, the standard fineness
is nine-tenths. Then, there are certain provisions showing the remedy allowance.

" In other words, the mint is given a certain leeway, a certain margin or remedy
allowance. The weight of the coin must be the standard weight, within the
remedy allowances shown in the last two columns. Then, there is another column
which shows the “least current weight.” That is to say, the actual coin must
be of at least that weight, which is a little less than the standard weight, if
it is to perform its funetion as legal tender in Canada. I referred to the $20
gold coin. The weight and fineness of the other gold coins are also given in
this schedule. I might mention that while the gold dollar is not coined at all
(it never was coined; the only Canadian gold coins whose coinage was provided
for were the $20 gold coin, the $10 gold coin, the $5 gold coin and the $24 gold
coin) it was the standard of value in this country up until a few years ago. The
gold dollar is equivalent to a weight of 25-8 grains of gold, nine-tenths fine,
or if you like to put it another way, it is 23-22 grains of fine gold, with the
remedy allowance that I have already referred to.

This sehedule also gives the details with regard to our “subsidiary coins ”;
that is to say, the silver, bronze and nickel coins. It shows the standard weight
and the remedy allowances and the standard of fineness which is necessary for
the mint to use in coining these coins. Perhaps I can take the silver dollar as
one illustration. The silver dollar contains 360 grains of silver, eight-tenths fine, .
with a certain remedy allowance. Now, as you know, the standard troy ounce
contains 480 grains. The silver dollar contains 360 grains—that is, approximately
three-quarters of an ounce, eight-tenths fine—and if you want to you can work
out the actual intrinsic value of the metal in a silver dollar as three-quarters
of one ounce times eight-tenths (for the fineness) times the current price of
silver, which is 42 cents or 43 cents. It actually costs us at the mint, to make a
silver dollar, not including overhead, 26 cents or 27 cents.

In addition, in the Currency Act you will find that the Governor in Council
is given power from time to time by proclamation to determine the denomina-
tions of and the design of any new coins. In 1937, for instance, we had a new
set of coins, a complete new set of subsidiary coins in Canada. The design and
the denominations had to be approved by the Governor in Couneil. Couneil
also may put out a new coin not listed in this schedule and determine the
denomination of it and its remedy and least current weight. It may diminish
the amount of remedy allowed by the schedule here in the case of any coin’
it may determine the least current weight of coins; it may make regulation's under
which the Minister of Finance can redeem silver, nickel, copper or bronze coins:

issued for circulation in Canada which, by reason of abrasion through ordinary

and legitimate use, are no longer fit for circulation; and it may call in coins of

any denomination or any date. However, proclamation has to issue under

Eecnot? 20 of this act and this proclamation has to be published in the Canada
azette.

[Dr. W. C. Clark.]
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Another important section of the Currency Act is that which determines the
legal tender power of our various coins in Canada. Legal tender money is any
money that a debtor can turn over to a creditor in lawful discharge of a debt.
In Canada under the Currency Act gold coins are legal tender up to any amount.
Silver coins are legal tender only up to $10—that is, “ partial ” or “ limited ”
legal tender as compared to “unlimited” legal tender which the gold coin
possesses. Nickel coins are legal tender up to $5 and the bronze coins are
limited legal tender up to 25 cents.

You will remember that under the Bank of Canada Act, Bank of Canada
notes are given full, or unlimited, legal tender power. In addition, according to
the Currency Act, the British sovereign, and its multiples, are legal tender in
Canada. Under section 10, United States eagles, double-eagles and half-eagles
used to be full legal tender in Canada. That applied to the coins that were
issued by the United States mint any time from 1837 to the beginning of 1934
when the United States changed its provisions in regard to the weight and
standard of fineness of its gold coins and in regard to the holding and acceptance
of these coins.

I should also make a reference to the fact that section 21 provides for an
examination and test of coins to show that the mint is carrying out its function
in accordance with the law. That is the so-called “ Trial of the Pyx,” which
we hold every year on the first Tuesday in May. It is an interesting ceremony.
In the olden days it was a very serious thing for the master of the mint, if at the
trial of the Pyx his coins were not found to be measuring up to the standard
weight and fineness within the remedy allowance. If that happened he was
subject, I believe; to the penalty of having his right hand cut off. To-day we
treat our master of the mint somewhat more generously.

There is also a provision in the act which makes it unlawful for any person,
except under and in pursuit of a licence granted by the Minister of Finance,
to melt down, break up, or use otherwise than as currency any gold coin which
is for the time being current and legal tender in Canada.

I should like to say a word about the Mint Act, Chapter 48 of the Statutes
of 1931. As you know, the present Ottawa mint was established here back in
1908, as a branch of the Royal Mint, London, under the Imperial Coinage Act
of 1870. It was not taken over by the Canadian government until 1931. Since
1931 it has operated as a purely Canadian institution, a purely Canadian mint,
and is really a branch of the Department of Finance. Before the branch of the
Royal Mint was established here in 1908, the coins that were used in Canada—
not going back to the old days when we were using many sort of coins, but
say, only to confederatiori—were coins obtained from the Royal Mint in T.ondon
or from the mint at Birmingham. : g

For the first few years of the mint’s operations after 1908, its operations
were confined to the production of gold, silver and bronze coins for Canadian
circulation, with a few British sovereigns and some sma114001ps’wh1ch were
struck under contract for Newfoundland and Jamaica. The mint’s first issue
of gold coins was of sovereigns, with a small ‘c’ on them to indicate that the
particular sovereign was minted in the Canadian mint. In May, 1912, our
mint coined for the first time Canadian gold coins, and they kept that up for
only a relatively few years. I believe that altogether some $4,800,000 of Cana-
dian gold coins were struck at the mint in $10 and $5 gold pieces. None
have been coined since 1914, I believe. The last gold sovereign was struck
in 1919.

In recent years the refining of gold has been the primary activity of the
mint. We still coin subsidiary coins, of-course, but the bulk of the operations
performed at the mint result from the refining of gold. Even be;fore 1914 there
were some small quantities of gold that were deposited at the mint for refining;
but as you know during the war that type of operation increased tremendously.
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As a result of war conditions, the mint here treated nearly twenty million ounces
of gold for the British government or the Bank of England. One of the romantic
episodes in the history of the mint was this tremendous operation carried out
at that time and I believe with very great efficiency.

Since 1931, when the Gold Export Act was passed, that is, the act prohibit-
ing the export of gold except under licence, practically all our newly mined
Canadian gold has gone to the mint to be refined. We buy that gold; we refine
it; we sell it on the world’s markets. In the mint regulations, copies of which
you have before you, you will find that we buy from the producers and we pay
them the value of the gold based on the world market price converted into
Canadian funds at the average rate of exchange prevailing in the week of
deposit, after deducting the ordinary charges for assaying and refining and also
a handling charge of 35 cents a fine ounce. In other words, the situation to-day
is this: we will ship this gold to the world market where we can get the best
price. Usually that is the United States. As you know, the United States gov-
ernment stands ready to buy gold at $35 an ounce. Sometimes, however, the
best market has been in London; that is to say, in some cases it will pay us to
ship to London converting the British price into Canadian funds, rather than to
ship to the United States and convert New York funds into Canadian funds.
We ship to the market where the best net price can be obtained. I could discuss.
at greater length, of course, the mint regulations, but I do not think this is
necessary.

Perhaps I might now say a word about the Gold Export Act which was
passed in 1931, and which, as I have already said, prohibits the export of gold
from Canada except under licence issued by the Minister of Finance through
a chartered bank or the Bank of Canada. For the last two years and to-day
we issue these licences freely except where the gold has been coming from the
country’s monetary reserves. To-day, as I have said, a very large proportion
of the newly mined gold comes to the mint for refining. There is a certain
amount of gold, however, produced by certain mines, which has sulphur, arsenic
or some impurity in it which makes it very difficult to refine economically in
Canada. Where that is the case we are willing to grant a licence to the producer
to ship that over to Seattle or to whatever other place can more economically
treat it.

So much for coins. I pass now to the Bank of Canada notes, and I think
it is probably desirable for me to give you here a little bit of history, or the
background behind Bank of Canada notes. As you know, the present Bank of
Canada notes are the successors to the old dominion notes which from confedera-
tion to 1935 were one of the most important mediums of exchange in this country.
At confederation all our Canadian provineces had their own notes in ecirculation.
The dominion took these notes over, assumed liability for them and substituted
dominion notes for them. The first Dominion Notes Act was passed in 1868.
It was a day of small things. That issue was limited to $8,000,000, and the
provisions were these: up to the first $5,000,000 there had to be a twenty per
cent gold reserve; the next $3,000,000 had -to be backed by a gold reserve of
twenty-five per eent. The maximum amount of notes and the reserves behind
them, as you can see, were rather limited. Actually the notes were kept in circu-
lation most of the time because they were needed as a medium of exchange and
were accepted by the people. Then, there was a further provision in the Bank
Act stating that the banks had to keep one-third of whatever cash reserves they
had in the form of dominion notes.

We can pass over the next few years. There were a few minor changes in

the law relating to the issue of dominion notes and the reserve behind them. I

behevg we can jump down to 1913 when we find the legal situation was the

following: up to $30,000,000, dominion notes could be issued against a reserve of

twenty-five per cent of gold or certain guaranteed debentures. above the
[Dr. W. C. Clark.] :
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$30,000,000, notes had to be backed dollar for dollar in gold. Actually, no use
was ever made of the guaranteed debentures provision; in effect what you
always had in those days was a twenty-five per cent gold coverage against
the so-called fiduciary issue of $30,000,000 and above that a hundred per cent
gold reserve.

In August, 1914 the partially covered issue was raised from $30,000,000 to
$50,000,000. In other words, the government could issue the first $50,000,000 of
notes against twenty-five per cent reserve; above that, dollar for dollar in gold.
Then, in 1915 there was an act passed, chapter 4 of the Statutes of 1915, which
provided for the issue of $16,000,000 of dominion notes against certain guaranteed
railway securities, railway securities guaranteed by the Dominion of Canada.
There was also an additional $10,000,000 issued for general government purposes
against no specific authority. In other words, as a result of the 1915 act you
had an increase in the issue uncovered by gold to the extent of $26,000,000.
Then, going back a bit you have the beginnings of the Finance Act in 1914. You
will remember that in the first few days of August, 1914, there had been a
number of runs on chartered banks; there had been pretty heavy withdrawals
of gold, particularly in Montreal and Toronto, and indeed you had in that
period, the first month of the outbhreak of the war, pretty much the atmosphere
of an incipient financial panic.

On August 3 an order in council was passed authorizing advances to
chartered banks, and to the Quebec savings banks, in the form of dominion notes
against the deposit with the Minister of Finance of securities approved by him. -
Then, at the famous emergency war session held during the same month
(August, 1914), an act was passed, called the “ Finance Act,” which confirmed
the action that had already been taken by order in council and provided for the
authorization by proclamation of similar advances in cases of war, invasion,
riot or insurrection, real or apprehended, and in the case of real or apprehended
financial crisis. I may add that that Finance Act also authorized the Governor
in Council in such circumstances of emergency by proclamation to authorize the
chartered banks to make payment in their own notes instead of gold or dominion
notes; to use the excess circulation privilege (which I will refer to later) through-
out the whole year; to suspend the redemption of Dominion notes in gold; and
to establish a general moratorium. As you will remember, they never took
advantage of the general moratorium provision—that was never put into effect.
The other three provisions were made use of.

A proclamation, in pursuance of the Finance Act, was issued on September 4,
and thenceforth throughout the war and the early post-war years, extensive use
was made of the Finance Act, providing for these advances of Dominion notes
against the deposit of securities with the Minister of Finance. In the so-called
Macmillan report on banking and currency in Canada you can find, if you wish,
the figures showing the amount of Finance Act advances outstanding at various
times over the period from, I think, 1914, up to about 1932 or 1933.

In 1917 an emergency issue of $50,000,000 of Dominion notes was made to
finance war purchases in Canada by the British government, secured by British
treasury bills. That again was under thie terms of the Finance Act. This
$50,000,000 advance was gradually liquidated over the mext few years, and
was completely paid off by 1927. ‘

In 1919 an act was passed providing for the continuance in force of the
Finance Act until two years after the conclusion of peace. So your Finance
Act went on until 1923, and in that year an act was passed which made the
Finance Act a normal part of the post-war Canadian financial structure. This
new act provided that at any time, when there is no proclamation in force
under the authority of the Finance Act of 1914, the Minister of Finance may
make advances to chartered banks and the Quebec savings banks, by the
issue of Dominion notes against the pledge of approved securities deposited
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with the minister. The act also listed the classes of security that could be
deposited. It limited the duration of the advances to one year, and it authorized
the Treasury Board to fix the rate of interest and to make regulations in regard
to the advances, the terms and conditions of deposit, etc. In the Revised
Statutes of 1927, chapter 70, you will find the act of 1914 there as part one,
and you will find this act of 1923 as part two of the act.

The next step that we need to refer to relates to the year 1933. In March
of that year an act was passed authorizing the governor in council to suspend
the redemption of the Dominion notes in gold; and in the following month,
April, an order in council was passed providing for the suspension of the redemp-
tion of Dominion notes in gold for a year. By subsequent orders in counecil,
that suspension was extended from year to year. These orders in council are in
the set of orders in council which you have.

Then in June, 1934, you had another change made in the Dominion Notes
Act. That date, you will remember, was a few months before the time at
which the Bank of Canada was to come into operation. As explained in the
house at that time by the prime minister, there was a certain fear that, as a
result of the coming into operation of the Bank of Canada, and the fact that
advances to the banks under the Finance Act had to be paid off at that time,
there might be a possible deflationary tendency in the Canadian banking
system. So the Dominion Notes Act of 1934, provided for the raising of the
fiduciary limit of the Dominion note from $50,000,000 to $120,000,000. In
other words, after that time and for the few months until the Bank of Canada
should come into operation, the government could put out up to $120,000,000
of Dominion notes backed by 25 per cent in gold. Above that, dollar for dollar
in gold was required, except to the extent that the Finance Act operated and
to the extent of the $26,000,000 issue provided for by the act of 1915. There
was also a provision in the new act that silver bought under the International
Silver Agreement of 1933 should be held in the reserves against Dominion notes.

Just to give you the picture at that time, I might mention that on May 31,
1934,—that ig, about a year before the Bank of Canada came into operation—
the total of Dominion notes outstanding was $171,110,950. Of that total,
$26,000,000 had been issued under that old 1915 act; $38,440,000 had been

issued under the Finance Act and $106,666,950 had been issued under the -

Dominion Notes Act proper. 'Against that total issue of $171,000,000 odd there
was held by the government $69,166,950 of gold, valued at $20.67 a fine ounce.
This meant that there was a small amount of gold ($371,002) held in excess of
the legal requirements. The new amending act made it possible to increase the
uncovered Dominion note issue by $52,871,000. The gold held at the time
would have provided a reserve, at the old value of gold, of something like
31 per cent, and at the new value, the world market price of gold at that time,
a gold reserve of 523 per cent, if full advantage had been taken of the issue
of fiduciary notes. I might add that in 1934, at the same time, statutory power
was taken to repeal the Finance Act, the act of 1915, and all the acts relating
to Dominion notes issue (including the Dominion Notes Amendment Act of
1934) by proclamation. The idea, of course, was that as soon as the Bank of
Canada began operations, all these old acts relating to Dominion note issue
should. be repealed, and they were repealed, by proclamation. That is the
story. That is the life history of Dominion notes.
Now we come to the Bank of Canada Act. Under i

Bank of Canada Act, the bank was authorized to take oveiec‘c)ﬂgnli:gili(gf tf}é?'
outstanding Dominion notes, except the notes issued under the authority of
the Finance Act—advances under this Act, as I have said already, were to
be repaid by the banks on the day the Bank of Canada commenced oi)erations
The liability for all the other Dominion notes !

outstandin; th d
was to be assumed by the Bank of Canada. Actually, w%egntheebiﬁecari}é
[Dr. W. C. Clark.]
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to open its doors on March 11, 1935, there was outstanding at that time,
apart from notes under Finance Act advance, a total amount of Dominion
notes of $185,445,000. When the Bank of Canada assumed that Dominion
liability, the government in exchange turned over the gold which it had held
against Dominion note issues amounting to $69,445,000, the silver which it
held for the redemption of Dominion notes valued at the then market price,
in the amount of $986,363 and five-year 3 per cent securities of the Dominion
of Canada in the amount of $115,445,439.

Section 24 of the Bank of Canada Act also gave exclusive power to the
Bank of Canada to issue legal tender notes in Canada. Those notes were to
constitute a first charge upon all the assets of the bank. There was no
limitation on the amount of their issue, except that the bank, under section
26 of the act, was required to keep a reserve in gold coin and bullion equal
to 25 per cent of its note and deposit liabilities outstanding. There was also
a provision giving the governor-in-council power to suspend that 25 per cent
gold reserve provision for a 60-day period; this could be extended for subse-
quent 60-day periods, but not for longer than one year at one time without
the sanction of parliament.

Under seetion 25, (1), of the Bank of Canada Act, Bank of Canada notes
were made redeemable in gold bars containing approximately 400 ounces of
fine gold. In other words, you have there a feature of the gold bullion
rather than the gold coin standard which is referred to in the glossary of
monetary terms. The governor-in-council was also given power to suspend
this provision requiring the redemption of Bank of Canada notes in gold
bullion, and has done so by order-in-council year by year to date.

Now I come to chartered bank notes. The first Dominion Bank Act
was passed in 1871. At that time the banks were allowed to issue notes in
denominations of $4 and upwards, up to the amount of their paid-up capital.
The banks were required to receive their own notes in payment at any office,
although the notes were only redeemable in gold at expressly designated offices
of the banks, and one of those offices had to be the principal office. There
was no specific reserve required against the notes; but there was the provision
that of whatever cash reserves the banks did keep, one-third had to be kept
in the form of dominion notes.

In 1880 bank notes were made a first lien on the general assets of the
banks. The denominations were fixed at $5 or multiples thereof; and 40 per
cent of whatever cash reserves the banks kept had to be kept in the form of
dominion notes.

In the Bank Act of 1890 you have a more important provision inserted.
This was the provision providing for the formation of the Bank Circulation
Redemption Fund. The banks were required to deposit with the minister
5 per cent of their average yearly note circulation; and if necessary, further
assessments could be made on the banks. Then if a liquidator of a failed
bank did not arrange for the redemption of its notes, those notes were to
be redeemed out of the Bank Circulation Redemption Fund. Another interest-
ing provision was that, between the date of suspension of a bank and the
date announced for the redemption of its notes, .t-he notes of a failed bank
were to bear interest at 6 per cent. That made it very attractive, really, to
get the notes of a failed bank. I may also mention that, in this Act of 1890,
the banks were required to establish various agencies throughout‘ Canada
for the redemption of their notes, the place of location of the agencies to be
fixed by the governor-in-council. I might also mention that since that Bank
" Circulation Redemption Fund provision was put into the Bank Act, no note-
kolder of a Canadian chartered bank has ever lost any money. As a matter
ol fact, there have been no such losses since 1881.
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I now wish to pass quite briefly over some of the remaining develop-
ments. In the Act of 1900, the Canadian Bankers’ Association which had been
formed as a voluntary association in 1892, I believe, was incorporated and
was given supervision over the issue and destruction of bank notes. Follow-
ing that and under that authority, by-laws of the Canadian Bankers’ Associa-
tion were passed, and approved by the Treasury Board in 1901, which required
every bank to make a monthly return showing all the details of its note
circulation. Provision was also made for the annual inspection of the circu-
lation account of each bank. In 1900 also the interest payable on the notes
of a failed bank was reduced from 6 per cent to 5 per cent.

Then you come to an interesting development in 1908. You will remember
this was the period of rapid development of western Canada and the agricul-
tural industry out there. For a number of years it had been becoming
evident that the note circulation of the banks, limited to the amount of their
paid-up capital, was approaching its limit. The situation was usually
particularly acute in the crop-moving period of the year. So in 1908 an
amendment was passed permitting a bank to issue notes in excess of its
paid-up capital, up to 15 per cent of the amount of the unimpaired paid-up
capital and the rest fund of the bank. That facility could only be made use
of during the crop-moving months of the year, which were then stated to be
from October 1 to January 31. This excess circulation, by the way, was
subject to a tax not in excess of 5 per cent; and 5 per cent was the rate
always applied against it.

In 1913 we thad another development, namely the formation of the central
gold reserves in Montreal. Here again, because the note issue privileges were
reaching the limit, it was provided that central gold reserves should be estab-
lished by the banks. Four trustees were empowered to receive from the banks
desposits in Montreal of gold or dominion notes, against which the banks might
issue an equal amount of their notes. You have there perhaps a groping
towards one of the features which is associated with a central bank, namely,
the centralization of the country’s monetary gold reserves. 1 might also
mention in passing that in 1913 the excess circulation privileges for the crop-
moving period were extended for an additional two months; in other words, the
crop-moving period was defined as beginning on September 1 and ending on
February 28.

Now I come down to the situation as it is under the Bank Act of 1934,
the latest bank act, I might perhaps summarize what the main provisions are
in regard to note issue:

1. Every chartered bank is permitted to issue its own notes in denomina-
tions of $5 and multiples thereof.

2. The provisions in regard to the maximum amount of note issue are
rather complicated, or, rather they were complicated as expressed in the act
in 1934 because the Bank of Canada had not yet begun operations, and the act
had to take account of two situations, that is, the situation before the bank began
operations and the situation thereafter. It would be eight or ten months before
it would actually begin operations. So it was provided that up to the day on
which the Bank of Canada should commence operations, which later turned
out to be March 11, 1935, a bank was allowed to issue its notes up to the amount
of its paid-up capital, plus the amount of gold and dominion notes it had deposited
in the central gold reserves in Montreal, and then plus its excess circulation
privilege during the crop-moving period of the year. But it was provided that
on and after the day on which the Bank of Canada began operations, namely
March 11, 1935, that limit of issue was to be reduced. Actually, from that date
on, the limit was to be not in excess of the unimpaired paid-up capital of the

bank as of the date on which the Bank of Canada, commenced operations. You
[Dr. W. C. Clark.]
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will also remember that, beginning on January 31, 1936, and continuing for a
period of five years, the maximum limit of chartered bank note issue was to
be reduced by 5 per cent a year; then for five more years commencing on January
1, 1940, there was to be a reduction at the rate of 10 per cent a year. To-day,
1939, the actual limit is 80 per cent—it was reduced on January 1 this year to
80 per cent of the unimpaired paid-up capital of the banks. By January 1, 1945,
1t will be reduced to 25 per cent; and parliament, according to the present act,
will determine what it wishes to do from that time on.

I perhaps should say that in giving these limits I am referring to the limit
of note issue in Canada. These provisions do not affect the right which the
banks have to issue certain notes not in Canadian currency in British colonies
and possessions.

To continue this outline of the legal provisions covering the issue of
chartered bank notes:—

3. The Bank Circulation Redemption Fund is, of course, continued. The
banks have to put up 5 per cent of their average note circulation, to be held by
the Minister of Finance, for the sole purpose of paying a failed bank’s notes.

4. The notes of banks suspending payment draw interest at 5 per cent
from the date of suspension to the day redemption is announced.

5. No bank is allowed to pledge, assign or hypothecate its notes and no
advance or loan on the security of the bank’s own notes shall be recoverable from
the bank or its assets.

6. Every bank must always receive in payment its own notes at pargat any
of its branches, agencies or offices, and must make such arrangements as are
necessary to insure the circulation of its notes at par in every part of Canada.
For this purpose it must establish agencies for the redemption and payme‘nt.of
Its notes at such places in each province as may be fixed by the governor-in-
council.

7. Banks, under the Special War Revenue Act, as you know, are required
to pay a tax of 1 per cent on their average note circulation.

So much for notes. We have left the question of bank a!eposits._ it do,_not
think it is necessary for me to say very much about bank deposits. It is a subject
on which one could speak for a great length of time. I think, however, that
You are all famiilar with the general provisions with regard to bank deposits.
The sections in the Bank Act itself which relate to this sqb]ect- are sections 75,
Where a bank is allowed to take deposits, because it is given power to engage
n a general banking business; section 92, where it is stated that the bank may
allow any rate of interest whatsoever upon any money dpposfoed Wlt,h 1t; and
then sections 95 to 97, which include provisions dealing with some minor ques-
tions in regard to deposits. As you know, in Canada you have your two classes
of deposits: (1) current or demand deposits, payable on demand, transferable by
cheque and (2) so-called savings deposits or notice deposits payable legally oply
after a certain number of days’ notice has been given to the banks. In practice,
a8 we all know, those provisions in regard to the right to receive notice have
never been enforced and are not being enforced by the banks. I might just say
a& word about the interest paid on savings 1_)ank deposits. For a great many
Years up until 1933, this rate was, as you know, 3 per cent. It was reduced in
May, 1933, to 24 per cent; it was later reduced to 2 per cent, then to 1} per cent,
and is now 14 per cent, caleulated on minimum quarterly balances. I think, Mr.

hairman, that is all I have to say.

The Cuamman: Thank you very much, Dr. Clark. I will now call upon
MI‘-ATowers.

748589
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Mr. Grauam F. Towers (Governor of the Bank of Canada): Mr. Chair-
man and gentlemen: In the letter which I received from the secretary of the
committee indicating that I should be prepared to make a statement, I think
the words used were “a statement on the general operations of the Bank of
Canada.” But I have taken the liberty of interpreting that rather liberally;
and in the statement which we prepared we have included, very briefly, some-
thing in relation to the functions and the structure of the bank as well as in
regard to its general operations. I think that in dealing with this particular
material, I can give it to the committee more briefly and more clearly by read-
ing it than I could by attempting to give it extemporaneously; so with your
permission, I shall read this.

PART I—FUNCTIONS

In dealing with the functions of a central bank I shall borrow freely from
the report of the Royal Commission on Banking and Currency in Canada, and
from the preamble to the Bank of Canada Act.

The major function of a central bank is to regulate credit and currency in
the best interests of the economic life of the nation. The bank’s efforts to
perform this function must, of course, take place within the limits imposed by
law and by its capacity.

Secondly, a central bank should, so far as possible, control and protect
the external value of the monetary unit of the country. This responsibility is
a definite and direct one if the country in which the bank operates is on a
gold op other international standard. Otherwise, the responsibility is indirect
and less clearly defined.

Thirdly, the bank should be a ready source of skilled and impartial advice
at the disposal of the government—automatically in the case of the dominion
government, and by arrangement in the case of provincial governments.

Finally, a central bank should provide machinery for cooperation with
similar institutions in other countries. Obviously, cooperation on any matter
of high policy must be dictated by the views of the governments of the countries
concerned, but cooperation by way of information or in the performance of
normal banking services is also a useful and important function.

By and large, the central bank should use its store of experience in the

service of the community, without the desire or the need to make profit a primary °

consideration.
PART II—STRUCTURE

Obviously one could elaborate at some length on the functions of a central
bank. But I doubt whether further elaboration would serve any purpose,
particularly at this stage. I believe that further detail would be simply dotting
the “i’s” and crossing the “t’s”, including, no doubt, qualifications in regard to
the difficulties which a central bank may encounter in endeavouring to achieve
certain objectives.

I should like to turn now to the question of the structure of this organization
which is designed to perform the functions I have outlined. The structure of
a bank is revealed by its balance sheet, and the steps it takes to perform its
functions are revealed by changes in its balance sheet, except to the extent
that it may endeavour to attain its objectives by methods of advice or persuasion.

May I commence my discussion of the bank’s balance sireet by making
what is apparently a very trite remark, namely, that a balance sheet always
balances. By that I mean that any action we may take to increase or decrease
our assets, automatically results in a similar increase or decrease in our lia-
bilities; and our liabilities are other people’s assets. Tt is through changes in
these assets of other people that a major influence is exerted on the financial

system. T shall try to develop this point when dealing with our operations.
[Mr. Graham Ford Towers.]
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As shown by the bank’s balance sheet at December 31, 1938—copies of
which are in the hands of the committee—our assets on that date totalled some
$405 millions, speaking in round figures which I shall use throughout. Of these
assets, $214 millions consisted of ‘gold and foreign exchange, $186 millions of
dominion and provincial government securities, and $5 millions was represented
. by other items. The liabilities balancing these assets were notes in circulation,
$175 millions; deposits, $222 millions; capital and rest fund, $7 millions; and
about $1 million of sundry liabilities. It will be seen that notes in circulation
and deposits by the chartered banks were by far the most important items on
the liability side of our balance sheet. Of our notes in circulation, of the total
of $175 millions, $118 millions were held by the public and $57 millions were in
the tills of the chartered banks on December 31 last. In addition to these notes,
the chartered banks had $201 millions on deposit with us, the total of these
two items being $257 millions. This total represents the cash reserves of the
banks against their liabilities in the form of deposits payable in Canadian
dollars—and I use that wording, “ payable in Canadian dollars” to distinguish
it from deposits pavable in U.S. dollars, pounds sterling or o_ther foreign
currencies which may be on the books of the chartered banks’ foreign branches
or even Canadian branches.

By law the chartered banks’ cash reserves in the form of Bank of Canada
notes and deposits with the Bank of Canada, must not be less than 5 per cent
of Canadian dollar deposits. In fact, the banks try to maintain a ratio of about
10 per cent, and at December 31, 1938, when Canadian dollar deposits amounted
to $2,498 millions, cash reserves of $257 millions represented a cash ratio of
10-3 per cent.

If someone were to ask me why the chartered banks try to maintain a 10
per cent cash reserve, instead of 5 per cent or 15 per cent, or some of.,her figure,
I could only reply that the working experience of many years has indicated that
10 per cent is a reasonable ratio which provides sufficient cash to cover any
Immediate demands, but is not so high as to constitute an unnecessary burden
In the form of non-earning assets. The banking system of each country must
decide from its own experience what ratio is appropriate, since conditions vary
as between one country and another. I might add, however, that in Great Britain
1t has been the practice for many years to work to a cash ratio of about 10 per
cent, the same as in this country, and up until recent years a ratio approximating
10 per cent also represented banking practice in the United States.

I have devoted some time to this question of the ratio of cash reserves to .
deposits, because it is of fundamental importance in the working of a banking
System. If the amount of cash reserves held by the banks increases, the first
effect naturally is to increase the ratio of cash to deposits. The second effect
18 to induce the banks to try to make use of the additional cash reserves through
adding to their loans and investments, which would increase their liabilities in
the form of deposits and, therefore, reduce the ratio of cash to deposits. It
should be pointed out, however, that if the banks are unable to make suitable
loans or to find investments which they believe it is safe to acquire, they will
take no action of an expansionary character; and in such circumstances would
be forced to allow the cash ratio to remain at a higher level.

Looking at the other side of the picture, if a reduction takes place in the
amount of cash reserves held by the banks, the first effect is to reduce the ratio
of cash to deposits. If the cash ratio is then too low, the banks will correct the
Situation by selling securities or calling loans, until the reduced volume of
deposits bears an appropriate relation to the reduced amount of cash reserves.

PART III—OPERATIONS

I think that the description I have given of the banking machinery may
be more readily understood if I am able to give a picture of the machinery in
Operation. I shall attempt to do this by reviewing the Bank of Canada’s
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operations and their effects on the banking system since March 31, 1935. We
actually commenced our operations on March 11 of that year, but I took the
end of the month because in doing so I can then relate our figures to those of the
chartered banks which are available to us only at the end of each month.
1 should point out that since that date, March, 1935, our operations have been
on the side of expansion, that is, they will reveal only one type of policy, and
will not indicate the effect of other policies which a central bank may find it
necessary to adopt under other conditions.

I am commencing my remarks concerning our operations by referring to
our active note circulation—that is, the notes of the Bank of Canada which are
in the hands of the public—before turning to the more important subject of the
chartered banks’ cash reserves. On March 31, 1935, the active Bank of Canada
note circulation (including dominion government notes for which we had assumed
the liability) was $45 millions. At December 31, 1938, the active circulation
was $118 millions, an increase of $73 millions. If the chartered banks had
been forced—it is the chartered banks, of course, to whom the public go when
they require additional notes—to supply this additional $73 millions of notes to
the public by drawing to that extent on the cash reserves which they held at
March 31, 1935, their cash reserves would have been reduced to $127 millions,
which amount would have provided a 10 per cent cash ratio against only $1,270
millions deposits as compared with the $2,498 millions which were actually in
existence at December 31 last. I need not elaborate on the disruption which
would have been caused by such a drastic curtailment in deposits, nor on the
effects on markets and the public of the sales of securities and reduction of loans
which would have had to take place. It is sufficient to say that we took steps
to render any such move unnecessary by adding to our assets in the form of
gold, foreign exchange and securities. I should point out at this stage that when
the Bank of Canada makes such purchases of gold or foreign exchange or securi-
ties or assets of any kind, it makes payment by giving the seller a cheque on
the Bank of Canada, a cheque on ourselves. The seller will deposit the cheque
in his own bank and that bank in turn will deposit the cheque in its account
with us. The credit balance in that bank’s account with us forms part of the
bank’s cash reserves so that the increase in this balance arising from the deposit
of a cheque issued by us results in an increase in the chartered bank’s cash
reserves.

Since March 31, 1935, the total addition to the Bank of Canada’s assets in
the form of gold, exchange and securities, has been $134 millions. The initial
effect of these transactions was to add an equal amount (not all at once,
naturally, but over a period of years) to the chartered banks’ cash reserves, of
which $73 millions was taken out of the banks again in the form of additions to
the amount of our notes in the hands of the public, and $4 millions deducted as a
net result of sundry adjustments, leaving $57 millions as the net addition to the
chartered banks’ cash reserves.

I should like to turn now to a consideration of the changes in the chartered
banks’ balance sheets, which accompanied the increase in cash reserves to which
I have referred.

At March 31, 1935, the chartered banks’ cash reserves were $200 millions:
their Canadian deposits $2,034 millions, and the cash ratio consequently 9-8 per
cent. On December 31, 1938, cash reserves were $257 millions; Canadian deposits
$2,498 millions, and the cash ratio 10-3 per cent.

During this period, therefore, Canadian deposits have increased by $464
millions, of which about $213 millions has been in public time or savings deposits,
and $251 millions in public demand and other deposit classifications. By public,
I mean the “ general public.” The effect of this expansion therefore has been to
give Canadian depositors some $464 millions more money available for whatever
purpose they care to use it, than they had four years ago.

. [Mr. Graham Ford Towers.]
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In these comparisons I am taking March, 1935, as the starting point because
that is as far back as our operations extend. I should point out that expansion
commenced before we opened our doors; that is to a major extent between
June of 1934 and March of 1935, and it arose through the expansion in the
fiduciary note issue of the dominion government to which the Deputy Minister
of Finance referred a little earlier this morning. Therefore, if one took the
figures from June, 1934, to December 31, 1938, the expansion shown would be
greater than the figures I have used.

The expansion of Canadian deposits was a result of the inducement given
to the chartered banks, through the addition to their cash reserves, to seek new
loans and investments. The banks would have preferred to increase loans rather
than investments, but in order for them to make loans there must be responsible
borrowers who are willing to use the chartered banks’ facilities. In fact, loan
repayments exceeded new loans during the period under discussion, when total
Canadian loans declined about $40 millions, chiefly because of a reduction in
loans on securities, loans in the call loan category. The chartered banks, there-
fore, had to turn to investments in securities, which increased $493 millions
between March 31, 1935, and December 31, 1938. That was their avenue of
expansion.

The ratio of cash reserves to deposits was but slightly higher at December 31,
1938, than on March 31, 1935, but in the interval cash reserves increased $57
millions, Canadian deposits expanded $464 millions, and loans and investments
showed a net rise of $453 millions.

SUMMARY

. I now come to the end of the brief outline in which I have attempted to
describe first of all the functions, then the structure and finally the operations
of the Bank of Canada and the effects of these operations upon the banking
system in Canada, to the extent that these effects are disclosed by changes in the
system’s cash position and in its Canadian loans, investments and deposits.
I have not attempted to deal with the broader subject of the relationship of these
changes to the economic system, on the assumption that the aspects of the
situation in which the committee is interested will be discussed at a later stage.
To quite an extent I am afraid I have had to employ figures as a method of
description, but I felt that it was necessary to do so at this stage, because sqch
figures constitute the foundation on which any discussion of Canada’s banking
system must be based.

The CramrMAN: Thank you, Mr. Towers. Gentlemen, is it your desire to
discuss the matters that we have heard this morning now, or shall we adjourn
until the report is printed?

Mr. Lanperyou: Adjourn until the report is printed.

The CrARMAN: You will leave it to the subcommittee to decide such agenda
as should be published with the reports that we have heard this morning?

Some Hon. MEMBERS: Yes. ;

The CuarrMAN: The committee stands adjourned.
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MINUTES OF EVIDENCE

House or Commons, Room 277,
Orrawa, March 24, 1939.

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

The CrarMAN: Gentlemen, as to procedure I would suggest that Dr. Clark,
who made the first statement the other day, be examined. Those who desire to
ask Dr. Clark questions should be allowed, it seems to me, to finish their
questions without interruption. Having finished, it seems to me that they
should give an opportunity to other members to ask questions; in other words,
having had the floor once, if they want a second opportunity, they should wait
until every other member has finished with what he desires to say.

Mr. Tucker: Mr. Chairman, I do not altogether agree with that policy.
I think the idea should be to all work together in a reasonable manner. There
15 no doubt that one member may not exhaust entirely what he wants to ask,
and a question by someone else may suggest a line of thought which some other
member of the committee might wish to follow up. I do not think there should
be any attempt to put the members of this committee in a straight jacket. T
think we should proceed in a way that meets with the approval of the committee
as a whole and not attempt to simply say that one person at the outset is going
to have to go ahead, take the floor and keep it and when he sits down he is
finished. I do not think that is the proper attitude to take.

Mr, CoupweLL: Mr. Chairman, I do not agree with Mr. Tucker. Some
of us will have some questions to ask, and I think that any one who has a
question arising out of those questions should make a note of it and ask it
subsequently. I think the suggestion of the chairman would facilitate the work
of the committee. Last year we found from time to time that somebody who
Wwished to ask a number of questions was interrupted and unable to finish his
Questions. I think the suggestion is rather good. .

Mr. Lanpervou: All I would say is if one were to get up and direct all the
Questions he may have in mind he would touch on a numbe_r of dlﬁ"erent' matters.
_If we could confine the questions possibly to a group of subjects under discussion,
1t might facilitate matters.

Mr. CuamrMAN: Mr. Stevens, what views have you? : .

Mr. Stevens: The task of a chairman is, of course, a very difficult one in
a parliamentary committee. I think we should make every effort to make that
task as easy as possible. Obviously, the practice that sometimes grows up in a
Committee is one of loose methods of questioning, which militate, in the first
Dla{)e’ .against the progress made, and, seoondly, agalnst the clarlty of the record
~the record becomes merely a hotch-poteh. ;
T agree with the chairman; and I am quite sure that the chairman had not
Il mind curbing questions. I do not think Mr. Tucker need fear not haying a
Proper opportunity. I agree with the chairman that we should proceed in as
orderly a fashion as possible, and I certainly stand by the old practice that
When a member of the committee is asking a question he should rise in his place
and ask his question as briefly, concisely and directly as possible. There is a
habit, that, many of us fall into of making speeches rather than asking questions.

That militates against the record, it makes the record very difficult to go

through. I think we can make this examination really a useful thing if we
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follow as far as we possibly can the chairman’s suggestion. I should certainly
be the last one to support anything in the nature of curbing a member’s privilege
of asking questions. I think the chairman’s suggestion is a good one, if we can
possibly adhere to it.

Mr. Laxperyou: Should we confine ourselves to the glossary that was
presented to the committee by Dr. Clark, or should we question him in regard
to coins, bank-notes, deposits and other matters which he raised in his dis-
cussions? I should like to hear from the chairman on that point.

The CramrMax: I should think that would depend on the members. If
you wish to examine on the glossary, that is your privilege.

Mr. Lanperyou: Shall we confine ourselves to the glossary in the beginning?

The CrarRMAN: Suppose we discuss the glossary first and then proceed later
to the second matter. Have you some questions in regard to the glossary,
Mr. Landeryou?

Mr. Laxperyou: I have a question or two.

The Caamrman: Then you will confine yourself to the glossary?

Mr. Laxperyou: Yes, I shall confine myself to the glossary. I think we
should go over all those definitions of terms, just to present our views, also to
get to understand more fully what is meant in the definitions.

The definition of “money” is:—

Money, in the broad sense (now sanctified by popular usage), is any
medium of exchange which is generally acceptable in day-to-day business
transactions and the settlement of debts and contracts.

I should like to direct a question to Mr. Clark in connection with that. Would
he h’?;/xe any hesitation in saying “any medium of exchange, no matter what
it 5”7

Dr. Crark: Mr. Chairman, I should think that would be covered by “any”
medium of exchange, as long as it is generally acceptable. I think that is meant
to be covered by the use of the word “any” before the word “medium.”

Mr. Laxperyvou: To be generally acceptable, would you agree that we
could dispense with the use of gold, as we have it at the present time?

Dr. Crark: T am not quite sure that T understand the full implications of
that question. If you mean, can we get along without gold in day-to-day
circulation, that is perfectly obvious; we have done so. If you mean the broader
and far-reaching question, is it necessary to have a sound money system, should
it be based on gold, I think you have indications of the answer to that in the
discussion of the monetary standards question in a later section of this glossary,
for instance, where it refers to a paper standard,—either an ordinary incon-
vertible paper standard or a managed paper standard, where they do get along
without gold. As long as you have the factors present which assure that the
money will be generally accepted by the public, then the thing will work.

Mr. Lanperyou: It just depends in the final analysis upon the confidence
people have in the circulating medium of exchange?

Dr. Crark: Yes, that is the essence of it, because it has got to be generally
acceptable to the people.

The CramrMAN: Is it your idea that when Mr. Landeryou is finished
with his questions on money we should allow others to examine on that specific
subject? Have you finished with your questions, Mr. Landeryou?

Mr. Laxperyou: There is just one other part.
- Mr. CorpwerL: May I ask Dr. Clark a question? How would you define
“generally acceptable”’—within a country, or over a wider area?
Dr. Crark: We are thinking of “within a country.”
[Dr. W. €. Clark.]
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Mr. Lanperyou: The statement is often used that our money should ring
true on every counter in the world; but to have sound money it would not
necessarily have to ring true in every country as long as it was acceptable within
the confines of your own country. Would you agree that that would be all right?

Dr. CLarg: Yes. I think I could say yes, to that question from the domestie
point of view. You may, however, get difficult questions of foreign exchange
and relationship between your currency and the currency of other countries which
may have adverse effects on your foreign trade. But that type of discussion
could probably be left until a later stage because it involves quite an elaborate
background which we have not as yet covered.

I think for our purposes at the moment, the main thing is that your money,
to be money, should be a medium of exchange that is generally acceptable within
the community. From the point of view of a standard of value, or from the
point of view of foreign exchange transactions, you may have difficulty if you
have not got money that is a satisfactory standard of value.

. Mr. CoupwrLL: You used the expression “within the community;” may k
Just clarify that? Within the community or within the nation?

Dr. Crarg: Within the nation.

Mr. DeacaMaN: Is it not possible that money might be acceptable but not
satisfactory? You might have to accept a certain form of money due to certain
conditions, but yet that form might not be satisfactory. The question previously
raised involves also the matter of foreign exchange, and money might be accept-
able domestically but subject to violent fluctuation. I suggest also that it is
possible the wide variations we have to-day in such currencies as the pound are
not satisfactory, and that we should try to reach a greater degree of stability.

~ Dr. Crark: That is what I meant to imply by saying that these questions
raised considerations in regard to what would be an acceptable standard of value. -
As Mr. Deachman points out, if you have a type of money as your standard of
value which is subject to fluctuations, frequent, uncertain or drastic fluctuations
In value, then you get into difficulties with your foreign exchange transactions;
and you get a factor which is adverse to the normal and smooth functioning of
Your processes of international trade. ;

Mr. Lanperyou: Is it not possible, if you had a circulating medium of ex-
cthange that was not acceptable on the markets of the world for a number of
reasons, that within your own country the value could be stabilized? We are
Dow discussing the effect of exchange rates upon our currency. That is due to
dealings between countries, and your trade balance is what really affects the
Internal exchange. What I have in mind is that in Germany they are using a
Particular type of money with which to handle their export and import business.

hat do they call their marks?

Dr. Crark: Aski marks. 3 :

Dr. Laxperyou: They keep accumulating in the country with which Ger-
Many is dealing; they have not much value in that country, but in Germany
hey are acceptable at par. ;

. Dr. Crark: Not the aski marks, Mr. Landeryou. They are used for certain
Kinds of transactions by foreigners, for instance by tourists, or by traders—ex-
Porters and importers. ;

Mr, Laxperyou: The point I am trying to make is this: that your currency
does not necessarily have to fluctuate in your own country in relation to goods
and services just because there is a fluctuation in its value in some foreign
Country. Would that necessarily have to follow?

Dr. CLark: No; it would not necessarily have to follow.

Mr. QueLcua: Would money that is tied to a price index have a more stable
Value than money that is tied to gold?
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Dr. Crark: It might be more stable but it is very difficult to say. It
depends, for one thing, on the index of prices that you tie to, the character of
the index. It is conceivable that such an index might be, under certain kinds of
internal monetary set-ups, a very highly and rapidly fluctuating criterion. That
is one side of the picture. On the other side, you would have to consider the
possible fluctuations of a currency tied to gold. The difficulty with gold is that
over a rather long period of time it may tend to change in value. It has not perhaps
great stability over a long period of time, but in the short run situations it has
relatively great stability. I think it is exceedingly difficult to answer that ques-
tion. It all depends, in the first place, on the index number of prices that you
choose to tie to and the kind of currency you have in your own country, and on
the other hand, the factors that are affecting the supply of and demand for gold.
1 do not think anybody could give you a precise answer to that question. You
would have to be able to foresee what is going to happen to gold for the next
generation or two. I do not pretend to be able to do that. It also depends on
the index number of prices that you use, and that again depends on the kind of
standard that you have internally for your money, the standard of value and
how it is managed. It is conceivable that under certain conditions it might be
a highly fluctuating standard.

Mr. Deacaman: What do you mean by “tying currency to an index number”?
Does it mean that the price level would remain the same; that the price level
of index in relation to currency would remain the same over a period of years?

Dr. Crarx: I take it that that is the implication of the question. You
attempt at least—whether you succeed or not 18 anothgar question—to maintain
the value of your currency at a reasonably stable level in terms of some index—
the wholesale price level, for instance.

Mr. Viex: Within a country?

Dr. Crark: Within a country?

Mr. DeacaMmAaN: Does that mean if a pair of boots is $5 today, the same
boots would remain at $5 for a period of years?

Dr. Crark: Oh, no. You would have an index number of prices, the index
number being based on a wide range of commodities. The prices of individual
commodities might vary, some might go up and some might go down, but your
index number would be an attempt to measure the average level of prices or
value of those commodities in terms of money.

Mr. Deacaman: Would I be right in suggesting that that would offer no
solution to the present problem which has confronted Canada since 1930, of a
very low price on agricultural products and a relatively high price on manufac-
tured products? The depression in farm products might be matched by the
upward trend in manufactured products, or, on the other hand, the price of
imported products might rise and the price of exported products might fall?

Dr. Crark: Quite so.

Mr. Deacaman: So the levelling out in that sense would be of no great
value to the nation as a whole.

Mr. Tucker: When you have money as it has been during the past ten
years shifting in value with deflationary movements, such industries as the
primary industries that cannot control to the same extent their amount of
production will be hit much harder than the manufacturing industries which can
control their output. Therefore, deflationary movements injure primary indus-
tries much more than they injure secondary industries; and a measure of refla-

tionary action towards restoring the index level to what it was in 1926 would

almost inevitably raise the prices of primary products as compared with
secondary products. That, I think, is something on which, as far as I am con-

cernied, I should like a considered o inion, not only fro ini
> i e e p y from the deputy minister of
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finance but from the governor of the Bank of Canada. I do not think it should
be answered without due consideration having been given to it, because it goes
to the root of our present difficulty and is something on which I should like the
considered opinion of the experts we have before us.

The imperial conference which was held here in Ottawa recommended a
restoration of the level of prices as a measure of justice to our primary pro-
ducers in an endeavour to lift the burden of debt, fixed charges and so on. It
is my impression that we have not gone nearly far enough in the direction of
following the recommendations of the imperial conference. I for one should
like to have a considered statement, not in the form of an answer such as we
might ask for here, but a considered statement on how far you have progressed
in carrying out that policy, because I do not think you have progressed I}‘e‘arly
far enough. You have left too heavy a burden of fixed charges upon the primary
industries and they are breaking down under it. What I am particularly
interested in is how far you have gone and why you have not gone further.
That is one of the fundamental questions that we are considering. I should like
to know why you have not gone further to raise the general level of prices, and
I think the country would be interested in having a statement of the considera-
tions that have moved you in going as far as you have gone and the con-
siderations that have restrained you from going further.

Mr. DeacaMAN: There is one question I should like to ask which is
directly related to that. I should like to know from both the governor of the
bank and from Dr. Clark the relative importance of monetary and non-monetary
factors in the determination of the price factors? Are they due entirely to -
monetary factors, or are there certain non-monetary factors which may deter-
mine the price one way or another, and what is the relative importance?

Dr. CLarx: I think the major portion of that question should be directed
to Mr. Towers. I wish to make just one minor pomt. I think this question
raises a question related to the international market which is perhaps even more
vital in the case of primary products than the domestic market.

It is true, I think, that in the deflation which took place after 1929, the
primary commodities and the primary producing countries were hurt more
severely than the other commodities and other countries. But with us, and
with most countries producing raw materials, our price level, in which we are
particularly interested, is an international price level. Unfortunately, we have
not got too much control, or very little control, over that international price
level. What was attempted in the imperial conference in 1932, to which
Mr, Tucker referred, was to get the international price level up. The dominions
that were interested in this question were anxious, by some co-operative scheme
involving several countries—and the United Kingdom would be of course the
most important in any such program—to promote as far as could be done by
monetary action a rise in the world’s level of prices,—the sterling level of prices,
if you want to limit it a little bit more. And that just recalls to my mind Mr.
Deachman’s point which is of course thoroughly sound—that there are monetary
and non-monetary factors involved. Under certain situations, the monetary
factors may be more important than the non-monetary factors. Under other
situations, perhaps even more frequent situations, the non-monetary factors
may be the more important.

Mr. Tucker: I understand that each nation attending that conference
agreed to raise its own internal price level by monetary action, and the point
I am getting at is this: That Australia has gone, I am satisfied, much further
along that line than we have gone. Great Britain has gone much further along
that line than we have gone. At the time that conference was held our money
was at quite a premium, as compared with British money. To-day they are’
on the same basis. When Great Britain and Australia and these other countries
by monetary action raised their general price level, why do we sort of stand
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still when it would have been of great advantage to our primary producers to
have got our money pretty well at the same discount, compared with British
money. Australia has kept her money comparable with the money of Great
Britain. We have the same difficulties in regard to debts; we have the same
primary difficulties, and the same with freight-rate structures, and so on. We
have also the same difficulties with primary producers accommodating them-
selves to the fixed charges hanging over them, and so on.

My contention is and has been that our monetary action has been much
more conservative than even the monetary action of England, and that it is
putting a tremendous burden upon our primary producers. What I am interested
in knowing is how you can justify your comparative inaction along that line as
compared with the action of England, Australia, and so on?

Mr. Towers: I believe, Mr. Chairman, that Mr. Tucker suggested that he
would really prefer a carefully considered reply to that question. The second
question is really perhaps an enlargement of the first. Then, there is Mr.
Deachman’s question. I believe it would be better and make for greater clarity
if I endeavoured to set a few notes down in black and white and make the
answer then, because it covers a very wide field.

Mr. Tucker: I think so.

Mr. Laxperyou: In regard to that question, I just have this to say: this
fluctuation of money or using money as the yardstick to establish the relative
value of goods and services has, to my mind, not been clarified. We have in
Canada a great disequilibrium in the price structure as between the primary
products and manufactured articles. Many have suggested that we raise the
price level of the primary products in order to allow them to come in closer
relation to the price level of secondary industries.

The point in my mind is this: is it necessary to raise the prices; if so, why?
Or, would it not be better to lower all prices? For instance, if a man is receiving,
we will say, a dollar a day, and can buy a suit of clothes for ten dollars, he is
just as well off as if he is getting $10 a day and has to pay $100 for a suit of
clothes. To my mind money has fluctuated entirely too much in the last few
years in relation to the goods and services produced in this country. Tt reminds
me of the story I heard of the Indian traders. They traded their guns for skins.
The Indian would come with his furs and pile his skins up against a gun; and
after he had piled up sufficient skins to reach the top of the gun standing on
its butt, he would receive the gun.  The gun was the means whereby the Indian
lived. The traders appreciated that fact, and put great big long barrels on their
guns, and they skinned the Indian out of his skins with these long-barrelled
guns. We are doing relatively the same thing. We take the dollar bill and we
sav to the farmer: Here, you can have this dollar bill for your bushel of wheat,
this year. The next year when the farmer comes, he finds a long-barrelled
dollar bill, and he has to put up two or three bushels of wheat in order to secure
that dollar. The farmer is required to bring sixty pounds to the bushel of
wheat, and it has to be No. 1, No. 2, or No. 3; it has to be graded. But he does
not receive in exchange a form of money the same from year to year. How are
we going to get rid of this great disequilibrium in the price structure? As T say,
the only reason we desire to raise the price level of agricultural products is to
allow the farmer an opportunity to meet his overhead which has been accumu-
lating over the years because of the tremendous inerease in municipal, pro-
vincial and federal debt and taxation, as well as his own private obligations
that he has incurred during the years.

Now, I should like to find out from those who are here to-day first, just
what steps could be taken in order to do away with that great fluctuation? I
know that in some countries of the world, New Zealand and other places, steps
have been taken to stabilize the price of primary products. T should like to

know what action should be taken by this government to stabilize these prices?
[Mr. Graham Ford Towers.]
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Mr. MacponaLp: When the statement is being prepared by the governor of
the Bank of Canada, will he discuss how the price level of primary products can
be raised without affecting or raising the price level of other products? Do they
not go hand in hand? There might be a small difference; the one might fluctuate
a little more than the other; primary products may fluctuate in price more than
the so-called secondary products, but can we dissociate one from the other?

Mr. Towers: Mr. Chairman, dealing first with Mr, Landeryou’s question
and then trying to answer it, I will at times get somewhat into the field that the
earlier question entered; but I should like to try to answer this one without can-
celling the idea of perhaps a longer and more considered statement in respect to
the earlier questions. It seems to me that there are two aspects to this last
question: one relates to the general price level,-the average of all prices, and
the other relates to the price level of certain products. So far as the general
price level is concerned, I would agree that it does not matter whether
that level is high or low; it does not matter what the level is so long
as everything else in the country has been adjusted accordingly; in other
words, so long as a wage of one dollar is just as good as a wage of two dollars
has been at some time in the past; but in the modern community the adjust-
ments are so terrific in character, so widespread, they take so long to take place
and they cause so much disorganization and disruption while they are taking
place that I believe it has been found that the rigidities are such that it is prac-
tically impossible and certainly socially undesirable to attempt to accept, if you
can avoid it, very wide changes in the price level.

These wide changes did take place subsequent to 1929, and we all know
the disorganization and the suffering that they produced. It was with that
thought in mind that the conference here, and later the world conference in
London, I believe, agreed on the desirability of trying to restore the price level
of 1926. They took 1926 as the year in which the price level was at a figure
where it had been for some years. They took it from the air, so to speak,
Whether that particular level is still desirable, I do not know; but it was a level
to which industry believed our wage earners.and so forth had become accustomed.
Ever since then there have been rising price levels to try and remedy some of
the disruption caused by the great change which had taken place after 1929. I
believe that so far as monetary action is concerned, it has gone just about as
far as monetary action can go in most countries with that object in view. Prices
have increased since 1932, although they are by no means on the average level
of 1926. During the course of these years when monetary action has been
directed in the sense that I mentioned, many other things have occurred which
have proved far more disorganizing for business, disorganizing to an extent that
Was absolutely impossible for monetary action to offset. o

Dealing for a moment with the question of specific commodities, I would say
that no monetary-action is likely to improve the position of certain products in
relation to other produets; that even if you have generally rising price levels on
the average, you might easily have in relation to a product of a group of prod-
ucts, a falling price level. If these products are being produced in a quantity
greater than the market warrants it will simply mean the owners of othgr prod-
ucts, having these depressed products placed on the market in con§1derable
volume, will say in effect: we won’t exchange so much of our commodity for a
bushel of wheat; the quantity of wheat being offered is tremendous, we should
get two bushels of wheat for the same amount of our product that we formerly
- 8ave for one; and no monetary action will cure that.

Mr. CopweLL: Mr. Chairman, I want to go back to the suggested state-
ment, because I think that statement should cover a fairly wide ﬁelc!. When we
Were speaking of stability a short time ago I wondered if the pﬁicla:ls drawing
that statement would pay some attention to what has transpired in Sweden,
where they did adopt a price index, I believe, as early as 1930 or 1931—I have
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forgotten just which year. Their experience, I believe, is rather an interesting
one. I agree with the point of view that monetary action is not the only action
that has to be taken in order to achieve stability of prices. I noticed that the
governor of the Bank of Canada stated he thought that in many countries mone-
tary action had gone as far as it was possible to go. I was wondering what
other suggestions he would have to offer to go beyond the monetary action, be-
cause I am in thorough agreement with that point of view. In our.own country
we have been talking of the severe fluctuations. I happen to have brought
down with me a wholesale index of 1920; and based on the 1926 figure, an
index of 100, we find this: in 1920 the wholesale index was 155-9; in 1929 it had
dropped to 95-6; in 1937 it was 84-6; in December, 1938, it was 73-3, and in
January, 1939, it was the same figure, 73-3.

With regard to the primary producer, I am also aware of the fact that the
fluctuation in primary produce has been much greater than the index would in-
dicate. In my opinion the question of the price of primary products is one of
the most important that we have to face. I might just point this out, that in
my opinion again—and if there is any other suggestion I should like to hear it—
the fact that industrial organization has been able to stabilize to a very large
extent their price level is due to the fact that they exercise wide control all
across the country. In other words, we are faced with monopolies.

Just before I close what I was going to say on this point, I should like also
to know, when we are discussing this matter, just what steps have been taken
and what experiments have been tried in other countries. I mentioned Sweden.
Australia and New Zealand took the opposite course exactly to ours a few years
ago in relation to sterling, depreciating their currency in terms of sterling. May
I just also say in passing that, watching the fluctuation of our dollar in the
past year, I have noticed the same sort of tendency. I am now speaking in
round figures. A few years ago our dollar was worth one-fifth of an English
pound, or putting it another way, the English pound was approximately worth
five dollars in our currency. It is no worth about $4.70. That, of course, is
not a very severe drop, but we may find that a further drop will occur.

Then, I should like to know how they have vontrolled their price levels say,
in Germany, and how they have controlled them in Russia and how they have
attempted to meet this situation in the United States, all of which countries
are on different plans, and whether any of these offer any suggestions, not as a
whole, but in part, to us. I believe we should get a clear view of just what can
be done. I am of the opinion that while monetary control is essential yet it is
not the only factor, and I suggest while we are considering this problem, we
should not run off at a tangent, and think that there is a single line that we can
follow. I believe there are a number of factors to take into consideration.

Hon. Mr. Stevens: I should like to ask Mr. Towers to consider in his state-
ment a very practical question. I am not reflecting upon the theory that we
have been discussing today but I believe we can bring one phase of it to a very
practical issue.

For the purpose of clarifying my question, may I just intimate or set forth
my agreement with Mr. Landeryou on the disparity between primary products
prices and secondary industry prices. Having that in mind, and secondly, having
this in mind also, that the sterling area is the largest for our primary };roducts
in our export trade, I should like to ask two questions. In asking these ques-
tions I am not casting any reflection on any one but I am rather thinking of -
the future course. My first question is this: did Canada act wisely on the
occasion of the departure from.the gold standard of Great Britain in 1931 in
seeking to maintain the stabilization of the Canadian dollar with the American
dollar, rather than allowing the Canadian dollar to follow sterling? That is the -
first question. Did we act wisely at that time in the light of the effect upon our
primary products prices to the producer in Canada?

[Mr, Graham Ford Towers.]
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My second question is simply the opposite, shall I say, of the first. The
question is this: would it not be the wise course for Canada to attempt in its
stabilization policy to keep the Canadian dollar closer to sterling, rather than
maintaining it at the American dollar level? I want my question to be brief,
and I am not going to argue or elaborate that. I should like Mr. Towers, if he
would, to keep that in mind, the question of the practical policy for Canada in
its stabilization efforts in its general monetary policy.

Mr. DoxNeLLy: Following up Mr. Stevens’ suggestion I should like Mr.
Towers in framing his answers to let us know if it would not be well for us in
the same way to keep our dollar on a parity or somewhere near a parity with the
Australian pound or the Argentine monetary unit, for example. These are the
two countries with whom our farmers have to compete as agriculturists. Our
wheat, cattle, butter, cheese and everything of that kind are in competition
with the products of these two countries I have mentioned. Would it not be
as well for us as an agricultural country to keep our money somewhere on a
garity with their currency rather than the English pound or the American

ollar?

Mr. Laxperyou: It has been claimed in the evidence that I have read
which was placed before the Rowell Royal Commission by the province of
Manitoba particularly and Alberta, that the fact that we have kept our monetary
policy on a par with the United States, whether deliberately or not, has ecost
the farmers of western Canada in the last three years somewhere in the neigh-
bourhood of $100,000,000 a year. Is that correct?

Mr. Towers: I wonder if I may try to reply to the questions in sequence?
Mr. Chairman, speaking first to Mr. Stevens’ question, and thinking of the
Preparation of a later answer, I understand the question was, first of all,
whether Canada acted wisely in keeping her dollar at a certain level in these
earlier years, 1931 and 1932, or whether she would have been better advised
not to have made that attempt, but rather to have done something else. To
the best of my knowledge and belief, Canada never took any action whatever
In the exchange market to produce any given level for the Canadian dollar. In
other words, during that time and up to and including the present day, the
Canadian dollar has found its own level in the market. No one that I know
of, privately, publicly, or anyone else, has tried to peg it at a certain level or
to arrive at a certain level. Therefore the question could be, of course: rather
than have allowed the Canadian dollar to find its own level in the market at
that time, 1931 to 1932, would it have been better to have taken deliberate
Steps to bring it to the level of sterling?

.. Mr. Tucker: Did we not export gold and establish by loans and borrow-
Ings with New York the level of our money with that of the United States? I
elieve there were attempts made along that line.

. Mr. Towers: My strong impression is that the borrowing which took place

In the United States at that time—TI speak only as a spectator, because I did not

ow what was in the mind of the government of the day— was made because of

Decessity; that a considerable quantity of money was required at that time and

1t was thought that the domestic market could not supply it, and that was the

Teason for the loan. I believe that consideration of any influence that it might

ve on exchange was, so far as I know, completely absent. Many of the things
hat happen from time to time might have an effect; almost anything in the

Market may have an effect on exchange; but while I make the qualification

that T do not speak from first-hand knowledge, nevertheless I feel absolutely

Certain that no one during these years was thinking of the exact repercussion

Of their actions on exchangg.

.Mr. Tucker: The whole tariff policy was based, I believe, on the idea of
Cutting down imports from there and re-establishing the level of our dollar. That
Was the express purpose of the prime minister at that time.
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Mr. Towers: On that subject, of course, it would be impossible for me to
claim any knowledge.

Mr. Lanperyvou: Had we taken action to have our money placed on a par
with New Zealand and Australia would not the effect have been to raise the
prices received for agricultural products in western Canada?

Mr. Towers: Yes, I believe that it would.

Mr. Lanperyou: Why was action not taken? I will put it this way: since
action was not taken did not a particular section or class of producers in Canada
gain by having our money on a par with that of the United States? I am not
suggesting now that it was a deliberate policy, Mr, Towers, but since that was
the case did not a particular section of society gain by it?

Mr. Towers: I would say that while T answered in the affirmative as to
whether the reduction in the exchange value of our money to the level of
Australia and New Zealand would have raised the prices of the products that
you mentioned, that, of course, is only the commencement of the story. It would
also have raised our other prices, not overnight, but over a period of time. It
might be the case that even the position af agriculture would not have been
improved with respect to its price level in relation to the prices of other things.
It might have been improved in relation to debt. Then one would have to
enquire whether the improvement of the agricultural price level in relation to
debt, as in the end it presumably would not have improved in relation to other
things, whether that then would have justified the action which you mentioned.
To give an answer to that, I suppose, one would have to examine the effect on
all other sections of the country. Would it have been beneficial or harmful and
created injustice elsewhere? If so, how great would have been these injustices?
Should they have been incurred because of the advantage to agriculture in rela-
tion to debt? That is a very difficult subject, I should say. The principle I
have in mind is that while any action of that kind may benefit a certain section,
the benefit is achieved at the expense of other sections and therefore, I suppose,
the government must try to adapt its policy to the greatest good of the greaest
number.

Mr. Laxperyou: Which sections benefit by the exchange being kept on a
par with the United States?

Mr. Towgers: The change in the level of exchange, of course, is almost
entirely an internal transfer. You do not affect the foreigner in the ordinary
course of events by that change in level. Temporarily perhaps the foreigner
may be affected because you sell him your products more cheaply, sometimes
called exchange dumping. In that case the country with the depreciated
exchange is making, shall I say, a present to the foreigner. The foreigner
sometimes does not like it because it disrupts the market, but if the foreigner
considers the consumer he may look on it as something he may have to accept.
Subject to that possibility, the country with the depreciated exchange may be
giving more generous treatment to the foreigner. The thing is an internal
transfer.

Mr. HrL: Don’t you believe this is true: due to the fact this is a large
farming country we would have benefited a”great deal more by allowing our
exchange to fall with the British pound than by maintaining it on a par with
the American dollar? Tt is a fact that when England went off the gold standard
in 1931 we lost millions of dollars. I know one company that lost half its
business in the export market and when Roosevelt lowered the gold content of
the American dollar, two million dollars worth of exports came back within the
month. That was a primary industry. Is it not true that the primary indus-
tries suffered by this government not lowering its dollar at the same time
as the English pound fell, as did Australia, New Zealand and South Africa
Norway, Sweden and Denmark, which are primary producing countries? The3;

[Mr. Graham Ford Towers.] ‘




BANKING AND COMMERCE 25

dropped their currency overnight, the same as England did; but we maintained
ours with the American dollar. These countries benefited. They were the
countries that took away Canada’s exports. I do not believe that can be
denied. There is no denying the fact the people who did benefit were the
financial institutions and the financial- companies who had securities in the
United States and had to pay the interest on these securities in American
funds. They benefited, but the benefit to these industries was very much less
than the loss to Canada as a whole. I am of the opinion, and I should like to
have your opinion so far as you can go, that those very companies would in

_ the long run, if they had been far-sighed enough, have benefited very much

more with the prosperity of the farm industry of Canada than they gained by
saving a little on interest.

Mr. Towers: Mightt I mention, first of all, that Australia and New

Zealand, of course, had fallen below the level of the British pound before
England left the gold standard; and as they were pegged to the British pound
they naturally went down with it in relation to other countries.
. The action of Australia and New Zealand was involuntary. They had got
Into very serious trouble; they lacked exchange prior to that time and had built
up a very difficult internal situation which pressed on them to the extent that
their exchange fell.

Secondly, to the question as to whether our primary industries would have
been better off had we followed the British pound at that time in September,
1931, I find it very difficult to give an answer. It is necessarily a question of
opinion. It becomes still more a question of opinion if you change the ques-
tion to be: Would the country as a whole have been better off? Had that
depression of the British pound been permanent, I think I could answer yes;
that we would have been better nearer the pound, at least, than we were.
Whether the benefit which would have been derived during the fifteen months
that that situation persisted—whether that benefit would have been worth
the effort, I cannot tell and no one can tell now, I suppose.

Mr. Hmn: In your judgment, do you not think that the government
and the financial institutions of Canada are just a little over-valuing the

~ importance of maintaining our dollar at a high standard in international

finance? After all, Canada is a very small country.

Mr. Towers: Whatever views may have been expressed on that, I would
still say that no action was taken, and that the dollar has always found its
own level. '

Mr. Hii: I cannot agree with you.

Hon. Mr. Srevexs: Would you limit that, Mr. Towers, to saying, “no
official action was taken”; that is, no declared objective was made?

Mr. Towers: I would even go so far as to say that no concealed action
was taken.

Hon. Mr. Stevens: I do not like the word “concealed.”

Mr. Towers: Perhaps I used that wrongly.

Mr. Vien: Was there any concerted action?

Mr. Towers: No action of any kind except perhaps the repercussions
of other actions which I personally would have thought were not taken with
an eye to establishing any given value for the dollar.

Mr. Viex: It might be interesting to have an answer to that question,
not inasmuch as past events can be cured, but inasmuch as we might determine
a sound policy for the future. :

Mr. Howarp: Mr. Towers, there is a great deal in what Mr. Hill said a
minute ago as to the effect that would have been‘crea,.ted had we depreciated
our money as did New Zealand, which you were right in saying was by—

The CHAIRMAN: Duress.

75113—2
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Mr. Howarp: Well, it was not a direet method, but it caused their money
to increase. They took action to stabilize it and maintain it at twenty-five
cents below the British pound. Now, had we done the same thing, there is not
any doubt that it would have increased our export business and possibly gradu-
ally increased the price of agricultural products. I think that is agreed, but I
cannot see any benefit unless we were alone in the field with Australia and New
Zealand. What would have happened is that the next country would do the
same, and the next country, and so on, and where would we get off in the final
result? If you got all the countries of the world to agree to do & certain thing
and Canada pursued the opposite course, Canada would benefit; but they just
do not do things that way.

Is this not a fact, that the main trouble in our situation is the disparity
between, we will say, three classes of products? I will illustrate it this way:
You have interest to pay on money, and you have taxes; when the crash came
in 1929 interest rates actually increased and taxes stayed at their same level
or increase; at the same time labour went from forty cents an hour down to
fifteen cents an hour, or no labour at all. Then the price of farm products took
a drop. Is it not a faet that if interest rates, or the cost of money and taxes
were on a fair basis, considering wages for labour and the price of agricultural
products whether they be high or low, this country would have been fairly
prosperous? When you throw one up and the other two down, naturally you
get in the situation that we have been trying to stem by all kinds of methods
during the past nine years.

And are we not going along in the same way? As you know, the bankers
of the country at the present time are only purchasing short-term loans all over
the country. Now, when you get out of this trouble and begin to get into pros-
perity, will that not affect us in exactly the opposite way, as it has in the past?

Mr. Towers: Dealing with the first part of your question where reference
was made to the possibility of increasing exports through exchange depreciation
and the suggestion that perhaps other people might have taken similar steps
and therefore one cannot in these times steal a march on the other fellow in that
way, I quite agree; and it was that that was in my mind when I suggested that
the effect of exchange depreciation is largely an internal transfer. One may com-
mence by offering a certain commodity at a lower foreign price if the exchange
is low, because, translated into terms of Canadian dollars, that looks relatively
a satisfactory price; which simply means that the foreigner gets the advantage
there through obtaining this country’s products more cheaply. One’s competitors
would then have to follow suit. So that a thing like that is liable to translate
itself into a competition on the part of ’ghe primary producing countries to supply
the consuming countries on a basis which is ruinous for the producers. In that
case, it is a gift to the consuming countries. .

One of the great advantages fchat England had during the depression—a thing
which I do not suggest for a minute always benefits England in the long run
because she depends on world prosperity for her existence—was that certainly
the wind was tempered to the shorn lamb dl_lrmg the extreme depression years
by the fact that England got her raw materials and food-stuffs on the bargain
counter. I cannot conceive that that situation in the long-run benefits the
primary producers. ;

Coming back to the proposition that exchange depreciation is by and
large an internal transfer, it then becomes true, of course—I do not know whether
it, was obvious to the committee from the start—that it is necessarily purely a
matter of governmental policy. It is a policy of weighing the benefits and dis-
advantages in the various sections of the community—something that only the
government can decide. Therefore, I would have to be particularly careful
about expressing any opinion as to what the policy should be, If the govern-

ment were thinking of a cetratin policy, perhaps they w i
[Mr Graham Ford Towers.] , £ el L =
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one of their advisers, but certainly I think it would be improper for an adviser
to tSluggest the formulation of any policy which was so much a governmental
matter.

_ Secondly, speaking of the changes which took place subsequent to 1929,
with particular reference to the prices of certain commodities and then to
Interest rates, I think that followed through to its logical conclusion it comes
to the same point that was mentioned earlier by Mr. Landeryou. That is,
if all adjustments were made, you would be no better or worse off than you
were before. And again I think the answer is that there are so many
rigidities, so many long-term contraets, so many supposed short-term con-
tracts in the form of wage rates which in fact cannot be changed quickly
and an adjustment of the whole thing is such a long drawn out and disrupt-
ing process—something breaks before it takes place—that it is in fact impos-
sible if the change in levels is a very wide one.

_ Lastly, on the question of short-term loans, speaking from memory, I
think that the amount of dominion and guaranteed indebtedness maturing
Within the next ten years is not very much different from the figures of a
tumber of years ago. In other words, I do not think we have been shortening
on the average as we went along. To the extent that there are maturities,
It does not mean if interest levels were higher that the process by which the
Interest burden is being cut down would be reversed over-night, but over a
period of years. The point in that case is to be careful not to build up too
large a volume of short-term indebtedness.
~ Mr. QuencH: I have never been aware that a country benefits by allow-
Ing its money to follow another country’s money down. But Mr. Towers has
admitted, I believe, that the agriculturalists would benefit by allowing the
Canadian dollar to follow sterling down. At the same time, it would cost us
more to pay our debt to the United States and more for the goods we purchase
from Europe. I take it that the government considered the disadvantages were
Probably greater than the advantages. But we must admit this, surely; that
even if the advantages under the policy that was maintained at that time
Were greater than the disadvantages, then it was being maintained at a distinct
cost to the agricultural community. There is no doubt about that. Surely
that in itself is an absolute justification for the giving of a bonus to the agricul-
turalists for maintaining a policy that penalizes them to a certain degree;
Whereas, on the other hand, it benefits the nation as a whole. That surely is
a real reason.why a bonus should be given to the agricultural community.

_ Mr. Jaques: Mr. Chairman, there is one aspect of this question I should
like to direct to Mr. Towers, and that is on the question of debt. Since the
debts not only of Canada but of the world are increasing, is it possible to
Pay the increase in debts with a decreasing price level? :

The other point I wanted to make was in reference to the difference
tween the primary producer in Canada and the manufacturer. The manu-
acturer can and does meet the market by cutting down his production.
‘ f he decreases his production he turns loose a certain percentage of his men
i and they are kept for him in the meantime by the community. In other
Words, he receives a subsidy. Now, the farmer cannot do that. In the first
DPlace, he must keep his fields under cultivation. After his crop is grown, no
Matter how well he may farm, he cannot control the yield. And the greater
e yield the lower is his price. While it may be possible for a country to
€t along temporarily with fewer motor cars, surely we cannot have too
Much food when we consider that half our population 1is underfed and
Undernourished. digs 3o
k . Therefore, T should like to support my friend, Mr. Quelch, in his remarks.
b Snme plenty of food must be grown, and since under the existing circums-

Stances the producer is penalized for producing it, it does seem to me that
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they have an unanswerable case when they say that in some way—I do not
know how; it is not my business to say—they should be subsidized. I think
their claim for a subsidy is a fair one, especially when they have to meet debts
which are of course always incurred in good times and which they cannot
meet when the price level has fallen below that at which their debts were
incurred.

I just wanted to bring up those two points: first, how the increase in debts
can be paid with a fallen price level; and, second, the question of subsidizing
in some way the farmers who produced the food and who are penalized for
making food plentiful.

Mr. Vien: Mr. Chairman, I rise on a question of order. I am looking
at the order of reference. We have two orders. The first one is dated
January 27, to the effect that the standing committee on banking and com-
merce be empowered to examine and inquire into all such matters and things
as may be referred to them by the house. '

The only other order of reference is that the report of the Bank of
Canada for the year ended December 31, 1938, be referred to the said com-
mittee. We are bound to remain within the limits of our order of reference.
I think the first part of our discussion this morning was within the order of
reference because we were putting to Mr. Clark and Mr. Towers certain §
questions as to monetary policies and the effect of such monetary policies §
on the welfare of the country at large. But when it comes to raising the
question as to whether producers of primary products should be subsidized,
1 think we are certainly outside of the orders of reference.

Mr. Laxpervou: We were discussing the disequilibrium in the price
structure, then we started to discuss the effect of exchange upon the price
level; as I understood it Mr. Towers said that we have lost considerable as |
primary producers in western Canada due to the fact that our money has
remained at par with the United States.

Mr. Towers: No.

Mr. Laxperyou: You admitted that we would have had an increase in
price had we allowed the dollar to follow— \

Mr. Towers: An increase in price which would have been offset by an
increase in prices of the things which we consume, leaving the advantage
in the end questionable so far as the country is concerned—such advantage |
as the farmer would gain in reference to his debt. That was provided
he had a product to sell. In drought years when he has nothing to sell, no
exchange level makes any difference to him. :

Mr. QuercH: But suppose he can get a higher price for his products by
letting the Canadian dollar follow the pound, he might then pay his debts. L |

Mr. Towegrs: I suggested a certain advantage might remain to the farmer |
in respect to his debts, but only of course if he had products to sell. In years.
of very severe drought the farmer who had nothing to sell naturally would
not be interested in either the price level or the exchange level in that par-
ticular year because he had nothing to sell. - s

Mr. Lanxperyou: I will admit that those who produce nothi t 8
interested in the price level. But in western Canaga, fortung’ggll;g v?;ehssg ‘
producers of a considerable amount of goods in every year. In certain locali-
ties we have had droughts. As I understood your answer it was this: That
there would have been an increase in the price received for their commodities |
by the farmers of western Canada and that increased price would have pro-
vided the purchasing power or the income necessary to meet some of their |
debts. There is no section of Canada which is sufferin henvily frboini :
low prices and debt than the secti f ek e

) he section of our country occupied by the primary

producers. = You also stated that if there were an increase i i f
[Mr. Graham Ford Towers.] n. the price 4
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Primary products, in a measurable period of time there would be a correspond-
Ing increase in the price of secondary products; that after a period of time
It would balance up and that the disequilibrium between the prices of farm
products and those of the secondary industry would remain. The problem as
I see it is to get rid of the disequilibrium in the price structure, and you have
contended that no monetary action could be taken to do away with the dis-
equilibrium in the price structure. What I should like to get clear in my
mind is any suggestion you may have outside of monetary action that could
e taken in order to do away with that disequilibrium which exists in the price
structure. For instance, would this action be necessary: Would it be necessary
to fix a level beyond which the secondary prices could not rise and then take
Monetary action in order to increase the prices to primary producers in the
form of subsidies or things of that nature? I am thinking of the establish-
ment of fair and reasonable prices.

Mr. Towers: It does seem to me that with respect to methods and action
which are non-monetary the committee would perhaps not expect me to reply.
That does go so much into the field of governmental policy in the apportion-
ment of such sacrifices that may be necessary, that I think it really is outside
my scope. ‘

Mr. Laxperyou: Do you consider that in order to get rid of the disequili-
brium some action would have to be taken outside of monetary action?

Mr. Towers: I think that follows, yes, from my thought that monetary
action in itself cannot cure a disequilibrium between various types of prices.

Mr. Quenca: Would you not call a subsidy monetary action?

Mr. Towegs: No, not in the sense in which we are speaking of monetary
Policy to-day.

Mr. Vien: Neither would price-fixing.

Mr. Lanperyou: I do not think—

The Cuamman: Do not press the question too far; I think it is out
of order.

Mr. Lanperyou: Mr. Chairman, I am not satisfied in my own mind that
We do not have to take monetary action. I do not quite understand what

¢ means or how far he intends to go. I do not understand where the
differentiation comes in between certain kinds of action and monetary action.

believe a fixed price would necessitate monetary action, and‘I believe the
subsidizing of primary producers would necessitate monetary action. In other
words, where would the money come from to establish these prices. Tf the
Price level were too low, monetary action would have to be taken to raise the
price level. I do not know what other action could be taken.

Mr. Towers: A government can find money in three ways: By taxation,
or they might find it by borrowing the savings of the people, or they might
find it by action which is allied with an expansive monetary poliey, that is,

orrowing which creates additional money in the process. .What has been
‘ happening in Canada, and I should not restrict it to any specific government,
| 18 somewhat the same as what has happened in other countries, although not
: all, during the course of the last six or seven years. In other words, the total
' lunds required by governments, whether for subsidies or thg paying of wages,
i ave been found in part by taxation, in part by borrowing the savings of
E. e people and in part by a borrowing which has resulted because of a given
Monetary policy during that time, in a substantial increase in the amounti of
Money in the form of deposits.
Mr. Lanpervou: Do you say that all the monetary action that can be
taken has been taken to do away with the disequilibrium in the price struc-
bure that exists in Canada?
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Mr. Towers: I do not think that monetary policy was ever designed to
cure the disequilibrium as between one set of products and another. I do
not think it was ever designed for that purpose. So that I would say it has
gone as far as it could. If it were not designed for that purpose at all, then
it is irrelevant.

Mr. QueLcu: Even to the extent of allowing our money to follow the
money of other countries? That is monetary policy.

Mr. Towers: Presumably. I mentioned curing the disequilibrium between
the prices of certain commodities and other commodities. Now, monetary
action, other things being equal, will to the extent that it has any influence
raise the general level or lower the general level; but there is no reason to
suppose that it will change the relative position as between two different sets
of commodities. Only things affecting the markets for those particular

commodities will do that. Monetary action may influence, naturally, the |

general average of prices in either an upward or downward direction.
Mr. McGeer: I should like to go back, Mr. Chairman, to the glossary

for a few moments, if I may. Dealing with the definition of money, Dr. Clark: -

Money, in the broad sense (now sanctified by popular usage), is
any medium of exchange which is generally acceptable in day-to-day

business transactions and the settlement of debts and contracts.

Now, when you use the term “generally acceptable,” what do you mean?

Dr. Crarg: I mean that anybody in the community will accept it freely

without formality, without casting any doubt upon it. You and I and every-
body else will accept it freely in any business transaction, in settlement of
debts and that kind of thing.

Mr. McGrer: Take our subsidiary coins, we have no alternative but to
accept those in payment of a debt up to the amount which may be legal tender.

Dr. Crark: Yes, some of them are legal tender up to $5. Any creditor has |

to accept them up to $5 or $10 in payment of a debt. That is quite true. But
I think that generally the people of Canada are quite willing to accept sub-
sidiary coins for any amount, even apart from the legal tender provision.
Mr. McGeer: Yes, but the money is actually created by law and its
acceptance compelled by law?
Dr. Crarx: Only up to a certain point.

Mr. McGeer: I mean within the legal tender limits. And, of course, with

the Bank of Canada bill there is no limit.
Dr. Crark: That is right.

Mr. McGeer: So that taking ‘our subsidiary coins and our Bank of

‘Canada bills, those two forms of money which we use are pure creatures of
law and their use is not a matter which anybody has the right to question or
express his opinion as to whether or not he approves of that form or not?
Dr. Crarx: That is true of your Bank of Canada notes. It is true in
the case of subsidiary coins only up to a limited amount. In other words,

Mr. McGeexr, I do not think that it is the legal tender power or capacity given §
to these various forms of currency that vou are speaking of which reall); n:akes ]

them generally acceptable. The legal tender power is something which perhaps
helps to make them generally acceptable, but it is not the sole reason, and
1t may not be a necessary reason. In other words, some forms of money

which are not legal tender may be generally accepted, the public may use
all the varieties of money even without the legal tender provision behind §

them.

[Mr, Graham Ford Towers.
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Mr. McGrer: That applies to your chartered bank-notes?

Dr. Crark: Yes.

Mr. McGrrr: And also to your cheques transferring bank deposits?

Dr. Crarx: Yes.

Mr. McGeer: But again both chartered bank notes and bank deposits

_ are creatures of law enacted by parliament, are they not?

_ Dr. Crark: They are issued under the terms of provisions incorporated
In statutes, yes.

Mr. McGeer: We have not any money in Canada that is not created by
law, have we?

Dr. Crarx: Of course, I think the answer to that depends on what you
mean by “ created by law.” They are all issued under terms of legal authority
of some sort or another. I think perhaps the essential point is this; that
while all these forms of money are issued under terms of law or under statutory
enactment of one sort or another, it may not be true that the value of any
or of all the forms of money is the result of law. ;

Mr. McGeer: What I am getting at is this: parliament is the source of
origination of all these things that we use as a medium of exchange in Canada.

mean, if it is a silver coin, it has its power and its significance in some
statutory source; is that not correct?
~ Dr. Crark: Yes; as I say, the conditions under which any form of money
is issued in Canada are laid down in statutory law. .

Mr. McGeer: You refer particularly to the creation of a silver dollar on
page 2 of your statement to the banking and commerce committee on March 16.

ou say:— :

Perhaps 1 can take the silver dollar as one illustration. The silver

dollar contains 360 grains of silver, eight-tenths fine, with a certain
remedy allowance. Now, as you know, the standard troy ounce contains
480 grains. The silver dollar contains 360 grains—that is, approximately
three-quarters of an ounce, eight-tenths fine—and if you want to you can .
work out the actual intrinsic value of the metal in a silver dollar as
three-quarters of one ounce times eight-tenths (for the fineness) times the
current price of silver, which is 42 cents or 43 cents. It actually costs
us at the mint, to make a silver dollar, not including overhead, 26 cents
or 27 cents.

We give by law to 27 cents worth of silver bullion a money value of

100 cents, don't we?
Mr. Viex: Forty-three cents.
Dr. Crarx: Yes.-
Mr. McGEgr: A money value of 100 cents.
Dr. Crark: Yes.
Mr. McGeer: That silver dollar is not
of being melted down to bullion?
Dr. Crark: It is converted in
Mr. McGeer: Up to $5.
_ Dr. Crark: Up to any amount.
Hon. Mr. Stewagrr: It is legal tender itself.
Mr. McGegr: There would not be any conversion there.
Dr. Crark: Subsidiary silver coins are legal tender only up to $5 or $10.

-Mr, McGegr: Well, now, am I right in assuming that every time the
government mints a silver dollar it has a prOﬁt of be!’:Ween 72 cents and 73 cent.s?

convertible into anything outside

practice into legal tender money.
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Dr. Crark: Overlooking the overhead costs at the mint, yes.
Mr. McGeer: The overhead costs would only be a fraction of a cent?
Dr. Crark: Very small.

Mr. McGeer: So that the government can and does create money values
out of nothing, does it not?

Dr. Crark: Yes, it may create money values—but there is one further
essential point there. The amount of those substitution coins that are issued is
limited to what the public demand is. If we should put them out by the million,
or scores of millions, you would very soon find that these coins would become
redundant—might not exchange at their face value.

Mr. McGeEer: You can take them as legal tender.

Dr. Crarx: Only up to $5 or $10.

Mr. McGegr: Do you think that there is any danger, for instance, of people
refusing to take that kind of Canadian money in payment of pensions?

Dr. Crark: I would say this, if they were issued in very, very large amounts,
far beyond the demand of the community for them, the real demand of the
community for them, then they would become redundant. It would then be
quite possible that the people would not take them at their face value.

Mr. Towers: May I break in there? May I say I have lived in a country
where that has taken place. While people will take them if they cannot get
anything else, the exasperation which I have seen, and which existed so far as
people are concerned, is very considerable. They have been forced to carry
around bags in their hands to ecart away the coins.

Mr. McGeer: There are two objections to issuing that kind of money:
one, that you might issue too much and the circulation of the coins would become
redundant, with the possible result that there may be depreciation in their value,
and the other objection is they are not convenient to carry.

Mr. Towers: A question of public desire, yes.

Mr. McGegr: Have you any idea of where the saturation point would be?

Dr. Crarx: Well, what we do, of course, is this: the demand for coins of
various denominations is reflected at the chartered banks throughout the country.
At the Christmas season, for instance, in Toronto, due to heavy retail sales in the

! department stores, there may be a threatened shortage of one cent pieces, ten
cent pieces or twenty-five cent pieces. The department stores concerned and the
other storekeepers will go to the banks and ask for more five cent pieces, ten
cent pieces and so on. These orders from the banks come in to the Bank of
Canada and go to the mint, and we fill these orders in accordance with the
demands of the public as reflected in the demands through the chartered banks.

Mr. McGeer: That, of course, is one demand of the public; that is a
demand proportionate to the volume of business being done.

Dr. CLarg: Quite so.

Mr. McGeer: With the money the public has.

Dr. Crark: Quite.

Mr. McGeer: But there is another demand which you do not recognize at
all, apparently, and that is the demand for a greater volume of money for govern-
ment uses. Have you ever resorted to consideration of issuing this type of money
as a meanas of alleviating the shortage of money for dominion, provincial and
mnnicipal governments?

Dr. Crark: By this type of money, you mean subsidiary coins?

Mr. MeGerr: Yes, silver coins.

Dr. Crarx: I believe we are supplying all the public demand there is for
such coins. : . :

[Mr. Graham Ford Towers.]
[Dr. W. C. Clark.]
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Mr. McGrer:  Well, now, dealing with Governor Towers’ objection about

€ redundancy, may I say we could issue a silver certificate, could we not?

Dr. CLark: Yes.

Mr. MeGeer: That would be just as convenient as Bank of Canada money
Or chartered bank money ?

Dr. CLark: Yes.

Mr. McGeer: Convertible into silver coins, could we not?

Dr. CLark: Yes. .

Mr. McGerr: As a matter of fact, that has been done to a very large
extent in the United States, has it not?

Dr. Crark: Quite so. :

Mr. McGeer: Do you know how much in value in silver certificates is
BOW in circulation in the United States?

Dr. Crarx: I think we have the figures.

Mr. McGeer: 1 believe it is about $1,400,000,000.

Hon. Mr. Stevess: $450,000,000?

Mr. McGeer: $1,450,000,000 is the amount now. :

Dr. CLark: We shall have the figures in a moment. It was for a consider-
&ble period of time $379,000,000, but it is larger now. I have forgotten the
Xact figure, but here it is—“Silver certificates, January 1939, 351:269’000’009'"
o Mr. McGrer: Now, Dr. Clark, I want to bring your attent:ion to th_ls:
If it has been found practicable to issue $1,269,000,000 worth of silver certifi-
Cates in the United States, is there not in the use of a similar process an oppor-
Unity for Canada’s government to improve its monetary position?

Dr. Cuare Would they not take the place, Mr. McGeer, of Bank of
Canady notes? Would it not mean the issue of these Bank of Canada notes
Would be reduced?

Mr. MeGrrr:  Well, that would very largely depend on what use was
Made of that particular form of money.

Dr. Crark: What are you going to get for them? i

Mr. McGerr: If we finance certain programs of unemployment relief with
& dollar which instead of costing the government s_omethlng, the government
Was able to produce at a profit of 73 cents, it certainly would reduce the cost

nancing government, would it not? 5

Dr, Crark: The Bank of Canada notes ean be produced without the cost
of that 26 or 27 cents.

Mr. McGrrr:  So that you would prefer to have Bank of Canada notes
Telieved of their gold standard reserve provision? )

Dr. Cuark: Well, T do not know that it is necessary to smake a choice of
those tyy, things at the present time. I go back to the point made by Mr.

owers a little while ago as to the extent to which you should go hl.m thef i
Monetary policy to achieve auy purpose which Fou wish to ac 1ex;3{ {'01}{1
the point of view of national policy. What I was trying to say was this: 1
U issue one dollar silver certificates in the placing of putting out the: Sl
dollarg themselves, you will probably just be replacing Bank of Canada not-e?
1L cireulation, because I believe the public generally carries, as a matter o
'habit, a certain amount of paper money of one dollar denomination and of
Othep denominations. That is a question of habit, related to price levels and
Usinesg activity, and so on prevailing at the time. If we put out a nevs} ty}i);e
ot one dollar note it is likely merely to take the place of the other type of no ?
hat i now in ci’rculation; so that you have a substitution of two types o

B eny rather than an incresse.
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Now, to the extent that you put these new silver certificates out, in pay-
ment of government expenditures of some sort, in other words, expand the
total issue of paper money, then you come to the point which Mr. Towers was

discussing a little while ago. I believe that is in his field and he may well

answer it.

Mr. Towers: I did not quite follow the particular point.

Dr. Crark: To the extent that silver certificates do not merely replace
Bank of Canada notes in circulation, to the extent they are put out to expand
the amount of paper money in circulation, then yvou get into the field of monetary

policy and the appropriate amount of money that should be available or should

be in circulation from time to time.
Mr. Towers: I see the point, although T am not quite sure whether Mr.
McGeer meant to bring it out at the present time. I have no doubt it will

come up in the course of discussion. As Dr. Clark said, there are two questions

there: one is quantity and the other is kind. If quanity remains the same,
more of one kind will displace something of the other. Is it your thought that
the question of quantity, in other words, the whole question of monetary policy,
should come up at this moment, and in that case from what point of view?

Mr. McGeer: I was just dealing with one possible supply, of cheaper

Canadian money, and what I put to you is simply this: being a silver producing

country we in Canada by following the silver certificate policy which the United

States has adopted would have a source of funds available for government use.
Is that not correct?

Mr. Lanperyou: As an addition to what we already have.

Mr. Towers: As an addition?

Mr. McGeer: Yes.

Mr. Towers: If I can just develop these two sections, as kind and quantity

are two distinct things; speaking first in regard to kind, I think your thought

is that even if these certificates did displace Bank of Canada notes there would
be an improvement there, a greater profit because of the kind of money used.

To the extent that increased Bank of Canada notes necessitated an increase in '
our gold holdings, it is true that the use of silver backing costs 25 cents—I

must correct myself, 27 cents—and the legal gold reserve minimum so far as
Bank of Canada notes is concerned is 25 per cent, therefore one needs only on a
legal basis 25 cents against each dollar. In silver one has to invest 27 cents, so
that apparently the silver would be more expensive in that sense.

Mr. McGeer: Yes.

Mr. Towgkrs: There is, of course, a further question which T will not try
to evade, and that is the use which can be made of that silver reserve in case of

necessity. If you have a reserve at all, I suppose, the only object would be the
thought that you might want to use it some time. If you never want to use it
there is not much point in having it. Why go to the expense of having it if you

are not going to use it? Should you be called upon to use your silver reserve, of
course, there is no telling what you could get for it. It may be 43 cents an ounce,
it may be 20 cents an ounce, you cannot tell. On the other hand, with luck, it
may be 60 cents.

Mr. McGeer: Do you recall the amount of silver you had on hand when

you sold it?
Mr. Towrrs: Approximately $3,000,000 worth.
Mr. McGerr: Where was that sold?
Mr. Towsrs: Largely to the United States.

Mr. DoxyeLny: Is it not a fact that silver was depreciating at that time? i

Mr. Towers: A 2 cent drop had taken place just about that time.

EMr. Graham Ford Towers.]
Dr. W. C. Clark.]
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Mr. McGeer: If I might carry that through, if you had taken that silver
over to the mint and it had gone into the Canadian dollar, how many Cana-
dian dollars would you have received for it?

Mr. Towers: Presumably nearly $12,000,000 on the basis of 25 cents.

Mr. McGeEr: Yes; we had $3,000,000 worth of silver which we sold to the
U’{lited States for $3,000,000, but which we could have turned into the Canadian
mint and received $12,000,000 of Canadian dollars.

Mr. Towers: The next step—

Mr. Howarp: If the public will take it.

Mr. Towers: If I may keep to that question of kind as compared with
Quantity, if we had received that $12,000,000 in silver certificates and it had
been thought wise to keep the total quantity of money outstanding on the same
evel as before, $12,000,000 of our notes would have been retired, and at the
Same time we would have lost $12,000,000 earning assets in the form of govern-
Ment securities, so that on balance we would have been behind. '

Mr. Vien: If you take the Supreme Court building that we are erecting
at a cost of, let us say, $250,000, and instead of issuing government bonds and

Orrowing money we had paid for the Supreme Court out of silver certificates,

OW would it have worked out? ;

. Mr. Towgss: That, of course, goes quite away from the question of
kind and the question of quantity. I would say if we are embarking on a
Policy which envisaged a very substantial increase In the quantity, the
Cheapest thing would be not to bother with silver or gold but to use paper.

aper would certainly be the cheapest.

Mr. McGeer: I think we are getting to that point now.

Mr. Vien: I thought you were approaching it. _

Mr. McGeEr: The reason that I deal with silver is that we ‘have the
Precedent of what the United States has done. You would not suggest for a
Moment that the issue of silver certificates and their use in the United States

as indicated that that is not, an aceeptable form of money, would you?

Mr., Towers: I would say that a certificate which would have exactly
the same appearance as a Bank of Canada note exg:ept a slight difference
! wording, and which was given legal tender authority, would naturally be
Quite as acceptable. _ :

Mr. McGeer: Do you know the form of money that you received for this
$3,000,000 worth of silver that you sold to the United States? .

. Mr. Towers: Yes. The proceeds of that would have been sold, other things
belng equal, in the exchange market. : . ;

Mr.McGerr: American legal tender money paid for it?

Mr. Towrrs: No, Canadian. We would sell it in the exchange market,
and we would receive ’33,000,000 Canadian. Let me put it this way, we would
Teceive $3,000,000 Canadian dollars, which we would then invest in $3,000,000
of dominion or provincial government securities, on which we would earn a
fate depending on the time at which we bought; so that instead of having

000,000 in silver, we have $3,000,000 in dominion or provincial securities

bearing interest. ,

Mr. McGeer: If a man took silver to the United States to sell as a com-
modity he could be paid for it in American silver certificates, could not he?

Mr. Towrrs: Yes, he could. e S

Mr. : i ook that $3,000,000 wo s -
New YorliwacrglEﬁ?ferég dit lifnr lii}aletmarket there and closed the transaction there,

€ could be paid in American silver certificates? _

Mr. Towers: Yes, that is true.
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Mr. McGeer: Now, as a matter of fact, Mr. Towers, a good deal of our
business in Canada to-day is being carried on in silver certificates of the
United States, is it not?

Mr. Towers: I do not think any business in Canada is being carried on
in silver certificates. They are not in circulation here, except in some insignifi-
cant quantity.

Mr. McGeer: American tourist trade runs between $325,000,000 and
$350,000,000 a year. I say the bulk of that trade is carried on by the expendi-
ture of silver certificates in Canada?

Mr. Towers: Which we then immediately ship back to the United States.

Mr. McGeer: But they go to our banks. :

Mr. Towers: They go fairly rapidly. The amount in circulation, I believe,
is not great.

Mr. McGeer: As a matter of fact, they do circulate in our banks and
in our stores and amongst our own people.

Mr. Towers: That brings up another question, how much of our circulat-
ing medium in Canada may be made up of the notes of other countries.
Obviously, there are none of any importance with the exception of certain
notes of the United States which might pass from the tourists who spend
them to the banks which receive them. I would be inclined to believe that
the amount outstanding at any one time was not very great. Naturally, it
would be at its peak in the summer. It would quite rapidly get into the banks
and be sent back to the United States, certainly in the autumn of each year.

Mr: McGeer: Now, do you think that if we had converted that silver
you sold to the United States into Canadian silver dollars to the value of
$12,000,000 it would have had a depreciating influence on the value of the
Canadian silver dollar? Y

Mr. Towrrs: I would assume it would simply have displaced other forms "
of currency to an equal amount, and therefore that there would be—

Mr. McGrer: The question I asked you was, do you believe it would have
any depreciating influence on the value of the Canadian silver dollar?

Mr. Towers: I should say it would have displaced other forms of currency,
and the silver dollar would continue to be accepted at par. But I would also
say that if there is a demand for $12,000,000, it could still be filled, that there
is plenty of silver left to do it.

Mr. McGeer: Yes, but what I am dealing with now is the specific transac-
tion, whether we should have converted it into Canadian legal tender money at
a profit of roughly $9,000,000 over and above what we got for it. That is really
the situation, is it not?

Mr. Towers: No, because if it displaced an equal amount of other cur-
rency, we would have had to have sold $9,000,000 more of our assets to offset
that reduetion in our note issue.

- Mr. McGeer: Yes, but that would not-have happened, would it, Mr.
Towers? :

Mr. Towers: There you come to the question of quantity; if it were desir-
able at that stage to increase the total quantity of money by $9000000 or
$12,000,000, or $15,000,000, that is another story. If it is desirable to increase
the quantity, then one can still say what kind should be used in effecting that
inerease.

Mr. McGeer: Most of that $12,000,000 would have ev i
way to the banks, would it not? T

Mr. Towers: If the public did not want to use that silver dollar in their
pockets, yes.

[Mr. Graham Ford Towers.]
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t?Mr. McGeer: And it would have increased the bank deposits, would it
not?
~ Mr. Towess: It would have increased the chartered banks cash in the first
instance and that would have tended then to lead them to expand their activities
and increase their deposits, yes.

__Mr. McGeer: But there is something else that it might have done. They
might have increased their deposits with the Bank of Canada?

Mr. Towers: As the silver dollars came in to them they would have
wanted, yes, to deposit silver dollars with us; but whether they had deposited
the_m with us or kept them in their tills, represents the same thing so far as
their cash reserves are concerned; because their cash reserves are the total of
what they have in their tills plus what they have with us. I am assuming, for
the moment, of course, that those silver dollars in the way you mention, would
have been designed by the government as full legal tender, and that they may
have been counted in cash. If that were not the case, if they were only legal
tender up to a certain point and could not be included by the banks as part
of their cash reserves, the situation would be different.

Mr. Lanperyou: I have just one question to ask you about this $12,000,000.
Suppose the government had issued that $12,000,000 as Mr. McGeer said and
had purchased $12,000,000 worth of commodities in the United States—we are
purchasing war materials—suppose we had purchased $12,000,000 worth of
war materials in the United States with this money, would they have accepted it?

Mr. Towers: No, the United States would not have accepted it for a
moment. We would have had our own people accepting $12,000,000 silver dollars.
Then the government would have $12,000,000 cash here and they could have
bought either in Canada or gone to the exchange market for foreign fux}ds.
But probably, if I may say so, again speaking of kind rather than quantity,
we would have had obviously a reduction in our circulation if that took place.
That is, our circulation which was displaced by the $12,000,000 silver dollars
we would have had to offset by selling securities, and therefore from the point
Of‘ view of the financial advantage to the government through changing the
kind of money, it does not exist at all.

Mr. McGerr: What is the total of our subsidiary coins—$28,000,000?

Dr. Crark: It is about that. :

Mr. Towrrs: $29,698,000 at the end of December. Excuse me, that is
only silver. Including nickel and bronze it would be something over $35,000,000.

Dr. Crark: No; a little over $30,000,000. :

Mr. Tucker: If Mr. Towers is going to prepare a.state:mer.xt in answer
to some of the questions that have been asked, T should like him if pqs51ble to
answer what I suggested in my speech on February 16. I should like very
much to have that dealt with in his statement. ; S

Mr. McGeer: When we meet again I should like to continue examining
Mr. Towers on the problem of how we are going to finance our existing debt,
our increasing problems of defence, and what 1 envisage as a general increase
in the total cost of government unless we find some way of financing more
cheaply the cost of government. My own feeling is that progress 18 goIng to be
very, very definitely stalemated and a situation even more serious to face
than the ‘one we have passed through. When we resume I should like the
Opportunity of examining Mr. Towers further along those h.nes.

Mr. Jaques: I asked Mr. Towers a question but he was interrupted before
he could answer. Would Mr. Towers include the answer to that question m
. his notes for our next meeting. My question was as to the possibility of paying

Increased debts with a decrease in the price level.
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Mr. Ross (St. Paul’s): Is it not so that any considerable increase in cur-
rency amounts practically to a capital levy; that is, it cannot be done for
nothing? It must cost somebody something.

The CuamrMAN: Gentlemen, it is now past 1 o’clock. Your question can
be answered at the next meetmg

(At 1.05 p.m. the committee adjourned to the call of the chair.)
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APPENDIX
GLOSSARY OF MONETARY TERMS
(SuBmittED BY DR. W. C. CLARK, DEPUTY MINISTER OF FINANCE)

L Money

Money, in the broad sense (now sanctified by popular usage), is any
medlum‘ of exchange which is generally acceptable in day-to-day business
Tansactions and the settlement of debts and contracts. e
B To understand this function of money, we should contrast it with barter.
Varﬁer is the direct exchange of one commodity for another. It is an ncon-
enient and time-consuming method of trade, as it involves each individual
Who has some article to trade finding some other individual who wants that
ﬁartlcular article and has something of equal value to offer in exchange which
o acceptable to the first party. The inconveniences of the barter system gave
8¢ to the development of a money economy under which the parties wishing
b ttrzamde first exchange the articles or services they have to sell into a go-
€ween or intermediate commodity (i.e. a medium of exchange) which can then
e exchqnged for the goods and services which they wish to secure from others.
of Besides serving as a medium of exchange, money, or at least certain forms

Money, also perform other functions, including the following:

(1) It serves as a standard of value, as a yardstick by which the relative
values of goods and services may be measured or their ratios of
exchange determined, and as a unit of account, a unit in which debts
and other contracts are expressed, in which prices are stated, and in
which accounts are kept. (It may be noted that the standard unit of
value, the “money of account,” may not be used widely or at all as a
medium of exchange.)

(2) Tt serves as a standard of future or deferred payments, as a yard-
stick by which may be measured the amount to be paid by a debtor
to a creditor as a result of a contractual obligation extending over a
period of time. (Note that if the standard is one that is likely to
fluctuate in value, this fact will increase the risks of business enter-
prise, disturb the equitable relations of the money ncomes of different
social classes, and restrict the efficient functioning of the whole
economic system.)

(3) It serves as a store of value, as a means of holding wealth in a form

-which can be immediately used. (The average size of an individual’s
holdings of coins, paper money, bank deposits and the gold reserves
back of such currency and deposits may be taken as a rough indication
of his use of money as a store of value. Everyone requires a certain
stock of ready purchasing power on hand to meet day-to-day con-
tingencies. This stock is & kind of revolving fund, as new current
receipts are poured into it and new currer_lt expenditures are paid
out of it. On the average a certain sum will be found adequate to
enable the individual to pay all bills coming due angi to meet un.fore-
seen contingencies. He will not, normally at least, wish to b.lllld it up
to undue proportions, because money as a store of .value' is an idle
- asset; only when he gets rid of it by spending or investing it does

he receive benefit or gain.)
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Tt should be noted that these functions of money all derive from its suit- 1
ability as a medium of exchange; it is a means of payment, a measure of
relative values and a means of holding wealth in liquid form only because it is
“generally acceptable” in exchange for goods and services. In other words, the
essence of money is general acceptability in the community concerned.

This rules out from the concept of money certain articles or commodities =
which may be sometimes used as a medium of exchange but which it is desir-
able to regard not as money but as local or temporary substitutes for money.

2. Legal Tender
Legal tender or lawful money means those forms of money which by the §
law of the country concerned must be accepted in fulfilment of contracts in |
terms of money—in settlement of debts, judgments, taxes, ete. 1
Unlimited legal tender refers to those forms of money which are legal tender
for a payment of any amount.
Limited or partial legal tender refers to those forms of money which are
legal tender for payment of only a limited amount stipulated by law.
{in Canada, the following forms of money are legal tender up to the amounts
stated:— :
(1) ]S:",ank) of Canada notes—up to any amount. (Bank of Canada Aect, -
.24). ]
(2) Canadian gold coins—up to any amount. (Currency Act, S.8). _
(3) British gold sovereigns (and any multiples or divisions thereof) of the
weight and fineness prescribed by the laws of the United Kingdom on |
May 4, 1910, and which are not of less weight than the current weight §
specified as the least current weight at which they are legal tender in §
the United Kingdom—Iegal tender at the rate of $4.86-% per sovereign
up to any amount. (Currency Act, S. 9).
(4) Canadian silver coins—up to $10 only. (Currency Act, S. 8).
(5) Canadian nickel coins—up to $5 only. (Currency Act, S. 8).
(6) Canadian bronze coins—up to 25 cents only. (Currency Act, S. 8).
Note—Up to January 31, 1934, United States eagles, half eagles and |

double eagles, coined after January 18, 1837, were legal tender |
up to any amount. (Currency Act, S. 10).

3. Credit

Credit is a very general term and has even an intangible meaning in reference
to a person’s or a corporation’s financial reputation. It is derived from a Latin |
word which implies “trust.” When a merchant sells goods on credit, he trusts
‘his customer to pay for them in lawful money at the end of the month or on |
an agreed date. It would amount to the same thing if the merchant lent t0
the customer enough money to pay for the goods, on the understanding thab |
the loan would be repaid by a certain date. To grant credit, therefore, i 1
equivalent to a loan of money. &

Credit is the opposite of debt. When a credit is granted, it involves both §
a creditor and a debtor—the one to whom the promise or obligation to pay 15 |
given and the one who gives the promise or obligation to pay. The former ha$
an asset and the latter has an outstanding liability. ‘

For the purposes of monetary discussion, credit or credit money may be |
defined as promises or obligations to pay legal tender money, which promises ¥
or obligations are generally accepted by the public in the settlement of debt®
and business transactions. Tt will therefore be apparent that not all eredit #
money. The ordinary individual’s credit—his promise or obligation to pa¥ §
legal tender money—is not money; he is known and “trusted” in too limited &
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Circle to give his promise to pay that quality of general acceptability which is
the essential characteristic of money. Credit money therefore must represent
he promise or obligation to pay legal tender money on the part of some one
Or some institution (such as a government or a bank) which is sufficiently well-

hown and trusted to have its promises to pay possess the quality of general
acceptability.

Bank credit is the promise or obligation of a bank to pay legal tender
Currency.

4. Various Kinds of Money Defined.
A. Currency—

Currency includes those forms of money (coins and notes) which
circulate freely from hand to hand without signature, endorsement or
other formality. In popular usage, the word “cash” is generally used
to signify what is here included under the term “currency,” although in an
accounting sense, “cash” on the assets side of a balance sheet includes
both currency and bank balances (“cash on hand” and “cash in banks”)
and later we will have to define “bank cash” in still another sense.

1. Coing—

Coins are those forms of currency issued by the State in the form of
metal dises composed of a metal or combination of metals of a weight and
fineness specified by law, stamped by the State to indicate and certify
their value for monetary purposes and designed in such a way as to pre-
vent clipping and sweating and to render counterfeiting difficult.

Coins are of two general classes:—

(a) A standard coin is a coin whose face value is equal or approxi-
mately equal to the market value of the metal contained in it.
The value of the coin is tied firmly to the value of the metal
from which it is made by the device of requiring the country’s
mints to stand ready at all times to coin any amount of the
metal offered to it without charge or at only a slight charge.
(See more detailed discussion later under Gold Standard). When
Canada was on the gold standard, our gold coins were standard
coins. (They might also be called commodity money).

(b) Subsidiary coins (sometimes called token coins) are coins whose
face value is higher, usually substantially higher, than the market
value of the metal contained in them. They are usually com-
posed of silver or of the base metals and are used to supply the
need for money in small denominations—“small change.” Sub-
sidiary coins are kept in circulation on a parity with standard
coins by the adoption of the following principles for their
regulation:—

(i) by reducing the quantity of metal in them to such an
extent that their intrinsic value is much below their
face value;

(ii) by limiting the quantity of them to the actual needs of
the community for coins of their particular denomina-
tions;

(ili) by limiting their legal tender quality to small sums; and

(iv) by making them redeemable in standard money.

It will be obvious that the State makes a profit out of the coinage
of subsidiary coins. This profit is called seigniorage—which is the

difference between the face value and the intrinsic value of a coin less the
75113—3
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actual cost to the Government of the process of coinage including the
purchase of necessary alloys. Brassage is a term sometimes used to
denote the charge made by a Government for coining bullion where such
charge does not exceed the actual cost of coinage.

Under a gold standard, where the Mint stands ready to coin gold
bullion into gold coins in unlimited amounts (that is, any amount that
may be offered to it by private individuals), the system is referred to as
free coinage of gold. This does not mean that no charge is made for the
work of coinage; if no charge is made, it is called gratuitous coinage. The -
number of standard coins, e.g. gold dollars, which may be minted from
an ounce of gold, is fixed by law, and is the mint price of gold.

2. Paper Money or Notes

Paper money or notes represent that part of the currency which takes
the form of the promissory notes of a Government or of a bank. These
notes are normally payable on demand in legal tender currency, either
explicitly or implicitly. They are a form of credit money.

In some cases, the paper note is really a warehouse receipt or
certificate for an equivalent amount of metallic coin or bullion and is
directly convertible into that coin or bullion. For instance, a U.S. gold
certificate (no longer in public circulation) bears an inseription of the
following type: “ There has been deposited in the Treasury of the United
Btates (6l Arderiehy A il L Gaa s S dollars in gold.” Similarly, a
United States silver certificate is redeemable at the Treasury in standard
silver dollars.

Paper money which is actually redeemable in standard coin or bullion
(or foreign exchange) is called convertible paper money. As long as
paper money can be redeemed in this way without expense, delay or other
difficulty, its value will be the same as that of the coin or bullion (or
foreign exchange) in which it is redeemable.

Inconvertible paper money or fiat money is money which is not
redeemable in a standard coin or bullion. Its essential quality is that its
value is independent of the material from which it is made as well as
independent of any promise to redeem it in any other money or commodity.
It may possess general acceptability as money because of its relative
scarcity, the absence of alternative means of payment, the habituation |
of the people to the use of paper money, and the fact that it may be
given legal tender power or be made acceptable in the payment of public
dues. It may serve the purposes of money effectively as long as individuals |
for one or more of the above reasons are confident that other people will
accept it as a means of payment.

Active note circulation is the term used to denote the total amount
of notes in the hands of the public, that is, after deducting the amount
held by banks. In the case of Bank of Canada notes, a portion is always
held by the chartered banks as part of their cash reserves, In the case of
chartered bank notes, a portion of the notes issued by one bank may be
deposited with another bank and held temporarily by that other bank
until presented through the clearing house.

B. Bank Deposits

_ Bank deposits, like bank notes and convertible government paper money,
represent a form of credit money—indeed the most important form of eredit i
money and much the largest portion of money in general. i
~ Bank deposits are essentially credits entered on the books of a bank
recording the obligation of the bank to pay legal tender currency to the persons
in whose favour the entries are made. They are transferred from one person to
another by a written instruction which normally takes the form of a bank cheque.
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It should be noted that it is the bank deposit itself and not the cheque which
Constitutes money. The cheque is merely the mechanism of transfer—the
Instrument drawn by the holder of the deposit instructing the bank to pay legal
tender currency to a third party in whose favour the cheque is drawn. Normally,
also, the transfer is effected without any withdrawal of currency.

1. Chartered Bank Deposits

i The deposits of a chartered or commercial bank may be classified as
ollows: —

(1) Public deposits, namely, those belonging to the general public, (indivi-
duals, firms and corporations) as distinet from those belonging to
governments or other banks.

(2) Government deposits, that is, those belonging to the dominion and
provincial governments. While probably subject to more rapid and
drastic fluctuations, they are otherwise not essentially different from
public deposits.

(3) Interbank deposits, that is, deposits belonging to other banks, either
Canadian or foreign.

Another classification is based on the legal conditions of withdrawal.
Demand or current deposits are those payable on demand and legally transfer-
able by means of cheques. Time or savings deposits are those which the banks
do not legally need to pay except after a certain number of days’ notice or on
& fixed date. In practice, however, Canadian banks always allow chequing
against savings deposits and do not require notice. Normally most current
deposits are non-interest bearing while savings deposits generally bear interest.

2. Central Bank Deposits

Central bank deposits are a special kind of money generally used only by
banks and governments and therefore are not generally regarded as part of
the supply of money in the hands of the public. In Canada, Bank of Canada
deposits are of three kinds: _

(1) deposits of or balances due to chartered banks which form part of
the cash reserves of the latter and are used for transactions between
banks and between banks and the Government;

(2) deposits of Quebec savings banks which are used for cash reserves.
and for transactions with other banks; and o4

(3) Government deposits—a portion of the cash balances of the Dominion
Government are maintained with the Bank of Canada.

C. Bank Cash or Cash Reserves ; .
Bank deposits, like bank notes, circulate freely as money because the public
has confidence that the obligations they represent will be honoured by the banks
Whenever presented. This confidence is enger_ldergd by a'x}umber of factors,
including the past record of the banks, the leglslat1\re provisions governing the
Operations of banks and the principles according to which banks are managed.
One of these principles requires the maintenance of a certain proportion of their
assets in absolutely liquid form and the balance in certain types of assets of
Varying degrees of liquidity. Cash reserve or bank cash is the term used to
describe these assets which a bank keeps in absolutely liquid form. In Canada,
only notes of and deposits with the Bank of Canada can legally be mcluc'!ed in
he cash reserves of chartered banks. By law, a chartered bank must maintain
& cash reserve in this form equal to at least 5 per cent of its note and deposit
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t), and may in addition keep a reserve
In practice it maintains a gold reserve

equiremen
hange.

‘ STANDING COMMITTEE
substantially higher than 25 per cent.

In practice, the chartered banks find it necessary and

expedient to keep a substantially higher cash reserve; for the system as a

whole it averages about 10 per cent.
The Bank of Canada is required by law to keep a gold reserve of 25

cent, of its note and deposit liabilities (although provision is made for a

temporary suspension of this r
in certain kinds of foreign exc

liabilities in Canada.
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I. CURRENCY

(Thousands of dollars)

6. AMOUNTS OF VARIOUS KINDS OF MONEY IN CANADA

Canadian Coins! Notes
Bank of CanaIt\Iia and Dominion
otes?
Total Chartered
Total Silver Nickel | Bronze Total Kative Held by Bank
' Total Circulation C}%;amx‘;ed Notes
a0, 1 088 <. oo vvviv e 310,493 40,710 4,868 29, 698 3,036 3,108 269,783 175,260 118,423 56,837 04,523
5 TR G T S 306,370 39,364 4,868 28,613 2,872 3,011 267,006 165,330 111,430 53,900 101,676
Dec. 282,961 38,077 4,868 27,657 2,636 2,916 244,884 135,735 87,871 - 47,864 109, 149
Dee. 255,980 37,374 4,868 27,242 2,434 2,830 218, 606 99,677 59,098 40,579 118,929
Mar. 258,123 37,184 4,868 27,318 2,255 2,743 220,939 96, 263 45,101 51,162 124,676
Feb. 383,162 36,904 4,868 27,100 2,209 2,727 346,258 220,280 35,232 185,048 125,978
Deec. 390, 521 37,052 4,868 27,249 2,208 2,727 353,469 217,034 33,801 183,233 136,435
Deec. 352,299 37,596 4,868 28,032 2,025 2,671 314,703 182, 644 30,311 152,333 132,059
Dee. 355,723 37,478 4,868 28,166 1,895 2,549 318,245 191,170 29,189 161,981 127,075
Deec. 352,604 37,201 4,868 28,265 1,726 2,342 315,403 174,390 30,479 143,911 141,013
00 8. B0 v A o i 359, 965 36,534 4,868 27,946 1,437 2,283 323,431 175,414 29,575 145,839 148,017
pa 3E GINR - AR e e 415,802 36,373 4,868 27,984 1,261 2,260 379,429 203,932 31,613 172,319 175,497
D0 B TR 5o O cnina s nb o ANA 443,224 35,254 4,868 27,211 1,018 2,157 407,970 221,883 29,939 191,944 186, 087

1 Represents the net amount of Canadian coins issued up to the dates indicated (new issues less withdrawals).

In the case of gold, no coins have been struck since 1916, and the amount shown above represents the net amount issued and outstanding up to that time. No

coins of the United States or the United Kingdom are included.

2 Prior to the opening of the Bank of Canada (March 11, 1935) notes issued by the Dominion were legal tender in Canada. In addition to the ordinary notes for
public circulation there were notes issued in denominations of 81,000, $5,000 and £50,000, which were used only by the chartered banks for clearing purposes and for deposit

in the Central Gold reserve.

On March 11, 1935, the Bank of Canada assumed full obligation for the Dominion Notes outstanding as of that date, and has since

replaced all but a small amount of such notes with bills of its own issue. Maintenance of deposits by the chartered banks in the central bank has made the use of
the large notes for inter-bank purposes no longer necessary, and these have not been replaced.
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II. Bank Derosits

'

6. AMOUNTS OF VARIOUS KINDS OF MONEY IN CANADA—Con.

(Thousands of dollars)

Bank of Canada

Chartered Banks

e Owing to- | Owingto | Owing to Public Deposits (in Canada) Do::‘i(x;ir)n‘ TotenPaak
e D e | Gavermnt | Deposits
otal Demand Time Dovosits

17 R 4 AR A Sl e 220,405 200, 646 3,086 16,673 | 2,566,567 2,393,749 734,103 1,659,646 106,155 66,663
P R U b SR S e T S 210,580 196,040 3,457 11,083 | 2,410,771 2,282,013 699,187 | 1,582,826 52,611 76,147
et IES T R e R ST 207,809 186,974 2,059 18,776 | 2,355,215 | 2,230,148 682,326 1,547,822 72,437 52,630
Paey 815 198500 il oy 200,319 181,636 766 17,917 | 2,229,752 | 2,126,898 640,921 1,485,977 52,592 50,262
Mare B c 1080 o Uy i e 167,741 149,029 380 18,332 | 2,048,998 1,959,200 512,505 1,446,695 47,139 42,659
2t e T R el e O Tl 0 T it et IR ) L Wl S0 L o R 2,047,980 | 1,944,561 516,238 1,428,323 58,807 44,612
D060, 4151938 1N kE it v el B s RR) T SRR PR B Ly TN < 2,079,861 | 1,982,699 575,497 | 1,407,202 52,618 44,544
81t e R e S oAy T bR i ST IRCAL o AP S TR LN et S R 1,971,472 1,858,788 501,871 1,356,917 61,247 51,437
g BT DA R S R (s e L L SR s eon RPN [t vl e 1,976,892 1,843,733 466,213 | 1,377,520 72,041 61,118
by o it by e SRR S ST 8 IR e o e TR R st et KTy SRl et 2,116,070 | 1,926,627 566,585 | 1,360,042 130, 886 58,557
B o il € e R R TR et M (RGBSR S I e el el A S ot 2,192,926 | 2,067,539 641,694 | 1,425,845 47,533 77,854
18 1: i Bl b | AT BT o e SUIC R S R o M ol o] PR e TR e 21 RS 2,378,173 | 2,163,720 729,315 | 1,434,405 91,605 122,848
D B e o e AT b aphca 4, Rt e bl e 26 Do 0 I SN g 2,433,199 | 2,235,308 715,023 1,520,285 62,911 134,980

! Includes deposits outside of Canada.
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6. AMOUNTS OF VARIOUS KINDS OF MONEY IN CANADA—Con.

III. Torar Active MoNEY SUPPLY

(Thousands of dollars)

Deposits of

Total Active | Total Active Chartered . :
48 it | Ciriions | PETERISIED | oty St
Funds?®

st DA SRR el N A G BRI S PTIR STR N L ers s ot R eiedie LW CURB RS 30,683 206,741 2,498, 000 2,735,424
100G g L1 R R RSP ey LB o e B W A R ORI A s R i L 29,669 207,444 2,387,000 2,624,113
Decrdlyas8s, = ... 1. 1% 28,190 191,097 2,323,000 2,542,287
Dec. 31, e B R T o N i i ekl DA, ) S Mt ) 27,132 170,136 2,208,000 2,405,268
Mar. 31, 1935 25,709 163,412 2,034,000 2,223,121
Feb.28, 1935 26,036 153,930 2,015,000 2,194,966
Deec. 31, 1934 26,184 157,284 2,050,000 2,233,468
Deec. 30, 1933 26,728 151,018 1,933,000 2,110,746
Peas 13082 5 i e R A AT T R e N I T L (N S 58 & B 26,610 144,117 1,928, 000 2,008,727
gD A L e R i L i e R T e 1 S R e 26,333 159, 556 2,069,000 2,254,889
Dec. R L Iy T o R R e R o R s T S CaaTRe L e R e S 25, 666 162, 581 2,128,000 2,316, 247
T 0 B SR e e s T L N A e e R 25, 505 187,104 2,270,000 2,482,609
b S T B A S T P e L, T Kt o Sl R R T 24,386 193,092 2,315,000 2,532,478

1 Total coins outstanding less amounts held by chartered banks (estimated prior to March, 1935) and less total gold coins assumed to be not in active eirculation.

(In fact, prior to 1932 a small amount of gold coins were in active circulation.)

2 Total of Bank of Canada notes (prior to March, 1935, Dominion Notes) and chartered bank notes outstanding less amounts of the former held by chartered

banks and of the latter held by other chartered banks.
bank

3 Since March, 1935, these figures have been compiled by the Bank of Canada prior to that date are estimates based on the monthly returns of the chartered
s.
4 This is the total of the previous three columns. It should be noted that all deposits at the Bank of Canada, including those of the Dominion, are excluded.
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7. Definitions relating to Monetary Standards

1. Monetary Standard—This term refers to the type of money which is
used as the standard unit of value. Thus, a country may be said to be on a gold
standard, a silver standard, a paper standard or an exchange standard, depending
on the commodity or thing which is used as the standard of value. Prior to
1931 Canada’s monetary unit was the gold dollar (not coined), consisting of
25-8 grains of gold % fine and Canada was said to be on the gold standard.

2. The Gold Standard—The gold standard is a monetary system in which
the monetary unit is defined as equal to a specified weight of gold of specified
fineness and the value of the country’s money is maintained, by certain devices
referred to below, on a parity with the market value of gold both domestically
and in free international markets.

(a) Full Gold Coin Standard

The full gold coin standard is a monetary system in which (a) the
monetary unit is defined as a specified weight of gold of specified fineness;
(b) gold coin is full legal tender; (c) all credit money issued by the
Government or the Central Bank and all legal tender money other than
gold coins, are redeemable at par in gold coin on demand; (d) gold is
coined without limit and without substantial seigniorage charge for all
who bring it to the Mint; (e) there is no restriction upon the importation
or exportation of gold in any form or upon holding gold or circulating
gold coins; (f) the amount of money outstanding is determined, or at
least limited, by the amount of gold reserves.

(b) Full Gold Bullion Standard

The full gold bullion standard is a monetary system in which (a) the
monetary unit is defined as a specified weight of gold of a specified fineness;
(b) gold is not coined but gold bullion in the form of bars is full legal
tender; (c) all credit money issued by the Government for the central
bank and all legal tender money, are redeemable in certain minimum
amounts on demand at par in gold bullion (ie., in the form of gold bars
of a minimum size, say 400 ounces); (d) gold of standard fineness is
purchased by the Treasury or Central Bank at a fixed price and without
limitation from all who offer it; (e) there is no restriction upon the
importation or exportation of gold in any form; and (f) the amount of
money outstanding is determined, or at least limited, by the amount of
gold reserves. :

(¢) Limited Gold Standards

In recent years various countries have ceased to observe all the
requirements noted above for the full gold coin or bullion standards and
vet have maintained the value of their money in world markets equal to
the value of a definite quantity of gold. In order to stabilize the value
of the money in terms of gold, it is not essential that the country permit
its residents to hold, to export or to import gold, nor that it should
guarantee to exchange its money for gold, nor that it should regulate the
quantity of its money in relation to gold, providing that the authorities

themselves will buy and sell gold on the world markets for their own

currency at a fixed price (for example, through an exchange stabilization
fund).
In practice there are all sorts of variations,
3. The Silver Standard is the same as the gold standard but with silver
substituted for gold.

Note: Historically many countries for long periods of time have used a
silver standard but to-day no countries remain on the silver standard.

i

4
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4. The Bimetallic Standard—A bimetallic standard is one where the value
of the monetary unit is maintained equal both to a fixed quantity of gold and
to a fixed quantity of silver. Therefore, the authorities must be prepared to buy
and sell both silver and gold at all times and without limit at the specified fixed
prices. The standard of value is defined as either of the two metals, a definite
quantity and fineness of each being specified, e.g., 25-8 grains of gold and 412-8
grains of silver, each nine-tenths fine—a 16 to 1 ratio. All credit money and
all legal tender money are redeemable at the option of the Government in
either metal. There is no restriction upon the importation or exportation of
elt‘her metal. Both metals are full legal tender, and there is free or unlimited
Coinage of both metals.

One implication of this standard is that if the ratio between the fixed pricgs
fOI_‘ gold and silver (i.e., the coinage ratio) differs from the ratio between thglr
Prices in the open markets (i.e. the market ratio), the monetary authorities 3\'111
have to buy one metal and sell the other until either the ratio of market prices
Comes into line with the coinage ratio, or the standard breaks down because
they have sold all their stocks of one of the metals and all stocks of that m_etal

ave disappeared from circulation, either by export to foreign countries or 1nto
Non-monetary uses.

Nore: No country to-day is on such a standard.

5. Exchange Standard—An exchange standard is a monetary system
arranged or managed so as to maintain the foreign exchange value of the
Monetary unit at a fixed value in terms of some other monetary unit. ;

Thus, a gold exchange standard would be a monetary system which is tied
to the currency of some other country which is on a gold standard. The
Ssentials of this system would be the following:—

(a) The standard unit of value is defined as equivalent to a fixed amount
of the currency of a country on the gold standard which in turn is
equivalent to a definite quantity of gold of a certain fineness.

(b) The Government or the central bank establishes a credit balance in
the gold standard country to whose currency it is desired to tie up.
This credit balance may be built up by borrowing abroad or by
depositing gold or exchange. 1

(¢) All credit money issued by the Government or the central bank, and.
all legal tender money is redeemed, in minimum amounts on demand in
gold exchange at a fixed ratio. That is, the Government agrees to
sell drafts drawn against its bank balances in the gold standard count'ry,
at a price sufficiently above par to cover the cost of actually exporting
gold to the depository country, but no higher. The sale of thx’s gold
exchange at such a price is equivalent to redeeming the country’s own
money in gold delivered in the depository country, since the bank
balances in such gold standard country are convertible into gold at par.

(d) The Government agrees to buy bills of exchange on the depository
country, at a discount sufficient to cover the cost of importing gold
from that country. Thus a person having drafts on the depository
country would receive as much domestic currency as if he were to
obtain gold in the depository country, import it, and exchange it at
the Treasury for domestic currency at par.

The chief advantage claimed for the gold exchange standard is economy in
the yse of gold. Internal circulation of~gold is dispensed with. _For a number
of years, India was on a gold exchange standard—the rupee being tied to the
Pound sterling of Great Britain which was then on the gold standard.
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In recent years we have had several instances of countries on a sterling
exchange standard. Sterling today is not a gold standard but a managed
paper standard; hence the monetary system of a country which today is tied
to the pound sterling might be called a paper exchange standard. The prin-
ciples of regulation are the same as those described above for the gold exchange
standard—in essence, the monetary authorities must stand ready at all times
to buy or sell at fixed prices any amount of drafts on the country with whose
currency the domestic currency is linked up.

6. Paper or Fiat Standard—The so-called paper or fiat standard is a
monetary system in which the standard unit of value is merely a unit of
inconvertible paper money or fiat money. The essentials of such a standard
are:—

(¢) a unit of inconvertible paper money is defined as constituting the
standard unit of value;

(b) this standard paper money is given full legal tender power; and

(¢) all credit money issued by the government and the central bank, and
all other legal tender money, are made redeemable in the standard
paper money.

A paper standard differs from a commodity standard chiefly in the way in
which the quantity of issue is governed. Under a commodity standard, there
is a high degree of automatic control of supply. For instance, the supply of
gold is directly limited by the discovery and exhaustion of gold mines and the
costs of producing the metal. Danger of over-issue is at a minimum, because
of the slow process of mining the metal and the cost of producing it. In
the case of paper, the supply can be multiplied overnight. History has shown
many instances of the danger that the supply of inconvertible paper money
tends to be regulated by the needs of hard-pressed national treasuries and
the capacity of the printing presses.

7. Managed Paper Standard—A managed paper standard is a monetary
system where a unit of inconvertible paper money constitutes the standard of
value but where the supply of money is regulated in accordance with scientific
principles of monetary management. Such principles include regulation of the
supply of money in accordance with certain criteria related to the encourage-
ment of full employment and optimum business activity, the trend of prices,
the prevention of speculative excesses or other economic maladjustments, ete.
The suceess of any such system will depend, of course, on the establishment of a
regulatory body with sufficient courage and honesty to resist the temptation
to over-issue, on the degree of intelligence and restraint exercised by that body
in managing the system, on the extent to which their powers and the nature
of the country’s financial and economic organization enable them to exercise
effective control, and on the extent to which public confidence can be main-
tained.

8. Other Monetary Terms.

1. Velocity of Circulation—Velocity of circulation is a measure of the
number of times money is used or circulated in a given period, usually the
average number of times a year. It is obtained by estimating the total volume
of transactions carried out by means of money and dividing this by the average
amount of money outstanding during the period.

Sometimes it is desired to distinguish between the veloeity of circulation
of currency and that of credit. In order to estimate these two separately it is
necessary to estimate the volume of transactions effected by currency and the
‘volume of transactions effected by eredit, i.e., bank deposits. The latter can be
estimated from figures of bank debits, i.e., of cheque transactions recorded by
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the banks, but since no records are kept of many currency transactions and
Wha@ records are kept are not available, it is usually very difficult to make any
Precise estimate of the veloecity of circulation of currency.

2. The Value of Money.—The value of money is what money will buy. In
order to find it we divide the unit of money by the price of that thing in terms of
which we wish to express the value of money. For example, if the price of
Wheat is 60 cents a bushel, the value of the dollar is '1_.@::1% bushels of wheat.

If the price of wheat a year ago was 80 cents a bushél, the value of the dollar
hen' was 1.00=1% bushels of wheat. Therefore we can also say that in terms

.80
of wheat the dollar is now worth 1334 per cent of what it was worth last year,
Or that its value in terms of wheat has risen by 33} per cent.

_ In order to state the value of the dollar we must do so in terms of some
thing which we are supposing it to buy. Generally, we do not use a single com-
Mmodity but a large group of commodities, such as “goods at wholesale” and
state not the absolute value of the money but its value at one time relative to
its value at another time. For this purpose, we may make use of an index
number of prices. To make an index number of prices we select a certain date
as the starting point (or base period), take a representative number of com-
modities (either at wholesale or at retail), calculate the prices of these products
to-day (or at any other date) as percentages of what they were in the base
Period, and ascertain the average of these percentages. There are many prob-
lems connected with the selection of base periods, the choice of commodities,
and the calculation of averages. But all methods reveal with more or le§s
accuracy any general tendency affecting all commodities, that is, a change In

e general level of prices. Such a general tendency constitutes a change in
the value of money. That is to say, the monetary unit divided by an index
Number of prices may be used to measure changes in the value or purchasing
Power of the monetary unit. ;
I For example, we may compare the value of the dollar in January of this
Year with its value in January of 1933 in terms of goods at wholesale as follows:

e index of wholesale prices was 73-3 in January, 1939, and was 63-8 1n
Jamlary, 1933. Dividing 1 by these two figures we get approximately -01364
and 01567 which enables us to say that the value of money 1n terms of whole-
Sale commodities had fallen by 13-0 per cent between January, 1933 and

anuary, 1939.

3. Inflation.—It is very difficult to give a precise definition of inflation,
because the terin is rarely used precisely, without qualification.
Most people would agree that it involves a situation where the general level
Of prices is rising as a result of a process involving an increase In the supply
j of money. ;
It seems desirable, however, to use the term in a more restricted sense to
L Yefer to g situation where prices are rising more rapidly than the rate appropriate
Merely to sound economic recovery. Hence the following definitions are
Suggested. T
Inflation or real inflation is a process which involves a rise m_the general
leve] of prices either of an extreme character, that is, at a more rapid rate than
IS incidental to the normal recovery of production and employment, or which
15 not accompanied by an increase in production.
Reflation may be used to refer to the phenomenon where the general level
prices is rising as a part of the process of recovery assisted by scientific
Monetary management.
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Deliberate inflation may be defined as real inflation which is initiated, not
by natural economic forces such, for instance, as the drastic increase in world
production of gold which took place after 1890, but by conscious govern-
mental action, for example, by an increase in the note issue of the credit base.

4. Deflation.—Deflation is less difficult to define because it is generally
used only in the broad sense as meaning any situation where the general level

of prices s falling as a result of a process involving a decrease in the supply
of money.
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MINUTES OF PROCEEDINGS ;
Fripay, March 31, 1939.

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

Members present: Messrs. Baker, Bercoviteh, Coldwell, Deachman, Don-
Delly, Dubue, Hill, Hushion, Ilsley, Jaques, Kinley, Kirk, Lacroix (Beauce),
anderyou, Leduc, Macdonald (Brantford City), McGeer, Mallette, Maybank,
ayhew, Moore, Plaxton, Quelch, Ross (Middlesex East), Ross (St. Paul’s),
ucker, Vien, Ward, Taylor.—29.

Q In attendance: Dr. W. C. Clark, Deputy Minister of Finance, and Mr.
Yaham F. Towers, Governor of the Bank of Canada.

M In reply to questions asked by members of the Committee at the last meeting,
I. Towers submitted the following written statements, viz:—

(@) Monetary Policy and the Price Level;

(b) The possibility of paying increased debts with a decrease in the price
level; :

(¢) Memorandum dated March 30, 1939.

(s Ordered,—That Mr. Towers’ statements be printed with this day’s evidence.
e Appendix “A.”)

Examination of Mr. Towers continued.

A Mr. McGeer submitted a statement entitled “Basic, st-ati§tics of chief
(CSOn»omic importance” which was ordered to be printed in this day’s proceedings.
e Appendix “B.”)

the At the request of Mr. Tucker, Mr. Towers agreed to supply members of

Committee with copies of the monthly Statistical Summary of the Bank
f Canada,

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

R. ARSENAULT, :
Clerk of the Committee.







MINUTES OF EVIDENCE

House or Commons, Room 277,
| March 31, 1939.

Ch The Standing Committee on Banking and Commerce met at 11 a.m. The

alrman, Mr. W. H. Moore, presided.

The CizairmaN: Order. When the committee adjourned Mr. McGeer was
€Xamining Mr. Towers. If the committee agrees I would suggest that Mr.
¢Geer continue with his examination.

q Mr. McGeer: Mr. Towers, when we closed the other morning we were
ealing with the silver that had been sold by the Bank of Canada. Do you

Tecall that?

Mr. Towers: Yes.
A Mr. McGeer: 1 suggested if we had minted the silver into Canadian dollars
e would have had funds available to the extent of something over $11,000,000.
S that correct?
Mr. Towrrs: Approximately, yes.

& Mr. MCGEER: If I remember correctly thg: two objections to that were,
Ist that it would probably have pushed or retired some other form of Cana-
1an money. Is that right?

Mr. Towers: Perhaps not in the form of an objection, but rather as a fact.
Mr. McGeer: As a result?
Mr. Towers: Yes.

o Mr. McGeer: Well, now, that $11,000,000 could have been used in Canada,
I instance, I suggest to you to pay a part of the pension liability of the
Ominion. It could have been used for that purpose, could it not?

Mr. Towsgrs: Yes, if that had been the monetary policy of the Dorqinion.

& Mr, MCGEER:' Well, as a matter of fact there would be no change in the
Onetary policy by coining silver coins, because we coin silver coins to-day,

0 we not? ‘
Mr. Towers: We do, but we limit the amount to the demand of the pu:bli‘c.
Mr. McGeer: To the demand from the banks for exchange purposes m
ness; is that not correct?

e Mr. Towers: The banks, of course, simply 1
Om the public. .

Mr. McGeer: In a business way?
Mr. Towers: In a business way. - RN
Mr. McGerr: The demand of people for pensions, whether it be in silver

Money op other kinds of money, is not considered by you a demand from the

Public g 149 53

citj Mr. Towsrrs: I would consider that was a desire on the part of many

Zens for additional money.

-~ Mr. McGrer: ;
Siahe EER: Of co : u are a
Pensio, Of course, yo

busj
eflect the demand they receive

ware are you not, that we only pay
ns in Canada to people who have attained the age of 70 ye}izrs, and that

X ®re is a very large demand throughout this Dominion to reduce that age to 65,

d some even believe that it ought to he reduced to 60. You are aware of that?
Mr. Towrrs: I am aware of that. .

doi.. Mr. MoGeer: You are also aware of the fact that the reason we are not

OIng it, is that, we are told that this country cannot afford it?
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Mr. Towers: I am not aware what the reason is; but, of course, if it was
decided as a matter of government policy to do anything involving expenditure,.
it would be within the field of government to decide how these funds should be
obtained. ' ’

Mr. McGeer: Yes, and as an advisor to the government, if there are funds®
available, it is your business to let the government know, is it not? That is, as
a financial advisor to the government. i

Mr. Towers: Funds available? I find it rather hard to answer that, as it
almost seems to imply that there is a chest in which certain funds lie. The funds
are available from the Canadian people, and of course it is a question of policy
to decide how mueh government will take from one to give to another.

Mr. McGeer: That is the theory that governmental expenditure must be
made through the medium of taxation. :

Mr. Towers: Governmental expenditure may be made either through the
medium of taxation or through borrowing, or through the issue of currency; bub
in any event the cost to the people as a whole is there. I think the cost is much
greater in some methods than in others, but in all three methods the country as
a whole pays and there is no way of escaping it. ‘I

Mr. McGeer: There may be some disagreement on that. In any event,
we have got to the point that government financing and expenditure can be |
carried out by borrowing, which means in the net result, taxation, by taxation
direct. That, I take it, is your view; by paying out of current revenue the
current liability, and the third is by issue of currency. If we had converted the
$3,000,000 of silver that you sold in the United States to $11,000,000 of Cana-
dian currency, would it not have been possible to place at the disposal of the
Canadian government for the payment of pensions with no actual outlay at the
moment, at least $8,000,000 of Canadian currency? ‘

Mr. Towers: The answer is yes, and it would be just as possible to do it ]
through the operation of the Bank of Canada. ;

Mr. McGerr: If you would just answer the question—

Mr. Towers: That comes back to the question of kind again. 1

Mr. McGeer: We are going to deal with kipd; I am coming to that. I
am going to give you every opportunity to deal with the question of the theory i
of increasing costs through issue of currency, but the point I am dealing with
at the moment is that if that $3,000,000 of silver which we had in the possession -
of the Bank of Canada, and which was sold to the United States, had been
converted into Canadian money, we could have placed at the disposal of the ]
Canadian government $8,000,000 for the purpose of meeting a portion of the
eurrent pension liability. Is that correct? ’ 1

Mr. Towers: Disregarding the question of the policy involved there, the
method also would have been more expensive, of course, than doing it in some
other form through the Bank of Canada.

Mr. McGeer: We could have done as I have outlined, could we not?

Mr. Towers: In fact, government and parliament can do anything which
you suggest.

Mr. McGeer: We could have done that under our present policy.

Mr. Towers: Not under our present policy, no.

Mr. McGeer: Under our present power?

Mr. Towkrs: Under our present method and power, parliament in any
such matter has completely sovereign power, as I need hardly say in this
committee. )

Mr. McGeer: You know the annual production of all silver in Canada?

Mr. Towers: Approximately, yes, but I do not carry the figures in my mind-
[Mr. Gpaham Ford Towers.] ; ' 4

]
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Mr. McGeer: You are conversant with the agreement which was signed
by Canada in 1933 entitled “Memorandum of heads of agreement entered into by
the delegates of China, India, and Spain as holders of large stocks and users of
Silver, and Australia, Canada, the United States, Mexico and Peru, as the prin-
@ipal producers of silver at the monetary and economic conference in London,
In July, 1933.” You are conversant with that silver agreement ?

Mr. Towers: Yes.

. . Mr. McGeer: Was it not a condition of that agreement that Canada would
Joln with other countries in increasing the eirculation of silver coinage?

. Mr. Towers: I do not recall there was any mention in that agreement of
Increasing the ecirculation of silver coinage, but Dr. Clark is very much more
familiar with the details of it than I am.

Mr. McGeer: In any event, you will agree that this agreement obligated
he governments included as parties to withdraw from circulation a certain
amount of silver every year?

: Mr. Towers: To buy a certain amount from the production of their country,
7es. '
Mr. McGrer: With a view to getting it out of circulation?
Mr. Towers: With a view to taking it off the market, yes.
Mr. McGeer: That was all done with a view to stabilize the price of silver?
Mr. Towers: That, I believe, was the underlying thought.
Mr. McGeer: And the reason for that was to provide some measure of
Security for the operation of silver mines?
Mr. Towers: I would have to leave the answer to that question to someone
else who knew more about the implications. :
Mr. McGEeer: In any event, we are a substantial silver producing country,
are we not?
Mr. Towers: Yes. :
. Mr. McGeer: So that if we utilized silver as a basis of domestic currency
In Canada we would aid our own silver mining industry, would we not? :
Mr. Towers: I do not know; it would depend upon the price that was I_)md'
. Mr. McGeer: Suppose we stabilized the price at a figure that the silver
Mines could operate? ;
Mr. Towers: The extent of the assistance to silver mines is, of course,
dependent on whether the Canadian price was above the world price. If it was
€ same as the world price they would not be any better off than thf?Y are now.
Mr. McGeer: No, but in any event it would be somewhat disastrous to
the silyer mining industry to have the price drop to 26 cents an ounce as it did
3 few years ago.
Mr. Towers: In that case I suppose the suggestion would be that the gov-
“nment should pay more than that; in other words, pay a subs‘ldy.. Big
s Mr. McGeer: As a matter of fact that is what is being done in the United
States,
Mr. Towers: Yes, it is. ‘ 5
Mr. McGeer: And the United States is really carrying that subsidy pro-
gram on to Mexico and Canada, maybe not directly, but indirectly. .
Mr. Towers: I have no comment to make on that. :
Mr. McGeer: In any event, you will agree that the use of silver as a.base
Or reserve for Canadian domestic currency would be some measure of aid to our
Silver mines in Canada? ;
Mr. Towsrs: If the price paid was above the world price, yes.
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Mr. McGeer: If the price paid were a price at which the silver producer
could continue to operate, and I mean operate at a profit.

Mr. Towers: If you will excuse my interrupting there, I do not think it is
a monetary matter, Mr. MeGeer. I think it is a question of silver subsidy and
as such, a question of government policy. There is this further thought, that I
believe the major quantity of silver produced in Canada is produced by very
large, wealthy companies as a by-product. It makes a question of subsidy so
delicate that perhaps I should not refer to it.

Mr. McGeer: Yes, and of course, one of the things that would follow is
this: if silver lost its value the question arises as to whether nor not lead and
zine production could be carried on because in some instances instead of silver
being a by-product it is the main product and the lead and zinc are the by-
products.

Mr. Towrrs: I had been thinking of course, of such big companies as
Consolidated Smelters, International Nickel, Noranda and so forth. I had not
understood they were requesting a subsidy.

Mr. McGeer: No, I do not suppose they are; but you know there are a
great many other silver propositions that are idle in Canada.

Mr. Towers: Yes; it would be rather peculiar, though, to subsidize all
silver. If one tried to pay a subsidy in an indirect way on a monetary basis
perhaps it would be peculiar to subsidize all silver for the sake of encouraging
10 or 15 per cent of it.

Mr. McGeer: Well, that may be true, but in any event, if Canada is a
silver producing country and we use silver, that at least provides another outlet
1or the silver production of our own country. You will agree with that?

Mr. Towers: I would say that would apply to almost any other commodity.

Mr. McGeer: I know. All I want to know is whether you agree it applies
to silver?

Mr. Towers: I would say it does not apply specifically to silver; but it
applies to silver as well as to any other commodity.

Mr. McGeer: When the government through its central bank buys silver
at a bullion price below the money value of the weight of bullion put into the
coin and the government finds a way to use these coins, does not the govern-
ment issue that sort of money at a profit to the government?
~ Mr. Towers: Yes, they do, but the profit is not as great as if they issued
it In some other form.

Mr. McGeer: Then, if we were to take our 22,000,000 ounces of silver and
purchase it at 40—

Mr. Towers: Forty-three cenis.

Mr. McGerr: Could we not convert it into—how many Canadian silver
dollars could we convert it into at present?

Dr. Crark: Nearly four times as much.

Mr. McGeer: And the cost would be roughly $15,000,000, would it not?

Mr. Towers: I assume so.

Mr. McGeer: And we would be able to convert that into Canadian dollars
at 27 cents?

Mr. Towers: Yes.

Mr. McGeer: That would give us slightly over $40,000,000.

Mr. Towers: 22,000,000 ounces would be approximately $9,500,000.

Mr. McGeer: Converted into silver dollars at our present price, how many
dollars’ worth?. :

[Mr. Graham Ford Towers.]
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Mr. Towers: Recalling that there are 27 cents worth of silver at the
DPresent price in each silver dollar, one would find there is about, shall we say,
$35,000,000 worth of silver dollars.

Mr. McGeer: So that by buying $9,000,000 worth of silver we can pro-
duce $35,000,000 worth of Canadian silver dollars; is that right?

Mr. Tower: Yes.

~ Mr. McGeer: Now, then, on that transaction, if we decided to use Cana-
dian silver for Canadian currency the Government of Canada could make a
Profit on the difference between the cost of the silver and the value of the silver
dollar that it minted. :

Mr. Towers: A profit that is less than the profit they are making now.

Mr. McGrer: What I suggest to you gentlement is that while you may
Smile, you probably would bring a little smile to a great many millions of people
In Canada if you make money acceptable to them.

The CuamrManN: Let us get on with the examination.

Mr. McGeer: Now you say that proposition is true but there is an even
cheaper way of producing money than that. Do you mean by that to print
Paper money on a reserve of gold of 25 per cent?

Mr. Towsgs: I do, yes. ,

Mr. McGerr: Well, now, Mr. Towers, do you agree with me that there
I8 a definite distinction between silver reserves used to sustain domestic cur-
rency and gold reserves used to sustain national currency, which in the main
18 a form of reserve cash for bank deposits, and secondly an international
Medium of exchange of the nation?

Mr. Towers: You refer to silver used in a form to sustain domestic cur-
rency. I would say this: so long as the system you have maintains the con-

dence of the people you do not need any reserve to sustain domestic curreney.

~ Mr. McGrer: I was coming to that a little later on, but I believe it
Might help me, as a member of the committee, and help the members of the
Committee, to deal first with subsidiary coins in which silver plays the largest
Part, and that is why I am dealing with silver, and then we can deal with
anknote currency and then deal with bank deposits and cheque currency
and then deal with Bank of Canada currency, so that there would be no diffi-
culty ahout developing what can be done with all other forms of Canadian
Currency available. That is, I am confining the matter to silver coins at the
Moment, What T would like to develop is what are the possibilities of silver
and subsidiary coins, and then take up the others in their turn. :

The Crammax: May I suggest that we should not have quite so much
Yepetition? I think we will get along faster and the record will be clearer if
We do not have so much repetition.

Mr. McGeer: In what way? ;

The CramrMax: Putting the same question in different wording.

Mr. McGeer: I did not know I had been guilty of that.

The Cuamrmax: I just make the suggestion.

Mr. McGeer: I am very glad to bow to your ruling. I am certainly

ore than anxious to have the matter as clear as possible.

The Cuamman: Yes, that is what we want. :

Mr. McGrer: But sometimes we do not get the answer that we expect. It
shoulq pe “yes” or “no” and it does involve repeating the question.

« The Cramman: These questions are answered with difficulty by “yes” or
nO.”
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Mr. Viex: May I inquire from Mr. McGeer if his purpose would not be
better served if Mr. Towers were requested to make a statement to the com-

mittee with respect to kind and quantity of currency?
Mr. McGeer: No, I do not think so. .
Mr. Viex: I thought that it would cover praetically all the questions S

that we have been asking so far. It might determine what are the policies 3
that affect quantity, and go into the various kinds of currency that make up S

that quantity.
Mr. McGeer: I believe, Mr. Chairman, this matter is of more importance =
than that, and I would like to develop it in my own way.

Mr. Viex: I was suggesting that to my friend. I do not want to inter- S
fere. I thought that we would perhaps save time and reach the same objective. 3¢

Mr. CoupweLL: I think Mr. MecGeer should be allowed to develop the
matter in his own way; but on the other hand, I think Mr. McGeer should =
allow Mr. Towers to answer in his own way. b

The CuamMan: Yes, quite. With that understanding we shall go ahead
with the examination.

Mr. McGeer: If, as I said, there is a difference between a domestic cur-
rency backed by silver and a national currency backed by gold—to which I
take it you agree? ]

Mr. Towers: I did agree, as you will remember, that in so far as a domestic §
currency was concerned, there was perhaps no necessity for a reserve. 2

Mr. McGeer: What I asked you was if there was not a definite distinction 1

between a domestic currency backed by silver and a national currency backed
by gold? ; _

Mr. Towers: The distinetion, I think, would be that in case of necessity,
the government, having sovereign powers, could force the silver on the people
at a given rate; whereas, of course, they could not force it on any foreigner.

Mr. McGeer: That is quite true; and that is the thing that makes it a -

domestic currency and not a currency that affects international currency, does
it not?

Mr. Towers: The question of quantity in a domestic currency will, of
course, have its repercussions.

Mr. Laxperyou: We are not discussing quantity.

Mr. McGeer: I mean to say that the issue of silver eurrency would
not have the same influence on international exchange as the issue of your
gold backed currency.

Mr. Towers: The over issue of currency in Canada will have an effect on

international exchange, no matter what the backing is.

Mr. McGeer: I did not ask you that question. The question I asked you g
was whether or not you agreed with the statement that an issue of currency

backed by silver would not have the same influence on international exchange

as a currency backed by gold.

Mr. Towers: It would have exactly the same influence, in my opinion.

Mr. McGeer: It would have exactly the same influence?

Mr. Towers: Yes.

Mr. McGeer: Why?
_ Mr. Towers: It is the quantity of currency that is issued, not the back-
ing, which is the major factor.

Mr. McGeer: As a matter of fact, your international currency, that i8
your national Bank of Canada dollar, is a dollar backed by a standard of
gold that is of universal application to-day, is it not? By

[Mr. Graham Ford Towers.]
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Mr. Towers: In fact, of course, we are not on the gold standard; so that,
i except from the psychological point of view, I do not think that the ratio of gold
: backing has any meaning at the moment. I think it has a meaning in the event of
% some considerable upset, either economic or otherwise. It has a meaning inas-
: Iuch as it provides us with money that can be accepted anywhere and used
in accordance with our needs. But as a domestic factor influencing the domestic
value of our curreney, apart from such psychological contentment as it affords
the people, it has no meaning.

Mr. McGeer: What do you mean by an over issue of curreney?

Mr. Towers: I mean an issue of money—and using the word money, in
accordance with the glossary that has been provided, I assume that we are
including all forms, including bank deposits, which is so large in relation to
the needs of business that it causes an inflationary upward movement in prices.

Mr. McGeer: Do you think that, if we issue $40,000,000 a year of silver
Currency to meet the pension obligations of this dominion, it will cause an
Inflationary condition in this dominion?

Mr. Towers: I should answer that question in this way, that an issue of 2
g $40,000,000 additional currency in any form, whether it is backed by silver or
' not, might or might not cause an inflation. Tt would depend upon the condition
Of'business, the general demand for credit. It would depend upon a great many
things. - If it was carried on sufficiently long, the answer is clear—yes, it would
cause inflation. Whether it would do so in one year or two, I cannot say.

Mr. McGeer: If you were maintaining a system of taxation that brought 1t
3 back to the government for reissue, that would offset the inflationary tendency,
Would it not?

‘Mr. Towers: I cannot see much object in pushing it out with one hand
and taking it back in the form of taxation with the other.

Mr. McGeer: No. But you would only do that to avoid the disastrous
effect of inflation which is, as I think you will agree, another form of taxation.
. Mr. Towegrs: Yes. But perhaps that object could be accomplished by not
g 18suing it, at all.

s ~ Mr. McGeer: In other words, as long as you leave the Canadian people
i Without pensions, there would be no danger of inflation from that source? '
Mr. Towers: The governmental policy in respect to that can be imple-
Mented by asking the remaining Canadian people directly for their contribution.
Surely that would be the honest thing. :
E- _ Mr. McGeer: But you are aware, are you not, Mr. Towers, that our muni-
r ¢ipal, provincial and dominion government are taxing the people of Canada
Now to the extent of something more than a billion dollars a year?
Mr. Towers: And spending it on the Canadian people. j
Mr. McGeer: Well, not altogether. Some of it goes in interest outside of
anada, does it not? That has not been spent on the Canadian_people. We are
dealing with one specific issue, I say we are spending considerable of that
Money outside of Canada. We are not spending it all on the Canafhan. people?

Mr. Towrrs: No, we are not. But I would say that the policy involved
here is somewhat of a separate matter, is it not? ; ;

- Mr. McGrEr: Are you not aware, Mr. Towers, that in practically every
one of our cities in Canada the burden of taxation is now so great that invest-
Ment in real estate has been practically destroyed?

Mr. Towsrs: I would not like to comment on that. I was not aware that
the situation was, in all cases, as extreme as that. But then I do not pretend
0 be an expert. :

Ep———
*
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Mr. McGeer: But you are aware, from your investigations, that the burden
of debt on a great many municipalities in Canada has become unpayable and
that they had defaulted?

Mr. Towers: Yes. Without reference to the munieipal situation in itself,
s0 to speak, but thinking of it in relation to the dominion and provinces, I am
rather glad to say that the municipalities in many cases are in a much better
position. 3

Mr. McGeer: Yes, but in many cases they are not? J'

Mr. Towers: Unfortunately, no.

Mr. McGeer: For instance, take my own city of Vancouver. I happen to
know that situation very well.

Mr. Laxperyou: Take Montreal.

Mr. McGeer: Or take Montreal. I think there is something like $140,-
000,000 of municipal debts in Ontario in default; and you have recently investi-
gated the city of Winnipeg?

Mr. Towers: Not us, no.

Mr. McGegr: Oh, not you. As a matter of fact, I can tell you from actual
experience as a member of the Mayors’ Conference of Canada and as a former
mayor of the city of Vancouver, that our municipalities are largely being main-
tained to-day because of deferred maintenance. For instance, we lack schools,
we lack streets, we lack hospitals, we lack innumerable necessary public services,
including reformation of a great portion of our housing, which cannot be carried
on because the contributive powers of the taxpayers owning real estate in cities
has been exhausted. Would you say that this is not a fair statement?

Mr. Towrrs: I would not like to comment on that statement. I am sure
you know much more about it than I do. I dare say that, apart from muniei-
palities, there are various provinces too which feel the pinch.

Mr. McGeer: Yes. All of our provineial governments are demanding
some way of financing provineial expansion and provineial improvements, are
they not?

Mr. Towers: No doubt.

Mr. McGeer: And the same thing applies to agricultural holdings, does it
not? So acute has that situation become that we are probably going to intro-
duce legislation this year to relieve that situation. You are acquainted with
that fact ?

Mr. Towers: I read that in the papers, yes.

Mr. McGeer: The point I am coming to is that if we could find some way
of putting into circulation more of the medium of exchange necessary to meet
the existing tax obligation, we would help the general situation, would we not,
if we could do it without cost to the state and to the taxpayers at large?

Mr. Towers: Unfortunately, in my opinion, it cannot be done with-
out cost.

Mr. McGeer: What I am saying is—we may differ on that—if we could
find some way of putting into circulation a medium of exchange that could be
used to meet the going concern activities, including the payment of taxes. with-
out cost to the state or the people, that would help the situation, would it not?

Mr. Towers: With great respect, Mr. McGeer, that is a hypothetical
question which I have already answered by saying that I do not believe that it
could be done.

Mr. McGrer: Yes.

Mr. Towers: So that to put it on the basis of “it could be done.” and
expect an answer of “yes” does seem to me to be going beyond practical,ity 0
speak, if'T may say so. g

[Mr. Graham Ford Towers.]
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Mr. McGeer: You will agree with me, will you not, that in the last
tWenty vears throughout the world there have been carried on a great many
©Xperiments and changes in the monetary .system with a view to making the
Supply of money for government and people less costly?

Mr. Towers: Yes, indeed. I recall the German experiment of 1923.

Mr. McGeer: Yes, we will deal with that, too. But we also have the

€rman experiment of 1933 to 1939, have we not?

Mr. Towers: We have.,

Mr. McGeer:  And do you suggest for one moment that the Germans

ave not been able to build up, out of defeat and debt and repudiation, the
Most powerful military organization that Europe has ever known?

. . Mr. Towers: I agree. You will find that in a totalitarian state the urge to
tinker with money disappears; because when everything is in the one man’s
apl(tis, he realizes that men and materials are what count. That is how they
ullt up.

Mr. McGeer: The statement is made by the German high command that

1€y are issuing currency in Germany against the productive power of that
State, and that because they have resorted to that practice they have been able
O reorganize the military power, the productive power and the employment
Power of the German people. You have heard that statement, have you not?
. Mr. Towrrs: None of the Germans whose understanding of that situation
18 accurate would put the monetary end in anything more than third or fourth
Place, It is the other things they have done which have produced the results.

Mr. McGeer: I quite agree. But the point is that to get what they have
Secured, they had to have a medium of exchange, did they not?

Mr. Towers: No. I should say that principally they have to have laws
dEtermining exactly what the people should do, what they should eat, what

- Wages they should receive and, in general, how their lives should be regulated.

fce that rigid system is installed you can play pretty well any games with

Money that you want to play. ;

Mr. McGeer: But in the beginning they have to finance the production of
arms, do they not? :

Mr. Towers: They do; which, after a very short delay, they accomplish
by taking it back from the people in taxation or by making the people forego
Consumption by some other method. g

Mr. McGeer: In any event, you will agree, will you not, that to maintain
the going concern activities of the state, including the payment of taxes, the
Yolume of currency in circulation has to be equated to the rate of progress?

Mr. Towers: To the rate of progress of the country as a whole?

Mr. McGeer: Yes.

Mr. Towsrs: Yes. _ j

Mr. McGeer: You will also agree that there is a danger of _havmg too
Much taxation? There can be a danger of having too much taxation?

Mr. Towers: That is another way of saying that there is a danger of too
Much governmental expenditure, perhaps.

- Mr. McGeer: Yes. But whether it be from too much government'al ex-
Penditure or from too rapid a rate of progress, there can be such a thing as
€Pression coming from too much taxation. :

Mr. Towers: Under certain circumstances, yes, when it had a very dis-
locating effect, :

Mr. McGeer: Yes. So that if we could find some way of reducing the
08t of government by reducing the cost of financing government, that would
€ase the burden of taxation, would it not?
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Mr. Towers: Yes.

Mr. McGeer: Now I come back to this proposition of ours. Having
22,000,000 ounces of silver produced annually, which can be purchased for
$9,000,000 and reproduced-in coins at the figure you gave of $35,000,000, we
could show, in so far as the immediate results of that transaction are concerned,
a profit on that money development of $26,000,000 a year.

Mr. Towers: But still a profit which would be less than it is through
following the method which we now follow.

Mr. McGeEr: We will deal with that later; but I say that would be true.

Mr. Kintey: Who would be paying the profit? I ask you the question,
who would be paying the profit? Where would you get the profit from?

Mr. McGrer: Well, if my friend will read the Currency Act, he will find
there—

Mr. KixLey: Answer my question.

Mr. McCeer: I am answering it, if you will let me.

Mr. KinLey: Answer it, then.

Mr. McGeer: Let me answer it. If you will read the Currency Act—

Mr. KinLey: Let us assume that I did.

Mr. McGeer: —there you will find that, by law, parliament has author-
ized the minting of a dollar coin and has given to that dollar coin a hundred
cents money value, although there is only twenty cents worth of silver in the
coin.

Mr. KiNnLey: You cannot perform miracles.

Mr. McGeer: That may be so.

The Cuamrman: Order. :

Mr. McGeer: But they are doing that here. I mean, you will agree with
the proposition— ’

The CHARMAN: I suggest that we continue with the examination.

Mr. McGeer: You will agree with the proposition that, where you create
money values out of something which is less valuable than the money value
that is given to it, the first issuer of that money takes a profit?

Mr. Towrrs: Yes, that is true.

Mr. McGeer: Yes, that is true. I mean to say there is no question about
that. As a matter of fact, it comes back to this proposition, does it not, Mr.
Towers—as you stated before—that money is created by the laws of parliament?

Mr. Towers: Yes; and those laws, of course, will overcome anything
except the lack of confidence of the people.

Mr. McGerr: Absolutely. So long as you do not bring your issue of that
kind of money to the point of disrupting the going concern activity of the state
through the inflation of wages and prices, and the depreciation of money values,
that currency is as safe and as sound as any other currency?

Mr. Towrrs: Yes.

Mr. McGeer: I do not want to go any further than is necessary, but if I
might summarize that proposition, I should like to. We, as a silver-ﬁroducing
country, have one possible field of developing a costless currency to the state?

Mr. Towers: For the reason which I have already expressed, I could not
answer that question in the affirmative. ' :

Mr. McGegr: Why can you not?

Mr. Towers: Because I do not agree with the proposition.

Mr. McGeer: You say that is not a sound way of doing it?

Mr. Towers: I say it is not a costless way.

[Mr. Graham Ford Towers.]
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Mr. McGeer: 1 beg your pardon?

Mr. Towers: I say that it is not a costless way.

Mr. McGerr: It is not a costless way?

Mr. Towers: No.
‘ Mr. McGeer: If I buy $9,000,000 worth of silver and convert it into, say,
$35,000,000 of money, what does it cost me?

Mr. Towrrs: You have tied up your $9,000,000.

Mr. McGeer: I beg your pardon?
Mr. TowErs: You have tied up your $9,000,000 in silver.
Mr. McGeer: But can I not use a portion of that $35,000,000 of money
to liquidate my liability to purchase the silver?
Mr. Towrrs: I assume that you have paid for the silver in the first
- Bstance. I shall put it another way, that you have a cash asset there of
39,000,000 in silver.

Mr. McGEEr: Yes?

Mr. Towers: 1 was putting this on the basis of silver certificates, as a
Matter of fact, so I have gone off the track a bit there. The proposition as
YOu'put it, that there is $27,000,000—

Mr. McGeer:  $22,000,000.

Mr. Towers: A $24,000,000, shall we say—nine from thirty-five, $24,000,000
“Surplus there.

Mr. McGegr: $26,000,000.

Mr. Towrrs: Yes, $26,000,000.

Mr. McGerr: There is no question about being able to liquidate the silver
Purchase liability with the silver money that is created.

Mr. Towers: It still remains true, of course, that it can be done more
cheaply with gold.

Mr. McGerr: Let us deal with the proposition that I am putting. There
r’omd be no cost to the state to create $35,000,000 worth of silver, if we purchased
be silver at the rate of 27 cents to the dollar, would there? There could not be.
. Mr. Towsrs: Mr. MecGeer, if T were asked to say, in another committee,
Whethey it was advisable for the government to accept a tender for certain
“Ubplies and that tender was $40,000, as compared with accepting another
tenﬁier at $30,000, all other things being equal, I should have great difficulty in
S8ying that the $40,000 proposition was the best.

Mr. McGrer: 1 agree with you that there are other better ways, probably,
Of_creating currency to pay pensions and to meet going concern obligations than
8. But I am dealing with silver, and we will deal with the others later on.
O instance, I will give you every opportunity to deal with that when I come
deal with your chartered bank currency.
Mr. Towrrs: I understand.
Mr. McGeer: But what T want from you, if I can get it, is an acknowledg-
Went, thqt by using our silver reserves in Canada we can provide a purrenc§
th Ich ig perfectly good for meeting such domestic obligations as pensions an
¢ like, and which is not going to be a direct burden to the taxpayer. :
Mr. Towers: If the policy in respect to issuing it is just as prudent das 1t
Z‘.’Ould be in the use of any other form of currency, and if expense is no considera-
101 £ the government, the answer is “ yes.” But those are two most.important
Malifictions, ; oot
Mr. McGrrr: What do you say—if expense is no cons1derat1c;n? i
Mr. Towers: If expense is 1o consideration_ to jche government. In other
- Wordg i t}?:;’r ?)ieferfa n?ore expensive way of doing it to a cheaper way.

~
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Mr. McGeer: We will come to that on one bill that is before the house at
the moment. You will agree with me, will you not, that armament programs
are the most burdensome of all programs on the taxpayer?

Mr. Towers: It depends, of course, on their size.

Mr. McGeer: My reason for saying that is that armaments are never
self-liquidating, in a money sense, are they?

Mr. Towers: Noj; nor is relief, I am sorry to say.

An hon. MEMBER: Nor are pensions.

Mr. McGeer: I am not so sure about that. In any event, a great many
of these armaments are never used. A great many of them go into obsolescence,
and a great many of them are scrapped. We are going to put forward a program
of armament in Canada, as you have seen by the legislation, and it is provided
that we are going to borrow the money for that armament program at 3 per
cent. You know that.

Mr. Towers: I cannot say that I recall the reference to the interest rate

Mzr. McGeer: It is before the house.

Mr. Towers: The interest rate is the part that I do not recall.

Mr. McGeer: I put it to you, would it not be cheaper to finance that
armament program with the issue of a domestic currency on our silver bullion

than it would be to borrow it at 3 per cent? i

Mr. Towers: No. It would cost the people as a whole more in the end.

Mr. McGeer: How? Tell me how it would do that? You have made |

that statement. I want you to give me a reason for it.

Mr. Towers: May I just, perhaps, cover that whole question of govern-
mental expenditures, because it comes in here, I think, very appropriately.
May I just read from some notes that I have?

Mr. McGEeer: Yes.

Mr. Towers: The real cost of government expenditure is use of labour
and equipment. That is my general proposition. The real cost of government
expenditure to the country as a whole is the amount of labour and equipment
required to carry out the various projects. When the question is asked if we
can finance a certain government expenditure, the fundamental problem is
whether we can afford to devote a certain amount of our productive resources
to the projects in question. The problem of how the government can obtain
the money which will give it the title to the use of labour and equipment, may
present considerable technical difficulties, but it is not the fundamental problem;
and the particular fiscal method by which the government may decide to acquire
the money from the public has little or no effect upon the real cost of these
projects to the country as a whole, although it may have a considerable effect
upon other factors in the economy. :

Mr. McGerr: There is no shortage of labour in Canada.

Mr. Laxperyou: That is not an answer.

The CuAamMAN: Order.

Mr. McGeer: We have no shortage of labour in Canada. One of the
tragedies of our Canadian life, as you are aware, is the unemployment of our
Canadian youth, is it not?

Mr. Towers: It is.

Mr. McGeer: We have on the one hand an abundance of idle labour:
We have an abundance of materials that can be converted into serviceablé

wealth, have we not?

Mr. Towers: I would say that a rapid affirmative to that would not con-
vey the proper picture, because we have a great many people employed i
industries which depend on export, and in some cases foreign demand is lack~

[Mr. Graham Ford Towers.] ;




BANKING AND COMMERCE 65

ing. To put those people to work profitably, if that foreign demand is perpetually
acking, involves a change of occupation and the revamping of the Canadian
€conomy, which is a very difficult task. So that it does understate the case
Very greatly to say that we have all kinds of resources which we can use our-
selves, on the present basis of our economy. Great changes might be necessary
~—possibly ones which, if they were forced upon us, would reduce the standard
of living,

Mr. McGeer: I want to come back. I asked you if it would not be
cheaper to issue currency on the reserve basis of silver to finance our arma-
ment program than it would be to borrow money at 3 per cent, as is contem-
plated in the legislation before parliament at the moment. You said that your
answer would be contained in & statement that you wished to read. Have you
any other reasons for that belief?

Mr. Towers: The continued issue of additional currency will eventually
make the currency worthless. That has so often been proved that I wonder it
18 necessary for me to go into it now.

Mr. McGeer: No; because I asked you where that saturation point was
and you told me that unless your issue of currency went so far as to bring
about a disruption, through inflation, of prices and wages, there would be no
disaster.

Mr. Towrrs: That is true; and, of course, it is on that theory, perhaps,
that we have taken such great steps in that direction in the course of the last
few years. It would be beyond the capacity of any person to say exactly
thus ‘far and no further. We have gone a very long way already. Possibly
We are getting into dangerous ground. I do not know. It mJ_ght go 2 little
further, 1t depends on circumstances. But that it can go on indefinitely, of
Course, would be quite out of the question.

Mr. Laxperyou: Would you allow a question? .

_ Mr. McGeer: Will you just let me get this? There is just onme other
thing, 1 think probably the selection of the financing of the armament pro-
gram was not probably as good an example as some others that I sbould
hke_ to draw to your attention. For instance, you are aware of the inter-
Dational trading situation generally, I take it, in your position?

Mr. Towsrs: Yes.

 Mr. McGeer: And you are aware of certain trends in the tourist trgdf;
Of the world, which has now become an important item 1n international trade

Mr. Towers: Yes. 2

Mr. McGeer: You are aware, are you not, that since 1929 the trend of
tourist, trade from the United States has been to fall from European expendi-
tre and to maintain itself from the United States into Canada?

Mr. Towers: Yes. :

t Mr. McGeer: And that to-day Canada’s receipts from American tourist
Tade are greater than the receipts of Europe from the tourist trade?

Mr. Towers: I do not recall the exact figures. :

Mr. McGegr: You will find that in a document which I have no doubt
You are thoroughly familiar with, the League of Nations balance of payments
Statement’ where they review that statement and review it as of importance.

ﬁr. sl ly in international trade but in
3 r. McGerr: The changing trend not only in internationa )
Wternational finance. eNow gi'c, %s of the utmost importance to us to increase
Wherever we can our sale of goods and services abroad. Is that no right? A

Mr. Towers: Yes, indeed.
75836
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Mr. McGeer: We are faced with a very serious situation on the export of
wheat. Everyone knows that. Now, let me suggest to you that we can main-
tain a tourist development program with domestic currency, because we would
need to import very, very little to build highways and develop these things
which are tourist attractions. You will agree with that?

Mr. Towers: I think it is very desirable to do what we can, yes.

Mr. McGeer: I think you will also agree with me, knowing Canada as
you do, that our comparative position with that of the United States in high-
ways and general attractions is considerably below the standard of our neigh-
bours to the south?

Mr. Towers: Mr. McGeer, as a patriotic Canadian, I would say in high-
ways in certain cases, not other attractions.

Mr. McGeer: I am thinking of the development in the states of Maine,
Florida, California, and the world’s fair in New York—all these things.

Mr. Towers: I would expect to hear from some representative of the
maritime provinces at any moment.

- Mr. McGeer: Yes, but I have been all over the maritime provinces with
that view in mind, studying not only the tourist trade but their marvellous
scenery.

Mr. Hin: You are quite right. Their roads are better than any of the
by-ways in the States.

Mr. McGeer: I am thinking of the main highways.

Mr. Hmn: The main highways are perfect.

Mr. McGeer: I went around the Cabot trail and 1 would say they would
need to do a little more work there. I was around Gaspe peninsula and I
would think there is a good deal to do there. In any event, we can do certain
things to build up Canada’s international trade and to build up our Canadian
tourist trade.

Mr. Towers: Yes.

Mr. McGesr: And if we put a costless currency into circulation to pub
our unemployed to work on Canadian materials, building highways, we woul
secure through that medium of development, Canadian assets without directly
increasing the burden to the taxpayer.

Mr. Towers: As you say, the question was asked in respect of armaments,
and now in respect of a different form of government expenditure.

Mr. McGeer: More domestic. I agree in an armament program imports
of materials do play a substantial part.

Mr. Towsrs: Yes, of course they do, in any spending program.

- ﬁﬁMr. McGeer: Not so much in the development of highways and tourist
traffic.

Mr. Towers: There may be a higher percentage of domestic material and
labour there, yes. I wonder if T might ask this: may T have the privilege 0
putting down in black and white the answer to the main underlying question?
Would it not be better to finance government expenditure by the issue of cur-
rency? That really is the underlying question.

Mr. McGeer: Not at the moment. I will come to that later. I am
dealing now with silver production, because I have in mind the silver miner
and the silver industry as an important industry which produces lead. zine, an
other materials. ’ :

Mr. Towers: Perhaps, then, the question would be this: would it nob
be best to take care of government expenditure by issuing money and put tha
money on a silver backing in preference to some other kind?

. Mr. McGeer: No, the question is this: can we not use our silver produ¢
tion as a basis for domestic currency and finance these kinds of developments

more cheaply than we can by borrowing at an interest rate?
[Mr. Graham Ford Towers.]
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Mr. Towers: I think that is the question that I did suggest. I would say
the two things were the same.

Mr. Vien: I was trying to find a difference; I cannot. .

Mr. Towers: If I might perhaps put down in black and white any humble
OPinion that I may be able to express on the subject and make it available at
a subsequent meeting that would certainly be best so far as I am concerned. I
Will put in there anything that I can think of putting in, and then my knowl-

e will be exhausted.
. Mr. McGeer: Well, now, Mr. Towers, there is one other feature. I am
thlnking of the coming Royal visit. The cost to Canada will be some sub-
antial item in regard to a visit of that kind. It is bound to cost a considerable
M of money. It might cost half a million or a million dollars. You will agree
With that?
Mr. Towsrs: I think the finance department would have to answer 'ghat.
Mr. McGerr: In any event, let us assume that we had taken the silver
bullion you had and converted it into commemoration silver dollars. How many .
these dollars do you think would have been taken out of circulation as
Souvenirs?

Mr. Towrrs: My understanding is the government is going to gain the
Maximum profit possible by making these dollars available to anyone who
Wants them.

Mr. McGeer: As a matter of fact, if enough silver dollars minted at 27

oents cost were taken out as souvenirs at a dollar value, we will say, by

a“{)er}fan tourists, the cost of that to us could be completely converted into
Tofit,

Mr. Towers: Perhaps that might happen. )

Mr. McGrer: As a matter of fact we did have on the coronation of
George VI a commemorative silver dollar minted. It was the only silver dollar
T minted in Canada, was it not?

Mr. Towers: I do not recall. :
Mr. McGerr: You will agree that practically all the coins were taken out
Ireulation ?
Mr. Towses: I do. :
Mr. McGeer: And do you agree that considerably more than were minted
Would have gone out of circulation had they been available?
%’I/Ir. Towers: That I do not know. g PR ey o
. Mr, M - ut this to you: there will be possibly
Milliong of ng}rﬁﬁ?ic;lettomu?ismf cfld Brityishers living in the United State% v::hg
;?.H Visit Canada across the dominion to see the King and Queen of the Unite
gdom on this historic oecasion.

Mr. Towers: Yes, I hope so. : 5 K

Mr. McGeer: Assuming that for souvenir purposes these v1s;tors take on
the average $2; that would be a total of $10,000,000, would it not?

r. Towers: Yes. . ;
Mr. McGeer: And the cost to the government of putting that $10,000,000
11\\:161' into circulation would be $2,700,000?

r. Towers: Yes.
Mr. McGeer: And the government would make a profit of 37’30_0’000'
o Mr. Towers: Is it not the intention of the government to do J‘.‘flt thal':
tl_ung? It is a merchandising proposition. I have no doubt the mint will wor
Nght anq day to supply the demand. % <t

Mr. McGerr: Yes. You say it is a merchandising proposition.
%
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.

Mr. Towers: Yes.

Mr. McGeer: What is the difference in merchandising silver dollars as |
souvenirs and merchandising silver dollars to secure tourist roads?

Mr. Towkrs: As souvenirs they are sold as souvenirs, not as money, and
they are taken out of circulation. There is no—

Mr. McGeer: Is not the process of taking them out of circulation and
putting them into circulation exactly the same?

Mr. Towers: I would call them a souvenir instead of a silver dollar.

Mr. McGeer: No American tourist can get one of these silver dollars
unless he changes an American silver dollar for it, can he?

Mr. Towers: I do not see the point.

Mr. McGeer: To get a Canadian silver dollar you must buy it.

Mr. Towers: Yes.

Mr. McGeer: And you must pay for that money with goods and services:

Mr. Towers: He will pay, in the first instance, a dollar for the souvenir.

Mr. McGeer: Yes; but if a Canadian labourer goes to work to build &
highway, does not he purchase with his labour the same silver dollar?

Mr. Towers: Or any other form of currency.

Mr. MacponaLp: For resale.

Mr. McGeer: He purchases that with his labour so that he can go and |
use it to purchase a pair of boots. '

Mr. Towers: That is the difference.

Mr. Macponarp: You cannot do that with a souvenir. .

Mr. McGeer: The souvenir man takes it out of circulation, but it would
be much better if it were struck for building roads and buying shoes and kept
on in circulation.

Mr. Lanperyou: Hear, hear!

Mr. McGeer: In any event, there are these amounts of silver currency
available, which we are not employing to-day, quite apart from the reason why
we are not employing them. That is correct, is it not? "

Mr. Towers: I do not think it is apropos, Mr. McGeer. I think it is all
a question of the total quantity of money. :

Mr. McGeer: I know; but quite apart from the reasons, there are thesé |
sources of money supply which, whether it be from policy or because it is not |
advisable or because it would not work out in the end, we are not using.

Mr. Towers: There is no limit to the creation of money.

Mr. McGeer: Now we come to another form of currency which you referred
to in your statement to-day, that is chartered bank money; I mean the issu® |
of chartered bank money. -

Mr. Towsrs: Notes.

Mr. McGeer: Yes, chartered bank notes. That is a power which is give?
to the chartered banks of Canada under the Bank Act, is it not?

Mr. Towers: Yes. ; i

Mr. McGeer: Am I correct in stating that our Bank Act provides in the
first instance that each bank may issue its own bank note currency up to
value of its paid up capital?

- Mr. Towers: Yes, that was the law.

Mr. McGeer: That was the law originally. -

Mr. Vien: It is now 80 per cent.

[Mr. Graham Ford Towers.]
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Mr. Towers: Eighty per cent.
d Mr. McGeer: What were the limitations other than the paid up capital,
0 you recall? :
Mr. Towgrs: That the notes should be the first charge on the assets of the
Particular bank; that five per cent should be maintained with the Minister of
nance in the circulation redemption fund; that notes are not legal tender and
Must be taken in by the bank in exchange—
Mr. McGeer: Must be accepted as legal tender by the bank itself?
Mr. Towrrs: The bank must give legal tender in exchange for them at
#Ppropriate points. I do not recall any other provision at the moment.
Mr. McGeer: The bank must accept them in payment for their own debts?
Mr. Towers: And the double liability on the shares.
Mr. McGeer: The cost to the bank for the issue of that type of money up
t the value of its paid up capital was a five per cent reserve of cash?
Mr. Towsrs: A 5 per cent reserve in the circulation redempfgion fu.nd.'ThE.ay
zt)mlld also have to maintain a certain reserve of legal tender in their tills in
Nnection with outstanding eirculation.
Mr. McGegr: Ten per cent?
Mr. Towgers: Ten per cent.
Mr. McGeer: As a matter of fact under our present act it is 5 per cent? .
Mr. Towers: That is the legal minimum, but, of course, 10 per cent 1s
Maintained. ! :
Mr. McGeer: Our parliament has enacted that they can issue .on a 5 per
ent reserye.
of 0011\141-1“ Towers: I should imagine that the banks would never go to that level,
se.
W Mr. McGeer: But quite apart from what was in the mind of parhe}?ment,
hat they said in the act was that they could do it up to 5 per c.ent reserve! ;
Y Mr. Towers: They said they would not be fined unless it got to ak5 per
egnt reserve. I do not think the minimum reserve properly should be taken as
Couraging people to go to the minimum.
& Mr. McGeer: Parliament said you could issue that money on & 5 per cent
S€rve of cash.
Mr. Towers: Yes.
Mr. McGrer: Is it not inclusive of the other reserve that you spoke of a
Ute ago: that is the reserve of cash now, is it not?
Mr. Towrrs: 1 do not quite understand that. il
fu Mr. McGeer: What you said was that they had a 5 per cent circulation
nd I\an 10 per cent reserve of cash under the_oﬁd sysbem?only e
T : : ing to cash reserves t s
TeSeryeg ggzﬁis'cal;l;}é?aiagép&ii: ;feéﬁfl,l gin fact a bank would also con;xder t1)1,5
esaas being liabilities, naturally, so it would, although not bound to do so by
» acecept— : y :
Mr. McGerr: Perhaps I can shorten the question. Am I right in saying
?e%’?wwld only need one rr):serve now, and do not need the circulation fund as

Mr. Towgrs: By law they have only a circulation fund
Mr. MoGeer: Five per cent?
Mr. Towers: Yes.

Mr. McGrrr: So that by law the cost of issuing
OW 5 per cent in the form of cash reserve and the cos

iy

now.

that money to the banks

Is t of printing the paper?
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Mr. Towers: And the 1 per cent tax which they pay to the government, |
yes.

Mr. McGeer: So that with five dollars of cash a Canadian bank can issue
a form of money that does function as money in the dominion of Canada; is
that correct?

Mr. Towers: Yes, and

Mr. McGeer: To the value of $100?

Mr. Towers: Incidentally, at the same time, having that currency out-
standing costs them more than if they had it in the form of deposits. It costs
them about one and three-quarters per cent per annum.

Mr. McGeer: Mr. Mariner Eccles, chairman of the Federal Reserve
Board of the United States, made a study of the cost of servicing book-keeping
entry money, and the paper systems; he found that the book-keeping entry sys-
tem was cheaper than the other system.

?Mr. Tucker: Mr. Towers, does the figure you gave a moment ago include
tax?

Mr. Towers: Including tax.

Mr. McGeer: What I want to get at is this. We are dealing with bank
money which we have in circulation to-day. I think there is $90,000,000 of it

Mr. Towers: Approximately.

Mr. McGeer: In ecirculation?

Mr. Towers: $90,000,000.

Mr. McGeer: Now, am I right in saying this, the chartered banks of
Canada can with that form of money purchase securities?

Mr. Towers: They can, in the first instance, of course, but unless there
is a demand for their circulation which results in a certain amount of circula-
tion being outstanding—the notes will come right back to them, and have to be
paid in some other form.

Mr. McGeer: As a matter of fact, take the municipality doing business
with one of our chartered banks. Can a chartered bank take that sort of money
and purchase municipal bonds.

Mr. Towers: So long as people are satisfied that the money is good, and
they will only be satisfied so long as the bank is solvent. '

Mr. McGeer: But they are solvent. We are satisfied with the Bank of
Montreal.

Mr. Towers: Yes.

Mr. McGeer: And the Bank of Montreal with that kind of money ca®
purchase municipal bonds?

Mr. Towers: Yes.

Mr. McGeer: And provincial and dominion bonds, no question about that?

Mr. Towers: Within certain limitations-in regard to quantity, yes. They
can purchase as much as their reserves will permit. ‘

Mr. McGeer: What I want to point out to you is this: the only reaso?
why the banks can use that kind of money is that parliament has given them
that power.

Mr. Towers: Parliament has given them the power; the people have give?
them the confidence.

Mr. McGeer: But without the power from parliament they could not g
started at it.

Mr. Towers: They need both these things.

they?
[Mr. Graham Ford Towers.]

Mr. McGeer: Nobody without power from parliament can do it, cal s
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Mr, Towers: No.

Mr. McGeer: Then, what we have done in parliament is to give to a bank
the power to print money.

Mr. Towers: Within certain limitations.

Mr. McGeer: At a cost of 5 per cent plus a 1 per cent tax, plus the cost
of printing, we have given them that power, have we not? :

Mr. Towers: Within certain limitations, yes.

Mr. Tucker: It does not cost them 5 per cent; they have to maintain
that. It is not a cost.

Mr. McGeer: And they have in circulation and have used that kind of
Money up to $90,000,000?

Mr. Towers: Yes.

Mr. McGeer: Now, the government prints bonds, does it not?

Mr. Towers: Yes.

Mr. McGrer: And issues them on an interest bearing basis and exchanges
them for that kind of money, does it not?

Mr. Towers: Only to a certain extent. The bulk of the bonds are held
by the people, not by the banks.

Mr. Tucker: What is the proportion?

Mr. McGeer: We will come to that later. What I want to get is this:
that kind of money is being used continuously in the building of roads and in
€xchange for goods and services in Canada, is it not?

Mr. Towers: You mean new money arising from the sale of government
bonds to banks?

Mr. McGrer: Yes, I mean banknote currency.
tim Mr. Towkrs: Banknote currency is revolving, but not going up all the

e.

~ Mr. McGerr: No, as a matter of fact it is going down; but what I am
Pointing out is, to the extent of $90,000,000 we have bank money that is
Issued at a cost to the banks of a nominal sum.

Mr. Towers: 1 think it is more than nominal; it is about 1% per cent
ber annum.

Mr. McGeer: That money in the light of the practice of Canada is full
Purchasing power for the banks?

Mr. Towers: Yes. : :

Mr. McGrer: Well, do you suggest for one minute that the privilege—

Mr. Vien: It might be interesting to hear the rest of Mr. Towers’ answer.

. Mr. Towers: It is full purchasing power for the bank, at the cost of the
ban assuming the liability. I have always felt there was an absolutely fatal
Misunderstanding in regard to the banking system as a whole, and that fatal
Misunderstanding arises from the thought that deposits are assets, and that notes
are assets. Now, so long as that thought is even in the background of people’s
Minds, any discussion of banking gets on a topsy-turvy basis, because they are

1abilities. Any member of this committee can use a piece of paper and put his
Name op it, and if he is regarded as solvent and has credit, he can use it for the

Purpose that you mention.
Mr. McGeer: What T want to get at is this: let me give you a concrete
®Xample and see if you will agree with me. I go into the bank with a $100
Ominion government bond and I sell it-to the Bank of Montreal, we will say,
and the Bank of Montreal gives me $100 in their money. That is a transaction.
at may be completed—
Mr. Towgrs: That is their liability to you.
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Mr. McGegr: Then I put that $100 back into the Bank of Montreal on
deposit with them. =

Mr. Towers: Yes.

Mr. McGeer: And it becomes the bank’s money, does it not?

Mr. Towers: Well, that is the point I am making. I am very glad you
brought it up, because there is the whole fundamental trouble. You are
referring to a deposit as an asset, and therefore from then on everything is
topsy-turvy, because in fact the deposit is a liability.

Mr. McGeer: But, as a matter of fact, the bank takes charge of that
money that I deposit and can and does use it as its own money.

Mr. Towers: No, it does not; it has bought a bond from you and given
you its note. That note is its liability. You deposit the note and it is set up
as an account in the books in your favour, a new account for $100. It is not
then an asset; it is the bank’s liability and against that liability it holds for
your account a dominion government bond that you sold to it, and that is
the first and that is the last. There is no further move on the part of the
bank. You intimate that every deposit with a bank is an asset from the
banking point of view. People have been assuming that when a bank creates
a deposit that it is an asset of the bank. On the contrary the bank goes
through the painful process of creating a liability, which any of us can do
within our power; and it has to administer the assets against those created
liabilities in a form which will maintain the confidence of the people and its
own solvency.

Mr. McGeer: 1 quite agree with you and I have no fault to find with
it; but what I am pointing out is the process of dealing with this $100 bond,
and what I say to you is, when I hand it to the bank the bank gives me in
exchange for an interest bearmg piece of paper a non-interest bearing piece
of paper.

Mr. Towers: Voluntarily.

Mr. McGegr: But we do it. Now, I put that money back on defpos1t in
the bank, and another man comes along with a $100 bond, and it is within
the power of the bank to use that same $100 that I have deposited to buy
another bond.

Mr. Towers: No, unfortunately you cannot use your liability to buy any-
thing. The deposit you have with the bank is its liability. It cannot use its
liabilities to buy something.

Mr. McGeer: The liability is being transferred from that money
altogether. The liability has been transferred from that money into an entry
in the books of the bank which makes me a depositor and that money becomes
free to use again.

Mr. Towers: I am sorry, Mr. McGeer, that money is the bank’s own
note which is the bank’s liability. When you put that back in the bank it does
not become an asset of the bank.

Mr. McGeer: Is not this a fact: out of a comparatively small amount of
money in bank deposits, all told less than three and a half billions, we do busi-
ness in Canada up to the value of thirty-five thousand million dollars a year?

Mr. Towers: That is through the people using their deposits in the banks.

Mr. McGeer: And through the circulation of this money over and over
again,

Mr. Towers: Amongst these people yes.

Mr. McGeer: But in any event, it is on that process that the banks build
their deposits.

Mr. Towsrs: No.

[Mr. Graham Ford Towers.]
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< Mr. McGgegr: In part?

Mr. Towers: No, not by that process, on the turnover of deposits amongst
the people. When a bank acquires an asset in the form of a loan or a govern-
ment bond, other things being equal, its deposits will increase by the same
amount, hence that word which most bankers detest, the “creation” of deposits;
but as 1 pointed out, when they create these deposits, they are not creating
assets, they are creating liabilities, and their liabilities cannot exceed their
assets. They buy government bonds or make loans to the tune of $10,000,000
if their cash reserves permit—if their cash ratio permits, 1 should say—and
tl_ley have then on the asset side $10,000,000, but they have on the liability
side $10,000,000 in deposits. These deposits, of course, move very rapidly out
of the hands of people to whom they first came. They are paid out in various
fOI'IIIS; they circulate; that is the start and the finish of the $10,000,000; on
one side $10,000,000 and on the other side $10,000,000. The bank does not just
g0 and use $10,000,000 of deposits to buy $10,000,000 of fresh assets, because
¥ou cannot buy something with one of your own liabilities.

Mr. McGeer: I think we will probably come to that when I deal with
Some of the annual statements of the banks.

Mr. Towrrs: Yes, that is the best way of doing it.

~ Mr. McGeer: We will deal with that, because I think you will find that
'i this process pyramiding deposits obtains because the money comes back a
Dumber of times, and the bank can use the same money in purchasing assets.
!‘ quite appreciate there are other ways of building up the process.
‘ Mr. Towrrs: That, of course, is the fundamental misconception. If we
could correct that it would be very helpful.

~Mr. McGeer: I want to say this to you: that process of issuing money
Whl‘Ch is the bank’s buying power is much cheaper than the process of issuing
National currency that I suggested, with a silver reserve, is it not?

Mr. Towers: No, it is more expensive.

Mr. McGeer: How do you make that out? )

Mr. TowErs: It costs the banks—mo figures along these lines have ever
b‘“:‘“-n published, so what T am saying is guess work, but it is a guess which comes

thin a fraction of being correct, I am sure—about 3 per cent per annum, OT
Perhaps a shade more, to operate, of which about 2 per éent represents their
®Xpenses and about 1 per cent represents the interest that they pay on deposits
On the average. Some years ago the cost was a good deal higher, but because
of the things that have happened in the last few years, and particularly the easy
Money policy of this-country, the banks have been forced to reduce the rate of
Mterest, and economize in other ways. As it is, however, it costs them about

per cent per annum—on their total assets, I should say; so that a bank with
8 hundred snillions assets will find it costs it about $3,000,000 before dividends or
€preciation.

Mr, McGeer: What T was dealing with, Mr. Towers, was not the cost
% the banks doing business, but their banknote currency and their bank deposits,
because the bulk of the business of the banks is done with a portion of its
urrent deposits, is it not? .

: Mr. Towers: I find it very difficult to answer that question, because I
®annot get it related to the facts. I am sorry, I may be stupid.
- Mr. Tucker: Does the 3 per eent include losses and bad debts? .
| $a: Mr. Towsrs: No, no losses, no taxes and no dividends, and T think I am
8irly close to being right in the cost I give. ,
Mr. Vien: It would be purely operating expenses?

l Mr. Towers: Yes.
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Mr. McGeer: What I was dealing with was the cost of the issue of this |
money to the banks; that is, the $90,000,000 worth of paper currency, and the
question I put to you was, the issue of the eurrency would be cheaper to the |
banks than the cost of issuing a silver currency on a 27-cent dollar would be
to the government?

Mr. Towers: Is the cost to the banks less in issuing their currency than &
silver dollar would be to the government? That is a very difficult question to
answer because I do not see its application.

Mr. McGeer: I am perfectly willing that you should leave it there, because
to me I think that the question is obvious. Where it cost the government 27
cents to create a dollar, and the banks get the privilege of creating it at the
cost of 5 cents, it seems to me to be elementary that the cost to the bank is much
cheaper than the cost to the government would be. I do not know whether you
will agree with that.

Mr. Towers: The question of taxation on the banks enters into it as well,
of course.

Mr. McGegr: That is only 1 per cent. In any event, that is not important.
There are two forms of currency that we have. Now I come to bank deposit
currency. Is it generally accepted now in Canada, in the United States, and in
countries which have adopted modern banking practice, that approximately
95 per cent or more of the total monetary transactions of the nation are carried
on by cheques? :

Mr. Towers: I dare say that is the figure.

Mr. McGeer: So that the cheque transferring bank deposits has become
our pre-eminent medium of exchange?

Mr. Towers: The bank deposits themselves are. The cheque is the
implement for the transfer, of course.

Mr. McGeer: I mean to say it is the cheque that makes the transfer
possible?

Mr. Towers: Or any other form of order which transfers, yes.

Mr. McGeer: I am talking about what we generally use in the going con-
cern activities of the people and the nation.

Mr. Towers: Yes. I would object to the use of “cheque money,” for that
implies that the cheques remain outstanding. The deposits are the money and
they turn over.

Mr. McGeer: I mean to say the deposit in the banker’s book is the actual
money.

Mr. Towers: Yes.

Mr. McGeer: That is, it is not money; but it is the effective substitute
for money which modern practice in banking and commerce has developed?

Mr. Towers: Exactly. i

Mr. McGeer: So that 95 per cent of our monetary transactions are now
c-arried?on by using a medium which is an efficient and effective substitute for
money ?

Mr. Towers: Which, in fact, is money for the purpose of our discussion.

Mr. McGeer: Therefore, those who are empowered to issue bank deposits
as a substitute for money are the ones who .control the volume of the medium
of exchange in circulation?

Mr. Towers: No, they do not; because their powers to do it are limited
by legislation.

Mr. McGeer: Within these powers of their legislation.
[Mr. Graham Ford Towers.]
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Mr. Towers: And the amount of the cash reserve, which is determined
by the Bank of Canada, determines the extent to which the chartered banks
¢an go in the way that you mentioned.

Mr. McGeer: As a matter of fact, the fact is that 95 per cent of our
Monetary transactions are now maintained by the use of bank deposits. That is
the fact. So that under the powers enjoyed by the banks under our laws, they do
18sue 95 per cent of the medium of exchange, or they issue the medium of
exchange which transacts 95 per cent of the business of the people and the state.

Mr. Towers: There is a point I should like to make there. The two and
a half billion dollars of Canadian deposits do not belong to the banks. They
belong to the people who use them and transfer them as they wish. As a
Matter of fact, the speed with which they transfer them is also very important,
I a monetary sense—the velocity of circulation. Over that the banks have no
ctontrol. In regard to the total quantity of deposits, that depends on banking
actlpn, which in turn depends on our action, which in turn depends on tl_le
Parliament, of Canada. Once the deposit is in the hands of the individual, it
18 his property. He deals with it as he wishes to do.

. Mr. McGeer: Here is what I am getting at. I am dealing with the ques-
tion of the issue of money. Our subsidiary coin is issued by the state. There

- 18 no question about that, is there?

Mr. Towers: That is right.

Mr. McGeer: Our bank note currency is issued by the banks under the
Powers which the bank laws give them?

Mr. Towers: And by the Bank of Canada, yes.
Mr. McGeer: We are dealing with the chartered banks now.
Mr. Towers: Yes.

Mr. McGegr: The Bank of Canada has not anything to do with the issue
of the chartered banks’ notes.

Mr. Towers: No. Although, of course, our own circulation is larger than
that of the banks.

. Mr. McGeer: I am coming to that later on, because I think that is most
mportant. But the other form of money—that is, the bank deposit money—
18 1ssued by the banks.

. Mr. Towers: Is placed in the hands of the people as a result of bank
activities, yes; and so long as the people have confidence in the banks—

Mr. McGeer: I am not talking about the use of money.
' The CramrMan: Order. Will you allow Mr. Towers to finish?
Mr. McGeer: Yes.

Mr. Towers: Once it is there, it is the property of the depositors. I do
fear that somewhere in the discussion«we are coming back to the thought that
those deposits are the property of the banks.

Mr. McGeer: No. T have not that idea at all, and I am not dealing with
that phase of it. That is a phase which we will deal with later on, I hope. But
am dealing with the power to issue that form of money. That is a privilege of
the chartered banks.
Mr. Towrrs: That has been banking for centuries, yes.
Mr. McGeer: Well, that is a privilege of the chartered banks.
~ Mr. Towsrs: Yes, exactly. : eui
Mr. McGegr: It is a right which they have, subject to all the restrictions
and limitations of the law.

Mr. Towers: Yes.
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Mr. McGeer: Am I right in saying that a bank deposit can be created in
this way? A banker can purchase a dominion government bond by accepting
from the government, we will say, a bond for $1,000 and giving to the govern-
ment a deposit in the bank of $1,000?

Mr. Towers: Yes.

Mr. McGeer: When a bank takes a bond from the government, what the
government receives is a credit entry in the banker’s book showing the banker
as a debtor to the government to the value of $1,000?

Mr. Towers: Yes. :

Mr. McGeer: And in law all that the bank has to hold in the way of cash
to issue that deposit liability is 5 per cent?

Mr. Towers: Yes.

Mr. McGeer: You are aware that our banks now hold one billion four
‘hundred odd million dollars of municipal, provincial and dominion securities? ,

Mr. Towers: Yes.

Mr. McGeer: That form of money costs less to issue than chartered bank
notes or subsidiary coin?

Mr. Towers: I am sorry. It costs more; 3 per cent.

Mr. McGeer: What is that?

Mr. Towers: Approximately 3 per cent.

Mr. McGeer: How do you make up that 3 per cent?

Mr. Towers: Because 3 per cent is the cost of operation of the banks. If
you are in the business, your costs of operation are there.

Mr. McGeer: I know; but the cost of operation includes a great many other
things besides the issue of money.

Mr. Towers: And many other things have to be done in conjunction with
the issue of money, to remain in the banking business. :

Mr. McGeer: Yes. But that 3 per cent is paid for by the people who borrow
money from the banks at 6 per cent and 7 per cent, is it not? ;

Mr. Towers: On the costs side, the banks have to meet their general cost
of ‘operation, wages and so forth, and the cost of interest to their depositors. I
am neglecting for the moment, depreciation, taxes, dividends, and so forth. Their
costs, therefore, shall we say, are three millions for each one hundred of millions
of assets. Naturally they have revenues on the other side, some of which come
from interest from borrowers, some of which come from government securities
and some of which come from the other minor services that they render. They
have to hope that on the revenue side this will bring them in a little more than
an average of 3 per cent on their total assets. It does bring them in a fraction
more than that, yes.

Mr. McGrer: What I am dealing with is the cost of issuing that form of
money. That may be one item of cost 4n the bank’s operations, but included
in that 3 per cent cost there are a great many other operations, are there not?

Mr. Towers: Not that I know of.

Mr. McGeer: For instance, there are all the costs of servicing the depositors.

Mr. Towrrs: Yes. But as you say, they have the privilege of creating
deposits. That privilege naturally carries the privilege of servicing the deposi-
tors, and that carries its costs.

Mr. McGeer: Yes; but in the cost of 3 per cent is included all other things
besides the cost of issuing the deposits?

Mr. Towers: No. I would say that they are part of the cost of being in

the banking business. If you were not in the business, you could not issue the
deposits. b A

[Mr. Graham Ford Towers.]
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Mr. McGegr: The question I put to you is this. The cost of issuing bank
deposit money—and I am dealing with the cost of issuing that money, not of
servicing it and all the rest of it—is less than the cost of issuing paper money ?

~ Mr. Towers: I cannot agree with that, Mr. McGeer, because I cannot
Picture a situation where a bank issues a deposit and then suddenly disappears
Into thin air into another country and says, “We will not service it.”

Mr. McGeer: Did you not tell me a few minutes ago that the cost of bank
deposit money was proven, but the investigation of the Federal Reserve system,
t'0_ be less than the cost of issuing paper money? We had that on record a
Minute ago.

Mr. Towers: You said that Mr. Eccles told you that. Perhaps I accepted
that without sufficient serutiny. You said that was the result of an investi-
gation he had made, and he had told you.

Mr. McGeer: He did not tell me that. It was told to the American
ongress.

Mr. Towers: I thought he told you.

Mr. McGeer: No. It was told to the American Congress which was making
the enquiry.

N "~ Mr. Tower: My proper answer would have been, “I am unaware of what
e Sa:id”.

Mr. McGeer: Where do you get your information?
Mr. Towers: My information of Canada?

Mr. McGeer: On the difference in the costs of issuing paper money and
bank deposit money.

b Mr. Towers: My information in respect to the general operation of the
anks in Canada, as 1 say, comes from no published statistics. It is a guess,
ut I believe it is very close to being correct.

Mr. McGeer: The cost of issuing that money, you say, is 3 per cent?
Mr. Towers: Approximately, I guess.

Mr. McGeer: What are the banks purchasing short term government
Securities at to-day?

Mr. Towgrs: Oh, it would range from 1, 13 to 2 per cent.

Mr. McGeer: Do you mean to suggest that our banks are purchasing those
80vernment securities at a loss of anywhere from 1 to 2% per cent, because they
are down as low as 4 of 1 per cent, are they not?

Mr. Towgrs: If on particular transactions they apply the test of 3 per cent,
Yes, they are purchasing them at a loss. Of course, they have to regard their
ole asset picture and look at the average of their earnings on all things. They
ave a certain amount of their assets in cash—a total loss, no earnings. They
ave some in short term government securities, those do not average an amount
®qual to their general expenses. Then they have some slightly longer term
80vernment securities, and they have loans, in the hope that on the average
of all those assets they will earn a little more that their costs.

Mr. McGeer: You told us in your statement or in your evidence the other
day that there were three ways by which moneys could be put into circulation—
DY taxation, by borrowing or by discounting to increase deposits. Is that right?

_ Mr. Towers: No. I said there were three ways by which a government
Which wanted to spend money could obtain it. One was by taxation. The other
Was by borrowing the savings of the people. The third was by some form of
Iflation activity, either by borrowing through the operation of an easy money
Policy or by the actual issue of currency; the third form was, in effect, a
ﬁun’ency creation form as distinct from form number two, which is borrowing
he savings of the people.
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Mr. McGeer: What I am putting to you is this. T think it is important
that we should have some knowledge of the financial strength of this nation
in this particular period. Is it not possible for the government to place to
the credit of our banks their securities, and to have those securities converted
into bank deposits which permit the government to expand its program of
public expenditure?

Mr. Towers: That is a question of monetary policy; and, of course, that
is what has been done to quite an extent during the last four years.

Mr. McGeer: I take it if war should come there would be a great reserve
of Canadian monetary power available for the defence of this nation by the
adoption of that process?

Mr. Towers: What are available for the defence of this nation are Cana-
dian men and Canadian materials. The method by which those are put to use
by the government—the method of financing—as I stated earlier, is a question
of fiscal policy. But that men and materials can be created from money, no.

Mr. McGeer: But within the limits of the men and materials that are
available, their use for the defence of the nation can be financed by placing
at the disposal of our banks government securities, and taking in exchange
for them bank deposits?

Mr. Towers: No, not beyond what you might call any reasonable limits
of monetary policy. It has happened in other wars, yes, with the net result
that at the close of the war we emerged with a considerably higher price level,
which is perhaps inevitable; and also through undue borrowing as compared
with resorting to taxation, we emerged with a certain percentage of the people
having a mortgage on the rest. The war itself was paid for in men and
materials each day that the war lasted.

Mr. McGeer: Mr. Towers, you no doubt are conversant with the financial
resources of Canada at the commencement of the last war in 1914. You will
remember, I suppose, that we had on deposit, in time and savings accounts,
$1,144,000,000 and we increased those bank deposits by 1921 to $2,264,000,0007

Mr. Towers: Exactly.

Mr. McGeer: So that a considerable portion of the war financing came
through the increase of Canadian bank deposits?

Mr. Towers: Yes.

Mr. McGeer: As a matter of fact, we financed our war costs pretty
much by——

Mr. Lanperyou: Fountain pen money.

Mr. McGeer: —by internal financing in Canada.

Mr. Towers: Yes.

Mr. McGeer: As a matter of fact, our financing both in England and in
the United States, I think, practically kept on a level; one went down and the
other went up a little. There was no substantial change in our international
debt position, adversely, as a result of our war expenditures of 1914.

Mr. Towers: Not that I recall.

Mr. McGeer: What is that?

Mr. Towers: I think that is right.

Mr. McGeer: So that we have in that experience proved that we can
increase the volume of our bank deposits to meet our national liabilities.

Mr. Towers: Provided the people pay for it, yes.

Mr. Tucker: What do you mean—in goods and services? Is that what
you mean?
[Mr. Graham Ford Towers.]
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Mr. Towers: Yes. When it is financed in that form. Really the govern-
ment is not getting anything out of thin air. It is a transfer between the
Various sections of the population, so that at the close of the war you would

ave certain sections of the population owing the remainder of the population.

Mr. McGeer: Was it not a fact that in the majority of the financing of
the war the bonds issued by the dominion government carried an interest rate
averaging about 5 per cent?

- tlll\/lr. Towers: I cannot contradict. I do not know. I dare say it is not far
at.

Mr. McGeer: Some of the bonds were issued at as high as 54 per cent?

Mr. Towers: Yes.

. Mr. McGeer: And some of those 51 per cent bonds were made tax free;
18 that right?
Mr. Towrrs: Yes.

Mr. McGeer: And as a result of financing the war by depositing govern-

Ment, jnterest-bearing bonds, the cost in interest on the moneys used to finance

€ war now totals more than the total volume of money actually used to pay
the war cost.

Mr. Towers: Yes, paid to our own people. The alternative would have
been to have got more from them at that time in the form of taxation.

Mr, McGeer: Let me suggest to you that if that money had been raised
8t 3 of 1 per cent, the cost to the taxpayers at large would have been just the
difference that rate of interest and the rate that was paid.

Mr. Towers: The taxpayer, of course, is the whole country; and the
Money that the government pays out in interest goes to the whole country.

ere are factors of distribution there. There is the question of a system of
taxation, a system of financing expenditures which does not cause too much
Wealth to gravitate in certain direetions. There is the burden which may be
aused through unequal distribution throughout the economy. But thinking of
; € economy as a whole, interest goes out to the people. The people pay the
axes,

Mr. McGeer: But if the interest goes out to only a portion of the people—

Mr. Laxperyou: To the banks.

Mr. McGeer: Not necessarily the banks.

Mr. Towers: No; because the banks in turn distribute that to their
depositors and staff.
. Mr. Tucker: There was not much interest paid to the people who fought
0 the war, the soldiers. I happen to know, because I was one.

b Mr. McGeer: What I want to get at is this. People with money usually
Uy bonds?

Mr. Towers: Stocks, bonds, preferred shares.

" Mr. McGeer: I mean to say that bonds are not distributed equally
hroughout the nation. The people of wealth are the people who own the bulk
o1 the bonds of the nation.

Mr. Towers: No, I should not like to go so far as to say that. A sub-
Stantial amount of bonds is held by banks on behalf of their depositors. One
Would have to examine the classification of deposits to gain some idea in regard

he size there. The insurance companies hold a number of bonds for their
Policy-holders. The balance of the bonds—roughly speaking, the great balance
8 held by the public. The size of the individual holdings 1 do not kqow.

Mr. Vien: In other words, it means that the Canadian investor invested

‘ in those bonds to the extent of his ability to do so.

Mr, Towers: Yes.
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Mr. McGeer: I take it from that that it really does not make much
difference what rate of interest we pay, because the people get the benefit of it
anyway. We may as well made it 10 per cent.

Mr. Towers: It can make a material difference to the extent that there
is uneven distribution. It does not make any difference to the country as &
whole. But it makes a difference to the individual sections of it—that i,
sections of the people.

Mr. McGeer: If these debts are all paid off, the burden of taxation would
be very much less, would it not?

Mr. Towers:  Yes, in the imaginary situation that you mention.

Mr. McGeer: Of course, it is impossible for you to conceive of the end of ¥

this debt-claim system which we operate under?

Mr. Towers: Oh, “never” is a long time. I should not like to express ap
opinion there.

Mr. McGeer: Is it possible for you to imagine any way by which we are
ever going to pay the debt we have got?

_ Mr. Towers: As the debts of the government are an asset of the Canadian
people, I do not see much point in the thing; except that, to the extent that the
government thinks that the distribution of those assets of the Canadian people—
which are its debt—is unsatisfactory, it may take steps to remedy that distribu-
tion in any way that lies within the legislative power; in fact, in any way,

suppose—by income tax or succession duties or any other action it cares to take

Mr. CopwerLL: Or by capital levy.

Mr. Towers: Or by capital levy, if it so wants to.

Mr. McGeer: But those things are not coming very rapidly, because we
are increasing our debts, are we not?

Mr. Towers: Well, perhaps if they were coming, we ought not to be
increasing them. That would be unfair, would it not?

Mr. McGeer: But we are increasing them?

Mr. Towers: Yes, we are.

Mr. McGeer: We are increasing our debts annually?

Mr. Towers: Yes.

Mr. McGegr: Provincially, municipally and federally.

Mr. Towers: Municipal on balance are going down, I am glad to say-
Provincially and federally what you say is exactly right.

Mr. McGeer: But they are going down municipally by deferred mainten-
ance, which is really not liquidating your debts?

. Mr. Towers: Perhaps there are some cities which are doing much better
than that.

Mr. McGeer: I want to ask you as governor of the Bank of Canada, from
your knowledge and experience of war financing during the 1914 to 1918 wal;
what you thing would be the cost of securing money for defensive purposes
under the control which the Bank of Canada now exercises?

Mr. Towers: I have no idea.

Mr. McGeer: Can you not make an estimate?

Mr. Towers: I cannot, because I do not know the situation.

Mr. McGeer: Do you think it will be necessary for us to issue 5% per cent
tax free bonds again?

Mr. Towers: I should hope not.

Mr. McGeer: You know that we will not, do you not?

Mr. Towers: I think that would be a fair assumption, yes. -
[Mr. Graham Ford Towers.]
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Mr. McGeer: Yes. I think the people of this country are intelligent
€nough now—

Mr. Lanperyou: Hear, hear.

Mr. McGeer: —to deal with that situation.

Mr. Towers: I would agree with that.

Mr. Lanperyou: Hear, hear.

Mr. McGeer: And you will agree that the lower is the cost of the money
that the nation gets to finance defence, the cheaper it is going to be for the
taxpayer in the long run?

. Mr. Towers: Yes; and the larger proportion it gets in taxation, the better
It will be for the country in the long run. That gets away from paying any
Interest on borrowing.

Mr. McGeer: Mr. Chairman, I have a new feature that I should like to

Start with, and I have a statement that I should like to present to the committee.

t is a comparison of the financial position in Canada in 1914, 1921, 1929 and
1938. It shows the national debt, gross funded and net; it shows the national
Income, the national wealth, trade, production (net value), mineral production,
ank deposits, governmental revenue and governmental expenditures. I should
like to have Mr. Towers have that.

The CuamrMaN: Is it the pleasure of the committee to place that statement
on the record?

Mr. Viex: I would so move.

Mr. DeacaMAaN: Would it not be better if that statement came from the
Bureau of Statistics?

Mr. McGegr: I got it from there.

Mr. Deacaman: I should like to have it certified.

Mr. McGeer: 1 can get that.

The CramrMaN: Is it the pleasure of the committee that Mr. Towers’ state-
Ment shall be placed on the record?

Mr. Viex: Which statement?

. Mr. Towsrs: In reply to the questions which were asked at the last meet-
Ing. There was a statement asked for then. That is what I have here.

The CraRMAN: It is your pleasure that it should be put in the record?

_ Mr. Viex: Yes. Would it cover the question of paying government exnen-
diture by issuing more currency? Does it cover that?

Mr. Towers: It certainly is in that direction. Whether that should be
€laborated on or not, I should like to decide after looking it over.

Mr. Viex: I understood Mr. Towers to tell us this morning that he
Would like to prepare a further statement?

~ Mr. Towers: Yes.
Mr. Vien: In respect to that?
Mr. Towers: Yes. _
b Mr. Viex: I would move, Mr. Chairman, that the statement of Mr. Towers
€ but on our record. s :

The Cramrman: What is your pleasure with regard to Mr. Vien’s m.otlon?

Mr. CowpweLn: Mr. McGeer said he wanted to start another line of
Qestioning, It is one mintue to one o’clock.

Mr. Viex: Not to-day. % :

M The Cmammax: No, not to-day. What is your pleasure in regard to
I. Vien’s motion?
Mr. Hirw: Certainly.

7583H
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Mr. Viex: The motion is that Mr. Towers’ statement appear on our record.

Mr. Tucker: I want to ask if Mr. Towers dealt with the question that
I directed to him at the very end of the meeting last day?

Mr. Towers: Yes. That is in this statement.

Mr. Tucker: There is another thing I should like to ask. I understand
that you put out a statistical summary every year, do you?

Mr. Towers: Yes.

Mr. Tucker: I should like to bring to the attention of this committee
the situation that a statistical summary is put out of the basis on which the
governor of the bank and his advisers act in regard to advising as to methods
of financing. If this banking and commerce committee is going to be intelli-
gently advised of the basis for his action or advice from time to time, it seems
to me that we should have the same statistical summary provided for the
members of the banking and commerce committee, at least, if not for all the
members of parliament. I have felt for some time that if we are going to
function efficiently as a banking and commerce committee, we should have that
statistical summary. I bring that to the attention of the banking and commerce
committee as a suggestion. I should like to have it, and I think it would be
of value to every member of the banking and commerce committee, at least.

Mr. Towers: Most certainly, if that is desired.

Mr. Tucker: I would move that it be supplied, if possible, since the
beginning of the year, to every member of the committee.

Mr. Towers: I will see that it is put in the boxes almost immediately.

The Cuamman: Shall we adjourn at the call of the chair?

The committee adjourned at 1 p.m. to meet again at the call of the chair-

L
E

!
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APPENDIX “A”
STATEMENTS SUBMITTED BY MR. TOWERS

(a) Moxerary Poricy anxp THE PRrICE LEVEL

At the last meeting—on March 24th—I was requested by several members
of the Committee to prepare a statement on the inter-relations of monetary
Policy and the Canadian price level. The statement on this subject which I
Propose to make this morning will in part touch on matters with which I

ealt during last week’s meeting, and while I have not changed the tenor of
Iy remarks on that occasion, I believe that they may be presented in some-
What clearer relation to the subject as a whole.

Parr I — THeE PRICE STRUCTURE

Before discussing the inter-relations of monetary action and the price
level, T would like first to speak briefly on the nature of the price structure
ltself, because in my opinion it is essential to a clear understanding of this
Subject that the fundamental inter-dependence of the price structure be kept
Constantly in mind.

The fact that prices are higher or lower than at some previous date is
Only significant of a change in economic position to the extent that it represents
4 change in balance within the price structure. Rapid changes in prices usually

O represent a change in balance since costs are slower to adjust. Price move-
Ments gyer long periods, however, are usually accompanied by cost adjustments

Tough renewals of fixed contracts and changes in productive efficiency. The
c0n~elqsion follows that sharp changes in prices are bad by nature because they
are disruptive, but that price movements over a period of years tend to be
a*SS.Oclated with broad adjustments throughout other phases of the economy,
Which may considerably lessen their net effect. It is essential when considering
¢ € effect of price changes over a considerable length of time to look beyond
the mere fact of a change in price and ascertain the impact of the change on

¢ net income of the individual, corporation, community or the country as
& Whole—which may be very different from the effect indicated by the change
0 price by itself.

Part II—MoNETARY METHODS

. The Committee has shown special interest in the effects which monetary
Policy may have on the level of prices with respect to the general leve! and
bhe relationships between certain categories of prices. I now pr opose to discuss

€ two monetary methods which might be employed to effect an increase in
Pricesnamely internal monetary expansion and exchange depreciation or a
mbination of the two. ' .

. Expansion of the volume of money in Canada tends to produce a rise
in the leve] of prices by increasing the potential demand for goods and services.
tn' general, however, an increase in the volume of money will increase the
Otal amount, of buying only if there has been previously an actual shortage of
oney.  There may be important factors offsetting the effect of an increase
. the volume of money, as the amount of spending is almost entirely a matter
individuals’ decisions which are influenced by many other factors than the
V()l.ume of money. I have omitted from consideration the type of price rise
ghlch follows the excessive issue of money when people through lack of confi-
hee in the currency rush to convert their money holdings into goods—a
m?é‘fim which I am sure everyone will agree is thoroughly undesirable.
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There is another important factor which limits the extent to which internal
monetary expansion can effect an inerease in the level of prices—namely, the
importance in the Canadian price structure of export and import prices which
are chiefly determined in world markets, and, as long as we maintain existing
external currency alignments, are almost entirely outside the control of internal
policy.

Under such conditions—i.e. exchange stability—expansion of the volume of
money is likely to have small direct effect c¢n the average level of commodity
prices but will probably result in a lower price for money—the rsite of interest—
which will enable a reduction in debt charges to the extent that maturing
obligations may be converted at lower interest rates—and which may increase
the amount of new investment by lowering its cost—and which may also
increase the amount of money being used for speculative purposes.

To the extent that the decline in interest rates is in line with a similar
trend in other countries and if undesirable speculation does not ensue, the
results of expanding the volume of money are likely to be favourable, but if
expansion is carried too far, undoubtedly such an unfavourable internal situa-
tion will develop, that pressure on the balance of payments will result, which
will force a decision as between reversing the direction of internal monetary
poliey and depreciating the external value of the currency which is the second
of the two methods of monetary policy to which I previously referred.

CURRENCY DEPRECIATION

Currency depreciation ipso facto would tend to increase the prices of
exports in Canadian dollars and at the same time to augument the cost of
imports and foreign debt serviee when expressed in Canadian funds. The
higher level of import and export priees would have a buoyant effect upon
other price levels and ultimately lead to an adjustment of costs in line with @
higher general level of prices.

: The general effect of depreciation is to transfer income between various
groups within the depreciating country through a rise in prices which reduces
the pressure of relatively fixed internal costs such as wages and interest ab
the expense of wage-earning and “rentier” classes. Under certain conditions 0
severe maladjustments between prices and internal costs, a transfer of this
nature may be desirable. It is necessary, however, to be quite sure that depre-
ciation will chiefly benefit a majority of the people who are in real need of
assistance and not impose undue burdens upon other large sections of the
country.

The extent to which incomes in export industries increased following
depreciation would depend upon the elasticity of demand in foreign markets
for our exports and upon the domestic industrial structure. Export prices i?
Canadian dollar might not be increased by the full amount of depreciations
either because of an attempt to enlarge the volume of exports by selling at &
lower foreign price or as a result of competition. Ability to expand our volume
of exports by offering them at somewhat lower prices in foreign markets woul
depend upon foreign demand being responsive to lower prices and upon the
willingness of our competitors to suffer a loss of market without having recoursé
to similar action. Aectually neither of these conditions would be satified to any
marked degree and Canada’s ability to increase her volume of exports by compe”
titive price cutting, distinetly limited. In certain Canadian exports industrie$
where heavy overhead costs and surplus capacity exist, competition betwee?
individual firms, each trying to increase its output and spread fixed charges over
a larger volume might lead to prices being reduced without any appreciable i

- erease in output for the industry as a whole. In general, it would be true to sa¥
that an inerease in the value of Canadian exports following depreciation woul
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result from a higher level of export prices in Canada rather than a larger volume
Of exports and the increase in export prices would be somewhat less than the
ull amount of depreciation. The value of Canadian exports would expand at
€ cost of Canada paying a correspondingly larger amount abroad for imports
‘“{d debt charges and other countries would obtain our exports at somewhat lower
Prices in their own currencies.
Import prices in most instances would increase by the full amount of depreci-
ation; in only a few cases is Canadian demand large enough to exercise an
Abpreciable effect on import prices. Higher prices for industrial raw materials
oupled with additional protection afforded domestic producers by currency
fPreciation would probably mean an advance in the prices of products fabri-
Cated from imported materials. Higher prices for imported finished goods would
irectly increase the Canadian cost of living.
th he inerease in the value of Canadian exports would be somewhat less than
; € degree of currency depreciation, but when allowance was made for the rise
in Prices of imported goods and goods made from imported materials and the
enCrease. in interest charges payable in foreign currencies, the net benefit by
XPort industries would be very much less than the amount of depreciation.
thny et benefit that might be retained would be temporary, existing pn}y during
€ Period in which other costs lagged behind the general rise in prices. Some
. Defit in relation to debt might be retained, but an improvement in this respect
ould be obtained by means of internal adjustments either of a monetary or
OD-monetary character. .
i Currgncy depreciation would increase the dollar va,lu_e of the Canadian
nat'lonal Income by creating a higher level of priceg, but its effect upon rec_zl
act.lo_nal mmcome would depend on the degree of stimulus given to economie
inc“”ty'by the internal realignment of costs and prices. An increase of e).(polrt
a.Ome I Canadian dollars achieved at the cost of paying a correspondingly
Y€€ amounts for imports, debt charges and other foreign obligations would
Per se raise the real income in Canada. : 314 ;
ere he degree of stimulus imparted to domestic economic activity &31’ an nlil‘il:
ks 33¢ in prices relative to costs would depend upon the reaction of pu g_co i
thnce_ to the policy of currency depreciation, which would vary according to
¢ Cireumstances under which the depreciation occurred; upon whether it was
c?"flction of an existing maladjustment or the ereator gf new maladjustments.
: 'S important to remember that there are very few instances of a country
pre@lating its currency unless subject to considerable pressure because of an
“vourable balance of trade or an outward movement of capital. Deliberate
Dor_re.ncy depreciation by a country enjoying a strong balance of payments
Ston, in order o gain competitive advantage or to adjust price relationships,
i Igi’t react so unfavourably upon public conﬁdenlcg as to cause an actual fall
Onomije activity and a decline in real national income. :
fctjo, | OWd summarize my deseription of the two methods by Whmfhtl};ml;;g%z
im N may attempt to raise price levels by saying that in view t0 € - olgc
Of.p. Ortance of export and import prices in the Canadian price strucii ure, a p thg
gen]nternalt monetary expansion is unlikely to produce a broa rlxse_ tm t'
i§ bera,l Price level unless it is carried to a point where the mternai‘ ia uatlog
pol-adly enough out of line to foree currency depreciation, a formboo morllle fr);
W Y which undoubtedly can raise the general level of prices above what i
o Otherwise be. Neither of these methods, however, is likely to affect

s}mreciably the relationships between the prices of individual commodities or.
8T0Ups of commodities.
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Part IIT—MoneTaRY ExXPansioN 1IN CaNapa AND OrHER COUNTRIES

I would like to place before the committee a table showing the relative :

changes in bank deposits that have taken place in Canada and certain other
countries during the period since 1926.

INDEXES OF BANK DEPOSITS: CANADA AND CERTAIN OTHER COUNTRIES

(1926 =100)

Year* Canada g{‘;tt:g K[x:éée(gn Australia Sweden

(1) (2) (3) 4) (5)
100 100 100 100 100
109 105 102 102 101
114 113 107 ., 106 99
112 110 105 106 101
105 106 109 101 105
102 91 101 103 103
95 83 115 106 103
95 77 112 107 105
101 89 114 113 103
109 98 121 111 105
115 107 130 112 111
118 105 130 121 116
123 106 (6) 126 122 123

=

*December 31 for Canada, U.S.A. and Sweden; December average for U.K.; and average for quarter ending Dece"
ber for Australia.

1) Chartered banks’ Canadian deposits.

2) All banks in U.S.A.

23) Ten London clearing banks.

4) Trading banks.

55) Commercial banks. :

6) Estimate based on latest available figure.

The amount of monetary expansion in Canada has been approximately iB
line with the increase in other countries where monetary policy has been con:
sidered an important factor in economic recovery. Comparing 1926—a normal
pre-depression year—and 1938, the volume of Canadian bank deposits has

increased 23%, considerably more than in the United States (-+6%), slightly

less than in the United Kingdom (+26%) and about the same as in Australi®
(+22%) and Sweden (+23%). :
Part IV—Cuaxces 1N Price Levers or CaNaApA aAND OruER COUNTRIES

I would like also to place before the committee a table showing the relative
changes in general price levels of Canada and certain other countries since 1926-

GENERAL PRICE INDEXES: CANADA AND CERTAIN OTHER COUNTRIES

(1926 =100)
4 o
United Tni X
Average Canada Sa;tﬁ{s K[i:g;léco(zn Australia Sweden
100 100 100 100 100
08 95 96 99
96 97 95 98
96 95 02 98
87 86 81 87
72 73 v 78
67 65 69 77
67 66 69 7
72 75 71 80
72 80 72 80
75 v “ &1 76 84
85 86 88 90 b
79 79 82 91
s

it
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Broad movements in tl ] Tni
Un: : : he general price levels of the United States and
C::lt:gialilrilggm}i. since 1926 have corresponded fairly closely with those of the
e :.; ex; all three had about the same severe decline in 1929-32 and
of Countrie: m%hmeasure _of recovery following 1932. The general price levels
e S 1W11' currencies depreciated below the Canadian dollar, have been
£ iy y ulg_ \er in relation to pre-depression years, than the Canadian index;
Di _not iigher by nearly the full amount of depreciation. :
Tevel ofrlélgnﬂ?je‘ last few years only about half of the severe fall in the general
B da I’Sén }Lr_lces between 1929 and 1932, was recovered; but prices of
e rap?dl ui‘t which fell more sharply than other prices in 1929-32 also rose
o pricy i‘i 'ei‘ 1932 and by 1937 the ratio of primary products’ prices to the
“ omel the evel was actually as high as in 1936. The ratio of farm products’
to 73 iy 19% 2gen?ra11prlc'e level, for example, which had fallen from 100 in 1926
Donent price él‘:uasé '03t }lln 1937. These and other inter-relationships of com-
now place beforg tﬁfé coxi) S?t?:glan general index are shown in a table which

CANADIAN PRICE INDEXES

(1926 =100)
. Actual Indexes Ratios of Indexes
Average Farm E
xports
g?im-] Esxport Import products to Exports
products goods goods to general | general to
index index imports
1) (1) (00)]
100 100 100 100 100 100
102 98 9% 105 100 100
101 94 96 104 98 98
101 92 94 105 96 98
82 77 84 95 89 92
56 61 72 78 84 84
48 55 71 73 82 78
51 55 73 76 82 76
59 61 77 82 85 79
64 62 78 88 86 80
69 67 79 93 89 84
87 81 90 103 96 90
74 71 83 94 90 86

1Go) s
ld not, included in index of export prices.

rA:IIinhough the general level of Canadian commodity prices remained con-
Doneng Y below the pre-depression level, the disparities between major com-
by 1937pr10e groups, which developed during 1929-32, had largely disappeared
OTe oy Taking into consideration that the level of interest rafes declined
Tices ver the period than the level of prices, it is apparent that m so far as
were concerned, a rough approximation of the equilibrium existing in

199
6 had been re-established by 1937.
depreciated their currencies below the

Ca

inder ; - i igher than comparable Canadian price
s’ prices to other prices, on the
than in Canada. To
the record a comparison of certain
those existing in

Who

111115&’&51 as been no more favourable in tho
Prigg : t.hls point I would like to place on )
1900 "elationships in Canada and Australia as compared with

Le., just before currency de; reciation.
y dep
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RELATION OF CERTAIN PRICE GROUPS: CANADA AND AUSTRALIA

(1929 =100)
Ratio of Ratio of Ratioof *
farm products exports to exports to
Average* to general index general index imports

Canada Australia Canada Australia Canada Australia
100 100 100 100 100 100
90 88 93 81 94 79
74 74 87 68 85 55
69 73 85 69 80 54
72 73 85 71 77 54
78 89 88 98 81 81
84 80 90 76 82 61
38 91 93 93 86 75
98 98 100 108 92 88
89 86 94 80 87 67

*Calendar year averages for Canada and averages for years ending June 30 for Australia.
1Calendar year averages for both Canada and Australia.

Considering the period since 1929 as a whole, the relation of prices of
primary products to other prices appears to have been somewhat more favour-
able in Canada than Australia. I do not suggest, of course, that Canadian
monetary policy was the sole, or even the chief, factor responsible for the favour-
able relationship between major price groups in Canada, because there were
mahy other important factors influencing price levels as between the two
countries.

ParT V—NoN-MoNETARY FACTORS

That Canadian monetary policy of the last few years has not been accom-
panied by the return of a high level of economic prosperity in this country, 18
not, in my opinion, evidence that the scale of monetary expansion has been
inadequate. No amount of monetary expansion can hope to restore a high level
of real national income in Canada during a period when there is a major decline
in agricultural yields or in the demand for our goods in foreign markets. These
unfavourable developments result in a smaller return from the expenditure of
labour and capital in important sections of the Canadian economy—a nationa
loss, the incidence of which may be transferred from one group to another within
th}? Icountry, but the burden of which cannot be avoided by the country as &
whole.

Monetary policy cannot solve such a problem because it cannot create an
important domestic demand for goods which we would normally export nor cad
it in a short time create new industries to absorb man-power and equipmen
from depressed export industries. Such a transfer, even if possible, might tur®

out to be very wasteful if the depression in export industries proved only
temporary. Immobility of labour, particularly in agriculture, would make #
transfer of this kind a very slow and expensive task which would only b€
justified if the low level of demand for our exports were considered to be of 2
permanent character.

ParT VI—SUMMARY

In my opinion, the amount of monetary expansion which has taken place i
Canada to date, viewed in relation to actual conditions, has been sufficient 0
offer all the incentive to a high level of economic activity and prosperity whi¢
monetary policy can be expected to offer in a country where non-moneta
factors are so important.
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5 fl‘he. large increase in the amount of money that has taken place without
Ausing mﬂgtlon, does not mean that expansion could be continued indefinitely
thout serious inflation. Historical precedents show that this is not only a

Matter of opinion and that sufficient expansion can make a currency worthless.

bg ekDPOper amount of expansion is a matter of judgment in which the central

8:1 should be neither timorous nor over-bold. In practice, Canadian mone-

Y policy has been about in line with the policy of other countries, as I illus-
fated a few minutes ago.

(b) THE PossiBiLiTy oF Paying INCREASED DEBTS WITH A DECREASE
IN THE Price LrveL

(Question by Mr, Jaques on March 24)

to aI shall assume in replying to this question, that Mr. Jaques was referring
to an -nerease in the amount of interest charges payable on debts rather than
largey CTease in the principal amount of debts. If the interest rate declines, a
8€T principal amount of debt may not involve an increase in debt charges.
eve] }}e burden of debt charges varies with the level of incomes rather than the
Is g o) prices. Debt charges may constitute a much heavier load when output
all and prices high than when output is large and the level of prices low.
e € amount by which debt charges might increase would depend upon the
inep, Urrent change which took place in the amount of incomes. If the debt
lay, g répresented an increase in productive investment and resulted in a
.nc§er Tse in incomes than in debt charges, the country’s capacity to carry the
in(,ueased debt would be greater. On the other hand, of an increase in debts is
ll-rdrred for non-productive purposes there is no increase in incomes and the
of ﬁen of debt charges rises, which is undesirable because it means an increase
xod charges in relation to a highly variable income. , :
o Jhcrease in debt charges payable to foreigners or in foreign currencies

Is . :
o 20re undesirable than an increase in domestic debts for a country like Canada

ngre variations in foreign trade may seriously affect the ability to make
Nsferg abroad. : :
omestic debt charges are an internal transfer between various groups 0
gﬁ%ple_ The maximum possible amount of such a transfer depends—as t,eId 'navg
On tidy mentioned—on the volume of income with which it is associated an
¢ Psychologieal attitude of the public. ! : o
beeg,.. Y opinion, an increase in debt for productive purposes is desira g
o AUse it represents an increased ability to produce goods and services; nt
in(l,l Mry has built up a large volume of production per capita without a gé'eﬁ.t
forrea'se 1 productive debts. On the other hand, I believe that increasing El v
Wl‘onom-p roductive purposes is undesirable because it represents a mtovela1 n 'f ;;
suc}? & direction, although it is impossible to define precise limits as to how
40 increase may go before something breaks down.

(¢) MEMORANDUM
Ottawa, March 30, 1939.

the last meeting of the committee, Mr. Tucker requested me to deal

e

With th i ;

; X ised in hi bruary 16th inst. : ;
Points raised in his speech of Fe it s ew GETEE R . B

the o, ¢ Of the suggestions which he made on at 1 ;
he Same amount-ggf money per capita in Canada as they have 1n 1ssue In the

i ted States, we is other $220 millions, and use that money to retire

:,nth‘EStbeal'il’]g d:l(;tl»] ldffﬁgﬁg point out that in using the words, “ money per
Apitg, » Mr. Tucker was }eferring to currency in circulation per C?iplta-

Dy I thlnk 1 am correct in Sa_ying that the SUg_gestlon was bgse 1?}11 %cfég&

Stnson between the active currency circulation in Canada and in the nth
Bles. fully appreciate the desirability of examining the situation in other
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countries to see whether something can be learned which would be advantageous
for Canada. But I am afraid that comparisons of active circulation have no
meaning. To my mind, the amount of currency in circulation at any given
time merely represents the amount of money which the public chooses to keep
in its pockets rather than on deposit with the banks. The amount which the

public chooses to keep in the form of currency is partly determined by the
extent to which people make payments in currency rather than by cheques;

which in turn is partly dependent upon the availability of local banking facilities.
The amount is also influenced by the activity of business, the level of prices
and the velocity of circulation; it may also increase as a result of hoarding,
either through lack of confidence in the banking structure or as a result of
foreign acquisitions. For example, the note circulation of Great Britain has
been swelled by reason of the fact that many people on the Continent have
desired to hold the currency of that country. Part of the increase in United
States currency circulation has been due to the same cause, but in that country
there have been also important domestic factors.

As the influence of the different factors which I have mentioned can never
be accurately measured, comparisons of per capita note circulation have no value-
Moreover, even if the factors could all be measured, the results might only
indicate that the level of business activity in one country was not the same a8
that in another, without showing why the difference existed.

In Mr. Tucker’s remarks on this subject I note that he said:

“As a matter of fact, we have in the past ﬁhI:ee vears, to a very limited
extent, actually increased our currency and circulation.”

Perhaps I should point out that between December 31, 1932, and December 31,
1938, the active circulation of Bank of Canada notes and chartered bank notes;
plus circulation of coin, rose from $171 millions to $238 millions, an increase 0
no less than 39 per cent, which brought total active currency circulation back t0
the pre-depression level.

Finally, it may be pointed out again that the amount of active circulation

is determined by demand from the public. Notes which were issued in exces$

of demand would immediately find their way back to the banks, and produce
an increase in the banks’ cash reserves.

That brings me to the major point raised by Mr. Tucker on February 16th;
which was, in effect, that the central bank should advance Bank of Canad#
notes to the Government free of charge, and that the Government should usé
this money to repay maturing obligations, or perhaps to finance its current
expenditures.

~ For whatever purpose the Government used these notes, and no mattef
to whom it paid them, the result would be to increase the cash reserves of the
commercial banks. The initial effect of the transaction upon the banks is the
same as if they had been forced to invest in non-interest bearing Government
securities. Subsequent effects depend upon the use which the banks make ©
their increased cash reserves.

If the increase in cash reserves persuaded the banks to make loans OF
investments which on the basis of their former high cash ratio they had con”
sidered undesirable or which would cause inflation, it would become the dut¥
of the Bank of Canada to prevent such credit expansion. This might be accom”
plished by reducing cash reserves to their former level, or by increasing the
legal minimum ratio of such reserves to deposits.

If the Bank of Canada were to reduce the amount of cash reserves bY
selling Government securities, the effect would be to put both the banks and
the Government in the same position as if the Government had originally sol
securities to the public instead of taking notes from the Bank of Canad®
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Althpugh the Government in the latter case would not have increased its interest-
m&armg debt it would be paying interest on issues formerly held by the Govern-
ent-owned central bank which transfers the large part of its net profits to the
Overnment.
- If_ the situation were dealt with by raising the banks’ legal minimum cash
10, instead of reducing cash reserves, the effect would be the same as if the
; [?Jlks had voluntarily refrained from eredit expansion on the basis of the
OCere%Se in cash reserves. Since a large part of the increase in bank deposits
22 alswnedl by the return of the additional Bank of Canada notes to the banks
asqu d be in interest-bearing deposits, without any increase in banks’ earning
sets, the result would be to reduce banks’ net earnings.
ar It is important to remember that financial institutions, of which banks
cred'one example, hold securities and have earnings for the benefit of their
el’ itors, who, in the case of banks, are depositors. Any action such as the
fg’éﬁy under discussion, which reduces the earnings of these institutions, acts
With e detriment of their creditors and becomes a form of discriminatory taxation
adi out regard for ability to pay. As an illustration of the course which these
djustments take, lower banks’ earnings in recent years, due to smaller security
ylelds_ and the decline in the volume of loans, have been offset to a large extent
¥ & 50 per cent cut in the rate of interest paid on savings deposits.
b A later suggestion was to the effect that the cash reserve requirements should
We gradually increased until every cent owing by the banks to their depositors,
inas covered by legal tender. What I said earlier in respect to the proposa
W.crease minimum reserve requirements applies to this suggestion, but naturally
1311 greater force. It is a proposal which, broadly speaking, involves two
gs:

(a) Taxation of bank depositors, and

Ol (b) The setting up of some new form of banking system to make loans.
Viously, if the banks were forced to carry 100 per cent cash reserves against
weposms, their loans and investments, in fact all their assets other than cash,
ould be restricted to an amount not exceeding their capital and reserve funds.
oh .December 31st last this amount was $279 millions—an amount which 13
in&’}o}lsly inadequate to finance the requirements of agriculture, industry an
ividuals. As the banks would have very little in the way of earnings, they

m‘i‘}.d be forced to eliminate any interest payments 1%0 depos}torz. y’ggec(;;r}fg
oy 8 in fact, have to require an
4 ; e e T Qo substantial charge for that

anted to maintain a deposit account to pay a

Service,
I am not sure that the su i ‘ntended to convey 2 recommendation
ggestion was intende 7 !
f,}:at the banks should be practically debarred from making loans and invest-
| ents,' and that presumably some other form of organization should be set 1}11p
\spget?lls purpose. I say that I am not sure, because a{,l al(lia’;-)er 'poigg‘s;ré :b‘ tg
LIt | uirements sheuld be 1mc
is recommended that the reserve req B g ilar T

& Point, wh : lv to say th
" ere the banks will be able truly ythe case to-day that for every

€Y have t it It is
dol] o have a dollar on deposl G 0 der the system
T0posed the : f dollar on i )
v would have a dollar in cash for every :
c()ulag’e already stated, their loans, investments ‘and othffar E:ISSEtS in that case
not exce i ital and reserve fund. ;
exceed the amount of their capita’ ¢ o ot

. . Any policy of monetary expansion { .
:en Interest rat);s undoubtedly cgu.sés suffering to many people; but to the
Xtent to which sanh. o policy: ‘remedies maladjustments and raises the level of

evonomic prosperity, there is some justification for it—=a justification, how-
®f, which disappears when further monetary expansion becomes unneces-
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sary. Quite apart from any risk of inflation—which might be offset by counter
measures—an additional issue of currency to finance Government expenditures

could be ecriticized as being a discriminating policy which would not ensure §

a fair distribution of the burden it would impose. In essence, therefore, Mr.
Tucker’s proposal that the Bank of Canada should issue additional currency
to the Government, and that any inflationary effects should be obviated by
an increase in the legal minimum cash ratio of the chartered banks, is not a
proposal related to monetary policy but rather to taxation. As such, it comes
within the sphere of Government fiscal policy rather than central banking
activity.

I have gone into this matter at some length—perhaps the Committee will
feel at undue length—because I am convinced that there are certain funda-
mental misconceptions—widely held—in respect to banking operations. If
I am right in this belief, it must often be the case that proposals for chang-
ing the present procedure refer to a procedure which, in fact, does not exist.
A discussion on this basis necessarily leads to considerable confusion.
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APPENDIX “B"
Basic Sramstics or Crer EcoNomic IMPORTANCE
(Submitted by Mr. McGeer)

—_ 1914 1921 1929 1938
L
4 National Debt ($000)—
Gross funded—
544,391 2,902,482 2,647,034 3,540,784
120,000 490,602 817,940 1.740,000
442,615 837,370 1,193,971 1,447,000
ST A bR B e S 1,107,006 4,230,544 4,658,945 6,727,784
Net—
T I A e SRR RN T 335,907 2,340,879 2,225,505 3,101,668
Tovineial 100,000 400,000 735,000 1,560,000
T S R WS | RO, RSN TR 397,504 753,600 1,160,000 1,410,000
; i O A SRR s 833,501 3,494,479 4,120,505 6,071,668
3. National Income (estimated) ($000)............... 2,600,000 3,765,000 5,600,000 4,401,500!
4‘ National Wealth (estimated (8000)................. 14,658,161 22,195,000 31,275,814 26,000,000
: T{:)d% ($000)—
LN e S S LR 461,443* 1,210,428* 1,208,338 956,726
5) Imports 455.956* 1,240, 159* 1,268,993 677,451
i 917,399 2,450,587 2,507,331 1,634,177
f +5,487 —29,731 —90, 655 279,275
¥ 1,625,200 2,815,000 3,946,609 2,751,6872
| (prelim.)
\ 773,178 926,329 1,928,308 4,715,480
15,083,007 | - 19,148,920 39,861,663 165,867,000
| 28,449, 821 13,543, 198 23,143,261 22,157,154
‘ 15,593, 631 8,485, 12,264,308 9,633,265
75,735,960 47,620,820 | 248,120,760 | 586,020,402
10,301, 606 5,953,555 43,415,251 58,026,972
| 45,517,937 19,293,080 110,275,912 210, 673,270
i 13,655,381 6,752,571 27,115,461 53,949,311
Total Value Mineral Production...... $ 128,863,075 171,923,342 310,850,246 444,824,222
< B“OI:.Dmits—
HOBIO BOVINGS, (1 o) ¢idsd s bas aee s ok 50,347,063 | 1,479,870,058 | 1,630,481,857
SEADT OF CUITORE. . oo 2 - 2vivs s sivaoninss o § 323:5%:88% l'gsl.m,w 606,387,381 690,485,877
T 5 RGNt S L s | T.144.211,303 | 2,204,586,736 | 2,600,747,857 | 2.823,66,934
I' 3 G
Rvernmental Revenue: (Gross)—
et s $ 163,174,305 | 436,202,184 | 460,151,481 | 516,002,748
Muneial '8 50/418.000 | 102,030,458 | 183,508,024 | 250,000,007
+ $ 415000 | 274,000,000 | 337,500,000 |  285,000,000%
T A A e I SRR $ 276,834,395 812,322,042 | 981,249,505 | 1,051,602,749
! ) G
" “Rvernmental Expendit
1I>)°m.inion ....... s s $ 186,241,048 | 528,302,513 | 388,805,053 | 534,408,118
T A AR ¢ 3 '593°000 | 102,560,515 | 177,452,192 | 265,000,000
ATl B e G 5 000, 0 334.000,000 | 386,000,000 | 320,000,000
i
| T TR, S e RS $ 305,934,048 | 964,872,028 | 952,258,145 1,119,408, 118
Sl Prioes (1026100)........................- 855 110-0 W Loy
URR G 0000).. . b (Notknown) | 28,526,000 | 46,670,482 | 30,024,300
I SMNings (8000 ..o s 7.000,212 | 17,443,052 25,108,188 | 17,203,574

N
\ 23 ©W basis—,

& v deflated.
- “earest fiscal year,

| (Whi ; ess activi
N Egt}e clearings are not a satisfactory measure of business activity,
mated from interest payments.

debits were not collected until after the war.)
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MINUTES OF PROCEEDINGS
WebNESDAY, April 5, 1939.

e The Standing Committee on Banking and Commerce met at 11 o’clock
~"M, the Chairman, Mr. Moore, presiding.
Well M]ejmbers present: Messrs. Baker, Clark (York-Sunbury), Cleaver, Cold-
(Be, onnelly, Fontaine, Fraser, Hill, Howard, Jaques, Kinley, Lacroix
an‘uce)’ Landeryou, Lawson, Ledue, Macdonald (Brantford City), McGeer,
T&ylmn’ Mayhew, Moore, Quelch, Raymond, Ross (Middlesex East), Stevens,
or, Tucker, Vien, Woodsworth.
'Gl‘ahIn attendance :
am Ford Towers, Governor of the Bank of Canada.
at t};Mr' Towers read a statement in reply to a question asked by Mr. McGeer
" "he last meeting.

Examination of Mr. Towers continued.

InitteAt one o’clock, the Chairman having put the question: “Shall the Com-
; € 81t to-morrow?”, the Committee divided, the question being resolved

i tbe legative,
The Committee adjourned to the call of the Chair.

R. ARSENAULT, )
Clerk of the Commaittee..

Dr. W. C. Clark, Deputy Minister of Finance and Mr.







1oy to produce such unfortunate results.
t el

MINUTES OF EVIDENCE

House or Commons, Room 277,
WEDNESDAY, April 5, 1939.

Cha‘The Standing Committee on Banking and Commerce met at 11 am. The
Irman, Mr. W. H. Moore,. presided.

as tOThC CuARMAN: We have a quorum, gentlemen. What is your pleasure
: Orl)l“OC_edurc? Shall we go on with Mr. McGeer’s examination of Mr. Towers?
1\?1 doing so0, the governor has a statement to make.
M, MZ'G?&‘_VERS: Replying to questions you raised during our last meeting,
ing tl(\)lh‘l McGeer: If I may just put it on the record, it is a statement reply-
the question on pages 66 and 67 which reads as follows:—
Mr. McGeer: No, the question is this: can we not use our silver
production as a basis for domestic currency and finance these kinds of
development—

AndIW

W as referring there to domestic enterprises such as construction of high-

a :
VS, payment of pensions and other purely local matters.
—more cheaply than we can by borrowing at an interest rate.

Then your answer was:—

Mr. Towers: If I might perhaps put down in black and white any
humble opinion that I may be able to express on the subject and make
it available at a subsequent meeting, that would certainly be best so far
as I am concerned. I will put in there anything that I can think of putting
in, and then my knowledge will be exhausted.

At is the statement you are now going to read, is it?
I. Towgrs: Yes.
oMr' Chairman and gentlemen, the main proposal upon which I was asked
n Mment related to the issue of currency or central bank credit to the govern-
Ment as an alternative method to borrowing or taxation in financing govern-
expenditures.
Zovan. Cr€ Is no doubt, of course, that it is possible to 1 .
pr;’:irgment expenditures and that it is within the powers of parliament t(i
as e the necessary legal authority. However, I believe that this prop}:)sg
of ﬁneen made because its advocates consider it to be preferable to other methods
ancing—not simply because it may be possible or legal. :
Sidep Irst of all, T think that I am correct in saying that those who give con-
ation to this form of procedure do not wish it, if adopted, to result in inflation.

injuggecy they £ i i O fluence of inflation and the social
Mjust; ey fully realize the disrupting 1niue :
Delglsltlces and Otheg hardships which I?1’0 causes. A great number of Canadian

ikely ¢ ould—if they 'S situation—violently object to measures
hkely. i shey: sseriol SR For example, there 18 nod.li:feasox;
leve that the reaction of organized labour in Canada would be any difieren
dec?a ":i the United Kingdom %,nd United States where labour leaders have
Ted vigorously against inflation. i A ‘
0 fipo T countri%s %vhose governments resorted to 1ssuing currency1 tm %dsﬁ
the Nance government expenditures, experienced very unfortunate, re(siut sl Vi
the g‘?mmittee’s permission, I shall not describe these experiences 'lfnl etal | since
exan. Sastrous inflations of the post-war period and more recent, if less extreme,

Ples are a matter of common knowledge.

to o

ssue currency to finance
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I believe that those who.advocate issuing currency to finance governmeﬂ,*.". ‘
expenditures, do so in the belief that in some manner inflation may be prevente‘i'.
and that it will be a cheaper method of financing than borrowing or taxatiof §

I have already dealt—in a memorandum placed on the record at the 1as*
meeting of the committee—with a suggestion made by Mr. Tucker that the
inflationary effects of financing government expenditures by means of issuiné |
currency should be offset by raising the legal minimum cash ratio of the cha.rter(?‘1
banks. It would be repetition for me to discuss this suggestion again in detal
and perhaps it may be sufficient to say that this proposal is, in essence, a for® {
of diseriminatory public taxation which is bad because it is not graduated 2 |
accordance with ability to pay. The adjustments which it would cause would |
be of a most unusual and disturbing character, and would create a certain 102 §
of public confidence.

When it is claimed that a proposal of this type is “costless,” I suppos® |
that what is meant is that it is costless to the government. 1 cannot, howevel: |
conceive that a policy which is expensive to the people—as this proposal would |
be—can be costless to the government which is simply the representative of |
the people. .

Mr. McGeer: Mr. Chairman, I should like to intervene right here—I did
not ask the governor of the Bank of Canada for a dissertation on the disastrot |
consequences of uncontrolled inflation. I did ask the governor of the Bank ¢
Canada a plain and specific question, with which this statement, as far as!
goes, has nothing to do whatever. The question I asked of him I am goind |
to repeat; and I am going to read it from the record, Mr. Chairman, becauf® §
I think I am entitled to an answer to that question. ‘

Mr. Towers: I have not finished, of course, Mr. McGeer,

Mr. McGegr: I know.
The CramMax: Do vou object to the governor’s finishing his st'atemeﬂt? P

Mr. McGegr: Yes.

The Cramrmax: He has only two more paragraphs to read. Why not Jet !
him finish?

Mr. McGeer: 1 want to register this objection here and mnow.

The Cuamrman: All right.
Mr. McGeer: I want to quote from page 66, where we had that very gamé :
issue dealt with at the last meeting of the committee, as follows: 4
Mr. Towrrs: Perhaps, then, the question would be this: wOuld :
it not be best to take care of government expenditure by issuing moné
and put that money on a silver backing in preference to some oth®
kind? :
Mr. McGeer: No. The question is this: can we not use our sil"e;.
production as a basis for domestic currency and finance these kinds
developments—

And I referred to armaments, the tourist trade, the payment of pensions, glﬂd
included other purely domestic activities which would not involve importati®
—more cheaply than we can by borrowing at an interest rate?

That was the question.
Mr. Towers: That is exactly what T am dealing with in my answer.
The CrarmMaN: Go on, please.
Mr. MeGeer:  Very 'well.
M Towers: 'Continuing: If the government wants to adopt such a polif:)"
1t 18 possible for it to do so; but the result is a levy upon the public whit 3
counteracts the saving to the government.
[Mr. Graham Ford Towers.]




If the additional money which the issue of currency to finance government
SXpenditures would provide were actively used—as in the other countries to
Which' T referred earlier—the result would be inflation. In my opinion, the
90us is on the advocates of this proposal to prove that the results would not

the same in this country as history has shown to have occurred in other
Countries,

When the establishment of a central bank was being discussed in Canada,
gne of the chief reasons advanced against its foundation was that a central

ank would provide such an easy way of creating money that the temptation

make immoderate use of it would be too great to resist. The period of four

. Yearg during which the Bank of Canada has been in operation, has been too

B ort to prove that those fears were unfounded, and the real test of our
ability to adhere to a policy of moderation has yet to come.
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By Mr. McGeer:
. Q. Mr. Towers, we were dealing with the extent to which silver currency,
W the form of silver money and silver certificates, was used in the United
tates the other day, and we got some figures. I am now quoting from the
anuary report of 1939 of the federal reserve banking system which is known
?S'the Federal Reserve Bulletin; that is the official monthly issue of the federal
sgii:;ve banking system of the United States——A. Yes, of the Federal Reserve
Stem,
Uni Q. At page 45 it gives the amount of the currency in circulation in the
Nted States as follows: Silver certificates, $1,312,000,000; subsidiary silver,
u 56,000,000, making a total of silver backed currency and silver currency
iy in the United States of $1,668,000,000. If silver backed paper currency
and gjlyer currency is used to that extent in the United States, do you not think
8 proves the practical virtue of a silver backed currency on the North
Meérican continent which we can use?—A. I think if the government should
‘ leemde to do so, it can use any form of money at all by making that money
& 2al tender.
i . Q. Yes—A. Of course, I realize that. I have said that over and over
8ain; T am not adding anything tc what I have said before. I have said all
| fan, 5o it is a case of “force majeure.” x =
h Q. We shall just go along with the questions. You may not a,gr‘ee wit]
€ way I conduct my examination, and I may not agree with the way you
Aswer questions. But we shall try to get along as best we can. If this govern-
. ®nt of Canada can purchase silver at less than a third of the value that it
o?n glve to the money in coin, that does constitute a source 0}" placing a fox:rél
b CU.I-lvOn(‘y in use at a })I'Oﬁt to the government, d().CS it not ?—A. As I sai y
elore, it does represent, of course, a more expensive method than the om;,‘
¢ bresently follow. Perhaps I might be allowed to clarify that question o
f Pofit, because that did come up in an earlier meeting of the committee. One
; alizes of course, that you can only call the difference between the 27 cents
Worth of ilver in the silver dollar and the 100 cents of value which the gOVGYIIll'
Went ohtains when it issues and spends it a profit if you assume that t.i
SOVernment, takes no responsibility for the redemption of the dollar, that 1
| ? tains 5 dollar’s worth of value for 27 cents worth .of silv'er but (hscl(;i.lmsf &tfﬁy
j ure responsibility for redemption. The dollar will be m.the. hands o €
People, The people may do with it what they see fit to do with it. : ¢
ol And that is oxéctly what happens when the government issues a silver
ar, is it not?—A. is it. :
. Q. Thatn ?‘E it. AT};ZS tislS \lvthen the government takes 27 cents of silver and
Wints i into a coin and issues it for a dollar’s value in either services or material
“Ubplieq to the government, the government gets 100 cents in value from the
'S0n it gives the dollar t(;, whether it be for goods or services, although the

Y
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dollar has actually cost the government 27 cents and the less than one cent of ]

minting charges. That is right, is it not?-—A. That is right; and that happens;
of course, in the issue of other forms of currency.

By Mr. Coldwell:
Q. Which issue, you say, is cheaper?—A. Yes.

By Hon. Mr. Lawson:

Q. Did I understand you, in your previous answer, to conclude that when
somebody brings that dollar back to the government, the government has t0
redeem it at a dollar’s value?—A. No; the government does not accept an¥
responsibility for that.

Mr. CopweLL: No; but the people who produce have to redeem it.

Mr. Viex: No.

Mr. McGeer: No.

Mr. CoupwEeLL: The value in credit.

Mr. Viex: Would you say those who produce the silver have to redeem it?

Mr. CoLpweLL: No; those who produce the silver do not; but somebody has
to produce goods and services to the value of one dollar.

Mr. Towrrs: -Oh, ves.

By Hon, Mr. Lawson:
Q. When the silver dollar comes back in, does it not have to be redeemed?—
A. No. Dr. Clark could perhaps answer that more accurately than I can;
but, in fact, no one will take it back. When it is once out, it has no father.

By Mr. Donnelly:

Q. It is legal tender up to a certain amount?—A. Up to a certain amounts
yes; but the government would not take it back in the sense of redeeming it.

By Mr. Vien:
Q. But the banks must accept it, up to a certain amount, as deposits?—
A. Yes.

By Mr. Landeryou:
Q. They can take it back in taxes, can they not?—A. Yes; and issue it agai?

By Mr. Kinley:

Q. Suppose an American bank has a thousand silver dollars which it has
collected from the customers. What disposal will they make of them?—A. A8
matters stand, they could deposit them in one of the banks, because the issu€
is not redundant. Were the issue an extremely large one you might be unab¥®
to do that. .

Q. You are liable to that foreign bank for your dollars or for that money:
are you not?—A. I would say that the silver dollar is only legal tender up to &
certain figure: but, in practice, if the issue is not redundant, it is accepted
any amount.

Q. For instance, suppose the bank took five silver dollars from every
customer; they might have a thousand. Would you say they could not redee®
those thousand silver dollars?—A. That the bank could not? I do not quit®
understand that question. Y

[Mr. Graham Ford Towers.]
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Q. Suppose a bank in Boston has five hundred customers who each bring in
five silver dollars and they take them all. Do you mean to say that, on exchange,
the Bank' of Canada would not be responsible for the silver dollar?>—A. Not
legally, no.

Mr. Tucker: He is introducing the question of foreign exchange. That is
a different matter altogether.

The Cramrman: One at a time, gentlemen.
Mr. McGrer: We will deal with that later, if we may.

By Mr. McGeer:

Q. But I think the fact is, Mr. Towers, that the bank receiving silver dollars
has a dollar of assets on hand, has it not, not redeemable with the Bank of Canada
Or with the government?—A. Yes.

Q. That is correct?—A. Yes.

Q. And we would accept on statement of the bank’s assets, as assets, whatever
Silver coinage it has on hand?—A. That silver coinage, of course, does not come
Within the category of legal cash reserves, as I understand it.

Q. T am not talking about legal cash reserves. I am talking about bank
assets—A. Yes. p

Q. If the Bank of Montreal had ten million silver dollars in its vaults, it
Would have $£10,000,000 of Canadian assets that would have to be treated as
‘assets at full value, would it not?—A. Provided the issue of silver was not so
Yedundant that the silver dollar would sell at a large discount.

Q. We have never come to that point yet.—A. We have not, but it can be

one. It has been done in Cuba, and is being done there now.

Mr. DoxNeLLY: When do you get enough that it becomes redundant?

By Mr. Tucker:

Q. How could it be redundant when it is legal tender?—A. You would find
On a visit to Cuba that the over-issue of silver is so great that it sells at a
Substantial discount as compared with the other currency which is the United
tates’ dollar.

A Q. Because it is inconvenient to handle?—A. The people want to get rid of
) Yes.

By Mr. McGeer:

Q. Did not the same thing happen to the gold backed franc of France?
A, They left the gold standard and then it happened, yes.
qu'tQ' Yes; but they reduced their currency time and time again?—A. Oh,

1te.

Q. Before they left the gold standard?—A. If you suggest one can have
d‘fp{:ciation with any form of currency, either silver dollars or paper dollars, I

Ute agree. :

Q. Quite agreed. But this thing of over issuing and reducing the value of
the currency by a redundancy of circulation is not peculiar to silver currency
4y more than it is to any other currency, no matter by what it is backed?—

- That is correct. .

Q. That is correct. Now I put the question to you about the cost to the
8overnment. I had in mind that if we used silver currency within reasonable
IMits, without having the disaster of inflation through over issue and redun-
d&ncy of currency in circulation, it would be cheaper for the financing of purely
Mestic enterprisés than borrowing money at interest would be. Will you not

ee with that proposition?—A. On the basis on which you put the question,
lla'tnely, that the action taken shall be within the limits of what the monetary
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policy would otherwise have been, it then becomes the case, of course, that the
‘additional silver will displace some other form of circulation, and we get back to
that question of one kind rather than another. On that basis, as the existing
arrangements are cheaper than the issue of silver, the government saves nothing.

Q. Yes, but that was the basis upon which I put the question. I will put
it to you in another way. You know that in-the last decade, that is in the last
ten yea?rs, this dominion of ours has increased its total debt by roughly a billion
dollars?

Hon. Mr. STEVENS: F‘edéral?
Mr. McGeer: Yes.
The Wrrness: 1 think so.

By Mr. McGeer:

Q. So that we have been going behind in Canada by borrowing money ab
_’imyx:ate of $100,000,000 a year for the last ten years? That is right, is it not?—
. Yes.

Q. And from the looks of present-day conditions, with the need for arma-
ments looming and with unemployment not solved at all, the indications are
that we are going to increase the quantum of that annual deficit. Is that nob
correct?—A. It looks like that.

Q. Among the things that make up our annual deficit are all the public
expenditures, are they not? Including our balance of payments abroad, ouf
liquidation of debts abroad, our payments for pensions, our aid to unemploy=
ment, and a number of other purely domestic activities. That is correct?—A.
did not quite understand the reference to balance of payments abroad or that in
connection with the liquidation of debts abroad. Perhaps the latter is refunding:

Q. Of course, we have been trying to pay off our foreign debts?—A. Yes.

Q. And we have been using gold for that purpose?—A. We have been using
general funds provided by our export trade and our tourists, and so forth, of
which gold is a part. |

Q. I do not think there could be any other justification for shipping gO‘ld |
abroad than for the liquidation of foreign debts?—A. I should think there might
be justification for shipping it abroad to obtain useful imports that the people..‘
wanted.

Q. Supposing we could find a way of financing some of our domestic activi-
ties that would free us from the cost of borrowing money; for instance, supposing
we took the actual figures which we have used here of twenty-two million ounces
of silver purchased at $9,000,000, and issued $35,000,000 of currency, and W€
used that to meet our obligations; that would reduce our annual deficit from
the $100,000,000, by whatever amount of currency we used,—let us say foF
purposes of argument $35,000,000 a year. Would that not he a practice moré
beneficial then borrowing and increasing our national interest-bhearing debt loan
—A. T do not think I can add anything to what I said this morning and what.
read in reply to the question raised by Mr. Tucker.

Q. All right. Then I shall put this to you: Do you think an issue of
curreney based on silver which would be purely a domestic currency, to the exten?
of $35,000,000 a year, would cause disastrous consequences through inflation ™
a country which is operating on an annual deficit of $100,000,000 a year, O
which results in that increase in the interest-bearing debt on the taxpayer?—="
If my recollection is right that question was raised before; I think I could answer
it again in the same way. Perhaps it might be best if I used the same words:
I do not think that anyone—I shall not use the same words—can say exactl
how much can be done in the way of an increase in currency before you wow®
have inflation to a substantial degree. It depends upon the circumstances duribé
the time that the issue is being increased. But it is possible to do so if 0P

[Mr. Graham Ford Towers.]
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assumes the continuation of the policy which you mentioned for a sufficient period
of time. I would certainly say that in those circumstances the eventual result
Would be the thing which you want to avoid, namely, inflation. Of that I am
Sure.

By Mr. Vien:
. Q. But the question, Mr. Towers, would be: Why should it result in more
nflation in issuing currency than in issuing bonds? Both are based on the
credit of the country.

Mr. Tucker: When you issue bonds you bring money into existence—

By Mr. Vien:

Q. But the question is this: Why should you cause any damage to the
Sredit of the country by issuing currency of any kind rather than issuing bonds
earing interest?—A. To the extent that the requirements are met by issuing
onds, they are met in the first instance, under one set of circumstances, from
€ savings of the people. In other words, the people accumulate savings and
they lend those savings to the government. There is no increase in the amount
of money in existence but simply a transfer from the savers to the government
and then from the government to the people. On Mr. Tucker’s point there are
Certain occasions when one will find that because of an easy money policy the
anks are increasing their holdings of government securities, and to the extent
that government borrowing is financed in that way one does get an increase in the
Quantity of money in circulation. For that reason I have never said that an
EXpansionary monetary policy was per se fatal. In fact, it would be a strange
thing if T did say so because that is exactly what we have been doing the last
€W vears. I do not know whether we could go, say, $40,000,000 further or

35Oy()OO,OOO further; but certainly the sky is not the limit. 2

By Mr. Quelch: sk
; Q. But suppose the bonds are sold by chartered banks?—A. The point I
Was making in reply to Mr. Tucker was that during a p01'19d of monetary
SXpansion, if the banks are adding to their total of loans and investments, the
Dancing is done by an expansion of deposits. But whether that procedure is

DPeing followed or not, of course, depends upon the monetary policy of the

fentral authority, because they either make it possible for that to happen or
Mmpossihle.

By Mr. Landeryou: :

Q. How much does it cost the banks to purchase bonds in that way by
eXDan,ding credit?>—A. Tt costs the banks the interest which they pay on the
Yesultant, deposits and the expense of operating, in the way of servieing those
€Posits and maintaining their staffs and branches.

. Q. It does not cost them any more to operate than the expense of the
terest on the deposits?—A. T mentioned the other day 3 per cent. On the
er hand, perhaps they are getting on those bonds three quarters of 1 per
“ent or 14 per cent. =
ds Q. On the average they get a good deal more than that?—A. No, they
0 mof; '

By Mr. McGeer:

4 Q. What you have told us, if I am getting the meat of your answer, is
hat ap expansionary program if kept within reasonable limits may produce

a
helppy) results to the economy of the nation?—A. Yes.
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Q. What I have suggested to you is that an expansion of silver currency
in Canada—because we are a silver producing country and the United States
is using it—would result in this: Silver currency within the limits of, say,
$35,000,000 a year would not be a program that would likely induce inflationary
or disastrous consequences because of the fact that it would greatly help to
decrease our national increase of $100,000,000 in interest-bearing debts?—
A. You have in mind that the $35,000,000 would serve to swell or would be a
net addition to the currency in circulation or the cash reserves of the bank,
as the case may be?

Q. Yes, I am satisfied with that, and I am quite satisfied that this country
needs much more than that addition.

By Mr. Cleaver:

Q. What would the expansion be, about ten to one?—A. It would be,
presumably, if the banks found that there were assets which they were willing
and able to acquire.

Q. That would be an increase of $350,000,000 annually?—A. Presumably.

By Mr. McGeer:

Q. Upon what basis can any merchant bank increase its subsidiary coins
by ten times its value?—A. You have in mind that these silver dollars would
not be legal tender, except for a small amount?

Q. Absolutely—A. That is different. Then the banks could not con-
sider that as part of the legal cash reserve. The silver coin would pile up in
the banks. The people who received the silver coins would generally not
want to overload their pockets and would deposit it in the banks; and other
things being equal the banks would hold approximately $35,000,000, and
various people who had held silver would have $35,000,000 in deposits in the
banks. As the silver dollars would be useless from the banks’ point of view, |
I assume that they would be rather reluctant to receive them. I assume they
would have to reduce the rate of interest on deposits in due course if that
process continued.

Q. If you would not mind confining yourself to one question—

Mr. Vien: I think the governor should be allowed to finish his statement-

It will make for greater clarity. There is certainly a clash of opinions between
the governor and Mr. McGeer, but we have already covered the ground several
times. I am quite satisfied that Mr. McGeer should go on, but when the
governor is asked a question and wants to develop his statement we are very
much interested in listening to him.

Mr. McGerg: The only thing I have to suggest, Mr. Chairman, is this:
That if we could only deal with the questions and answers we would geb
along much better and there would not be the necessity for repetition. The
question I put is very simple: Could a bank increase its deposits of silver
currency by ten times its value: The answer to that is “No.”

The Wrrness: Not worded in that way. I do not understand the word-
ing “increase its deposits of silver currency ten times.” I am at a loss there-

By Mr. McGeer:

Q. All right; let me put it to you this way: If, for instance, instead of
issuing silver currency you issued Bank of Canada notes?—A. Yes.

Q. And paid them out for roads and pensions?—A. Yes.

Q. And they were deposited with the banks?—A. Yes.

Q. Then the banks on receipt of that Bank of Canada currency would
have, under the provisions of our bank Act, the power to increase deposits {1017
by ten but by twenty times the amount; is that not correct?—A. By buying
additional investments or making additional loans, yes.

[Mr. Graham Ford Towers.]
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By Hon. Mr. Lawson:

Q. Ten or twenty times?—A. In practice ten; legally twenty; but that
has no great bearing because we will not get to that point.

Mr. CLeaver: It is not the bank that increases it ten or twenty times; it is
our system. It is the customer’s use of the money. \
. Mr. McGeer: Mr. Cleaver raises this question and I shall try to explain
It. What I am pointing out to you is that there is nothing like the danger of
Uncontrolled inflation from the issue of a purely domestic sliver-backed currency
that there is under our laws as they are from the issue of Bank of Canada
Dotes?—A. No, because silver currency not being legal tender becomes useless
for any purpose of banking expansion, and, under those circumstances, one
Might say its issue constitutes a form of tax. :

Q. Yes, but it does not constitute a form of tax until the cyele of inflation-
ary activity pyramids to increase prices and wages above and beyvond what
hey were before the inflation took place?—A. I was not referring to inflationary
results when I made that last remark but only to the fact that it would be, so
O speak, useless money, being more than is required for active cireulation and
Yet not legal tender which constitutes cash reserves. It would be necessarily
ldle money—

Q. Yes but—

The CrAmRMAN: Let the governor finish his statement, please.

The Wirsess: It would be idle money in the hands of someone, therefox:e
0t productive of inflation; but being idle money in the hands of someone it
Constitutes, so to speak, a tax on that someone. >
. Q. Where you have in the United States $1,686,000,000 of currency In
“reulation and have no evidence whatever of Gresham’s law coming into opera-
.t‘lo!l under our system, I think we can assume that the day of Gresham’s law
© Just about as dead as anything could be—A. May I interrupt? You will
sind Gresham’s law operating at present in Cuba on the basis of the issue of

Ver.

Q. We are not in Cuba; we are in Canada operating under probably the
Most efficient and effective system of monetary control in the world.

The Cramman: That is a compliment.

Mr. CorpwerLL: You are proposing two currencies.

. Mr. McGeer: I am only dealing with possible sources of supply of Cana-
dian money to reduce the cost of public finance, and I am developing silver as
19t one minor feature of that. We will come to the other lgt-er. .

Mr. CorpwerL: But I think the other is what we would be interested in now.

Mr. McGeer: The silver miners are interested. ‘

Mr. CoupwerL: The question has been put in so many different ways and
fMSwered in the same way, and the answer, it seems to me, has been that there
® & better and cheaper form of currency than silver. Mr. McGeer does not
gree and it oceurs to me that we are not getting anywhere at all. The governor
of the bank does not agree with Mr. McGeer and I think it should be for this
““mmittee to decide later. It seems to me that that question has been pretty
Wel exhausted, and I should like to hear the other point discussed because I

Mmore or less in sympathy with the idea that we could issue money for
Publie works, and so on, to a greater extent than we are doing. I should like

get on with that discussion.

By Mr. MecGeer: a fd t urren 1d

Q. Dealing with the question of the expansion of domestic ¢ v
You Suggest thgt there is z?ny difference in effect on the general economy through
the €Xpansion of, say, a silver-backed currency or the expansion of bank
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deposits?—A. I find difficulty in following that question, Mr. McGeer. Might
I ask for this clarification: Expansion due to additional issues of silver cur-
- rency or due to an increase in bank deposits? ‘- That assumes, again, I suppose,
that the additional silver currency is not legal tender and therefore does not
form the basis for any subsequent expansion of bank deposits.

Q. But any silver currency as it is to-day?

Mr. Tucker: Except on a dollar for dollar basis.. If you had $100 in silver
you could make a loan on it; in other words, it would be a 100 per cent basis.
It would not be entirely useless.

Hon. Mr. Lawson: The bank could not hand me out one hundred silver
dollars in satisfaction of my deposit. I would say that I wanted legal tender.

Mr. Tucker: The governor said this silver is useless; but it is not useless
to the extent of dollar for dollar.

Mr. Towers: Yes, perhaps in a form that is the case; although, it is not
legal tender and therefore cannot be used above a certain amount. For example,
if an additional issue of $35,000,000 in silver dollars was made one might expect
practically all of that to gravitate to the banks; let us say the whole of the
$35,000,000 does. Well, under that process people deposit silver dollars in the
banks and the banks’ deposits increase by $35,000,000; their assets in the form
of silver increase by $35,000,000, and the situation might result where they would
have a 100 per cent silver reserve against this new $35,000,000 on deposit. That
finishes the thing so far as they are concerned. They cannot go further on
that basis.

By Mr. Tucker:

Q. Is that quite so? It would be less than that, if they put up bonds or
assets at the time they got that amount?—A. But they have not got any loan.
The CramrMan: Mr. Tucker, if you will stand we can hear you better.

Mr. Tucker: I did not really intend to interrupt Mr. McGeer while he was
making his statement. It means obviously what has been said. We will suppose
that this silver currency is put out and put into the hands of the banks; whether
by deposit or otherwise; and supposing they get a thousand dollars and they
purchase a government bond on the strength of having that thousand dollars of
silver currency; and then you say we will loan you a thousand dollars against
that bond. They will take the bond, they are not afraid of taking that bond
because there is a thousand dollars worth of silver to support it. That being
s0, what you say with respect to this currency becoming frozen through deposit
with the banks would hardly be correct, would it?

Mr. Towers: I think that that line of argument is based on a very com-
plete misconception of—and I say this, Mr. Tucker, I assure you with no dis-
respect—a very complete misconception of bank operations; which I think was
clearly evident in the remarks in the house on February 16 and which we tried
to explain in that memorandum which went on the record last meeting.

Mr. Tucker: I am prepared to discuss that with you. I think it is a mis-
conception on your part of what I said.

The CuARMAN: Mr. Stevens has the floor.

Hon. Mr. Stevexs: I just wanted to ask if general questioning is going to
be permitted at this time. I understood that Mr. McGeer had the floor. MY
understanding of the situation was that any member having the floor would
exhaust his right and then someone else would have an opportunity. We are
having quite a few interjections. I would like to interject also but I did not
wish to do so if it is contrary to the desire of the chair and of the committee.

The Cuamrman: That was the understanding, that Mr. Mc¢Geer would have:
the floor until he had completed.

[Mr. Graham Ford Towers.]
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| ' Hon. Mr. Stevexs: Why not let Mr. McGeer get through and then some

| Of the rest of us can get the floor afterwards.

B Mr. Kintey: Just on this point; the impression I got from that is that

| he bank could buy a government bond at 5 per cent and issue a cheque for it,

- Ad then draw inferest on the government bond. Then, what becomes of the

- €que? Doesn’t it go to the clearing house the next day, and must they not
Drote?t 1t with legals? On whatever issues they buy now they have only one way
O doing it,
b Mr. Laxperyou: Where are you going to get the money with which to
Uy the legals with which to protect your bond purchase?

| The Crammman: Mr. McGeer has the floor. Will you proceed, Mr. McGeer.

Mr. McGeer: Yes. Now, if we can get back to inflation.

. The CHAIRMAN: Suppose we let Mr. McGeer finish his examination without
1Ilterruption.

| Mr. McGeer: Well, Mr. Chairman, I would like to say this: I have spent

I th'go()d- many years of my life trying to inform myself with respect to what I

Ik is one of the most important departments of public administration in our

Whole scheme of government. And I want to say this, that in my opinion the

Onetary institution of the United States is the most important, or at least

e of unquestioned fundamental importance to our whole economy and to the

\ Eﬁl}ole success of our scheme of democracy, but I would not wish any member of

18 committee to feel, if he wants information during the course of my examina-

11, that his request will not be welcomed by me.- And I know of no time that

arhamentarians in Canada can spend with possibilities of more value to this

nation than spending them in committees of inquiry with the officials of the
ank of Canada.

Some Hon. MemBERs: Hear, hear.

,Mr. McGeer: And T want to say to the members that T do not wish to be
Droll?;) but the things that‘we are dealing with are things little understood by the
Dllbhc, and not very well understood by men who have not given a good degl
ud their own time and thought and study to. My hope is that my work in
Parliament may improve the conditions of this nation; and my only hope here

9 co-operate with the officials of the Bank of Canada in meeting this horrible
probl_@m of reducing the cost of public finance and of getting to a place where
Ve will have a balanced budget; and to meet the financial expenditures that are

“Cessary to give to our people in this dominion some of the things that I believe
'® available if we can only organize a scheme of work and production that
:> De balanced out so that we will not have idle men and idle money in the
SMOSE of an abundance of resources. And I want to say to the gentlemen who
¢ in thig committee, I am here to clarify and to improve this situation, not to

810y investments, or our bank interests, or any of our institutions that are
Worthwhile, ‘
'%I)me Hon. MEmBERs: Hear, hear. : o
r. CLEaver: Are you suggesting that silver should still be restricted to a
fo"e dollar legal tender basis; P Oy your suggestion that it should be stepped up
| & full value basis? e
I. McGeer: I would say that the whole proposition of stepping it up
Would e to follow the course that has been followed in the United States.

. CLeaver: T was just asking so that I might better understand your

Testioy, . :

Wo Mr, McGeer: 1 think the question that would have to be determined there

noglld be the question of value, and Canada is a silver-producing nation. T am
onvinced in my own mind that we should adopt a dual basis of eurrency
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such as exists in the United States, which would be their federal reserve funds
plus the full legal tender silver certificates, which would give to us in Canada
a Bank of Canada money plus a full legal tender certificate; but I do think there
is a field of investigation that is worth while there; and I do say that the only
real justification for the employment of that kind of money in Canada would
depend upon its value to the silver-producing industry, as an associate industry
with the produetion of gold.

Mr. CLEaVER: In order that I may understand your question, the object of
the question which you are now directing to the Governor of the Bank of Canada
relates to a determination of the basis of a restricted légal tender?

Mr. McGeer: Purely domestic.

Mr. Viex: Not domestic; rather, restricted.

Mr. McGeer: It is domestic currency because it is restricted in that way;
and because of the fact that it would be valueless outside of the country. I am
willing to include the word “ restricted ” if you like.

Mr. Viex: Is it your intention—and this was Mr. Cleaver’s question—is it
your intention to remove the restriction as to the amount of silver that can be
offered as legal tender in Canada?

Mr. McGeer: I thought I answered that question categorically.

Mr. Vien: I did not get it.

Mr. CLEAVER: Your question eannot be directed to a basis of silver used as
legal tender 100 per eent within Canada and $5 outside of Canada.

Mr. McGegr: I am dealing with the currency as it is.

Mr. CLeaver: Why restriet it to $5?

Mr. McGeer: I do not.

Mr. CLeaver: Copper coins are legal tender up to 25 cents; nickel coins are
legal tender up to $5; and silver coins are legal tender up to $10.

Mr. Vien: You want to leave it at $10?

Mr. McGeer: I do not want to change that at all.

Mr. Viex: Right.

By Mr. McGeer:

Q. The question I put before this discussion broke was, would there be any
difference in the expansion of a silver currency in result in the field of inflation
than would come from the expansion of bank deposits?

Mr. Towers: If I may answer that in this way; and I apologize for
elaborating a question, Mr. McGeer; I think that question can be answered better
* if it is put this way: Would there be any difference between the situation whic
would result from expansion in silver currency restricted as it now ig, or through
the expansion of Bank of Canada notes? ) ‘

Q. But bank deposits, I said?—A. I don’t relate those two, I am sorrys
but the expansion of—

Q. Now, Mr. Towers, just let me qualify my question, because I cannot €€
any confusion there. You have told us here, the other day, that bank deposi'fls
were the money upon which 95 per cent—or, that 95 per cent of our public an
private business is transacted in Canada?—A. Yes; but, of course; bank deposit®
can only expand if additional Bank of Canada notes or deposits reach the hand?
of the chartered banks; and that was why T made that comparison as compare
with silver. : ;

Q. Now, I would ask you—and I would like to get my 'qu.estion answered if
I can—what the result in the field of inflation would be if the inflatoin cam®
through the issue of subsidiary coins, through an increase in the issue of sU ,

sidiary coins, or an increase in bank deposits?—A. An issue of subsidiary coins®

[Mr. Graham Ford Towers.]
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Q. That is, silver money?—A. Silver money can only produce an increase
In bank deposits to the amount of the additional issue of silver coin.

Some hon. MeEmBERs: Hear, hear.

By Mr. McGeer:

Q. The increase in bank deposits will only increase bank deposits by the

amount of the increase of bank deposits, wouldn't it?

Hon. Mr. Lawson: That is obvious.

Mr. McGeer: You increase silver coin and necessarily that will increase
ank deposits by the amount of that inerease in the issue of silver coins; exactly
e same thing takes place if you increase bank deposits.

Mr. Lanxperyou: No, if you increase the note issue.

Mr. McGeer: We are not dealing with note issue.

By Mr. McGeer: § :
Q. If I increase the issue of silver coins a thousand dollars it goes into
eirculation and comes back to the bank as bank deposits, and the bank deposits
crease by that amount, do they not?—A. Yes. i : 3

Q. And if I increase bank deposits and they go out into circulation by the
theque system that cheque can be used for the purchase of bonds and the result
18 that we have an increase of $1,000 in our bank deposits whichever course we
Tesort to?—A. In the case of the inerease of bank deposits you mention, that
::;Ses from another cause; that result can only be based on as increase In cash

erves,

Q. Let me put it to you this way: The government issues $1,000 in bonds
to meet hank liabilities, we will say; and it exchanges it for $1,000 in sﬂve’r coins.
Xhat would be an increase in the money in circulation to $1,000, wouldn’t it?—

. Yes,

Q. The government issues a $1,000 bond and takes in exchz}nge for it a
deposit in onge of our banks; that would increase the bank deposit by $1,000;
Wouldn’t it?—A. Yes. _

b Q. Now, if the governinent exchanged that bond for a bank deposit, you get
ack your $1,000 with inerest, don’t you?—A. Yes. Saae
«. Q. If the government instead of issuing the bond met the bank liability of
21’900 in silver money the cost to the government would be the cost of minting
he silver hullion into silver dollars, would it not?>—A. We have got right back,
O course, to the remarks I made at the commencement of the meeting to-day, to
Which I can add nothing except that there is now this difference that the silver
eu_m:ency as issued could not be legal tender for us; t-hgarefore, it would not be
ehg}ble in chartered bank cash reserves; and therefore it could not provide the
818 for a subsequent expansion in deposits. . i

Q. Yes?—A. Therefore, that removes certain of the inflationary features.

Q. Yes—A. We then come, roughly, back to the point which was suggested
o Mr. Tucker on February 16, and which was dealt with by the memorandum
Which 1 put on the record at our last meeting. ;

Q. Yes. Now, to come back to it, we now come back to the question of the
deDosit,or’s liability. I mean, there is no question of a doubt about it; that
3:? Cost with respect to $1,000 in silver money would be far less than its money

ue?—A. Right. : A
10 Yes.ngotthat the actual mechanics of that operation of issuing the
Silvey money would be cheaper to the government actually than it would be
.emhanging-for a bank deposit; you will agree with that? The ultimate end

ﬁight'be different, but in the end it would be cheaper?—A. Immediately, at the
u::,; 1t would be cheaper.
83—9 :
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Q. At the time, it would be cheaper. Now the taxpayer comes in; with
respect to every expenditure by the government he is the person ultimately
responsible for the repayment of any of the debts the government creates; isn’t
that right?—A. Yes.

Q. Now, if the government issues interest bearing bonds and exchanges
them for bank deposits, the taxpayer must repay?—A. And the taxpayer, of
course, also receives the interest from the government.

Q. Quite true; but the taxpayer must repay, both the bond and the inter-
est?—A. And he also receives the interest.

Q. We will deal with that later. The question I want answered is, that the
taxpayer must repay the face value of the bond plus the interest charges,
whatever they are?—A. Yes, he must repay the face value of the bond plus
whatever interest charges there are.

Q. All right. We will deal with that a little later. If the banker takes thab
bond and exchanges it for a bank deposit and he receives all the interest paid,
doesn’t that increase the profits of the bank?—A. Not necessarily, because pre- &
sumably he pays out again interest which he received, he pays it out 1B |
operating expenses and interest to the man who is the holder of the deposit. ‘

Q. In any event I think we have come to the understanding that subject
to what the taxpayer receives he must pay back $100 or $1,000 and interest
payment; you will agree that that has to be repaid?—A. Yes. -

Q. And it has to be repaid by the taxpayer?—A. Yes.

Q. Well now, if the government issues money in the form of silver the tax- ¥
payer doesn’t have to pay it back, does he?—A. I would think that the tax-
payer, regarded as the people as a whole, which perhaps is a fair statement;
gives his silver or material to the government in return for a silver dollar; and,
considering the government and the taxpayer as one, it is very difficult to get |
ahead of the game that way. r!!

Q. But as a matter of fact the difference is simply this, isn’t it, Mr. Towers;
when the government issues an interest-bearing bond the proceeds of the interest
bearing bond are paid out of the taxpayers for materials, services and whatever
they give the government?—A. Yes.

Q. So that there is no difference in what the government receives in that
connection from what it would receive from the issue of silver dollars?— !
A. There might be this difference, of course, that in the first case we mentionety |
presumably the ultimate holder of the deposit can get some interest on 1V ,

Q. Yes?—A. In the case of the issue of silver dollars in considerable
quantity, in a greater quantity than was needed, he might find that he could not: |
: Q. But that would only come when the redundancy of silver was 50

increased in volume that inflationary tendencies would have set in?—A.
might not be inflationary tendencies. It might simply be an effort to get awa¥
from silver, so to speak.

Mr. Creaver: I do not want to interrupt your train of thought, Mr.
McGeer, but I should like to ask you a question. p

The CuamrmaNn: Please stand up so that we can hear you.

Mr. Creaver: Yes. If you keep on issuing silver currency in larg®
amounts, to the amount of, say, $35,000,000 which would obviously be 18
in excess of the public need for silver currency, when we restrict it to &
dollar legal tender value, would you not encounter then the danger of
silYer?dollar being deflated or discounted down to the point of its actual metd
value .

Mr. McGeer: I would say that would depend, of course, upon the inflatio®”
ary results. You can never have any consequences of that kind in any CU%”
rency until the volume of the currency in general circulation rises to the
point where it disrupts the price level and brings about an uncontrollabl®

[Mr. Graham Ford Towers.]
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mﬁationary condition. If you will follow what I am going through, you will
See what I mean. Bank deposits are not legal tender at all. When you come

What I am dealing with, you will find that it is the two forms of currency
Which we use, one of which has a restricted legal tender power; the other,
that is bank deposits, has no legal tender power at all. As a matter of fact,
fom the point of view of currency with legal tender power, the bank deposit
CWrrency is the least—

Mr. Lanperyou: Hear, hear.

Mr. McGEer: —gifted of all our forms of currency, and yet it is with that
™M of currency that we do 95 per cent of the nation’s business, .
Mr. DonseLLY: Would you mind telling us what happened in the United
s when they increased the silver currency over there?

Mr. McGeer: What is that?

' Mr. DonNeLLy: What happened in the United States by their increase of
Silver currency over there? :
1 Mr. MoGeer: 1 think it has failed lamentably to increase the price
teVel. I mean, notwithstanding the fact that there has been an increase during
€ Roosevelt, regime of, I think, more than a billion dollars in the silver
Tency medium of exchange over there, and notwithstanding everything that
they have done or tried to do to get prices up within the range they had been,
€ 1928 price level—
Mr. Lanpervou: 1926.
3 Mr. McGeer: Or the 1926 price level—they started with 1928 and then
0t to 1926—those inflationary forces have not obtained at all. :
* Mr. DoxxELLY: The silver dollar in the United States has not depreciated
* Compared with the other.
Mr. McGeer: No.
b Mr. Tucker: It has legal tender value there.
Mr. McGeer: Tt is made full legal tender.
Mr. Vigx: That is the point.
The Cramman: Order, gentlemen.
Mr. McGerr: That is not the point at all. i
doj) Mr. Tycxer: You have stated that if the government issued a silver
4 and paid it out, the person it paid it out to would presumably pay
dify S and services for it, and you implied by that that in some way that was
as frent from when they borrowed the money and p'ald it out. The dlﬁgrence,
Sep I. See it, is in real goods. If the silver dollar is paid out for goods and
OvlceS, the taxpayer gives goods and services once. But if the money is
sopr%ed and paid out for goods and services, the taxpayer gives goods and
tVices when he gets the dollar from the bank deposit, and he has also got
{ iy Pay it back when he comes to pay the dollar back again. So that in one
Day:. 1€ taxpayer is paying twice, and in the other case the taxpayer is
; YIng only once.
On. Mr. Lawson: His services are discounted 50 per cent. When he
100 cents worth of services for 27 cents worth of silver, his services were
1l\lllnted 73 per cent. : ’ h £
b . Tucker: He is as a matter of fact, giving services in exchange for a
f e:n deposit, In other words, what Mr. McGeer is getting at is that the gov-
| oep®lt, by issuing fiat money to the extent, as I understand it, of 73 per
tyy,}, 'S 88ining that much on the taxpayer—or, I should say, is gaining that
} ¢h on” the person they pay the money to.
L E
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Mr. Towers: I cannot quite follow that, because there seems to be 8
double operation there in respect to the taxpayer, in that alternative method
you suggest.

Mr. Tucker: Not in both cases.

Mr. Toweks: In the case of the government borrowing the money for its
requirements, as you say, it uses that money as it would any other money-
Having borrowed the money it, in due course, shall we say, proceeds to pa¥y
it back. In the meantime it has paid interest to the taxpayers, who are the
country as a whole; and, in due course, the full debt has to be paid back and
it will tax the taxpayers, who are the country as a whole. So that what yot
have there is a shift between various members of the community. If it were
done by the issue of currency to a point where the currency depreciated in
value in terms of goods, again you have that shift between various members
of the community as a result of the inflationary process. Or if it were done
in another way, as you suggested on February 16, by issuing money and offset-
ting the inflationary effects, through foreing an increase in the legal minimum
cash ratio, there again you have a tax on the people.

Mr. Tucker: I should just like to state the point that I should like you
to deal with. If you only increase your actual money in circulation—that 18
where you issue it as I suggested—and that money you issue shall be only good
for further bank deposits on a 100 per cent basis, so that when you issue the
money in whatever way you suggested it, you only issue that much money, t0
the extent of, say, $1,000. There is no difference, in the inflationary effect;
between the issuing of $1,000 and borrowing $1,000 and creating that bank |
deposit; that is, so far as its effect on prices is concerned. If the government
does that, it avoids having to pay interest on that $1,000. So far as it$
being a tax on anybody is concerned, here is a point where I think your
memorandum was incorreet, with all due deference. That $1,000 that it was
issuing can be deposited in one of the chartered banks and used on a dollar
for dollar basis to make loans or to make investments upon which the pank
can earn interest. It may have to pay 1} per cent to the depositor on tha
$1,000 when it is deposited, but it should be able to earn or does earn perhap?
5 per cent, 6 per cent or 7 per cent when it loans the money out. If you sa¥
that the banks cannot do business on that basis, I'say to you that when they
redeposit, when all their business is on that basis, or roughly all—because 09
all their time deposits they have to pay 13 per cent—they do not have t0
pay any more on the $1,000 that is redeposited on this basis that I sugg
than they would on any other basis. You suggest it is an unbearable tax 0%
the banks. I suggest that there is no tax there at all. There is no difference
except this, that you prevent the banks from doubling up to the extent of t€®
to one. That is where I think there is a misconception.

: Mr. Towers: I am very glad that you brought that up, Mr. Tuckef
because your suggestion was that the thing might eventually be extended to 20
on, as you say, to a 100 per cent basis. On that basis, the banks, shall we 8!
would have two and a half billion dollars in deposits and two and a half billio®
dollars in cash. They could not make any loans. They could not make a8¥
investments.

Mr. Tucker: 1 do not understand why they could not. ~ We Wik
suppose—

. Mr. McGeer:  Mr. Tucker, may I suggest that even if we go into that n0W:
it will also have to be gone into when we come to deal with the use of ba%¥
deposits; and that it is not helping us to deal with the question of inflation,

it has already been dealt with on the record. I mean, when we come to the U°
of bank deposits, then I think we would get into a full discussion about that-

Mr. Tucker: Of course, you are dealing with bank deposits just now-

[Mr. Graham Ford Towers.]
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Mr. McGerr: No. But we were dealing with bank deposits with reference
to the question of inflation. That is what I wanted to get on the record.

Mr. Laxpervou: I should like to ask Mr. McGeer a question. There
Seems to be some doubt in the minds of members here as to establishing and
Maintaining the value of the silver currency which you have suggested should

issued. Some have suggested that it would depreciate until it was only worth
the intrinsic value of the silver content. What is the intrinsic value of the bank
€posits that you have mentioned?

_Mr. McGeer: Pen and ink, plus the credit value of the going concern
activity.

Mr. Towers: The amount of assets of the bank.

Mr. KinLey: The confidence of the people.
. Mr. McGerr: I think, if you will let me say this, the basis of all banking
I our system is this—

The Cuamman: Order, please.

Mr. McGeer: What I should like to say is, that if the committee would
appreciate my point of view on basic values, or basis of values, it probably
Would have a little more sympathy with my ideas. I think the value of money,
Whether it be gold, silver, bank deposits or paper currency—just as I believe
about the value of every other thing of representative or real worth—is de-
Pendent, upon the going concern activity of the nation. If the going concern
activity of the nation ceases, there is no form of fixed values that can have, in

emselves, any value.

Mr. Lanperyou: Let me put it this way—

. Mr. McGeer: Therefore, I think we have covered the point which you
Talsed, Mr. Landeryou—

Mr. Lanperyou: No.

Mr. McGrEr: —in stating this, that there can be no destruction of the
Y.alu@ of silver currency or any other form of currency unless 1its Issue, In rela-
1on to the general needs of the going concern activity of the nation, becomes
®dundant and in excess of what is needed. The amount of currency which
Must he jssued in excess of the needs of the nation before the disastrous inflation-
'Y depreciation of values of money can come, iS indicated by the German
XPeriment, in 1923, when that nation, organized as between banker and govern-
Ment, undertook, through a process of designed inflation, to liquidate 1ts internal
debts, To do that, the German bank, the Reichsbank, which controlled the
}S]SUe of the mark, was compelled to increase the issue from thousands to tens of

Ousands, to millions, to billions, and then into trillions.
Mr. Laxperyou: You suggest it was deliberate inflation on their part?

Mr. McGger: Deliberate inflation and_ designed inflation. It is merely
v;}lexampl-e of what a government and a banking system, co-operating, can do,

€ they go out to liquidate internal debts by destroying the value of its
fUrrency "~ But what I should like to point out to the committee 1s that it was
Only when, through the deliberate action of the Reichsbank and its operator, who
8 then Dr. Schacht, it increased the issue of marks info figures which were
Such that T do not know that anyone has them, but they went into—

Mr. Laxprryou: Trillions.

Mr. Corpwrrn: Astronomical figures.

it : Mr, McGrer: Yes, astronomical figures. But that shows you how difficult
Gels to destroy the value of currency by inflation; and at the same time the

*“IMan program involved a deliberate raising of prices.
Mr. Laxperyou: Hear, hear.
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Mr. McGeer: Then, as contrasted with that experiment of 1923, we had
‘the rittenmark. Then came the controlled program of inflation whereby Germany
was able to put a system of regimentation and control into effect and to finance
a new national power. So anyone who is a student of money, and who wants

to get an idea of inflation, can examine that inflationary program of 1923. Let

him examine the inflationary program of the rittenmark. Then let him examine
the controlled inflationary program of 1933 to date. The ultimate outcome
of that we do not know as yet, but we do know that there is such a thing a8
uncontrolled inflation and controlled inflation, which can be used to destroy
the value of currency or which can be used to build the power of a nation.

Mr. Laxperyou: Hear, hear.

Mr. McGeer: If I might come back to the point of the difference in infla-
tion of silver money and bank deposits, I state as a fact that there would be
no difference in inflationary results whether the increase of the medium of
exchange came from the ‘issue of subsidiary coin or whether it came from an
issue of bank deposits.

Mr. Towers: Assuming that the increase in deposits in each case was the
same, the effects, I assume, would also be much the same.

Mr. MceGeer: That is all I want.

Mr. Viex: But Mr. McGeer, must you not distinguish between silver coins
the legal tender value of which is fixed at $10, and a silver dollar certificate
issue which is legal tender to the full face value of the certificate?

Mr. MceGeer: Might I just say this—
Mr. Howarp: Could we just hear Mr. Towers’ answer?

Mr. McGrer: He said there would be no difference providing the volume
of bank deposits increased to the same amount. I take that to mean—t0
clarify it for the benefit of members of the committee,—providing the volumeé
of the medium of exchange in circulation increased in the same proportio®
from the issue of silver money as it did from the issue of bank deposits?

Mr. Towers: That is true. The part that I did not deal with, of course;
was the position of the banks, in the case of the additional issue of silver.
left that aside, thinking that you did not want to deal with it.

Mr. McGeer: No. I think we are dealing with one thing. T should like 0
answer Mr. Vien's question. If I were dealing with an issue of Bank of Canada
notes, which is full legal tender, and were contrasting with that an issue ©
subsidiary coin, which was only part or limited legal tender money, then i
would be necessary for me to show the difference, as you suggest, resulting from
the use of legal tender money restricted and legal tender money unrestricted. I2
this instance I am dealing with two forms of medium of exchange, one, ban
deposits which are not legal tender at all, and the other subsidiary coin whi¢
is partially legal tender. If I might get my idea before the committee, the
issue of bank deposits has less value to the receiver of bank deposits than isst
ing legal tender money in the form of subsidiary coin, because bank cleposi'ﬁs
need not be accepted by anybody for any amount.

Mr. CLEAVER: What do you mean by “the issue of bank deposits”? Do
you mean a person going into a bank and making a loan and then depositiﬂg
the money in the bank?

Mr. McGeer: No; I mean that a bank deposit can be created in this way:
The government can take a bond to the bank and hand that bond to the baqk
as the bank’s property and receive an exchange from the bank, an entry

the banker’s books, which is a credit entry, giving to the government, a dep0s!
value of the face value of the bond or purchase price.

Mr. Creaver: In other words, the government borrows the money?
[Mr. Graham Ford Towers.]
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Mr. McGeer: It exchanges the bond for a credit liability in the bank which
the bank creates on a legal reserve of $5 in cash or $100. In other words, the
bank receives from the Bank of Canada $100 in legal tender cash. TUnder

anking practice the bank can issue a deposit against that up to the value of
$1,000? Is that not right?

Mr. Towers: I would not put.it quite that way. You mentioned that the
bank might acquire investments or loans and as a result of doing so that would
add to its deposits by an equivalent amount assuming the recipient will leave
the money with the bank. But may I point out two things: One is that the

anks are forced to pay their depositors in legal tender if they so demand; and,
two, that process of the government, so to speak, borrowing from banks or selling

onds to them which results in an increase in the bank’s deposits, should hardly

€ regarded as a continuous one or as the way in which the government normally
does its financing. That may happen and that does happen during a period
of monetary expansion. Whether it happens or not of course depends on the
entral bank. But regarded as a way in which the government does all its

hancing or as a continuous process, would get us into quite a wrong conception.

S a matter of fact, by and large, that process has not taken place since the
end of 1936, and we are now in 1939.

By Mr. Landeryou:

Q. You say this procedure had happened before 1936; in other words, they
have heen trading that credit at the commercial banks?—A. The other way of
guttifng it, is to say that the banks have added considerably to their investment

ortfolio.

Q. The credit they use to purchase these bonds is not the bank deposits
Or the savings of the people, it is a credit created by the bank?—A. No, it is

at money which is now the savings of the people, so to speak. The bank in
Purchasing the bond places, shall we say, $1,000 to the credit of the govern-
Went, if a process of expansion is going on, otherwise, the bank would not pur-
chase additional bonds. .

Q. Do they use the people’s savings to purchase that bond?—A. I would

Put it the other way. I would say they purchase the bond by placing $1,000
the credit of the government. The government spends the money. The people
Who receive that money put it into their savings accounts with the banks. Those
88Vings accounts then are an asset of the depositors but a liability to the banks.
8ainst that deposit the bank will hold $1,000 in government bonds so that it
‘an respond to the liability if need be. _
Q. Yes, but I cannot get the question over to you. I am not suggesting that
th‘?l‘e is not a $1,000 bond behind the deposit. It may be in the bank. But in
€ first instance, when the government delivers a $1,000 bond to the bank what
0es the bank use to purchase it with? Is that the creation of additional money?
Al js the creation of itional 1 :

Q. And 1t 1s costless to the bank the moment they create it. I am not
talking about where they pay interest on deposits, but at the moment when

€y create it?—A. No, it is the assumption of a $1,000 liability by the bank.

Q. In other words, what stands behind the $1,000 bond that the govern-
Ment gives to the bank?—A. The credit of the country.

Q. The word of the people to pay?—A. Yes.

Q. Then on the word of the people the bank monetizes that for $1,000?2—
A, Roughly speaking, yes.

Q. Then the money is created by the bank upon the word of the people
to Pay in the future a certain amount?—A. I wonder if it would be reasonable
to Suggest that we should always refer to it as creating a liability. The bank
Sumes $1,000 liahility.
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By Mr. Tucker:
Q. They exchange liabilities?—A. Yes.

By Mr. Landeryou:

Q. You say, in the final analysis, they have created a liability. It is the
liability of the people, though, in the final analysis—A. The asset of the bank
is the liability of the people. The liability of the bank is the asset of the people.

Mr. Tucker: They exchange liabilities. The bank assumes an obligation
to pay $1,000. It has always beat me to understand why the government
should exchange liabilities like that and pay the bank at its own creation a fee
for monetizing its credit.

By Mr. McGeer:

Q. This is an argument, after all, gentlemen, and what I am trying to get
on the record is the distinetion, if there is any, between the inflationary result
by the increase of the volume of medium of exchange through the issue of silver
currency as contrasted with the result of increasing the volume of medium of
exchange by increasing the bank deposits?—A. As I said before, if the issue of
additional silver currency results in, say, an increase of $100,000,000 in bank
deposits, or, comparing with the other method, if as a result of a policy of
monetary expansion, or whatever reason you like to put, that produces an increase
of $100,000,000 in bank deposits, the inerease in each case is the same. I,
naturally, see no difference. Although in the silver case the bank will be holding
that $100,000,000 of non-legal tender silver,—restricted legal tender silver.

Q. If it increases $100,000,000 of bank deposits that lie in the savings
accounts, they are also stagnant of their own weight, are they not? If the
increase in bank deposits, independent of the issue of silver money, results in &
surplus of bank deposits which lie in the savings bank accounts, they also are
dead, are they not?—A. Yes.

Q. No deader than an excess of silver currency would be?—A. The facts
are two; with the additional issue of silver currency you have your increase in
bank deposits. Those may be dead. Under the other system you also have &

similar inerease in bank deposits. Those may be dead. I see no difference -

between those things under similar circumstances.

Q. T want to come down to the expansion of bank deposits which have been
very substantial in the last seven years; is that not so?—A. Yes.

Q. At the bottom of the depression our Canadian bank deposits totalled
$2,322,000,000?

Mr. Viex: What are you reading from?

Mr. McGeer: Page 21 of the February, 1939, statistical summary of the
Bank of Canada. 3

Mr. Laxperyou: Could you go back further than that?

Mr. McGeer: I shall go back to 1914. You will find that figure set out iB
the statement which I had printed in the record of our last meeting. At pages
21 and 22 in the statistical summary of the Bank of Canada for February, 1939
the total of Canadian bank deposits was $2,322,000,000?

The Wirness: Including foreign deposits.

By Mr. McGeer:
Q. Yes. Then the $312,000,000 would reduce— —A. The Canadian deposit$
in that second year—=$1,958,000,000.

- Q. And in 1939 our deposits had increased to $2,954,000,000?—A. Or agail
using the Canadian figure—$2,514,000,000.

[Mr, Graham Ford Towers.]
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o _tQ. Which would give us a round figure increase of $600,000,000?%—A. Close
it,

Q. So that we have had an expansion of bank deposits in Canada at the
Tate of $100,000,000 a year over that period. Is that correct?—A. Yes.

Q. Has that inerease of $100,000,000 a year produced any inflationary
f0nsequences?

Mr. CLeaver: No; but has it done any good?
Mr. McGerr: We will deal with the other feature.

By Mr. McGeer: :
Q. Has it produced any inflationary consequences?—A. The price-level is

- Slightly higher than it was at the depths of the depression, but that it has

Toduced any distinctly inflationary consequences, no, not so far. s

3 Q. In 1932 the holdings of dominion and provincial and other securities
45 $696,000,000, was it not?—A. Just about that in 1932.

it Q. That figure increased in January, 1939, to $1,454,000,000?—A. That
Cludes other securities as well, apart from dominion and provincial.

wh Q. Well, the total of the dominion and provincial securities in 1932 was
at?_A $490,000,000, and at the present time about $1,200,000,000.

- This security holding is in the main dominion and provincial?—A. Yes.
ine - Am I right in concluding, Mr. Towers, from those figures, that the
5 Tease in the Canadian bank deposits since 1932 resulted from the acquiring
bankzrg-lnX)nYand provincial securities during the same period of time by the

A, Yes.

5 thQ' So that we have since 1932 increased our dominion and provincial debt
5 the b@nks by just the amount that they have increased their bank deposits?
4t right?—A. T am sorry I did not get that question, Mr. McGeer. . -
o Since 1932 our dominion and provincial debts have been increased in so
de,pasf they are held by the banks by just the amount of the increase in the bank

OSIts?—A. That is approximately the case, yes.

Q. Now, the interest rate is paid to the banks, is it not?—A. Yes.

.Q; All that has happened in that transaction is that the banks have taken
cred}m‘)}l and provincial securities into their portfolios and increased ;cgl)elr
th 1t liabilities through their bookkeeping entries, plus the liabilities onb elin
e these bookkeeping entries incur?—A. Yes; I assume we take the book-

PIng entries seriously as a liability, though. : : i
li&b'ﬁ' Ob, absolutely. Now I am going to deal with that qUESUOHf o
lllinl 1ty, because you put quite a lot of stress on it. _For mstia-nce, dade'?
co“llét% ago you told me that a holder of a bank deposit, if he demanded it,

Secure legal tender cash?—A. Yes.

You told me that, did you not?—A. Yes.

Mr. Vigx: Do you agree with that?

WanMr' McGegr: I certainly do not. Theoretically that may be so. But I
t You to just follow this kind of a proposition.

By Mr. McGeer: ,
$2 SOQ' The banks’ liability to the Canadian depositors as of J?anuar%r(, 1939, was
221,000,000 exclusive of their liability on foreign deposits?—A. Yes.
Q. That, is all convertible into legal tender cash?—A. Yes.

- How much legal tender cash have the banks?—A. $269,000,000. :
stanQ- How much legal tender cash, under the Bank of Canad‘;a, Act as it
s NOW, can you issue as the Bank of Canada?—A. How much? 2 :
Q. On your gold reserve?—A. The gold reserve provision, as you know, is

Per cent of our liabilities in the form of notes and deposits.
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Q. Yes, but you have a certain holding of gold?—A. Yes; that is a little
over $200,000,000. i

Q. How much is the maximum of legal tender cash that you can issue fof
banking purposes on that reserve of gold?—A. A total of $800,000,000.

Q. That is the maximum amount that you can issue?—A. Subject to the
Governor in Council suspending the gold reserve requirements. _

Q. And if you had that issue you would have nothing but a straight, papet
currency >—A. The ratio of gold reserve would be lower. Presumably the gold
would still be there. -

Q. Can you tell me how you can convert $2,501,000,000 of bank deposits
into $800,000,000 which is your maximum?—A. Subject to the suspension 0
the gold reserve requirements. In the event of all the depositors in Cana
wishing to withdraw their deposits from the banks in legal tender, and ‘presuminé
they put it in their mattresses, because that is the only reason people do those
things, I would say that ways and means would be found of filling their requiré”
ments, by suspension of the reserve provision if necessary.

Q. And by issuing a straight national paper currency?—A. Right. It
would have no effect from a national point of view because people would simply
put it in their mattresses or in holes in the ground.

Q. Is this not a correct statement, that under our system we legalize %
method of trading long in credit and short in legal tender cash and gold
reserves as the basis of operating our present debt-claimed monetary system?/I
A. That is a phrase that I am not familiar with—it is my own stupidity;
am sure.

Q. I will eliminate the “debt-claimed” part.—A. Right. The business oz
banking always has involved operating with a small amount of cash, wha?
the bank thought was safe in relation to demands likely to be made upon ti
and implying the possession of certain assets and the assumption of certa®
liabilities. That is the business of banking. -

Q. Certainly.—A. Properly administered, it is the business of banking
that is all that can be said about it. f

Q. What I want is the fact. Is it true that we have legalized a system °
trading long in credit and short in cash and gold as the basis of our operatit®
system?—A. Long in liability, if that is what you have in mind by credit—0%®
in assets other than cash, and a small amount of cash. And that is banking

Q. When we come to the thing which we actually use for money in th.g
case of a government bond, it is the credit of the bond that is selling; that X
the money, isn’t it?—A. A bank may acquire government bonds as part of !
assets, or it may acquire a loan; it will have a deposit liability on the Otheé
side. If the bond is good why it is all right; and if it is not, it is too ba
for the bank. f

Q. Under this system, where the banks can issue a 10 per cent reserve‘(’i
cash to credit liabilities in the form of a deposit to the full value of that boB
it is the value of the bond that is taken; that is banking?—A. It is the valt? :
of the asset that is behind the liability; yes. _ a

Q. Yes. So that all the banker does is to monetize the government’s cfedld
when it requires a government bond?—A. Within limits imposed by law
by the operations of the central bank, yes. d

Q. So that the banker does not need money to buy a government bon,n'
For instance, if T go to buy a government bond I have got to pay $1,000 !
cash, I have got to put it up in cash; the individual has got to have the requlr;e
$1,000 and have it on deposit in the bank, or have it in his hand before
gets the bond—A. TUnless your credit is good, yes, dit

Q. Is there any way by which I can as an individual exchange my ¢r¢
for a bond?—A. Individuals can’t borrow from the government; of course, the
can borrow from other sources.

[Mr. Graham Ford Towers.]




BANKING AND COMMERCE 117

Q. No, no; I have to have cash when I purchase a bond.—A. From the
g0vernment.

Q. Before I can get a bond as an individual I have got to have accumulated
the equivalent value?

Mr. Viex: Or borrow it.

Mr. Towers: Or borrow from a bank.

Mr. Laxperyou: You might be able to get it by way of a loan.

Mr. MeGeer: If I borrow from the bank I have got to have something
dccumulated on which to borrow. I know a little about that. I had to acquire
$4,000 or $5,000 of security for every dollar I want to borrow before I can get
I from a bank.

The Cuamman: Order, please.

I Mr. McGeer: Where it is in the form of assets which are convertible into
Money. T have got to have something that can produce $1,000 in cash before I
‘an oget a $1,000 government bond; but the banker under our system can do it
W}t}} $100 in cash. That is our system.—A. Provided that the depositor is
Willing to leave his money on deposit with the bank.
Q. And, he is?—A. He is, because the bank is solvent.
Mr. Tucker: That is because the government is willing to come to their
escue and lift the gold reserve.
thi Mr. Towsrs: As Mr. McGeer said earlier, surely we have to regard these
Igs as going concerns; the same thing would apply to any of our factories,
' to any big merchandising establishment. They have to carry a certain
&Mount, of liability in order to be able to do business. I think in connection
With )] businesses, that, where they are solvent, we have to regard them as
80Ing concerns,

By Mr. Tucker:

% Q. Isn’t it true, Mr. Towers, that that is what would happen if there were
Any general run on the banks with depositors demanding their money?—
« Yes,

Q. And it was so in the United States where they operated under a system
tically the same as our Finance Act; and when Mr. Roosevelt came out
said that they were willing to spend any amount of money necessary to
e enormous sums on deposit the situation was cleared up?—A. Yes.
th Q. And is it not a fact that because people have complete confidence in
Ste bankmg system they deo not demand their money; just as in the United
Ates they are convinced that if necessary the government through the Bank
am anada, if a run of major proportions developed, would provide a sufficient
iSn,Ourlt of money to supply depositors with the last cent they have on deposit;
sel b that true?—A. I think people have not been nervous about the banks them-
Sul;,'es' I doubt very much if millions of them have ever thought about the
s J€¢t of whether we would afford support; but, if the case arose, I cannot
“¢ Why we should not.
st Q. But that remains true, that the government through the Bank of Canada
, 'alinds behind the banking system of this country; and that is why they are
' W € to do it. In the final analysis we are behind the banking system.—A. I
“E mm.lld say that so long as the banking system operates in a proper way and
i i thalntams its solvency, speaking of all individual banks, that if one assumes
*fo?t because of an unreasonable cause or fear that these banks are being asked
an legal tender cash, being solvent institutions, and not being pressed through
beybf&}llt of théir own, then I would certainly say that the central bank would
chind them absolutely.
- And do you suggest in the event of the outbreak of a war causing
"un on the banks, with everybody wanting their money at once, with the

Prac
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banks quite solvent, do you suggest for one moment that you would not beé
behind the banks in a crisis like that?>—A. Of course, and there would be no
difficulty in putting up security.

Q. Would you not go into the bank and ascertain its security position?—
A. That is being done constantly by the Inspector General of Banks, so that
the information is available at any time.

Q. And provided, as you say, that they carry on in a reasonable way, the
government will pretty well stand behind the banks,

Mr. McGeer: If I might return to my question, this is it:

By Mr. Landeryou:

Q. Even with the banks being solvent, in the case of a run of major
proportions, what would happen if the government refused to suspend payment®
in full>—A. You mean, if the central bank refused to come to their assistanc
in the event of a run?

Q. Yes, if it refuses to set aside the gold provision?—A. Assuming that
the demands were large enough, or that the gold production was restricted/

Q. Would they be solvent?—A. Yes, they would be solvent, assuming
they were solvent before; but they would not be able to make payment in leg2
tender in full.

Q. What is the case if the banks are insolvent?—A. Perhaps we meet 3
difficulty there. The bank must, of course, be able to meet all its liabilities 1®
legal tender to the extent that demands are made upon it, or else close its doors:
In that case it is, so to speak, insolvent in the sense that you mention.

Q. Yes—A. But, assuming that there was nothing wrong with its affair®

before, that these demands were wrongly inspired, I assume in due course !
would be able to liquidate its liabilities, so to speak, 100 cents on the dollar

By Mr. McGeer:

Q. I think you will agree with this proposition, we have never experienced
in our modern banking system, but if it so happened that people lost faith—
A. Fortunately that does not happen in Canada.

Q. If it did happen in Canada, if the same thing were to happen here 3
happened in the United States—?—A. We would certainly deal with the
situation. {

Q. And you would deal with it in one of two ways, by an adjustment ©
your legal tender, cash that would be supplied to meet the demands of the
public to allay their lack of confidence?—A. Exactly.

Q. If that did not allay their lack of confidence you would declare ®
bank holiday and straighten the thing out by parliament?—A. I would 'be
inclined to think our recommendation would be that the gold reserve provisi¢
would be suspended, and the thing would be carried right to a conclusion. 4

Q. And if that did not stop the people from demanding their cash &%
wrecked the bank system?—A. By the time they have taken out all thelr
deposits in cash that portion of it is over.

Q. The banking system is gone, as far as the deposit end of it is concel'ﬂ.ed’
but in that process it is the action of the central bank and the domini?
government that provides the cash to meet the dominion’s obligation to the
banks?—A. Yes, against the pledges of security by the banks.

Q. The banks would transfer their security to you and you would jssué
money against that?—A. Right. b

Q. And if there were any shortage in these assets in making up the amou®
of cash that was required, and there was an insolvency the banking syste
would lose?—A. Right.

[Mr. Graham Ford Towers.]
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Q. So that the simple proposition of our banking system today is that its
Main security is the power of the Parliament of Canada to authorize a bank to
8¢t an issue of money, its whole legal tender money in Canada, independent of the
gold reserve?—A. I would say that parliament has, first of all, authorized the

anking system to operate as it does.

Q. Yes?—A. Secondly, they have set up an organization which would
determine monetary policy and therefore guide the action of the banks in that
'espect; and, thirdly, they have provided a mechanism which, in case of loss
Ot confidence, would supply the safeguard you mention.

Q. Then we get down to this proposition, increase the holdings of public
Securities—dominion and provincial. You increase the bank’s deposit, clearly,
With the acquisition of that type of security, and the chartered banks may
Mcrease their deposits to the value of those securities, as this record shows?—
i Provided that the action of the Bank of Canada was such as to increase
heir cash reserve and enable them to do s0; which, as you will see by this
Tecord, over the years, we have done.
the ¥ Yes. If you increase that value of cash reserve independently of what

e ba_nks have been doing in the way of acquiring dominion and provinecial
Seeurities you are increasing their deposits?—A. The first step was the increase
5 h(_i cash reserve. Then that was followed by an increase in the holdings of
€Curities by the banks, which in turn brought about an increase in deposits.

e first step rests right here.
it Q. Yes, and that step was mainly through your purchase of gold, wasn’t
“—A. No; it was through our purchase of additional government securities.
o Q. But the increase in the volume of Bank of Canada notes that went into
eulation was due to your gold purchasing policy in part, was it not?—A. No,
fause we did not add to it until very recently. We did not add to our
Mgina] stock until December of last year.

& The CHARMAN: Just before the committee dispurses, is it your wish
meet tomorrow morning?
Mr. Tucker: Yes, I think we should.
Some Hon. MEmBERs: No.
= The CramrMaN: Tt appears as though the majority of the members of the

%mmittee would prefer not to sit tomorrow. Perhaps we had better adjourn
Meet again at the call of the chair.

the ‘:rh(_e committee adjourned at one o’clock p.m. to meet again at the call of
air. ,
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MINUTES OF PROCEEDINGS
Fripay, April 14, 1939.
The Standing Committee on Banking and Commerce met at 11 a’clock a.m.

o Members present: Messrs. Baker, Bercoviteh, Clark (York-Sunbury),

oldwell, Deachman, Donnelly, Fontaine, Jaques, Kirk, Lacroix (Beauce),

anderyou, Ledue, Macdonald (Brantford City), McGeer, McPhee, Mallette,

egi‘)%y, Que}lch, Ross (Middlesex East), Stevens, Thorson, Tucker, Vien, Taylor,
sSworth.

o In attendance: Mr. Graham Ford Towers, Governor of the Bank of
anada.

- Iq the absence of the Chairman, Mr. Ross (Middlesex East) moved that
I. Vien act as Chairman.

Motion carried and Mr. Vien took the Chair.
Examination of Mr. Towers continued.

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

R. ARSENAULT,
Clerk of the Committee.







MINUTES OF EVIDENCE

House or Commons, Room 277,
Orrawa, April 14, 1939.

The standing committee on Banking and Commerce met at 11 a.m.

In attendance: Mr. Graham Ford Towers, Governor of the Bank of
Canada,

The Crerk: Gentlemen, in the absence of the chairman this morning,
Yould someone move for the appointment of a deputy chairman?

. Mr. Ross (Middlesex East): I move that Colonel Vien act as deputy
Chalrman,

Hon. Mr. Stevens: I second the motion. :

The Crerk: It has been moved and seconded that Colonel Vien act as
g:ﬂ}')l}'ltg chairman. Are there any other nominations? I declare the motion

led.

The Depury CHAIRMAN: Gentlemen, I thank you for the confidence which
you‘ have reposed in me. I know that I shall not _be able to discharge my'
: H1es successfully except with your co-operation, but in that regard I am quite

e You will not fail me. ;
. On the 5th of April, as will appear from report number % of our procegd-
gs, Mr. McGeer was interrogating Mr. Towers. Are you quite through with
your line of questioning, Mr. McGeer?

Mr. McGerr: Am I quite through?

The Drpury CHARMAN: With the line of questions that you developed?

Mr. McGeer:  No.

The Depury Cramman: Do you desire to carry on now?
Mr. McGegr: Yes.

The Depury CHAIRMAN: Your last two questions were:—

Q. Yes. If you increase that value of cash reserve independently 05
what the banks have been doing in the way of acquiring domm}llon ﬁant
Provincial securities you are increasing their deposits?—A. The firs
Step was the increase in the cash reserve. Then that was followed by an
Increase in the holdings of securities by the banks, which in time brought
about an increase in deposits. The first step rests right here. 3

Q. Yes, and that step was mainly through your purchase of go ,
wasn’t it?—A. No; it was through our purchase of additional government
Securities,

We left it at that.

e il Mr. T ?—A. The answer
& - And SW hat question, Mr. Towers, was?—A. T
:g that last q%%\;i‘ioz;n::aesr“t ?\Ié 3’a; b%cause we did not add to it, that is, the gold
ock, unti] very recently. We did not add to our original stock until December
year.
Q. You 4 ch the gold product of Canada, do you not?—A. The
gommion govgnﬂgﬁt a;i.rch;segs thé) product of the n’nnes, and they ask us
Sually act as their agent in shipping it to the market where they can obtain

t
he t price.
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Q. How is it paid for?—A. It is paid for in Canada by dominion govern-
ment cheques on their bank account.

Q. On their bank account?—A. On their bank account. The gold itself is
shipped to New York or London, as the case may be, wherever the best price
is obtainable. Latterly that has always been New York. The dominion gov-
ernment then receives in New York the purchase price of the gold in the form
of balances in an American bank. The dominion government then uses such
portion of those United States funds as it may require to meet its interest and
other commitments in the United States or for the purpose of buying sterling
to meet its interest and other commitments in London. It then has a certain
amount of United States funds left over because its foreign commitments, t0
which I have just referred, are not as large as the total proceeds of gold sales.
Therefore, some of these funds are surplus to those requirements. The dominion
government then instructs us to sell that surplus in the exchange market, thereb¥
converting it into Canadian dollars.

Q. So that the only way, as you say, by which the Bank of Canada money
goes into circulation is in the purchasing of dominion and provincial securities;
is. that correct? That is, outside of your advances to the banks?—A. No, that
would not be the only way. I did mention that we have since last December
acquired some additional gold. It shows on our balance sheet as aboub
$25,000,000.

Q. When you acquired that additional gold, how was it paid for?—A. We
paid for it in the same way as we would pay for additional securities or any
other assets which we might buy by issuing a cheque on ourselves. The net resull
of that on our balance sheet is this: our assets increase by the amount of the
securities or gold purchased; the cheque which we issued on ourselves is pre-
sented at a bank by the person to whom it was given and deposited by the
bank at the Bank of Canada. That deposit, of course, inereases our deposlt
liability. So our assets in the case of a purchase of, say, $25,000,000 additional
gold, will go up $25,000,000 and our liabilities will increase $25,000,000.

Q. But if you issued a cheque to a gold-mining company and the gold
mining company deposited that cheque with its chartered bank, then thab
chartered bank would present the cheque for payment or for deposit to their
account which would be the same thing?—A. That is it.

Q. But that would give the bank which received the Bank of Canad®
cheque from the gold producer a claim on the Bank of Canada for legal tender
cash.—A. Yes. 3

Q. And the bank could use that money which came into its possessioP
through the deposit of the gold producer as a reserve for the issue of bank
deposits and increase them under our law on the basis of twenty to one—A.
would increase the bank’s cash reserve and give the bank latitude to increasé
its holdings of dominion or provineial securities, or its loans; in turn increasing
its deposits; yes.

; Q. And under our Act on the basis of twenty to one?—A. Legally, yes. I
fact, of course, we do not issue our cheques to the gold producer.

Q. To-whom do you issue them?—A. We do not buy the gold; the
dominion government buys the gold. When we have occasion to buy somé
gold, we buy it from the dominion government. .

Q. And you give a cheque to the dominion government?—A. And we gl"',e
a cheque to the dominion government which goes into the dominion governmen
deposit account. The dominion government, of course, is spending those fun
8o that eventually an increase in our gold holdings, if it is not offset by the
decrease in some of our other assets, will result in an increase in the charte
banks’ cash reserve. o |

Q. You are conversant, I take it; with the MacMillan report?—A. TH i !
Canadian?

Q. The British MacMillan report and the Canadian report?—A. Yes.

[Mr. Graham Ford Towers.]
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Q. You will recall that they dealt with the manner in which bank deposits
are created, in that report?—A. Yes.
Q. I draw your attention to section 74, which is at page 34 of the report:—

“It is not unnatural to think of the deposits of a bank as being
created by the public through the deposit of cash representing either
savings or amounts which are not for the time being required to meet
expenditure. But the bulk of the deposits arise out of the action of the
banks themselves, for by granting loans, allowing money to be drawn on
an overdraft or purchasing securities a bank creates a credit in its
books, which is the equivalent of a deposit.”

Do you find any fault with that statement?—A. None whatever. 3
Q. As it pertains to banking practice as it is carried on in the dominion
of Canada under our banking system?—A. No. ) ]

b Q. As a matter of fact, that is a true statement of the manner in which the
ulk of Canadian bank deposits are created, is it not?—A. That is banking all
€ world over, yes.

Q. And the same in the United States?—A. Right.
Q. As a matter of fact, subject to the difference in the amount of cash
res,eﬂ{e required, the method of creating bank deposits is the same in Great
Mtain, Canada and the United States; is it not?—A. Yes. )

Q. Under the British banking system there is no cash reserve required at

8ll by law, is there?—A. That is right, although the British banks operate

u‘Sua.lly on a 10 per cent basis, the same as the Canadian banks operate. ;

Q. Did you ever hear of this 10 per cent basis before the MacMillan

'®port, was published?—A. Yes. : : 3

Q. Just carrying along with section 74 as to the manner in which deposits
are used, or referring to the manner and use of deposits, the report says:—

“ A simple illustration, in which it will be convenient to assume that
all banking is concentrated in one bank, will make this clear. Let us
suppose that a customer has paid into the bank £1,000 in cash and that
1t is judged from experienge that only the equivalent of 10 per cent of
the bank deposit need be held actually in cash to meet the demands of
customers; then the £1,000 cash received will obviously support deposits
amounting to £10,000.”

That is our practice, is it not?—A. Yes.

Q. And our law goes even further?—A. Yes. R
€. Suppose that the bank then grants a loan of £900; it will open
a credit of £900 for its customer, and when the customer draws a chque
for £900 upon the credit so opened that cheque will, on our hypothesis,
be paid into the account of another of the bank’s customers. The bank
now holds both the original deposit of £1,000 and the £900 paid in by th]i
Second customer. Deposits have thus increased to £l,909 ‘and the ba.nf
holds against its liability to pay out this sum (a) the original £1,000 o
cash deposited and (b) the obligation of a customer to repay the loan of
£900. The same result follows if the bank, instead of lending £900 to‘.?_l
Ccustomer, purchases an investment of that amount. The cheque Whlc%l i
draws upon itself in payment for the investment is paid into the seller’s
bank account and creates a deposit of that amount in his name. The
bank, in this latter case, holds against its total liability for £1,900 (a)
the original £1,000 of cash and (b) the investment which it has purchased.
he bank can carry on the process of lending, or purchasing investments,
until such time as the credits created, or investments purqhased, represent

nine times the amount of the original deposit of £1,000 in cash.

A 1t that original deposit was in cash; yes.
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Q. I mean that is the hypothesis—A. Yes. ‘

Q. And deposits are used in that way to finance the purchase of securities
by the bank?—A. I think that what you have read there states the contrary-
In other words, so long as people are willing to take the cheques which it issues
and leave the proceeds on deposit with the bank, that bank can acquire addi-
tional assets in the form of securities or loans until it has built up a deposit
structure which bears a relation of ten to one to the cash heud. I think perhaps
it is a question only of phraseology, but rather misleading to say that the bank
uses its deposits to buy things, because, of course, the deposits are it$
Liabilities.

Q. Yes, but according to this report, which I think is recognized throughout
the world as probably being—to use Sir Josiah Stamp’s own phraseology—* the
best work on monetary economy in print to-day’— —A. I agree absolutely
with what you have read from the report. .

Q. —that report states definitely that the bulk of deposits are made
and developed by issuing credit entries in the bankers’ books against a reservé
of cash of 10 per cent including cash deposited by depositors?—A. I do not
quite see the latter distinction. :

Q. Let me read this again—A. A cash reserve of 10 per cent—that really
is all that need be said about that.

By Mr. Macdonald :
Q. But the deposits are all a liability?—A. The deposits are a liabilit¥s
yes et
By Mr. McGeer:

Q. But I am dealing with this particular statement in the report:

A simple illustration, in which it will be convenient to assume that |
all banking is concentrated in one bank, will make this clear.

Let us suppose that a customer has paid int8 the bank £1,000 in cash, that
£1,000 in cash which does not belong to the bank at all, according: A. Excus®
me; it does, Mr. McGeer. As soon as the customer has paid it in and ha®
received a credit on the books of the bank for the £1,000, that deposit of the
customer with the bank is the customer’s asset. The cash becomes the bank®
asset.

Q. Becomes the property of the bank?—A. Right. .

Q. And that is because of the banking practice?—A. Yes.

Q. And all the bank gives to the customer to transfer that cash which be
has deposited from his ownership to that of the bank is a credit entry in the
bank’s books?—A. Do those entries by force of law and custom mean nothing

Q. I am not saying that they do not mean anything; I am saying that that
is what happens. You agree with me that that is a fact?>—A. It must be clearly
stated that the customer has received value. :

Q. No; no; I asked you a plain question, if it was not a fact that when &
customer of the bank deposited £1,000 in cash that that cash became possesse.d'
by the bank and that what the customer received in exchange for it was a credit
entry in the banker’s books which made the bank liable to the depositor fok
£1,0007—A. Right. The bank had bought his cash in exchange for a deposlt'

Q. In other words, the bank exchanged for £1,000 in cash a credit entry
which constituted a promise to pay £1,000 on demand?—A. Right; a promise
give back that £1,000 in cash whenever the depositor wanted it.

Q. Not quite that—A. Well, £1,000 of legal tender.
[Mr. Graham Ford Towers.]
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By Mr. Macdonald:
Q. Is it not more of a loan? You said it was a purchase?—A. In a sense
. You might more accurately deseribe it as a loan.
Q. The bank pays interest on it?—A. Yes, often; not always.

By Mr. McGeer:
Q. It may or may not?—A. That is by arrangement with the customer.
. Mr. McGeer: I do not quite follow what you mean, Mr. Macdonald, by
“8Ving that it is more of a loan. Tt is a straight transfer of one type of asset
exchange for another type of asset. It has no semblance or feature either in

fact or i law of a loan.

Mr. Macpoxap: Is there not a promise to repay on demand. ;
i Mr. McGerr: ,That is not a loan; that is a bill, which is a very different
hing T | took a stock of goods and put them into a storehouse I could
Yomise re-delivery of those goods whenever. I called for them, but nobody
ould suggest that that was a loan.

By Mr. McGeer: ;
; Q. Now, Mr. Towers, I should like you to follow this through: The p}'om_ltse
io Pay a depositor a thousand pounds on demand requires in England no sécurity
0 law at, all?—A. No legal minimum cash reserve. :
Q. No. 1 mean, outside of the promise of the bank to pay, there is no
Other liability to pay?—A. No, but, of course, I assume that they keep an eye
*8 the banks to make sure that that promise can be fulfilled.
Q. Of course, you know that in the course of banking in England some
60(.) havye gone under where that promise to pay was not fulfilled?—A. That 18
gmte true. Perhaps the experience in that respect has been much better in the
| OUse of gyr generation. i &
f i Q. Yes, down to where it could be handled properly, that risk has gm}e .
e extent. But in our parliament we call upon the banker to hold at leas
s € Der cent of his promises to his depositors in legal tendeg cash.—A. Ye§.
1 Q. And that is all, is it not?—A. That is all that he is legally required to
%'d in legal tender cash. _
. MacpoNaLp: But the depositor can claim 100 per cgnt‘?
I. McGeer: Under what section can the depositor claim 100 per cent?
I. MacpoNaLp: I am not familiar with the section. It is a question I am
You; I am not finding fault. :
r. McGrer: 1 thought you said that a depositor could claim 100 per cent.
Mr, Macponarp: 1 was asking you that question? o
Ir. McGrgr: Pardon me; I thought you stated he could, which is con-
to the fact. I know he cannot. He has not the power to claim anything.
legg) o - TOWERS: Mr. McGeer, the depositor has always the right to demand
84l tender from the chartered banks for 100 per cent of his deposits.

By Mr. McGeer: g its?
A 0%- I‘ie has no right to ask the bank to hold any reserve for his deposits?—
; t

» that is another matter., : :
I. MacpoNaLp: T said he could demand the return of his deposits.

Wangg 1 McGerr: He can demand the return of his deposits any time he
to. -

askin g

tl‘ary

é
[
v
i

M, Macponarp:  And all the depositors can do the same }I,'hing. ol
: . McGEgggr: 11 the depositors can do the same thing. But if a
:;Jl;e depositors E(}ﬁl(%{ thﬁz(ain?e thilr?g :‘? the same time the promise of the bank to
¥iin legal tender cash could not be fulfilled.
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Mr. Towers: I would disagree with that.

The Depury CHAIRMAN: Mr. Dunning, I think, made a very clear state-
ment the other day in the house on that matter. b |

Mr. McGeer: I read it very carefully; I was very much interested in it |
I am going to question that statement very definitely.

The Derury CHAlRMAN: Would it not be better to clear it up now?

Mr. Querca: That statement was contradicted by Mr. Towers the last f
time we met.

Mr. Towers: Not to my knowledge.

Mr. QueLcu: I shall read the statement. I am referring to page 116 of §
the report of the proceedings of this committee on Wednesday, April 5, 1939:

Q. Can you tell me how you can convert $2,501,000,000 of bank
deposits into $800,000,000 which is your maximum?—A. Subject to the
suspension of the gold reserve requirements. In the event of all the
depositors in Canada wishing to withdraw their deposits from the bank$
in legal tender, and presuming they put it in their mattresses, becaus®
that is the only reason people do those things, I would say that. way®
and means would be found of filling their requirements, by suspensiof |
of the reserve provision if necessary. :

Q. And by issuing a straight national paper currency?—A. Right:

Now referring to Mr. Dunning’s statements on page 2879 of Hansard of
April 11, 1939:

Mr. DuxnninG: The Canadian banks under the present laws would
positively be able to secure the cash to meet immediately the deman
of their depositors.

Mr. Laxperyou: They would be able to raise it; I do not questio?
that.

Mr. DunninGg: No, secure it.

Mr. Lanperyou: How would they secure it? By going to the¢
dominion government and asking them to print the money?

Mr. Dux~xing: No, no.

Mr. Laxpervou: Could they secure the cash without ar suspensio®
of the gold clause?

Mr. Dunning: Positively yes.

Mr. Towers has contradicted that.
Mr. Towers: May I suggest that Mr. Dunning perhaps can hardly be
expected to keep in his head at all times the figures in our balance sheet.
Mr. QuencH: Your statement contradicted Mr. Dunning’s statement. y
Mr. Towers: To repeat that, it would be possible to provide the fa-cilitleg
required up to a certain point without any suspension of the law in respect g
the minimum 25 per cent gold reserve. That allows a certain latitude ab b
present time.

By Mr. Quelch:

Q. Up to a certain amount?—A. Up to a certain amount. Iy
Q. Not up to 100 per cent?>—A. At the present moment it presumabﬁ
allows latitude of some $400,000,000 of additional note issue, shall we say-
the demands were in excess of that and our gold reserves at that time were af
higher than they are now you would come to the necessity of suspending the? o
provision for a minimum reserve of gold. ;
[Mr. Graham Ford Towers.]
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g I Q. Mr. Dunning virtually denied that.—A. I would answer that by saying
483ume Mr. Dunning does not and can not carry in his head at all times the
8Ures in our balance sheet and therefore realize exactly how far at any moment

We could go without suspending the gold reserve provision.

By Mr. Landeryou:

h Q. Has there ever been a time in Canadian banking history when you could
Ve done s0?—A. The history of the Bank of Canada dates back only four
Years, Speaking of that, four years, no.

.  Has there ever been a time before that when the banks themselves
u‘)llld do it?—A. Prior to the Bank of Canada, when the ‘banks could borrow
t}?der the Finance Act, I do not think there was any limitation in respect to
¢ @mount of notes which could be issued. %
Ko Q. On the gold basis?—A. On the gold basis there was never®any provision
iy ‘ause, as I recall it, the law said that the provisions in respect to any reserve
F s g the dominion government issue did ot apply in respect to notes

Sued under the terms of the Finance Act.

By Mr. McGeer: :
Q. Only providing the Finance Act in its relation to the gold requirements
° Suspended by Order in Council?—A. I do not think that there was any

MMection between note 1ssue under the Finance Act and the gold reserves.
take 5 As a matter of fact, if you are conversant with the Finance Act, and I

€ 1t that you are not— —A. Excuse me, Mr. McGeer; I think I am.

dig; You think you are. All right, then, I must not be, because I remember
th ctly that the Finance Act provided that it was only by Order in Council
oa those extraordinary provisions of the Finance Act could be invoked; that
anﬁa“y under the Finance Act the gold standard requirement was a limitation
haq € total amount, of dominion notes that could be issued and after that amount
—4 cen reached then the issue had to be backed by 100 per cent of gold resgrvg.
Peypy fter all, this is a question of fact which no doubt could be determined.

4Ds we might, put that aside. 5
Zov. Ir. Tucker: What Mr. Towers says is correct. It means the domln‘lion
cas}?rnmgnt stood ready to back and issue a limited supply of leg‘aldtirﬁ er
i to~da;gams.t' assets that the bank required, just as they stand behin em
| Mr. Towprs: Right. |
iy he Drpyry CHarMAN: But this is only of historic interest because the

. lance Act has disappeared.

By Mr. McGeer- :
Sl You recall the statement referred to by the chairman, and it has been
88ested that we had better clear it up now:—
‘ '0U: : the chartered banks) secure the
; Ca‘ShN{If:ila%Aib;:)Ef}:eOUc.as}?otl,lc}dp:;r]e)‘;hegr depositors in full) without the
i Suspension of the gold clause?
Mr. Dun~ivg: Positively yes.

YOu agree with that?—A. If the amount required to-day was the total

0
am, < = 1
wo&l{‘in of the deposits and our gold holdings were what they are to-day, it

i o € necessary to suspend the provision for a legal minimum gold reserve
r to supply that cash. ;

6.0 Theor pa{)rg the facts in connection with that, are they not? Just

of et(i,k My figures. I have taken them from your January Statistical Summary
e

Bank of Canada.—A. Yes.




128 STANDING COMMITTEE

Q. You require to pay bank depositors legal tender ecash in full
$2,500,000,000.—A. Canadian deposits, yes. g i

Q. And I take it, Mr. Towers, that deposits abroad are secured not 0% §
your legal tender cash but upon your cash reserves of the foreign banks?—A:
The banks to protect foreign deposits carry cash abroad which will be legal
tender in the particular countries in which they are operating.

Q. I mean, it is not a liability against your Canadian Bank of Canadd
cash reserves, or is it?—A. No, I would say not. It is a liability of the bs 3
concerned. But the bank is expected to protect that liability by appropriaté &
sources of foreign cash in the particular market concerned. And there is a duty |
on the part of the Inspector-General of Banks to see that that is done.

Q. Well, in any event, I have eliminated that amount.—A. Right.

Q. Although I believe it might be included in that statement that we havé
reduced the amount to $2,500,000,000.—A. Yes. -

Q. That is the banks’ liability to pay legal tender cash to the depositors:
The amount held by the banks in legal tender cash in their tills and as claim® §
on the Bank of Canada through their depositors with the Bank of Canada ¥ §
$327,000,000?7—A. I do not see that much.

Q. $271,000,000 and $55,000,000, is it not?

The Derury CHAIRMAN: What page?

Mr. Towers: $257,000,000 is the figure I have here.

By Mr. Tucker:

Q. In regard to these foreign obligations, is each one of these Canadl’“i
banks not obligated by law to meet any of these obligations in Canadian leg*
tender?—A. No; they are obligated to meet them in the terms in which the¥
have contracted with their depositors. Therefore, if they are operating in Y
United States, they have agreed to pay back United States dollars. In Londo™
English sterling, and so forth and so on. ; i

Q. T suggest to you, Mr. Towers, that anyone of these depositors, if any” 1t
thing happened in the United States, could come right to Canada and sue the% |
people right in Canada and force them to pay in Canadian legal tender Gﬂﬂv' b
—A. No, they could not, because the terms of the original contract would ha
been in United States dollars or sterling. 2

Q. Yes, but they could sue for the equivalent in Canada and collect !
Canadian legal tender cash, and that is one of the weaknesses of our bank’
system in permitting that to go on.—A. Well, T cannot agree that it 1% Iy
weakness of the banking system provided the bank’s foreign business is prope*
conducted. : iy |

Q. Well, a person could come right to this country and sue and absoluté 3
colleet, that money in Canadian legal tender cash. So that when you make
distinetion between the two, their obligation within Canada really comes do
to this: That they owe the whole amount in Canada if the depositor seeks,
collect in Canada.—A. T think you would find that if a depositor in a fofelg
country who had an‘ obligation payable to him in his own foreign curl'enld
were ever in a situation where he had to come to Canada and sue, you v%):nk

then have a situation so extremely serious in respect to that particular
that he would not collect anything at all.

By Mr. Macdonald : o 1
Q. That does not affect the liability, though?—A. Theoretically, I ire;
pose he may exhaust all his possible recourses, first of all, in his foreign 091} con
later here. But I really cannot attach much practical importance to that tom |
the point of view you mentioned. Naturally, if a bank assumes an obligd®™ =
it has an obligation.

[Mr. Graham Ford Towers:]
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By Mr. Tucker:

Q. To be assumed by the head office of the bank?—A. The bank must
Tespond everywhere in the world for the liabilities which it assumes.

By Mr. McGeer:

Q. You say that figure should be reduced. The amount held by the bank,
according to your figure, is $257,000,000?—A.. Yes.

Q. $257,000,000?—A. Yes, in December. i ; k
§ Q. That leaves a total cash liability of the banks to their depositors of

2,293,000,0007—A.. $2,243,000,000.

Q. $2,243,000,000 in excess of the cash which the bank holds?—A. Yes.
$ Q. Now, the amount of gold reserve held by the Bank of Canada is

196,900,0007—A. The figure 1 have here for December last is $182,000,000.

Q. $182,000,000?7—A. Yes. : )
h Q. But it runs between $182,000,000 and $200,000,000?—A. Since then it

3 gone up and it is over $200,000,000 now.

Q. Over $200,000,000 now?—A. Yes.

Q. We will take that figure of $200,000,000.—A. Yes.
$8 Q. That gives you the right to issue legal tender cash to the extent of

00,000,0007—A. Yes. :
J Q. And that $800,000,000 is all the legal tender cash you can issue unless
70U suspend the operation of the gold reserve clause?—A. Unless the Governor
ouncil does, yes, or else one may buy more gold. ;

Q. But we are dealing with the situation as it is to-day.—A. Quite, yes.
of 'Q- That leaves a total of $550,000,000 does it not, that you have in excess
\What- you have issued to the banks and what you are liable to the banks for?
; Were Our present notes and deposit liabilities, or at least those in December,
: '® approximately $410,000,000.

: W So that you have $390,000,007—A. Yes. Y

N Q. That you can still issue to take care of $2,243,000,000 of bank deposits?

- Xes, if there was a demand.
We are dealing with that hypothesis—A. Yes. :
iy Q. Therefore at the present time there is roughly $1,850,000,000 of deposits
€Xcess of the amount of legal tender cash available at the bank, reserves held
€ Bank of Canada, and under the law restricting issue of Bank of Canada
8am o0 a 25 per cent reserve basis?—A. That is true, Mr. McGeer, and the
‘Vorle Sltuation, of course, would pertain in all banking institutions around the

d, anq frankly, with all due respect, I find it meaningless. :

S I thing a lot of us are getting into the same boat, that it is meaningless
as W the point of view of the old tradition that we had, that gold was necessary
is ba acking for currency and of the theory long advanced that our currency

Acked with gold,—

Mr. Tucker: Deposits are in demand.

By Mr. McGeer: L
- —and that the money which the banks are using is real money.

I. LaNpEryou: Hear, hear. _

e Towers: I do not think it has any meaning along these _hnes at. all,
that MeGeer, You have to assume, in order to follow through with the idea
Wity you are presenting, (a) that the people are so frightened that they wish to
In bdr?W their deposits from the banks; and (b) that they are not mt-lelreste.d
lapg, & government securities; for if the banks, for example, could se .thelr
g dge holdings of dominion and provincial securities to the- public they would
speeex_n their deposits in that form. You have to assume therefore a situation,
4 ;-Lklng of the banking system as a whole, that has never arisen in the world,
Mation of absolute panic in which depositors do not want assets other
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than legal tender itself to put in their mattresses. I believe anyone could také
any business and under hypothetical conditions of that variety arrive at the
conclusion that all businesses were in a most dangerous situation.

By Mr. Deachman:

Q. In that case you would have to assume that the dominion governmeﬂt
was broke also, because if the bank could sell its bonds to the value that they
possess they could liquidate those claims?—A. Yes, and you would have © |
assume that the people of Canada did not want dominion government bon
and would not buy them at any price.

By Mr. Tucker:
Q. Is it not true, no matter how you juggle it, that there is only that much
cash there?

By Mr. McGeer:

Q. What we are dealing with is the custom of gold reserves. We are nob
dealing with the question which Mr. Deachman has addressed his remark to 5‘% ‘
all; namely the currency issued against asset security, which is gold, an_d 1
should like to clear up the actual situation with reference to gold reserves, if ; ]
may, and then I will be very glad to—I want to go into the question of as¥¢’
currency myself as well, or leave it to anybody else—give consideration
another type of reserve. The point that we are dealing with now, if we ¢
only stay with the point, is whether or not this statement made in the house
commons is correct or not.

Mr. Tucker: Mr. Deachman made a statement that is made co-ntinuﬁuyt’
and which T take it Mr. Towers did not agree or disagree with. The statemeé®?
is that given time the banks by realizing on their reserves could, without haVlnI 4
the gold reserve clause lifted, somehow meet the demand of depositors. NoW
think Mr. Towers will agree that that is possibly a fallacy? !

Mr. Towers: Oh, excuse me, I do not. If you examine the bank stat®” -
ment you will see why it is not a fallacy. The banks have assets in the {0 |
of dominion and provineial bonds and other securities, and assets in the form ae
loans. If they could realize on these securities by selling them, and I ass
they could do so now as the credit of the dominion and provinces remains gooir’
if they could collect their loans, that is the way in which they could repay the®
depositors. j

. By Mr. Tucker: i
Q. How will they collect them; they cannot collect them in cash to o
extent that is owing to them in order to meet the demands of depositors in cﬂ%
That is a fallacy that is put out continually by the banking system; if they wer
given time to collect on their government securities they could meet the dem
of depositors in cash.—A. So they could. "
Q. That cash could not possibly come into existence in any way, shap® o{; ‘
form. How could they do it?—A. If you assume that all the depositors wi?
cash, cash only— gt
Q. Yes?—A. And will not take anything else, will not take domifiy
government bonds or gold, or any other form of asset but only cash, if you M,
. that hypothetical assumption which, I believe, is almost an exploration t0 "
moon— ot
Mr. Lanperyou: It happened in England and the United States. Th
was a run on the banks in the United States and the banks had to close up- .
The Depury CHamMAx: Order, order. May we allow Mr. Towerl® =
complete his statement, and then another question will be in order. 2
[Mr. Graham Ford Towers.]

of |




.. Mr. Towers: Let us make that assumption, then. It then becomes impos-
- Sible for the banks to sell any of their securities or collect any of their loans,
4nd the situation then becomes one where the only way in which they can get
that legal tender cash would be by borrowing from us; but you have to assume

at no depositor will take anything else, that he sneers at a dominion govern-
‘r ent bond or other asset that the bank possesses, and wants only the cash.

By Mr. McGeer:

Q. May 1 just interject there? I think if we are ever going to get- any
Place we ought to complete one subject. Now that is a most interesting feature
. banking practice, but it has nothing to do with the point that we are con-
s’lde‘l'illg at the moment; that is whether or not this statement made in the house
. C0mmong—and I want to repeat it now because the whole trend of this discus-

?;(El has broken. The statement appears on page 2879 of Hansard, and is as
OWs:—
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Mr. DunniNe: The Canadian banks under the present law would
positively be able to secure the cash to meet immediately the demands of
their depositors. b
Y Mr. Lanperyou: They would be able to raise it; I do not question

at.

Mr. Dunning: No, secure it.

Mr. Laxperyou: How would they secure it? By going to the
dominion government and asking them to print the money?

Mr. Duxxineg: Oh, no.

Mr. Lanperyou: Could they secure the cash without a suspension
of the gold clause?

Mr. DunNING: Positively yes.

Now, 1 am tryi i ' i t these
) 'ying to deal with that particular issue of whether or no
bank d?positor}; irg1 Canada could be sgtisﬁed in legal tender cash without the
ﬁh‘ Pension of the gold standard, as Mr. Landeryou said was necessary and as
}llnlster of Finance declared was not. R T
¢ Depury CramrmaN: I understood that the question had been
My, OWers and that he had answered it; but if any member tl}mks_ that the
on Wer was not clear I think Mr. Towers could be asked to clarify his answer
that Particular point, and then we will pass to something else.

act? I. McGeer: May I continue the examination under the terms of the

M. Woobsworrs: As a matter of rocedure, may I say I have been
gge‘fex}ted from being present at this comrgittee because I have attended Ofﬁfr
stmmlttees which have met at the same time. I.d1d happen to be on h_e
ring committee to arrange the procedure by which we would conduct t ui(si
al] lttee. It was considered that in order that there might be cl-aéltyl we \76;(})1 pi
sho ohe member to put questions for a time, clear that up, and then ot.
Oulq Put their questions, so that there would be no confusion. . i
: Comp .2 1 do object to several days being taken by one mex}rll lsr o1 .
t ofmn.“tteél, when a great many other members have just as much know eal%e
a this Mmatter presumably and when a great many other members arg. equthi
W lous to put questions to the witness. While it was the understanding k.a
a§ Would proceed in this way, I think that Mr. McGeer is rla.thﬁg f’f& Htlg
shvan 4ge of the arrangement provided by the committee simply ry

s Out—it, was done this morning—three or four others Who have questions
Y Put, o the very point at issue, just as the chairman himself suggested in
Barg 4, Mr. Towers answering the questions. I am only one member of the
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committee but I believe that it is rather taking advantage of this arrangement §
of the committee for one man to seek to dominate the whole proceedings at
this date. / :
Mr. Lanperyou: It was more or less understood at the first meeting that -
Mr. McGeer would be allowed to go ahead with his questions. That was what
I understood.
Mr. WoopswortH: Within limits. ‘
The Depury CHAIRMAN: A question arose this morning whether Mr
Dunning’s statement the other day in the house was correct or incorrect. The }
question was put to Mr. Towers and Mr. Towers answered it to my mind quité §
clearly; but if there is any doubt as to the clarity of Mr. Towers answer W&
should ask Mr. Towers to repeat his answer to this question, and then pass 0%
to something else; because I believe that there is a lot to be said along the §
lines of Mr. Woodsworth’s remarks. When the steering committee met ®© |
discuss the procedure to be followed so as to enable the committee to proceed
with order and clarity with regard to a most intricate matter, it was propose
we would take a question and a series of questions would then be asked and
before leaving that subject other members of the committee might ask &
question of the witness on the same subject. I must confess that I thought
that we might proceed a little more rapidly than we have been doing so far
I am not criticizing the way the committee has been conducted by any mead®
but we probably will have very few sittings of this committee and it might D¢ |
preferable to adopt another course so as to give other members of the com” |
mittee a chance to develop some points that they have in mind. We migh
perhaps allow the procedure to go on for some time this morning, but I would
suggest on the point that we have laboured this morning that Mr. Towers
asked to repeat his statement as to the accuracy of Mr. Dunning’s statemen’
in the house the other day, and then we shall pass onto something else.
Mr. TayLor: This has its value, but with all due deference to Mr. McGee"
I feel that it is very much like fighting a battle with one gun. There are g
number of minds here approaching this thing from a different angle, 8%
although we may not contribute a great deal to the proceedings it is quit®
possible that out of the lowly earth some flower may spring. %
The Depury CHaRMAN: In addition to that, I think what we had in m®
was that questions should be put to Mr. Towers or to Dr. Clark to elucid®
the point, but there should be no controversy of policy, because they will std §
their policy and if any other policy is to be urged then it will not be out oe
these witnesses. We can ask them would not this or that or the other thing be:
better, or is this a fact or is that a fact, but it is useless to enter into a €0
troversy because we shall continue on until Doomsday without being co? i
vinced by either side. Therefore I think that the duty of this committe® 25 |
particularly to ask Mr. Towers or Dr. Clark as many questions on questi?
of fact as possible, to put on record the facts on which discussion in the ho
might develop further. g
Mr. Lanxperyou: I believe that Mr. McGeer is asking his questions alo™
that line, Mr. Chairman; I believe he is asking questions that other mem
would ask. e
Mr. McGeer: What I have been suggesting, and I discussed it Wl.tg |
number of members of the committee and the steering committee, and I 8% o |
the other day, is that I thought the course of procedure of the committee sho 5
be developed logically and reasonably. The questions I had in mind Weh,’a .
our kind of money, the sources of supply of that money, the uses to which f’ny
money is being put, and the eontrol system in operation. There was neverlgin
intention on my part to shut out any members of the committee in S€€ neﬁ
further information. That was my suggestion this morning when we happ®
[Mr. Graham Ford Towers.]

-
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'to,get into the course of the immediate examination. I was at an important
%It when an interjection came up on something that must be discussed later
0. T do think it is important to know whether or not as the Minister of
Mance says our banks can meet their liabilities in full to their depositors
Without the suspension of the gold reserve.
Now, Mr. Chairman, I do not think that there can be any more pointed
Matter going to the very root of our monetary system than a discussion upon
at very point, and if I might refer to the Bank of Canada Act and examine
L. Towers on it, I think we can clear up that point.

By Mr. McGeer: |
Q. Tt has been clearly established on the record that the total available
gold reserves permitting the issue of cash would leave $1,850,000,000 worth of
£Positors’ claims unsatisfied. Now, Mr. Towers, under section 26 of the Bank
4nada Act it is provided ““the bank shall always maintain a reserve, as
Nafter provided, as security against its outstanding notes and liabilities.
(2) The reserve required by this seetion to be maintained shall consist of
8old ¢oip and bullion in'the unrestricted ownership of the bank equal to an
:?;g:snt_dnot less than 25 per centum of the notes and deposit liabilities
L L _
. Now the provision for suspending that requirement is in subsection (3)
Which reaqs: -

At the request in writing of the board, the Governor in Council may
suspend the operation of this section in so far as it requires the bank to
maintain a reserve of gold equal to an amount not less than 25 per
centum of its notes and deposit liabilities. Such per cent shall be for
such period not exceeding 60 days as may be specified by the Governor
In Council, but on the further request in writing of the board it may be
extended from time to time for further periods not exceeding 60 days
each, provided, however, that no such extension shall continue for a
period longer than one year without the sanction of parliament.

herei

§0 that under that section it is only parliament that can suspend the gold
STve requirement so that the depositors can be paid in full with Bank of
Mada cash—A. Cannot the Governor in Couneil do it for a certain period?
Ione. > Sixty days, but not for a longer period than a year—A. Not for :.
Nger period than a year, after which it requires the approval of _parhaxll(liex}; !
- So that to pay the depositors in full in legal tender cash it Wﬁu 13
Tegar XY to secure the sanction of parliament to the suspension of the gol
Qoﬁg’% requirement?—A. I thought that was in the power of the Governor in

. Q. T mean to say, the Act says “providing that no _suspension shall con-
lelue for a period logger than one year without the sanction of par-h_?nient. 1
1f the emergency arose and the board requested action by cour}?m wou
Sume frop, the act that council could take that action could it not? 2
Pery ¥ Council can do it for 60 days with power to extend it for a succeeding

1od of g0 days up to one year.—A. Yes. s -
the 'dThen parliament must act—A. If t-l:ie ]:r?ergencyr was :tll in force
*0d of a year no doubt it would be laid before parliament. )
ey Q. It hasyto be under the act, and that is what would happen supposing
¥body demanded their deposits in cash.—A. Yes. St e U
[ Q. So that Mr. Dunning’s statement is wrong to this extent, that the (f)i a(,1
3‘18 hat could be issued on our existing reserves would leave unsatisfie
if ”350’000,000' of deposits on claim in the merchant banks?—A. I think that
a,nth? Question had been put to Mr. Dunning as clearly as it has been put to me,
;i 1f all the surrounding assumptions, all the hypotheses had been put to him
2
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as clearly as they have been to me, that his answer would have been the sameé
as mine, namely that in the circumstances visualized it would be necessary t0
suspend the gold reserve provision. :

Q. By Parliament?—A. First of all by Order in Council, I assume.

The Depury CHAlRMAN: If it extended to a period longer than one yeal
by parliament. That should be quite clear.

By Mr. McGeer:

Q. Just a minute. There is a certain hypothesis there. This is how the i
discussion went on in the house of commons:

Mr. Laxperyou: I did not say that the banks did not have assets
behind their deposits. No one is questioning that. They have over
$1,400,000,000 worth of municipal, provincial and federal securities 8
assets behind their liabilities to their depositors. They have plenty of
assets—I am not questioning that; but all they have in actual cash
meet their liabilities does not total more than $300,000,000. The questio®
I ask the Minister of Finance is this: if there was a run on the banks
Canada, as there was in the United States a few years ago, and in Eng
land in 1914, would our banks under the present laws have the c&
to pay off their depositors?” :

Mr. Lanperyou: That was clear enough.

Mr. McGeer: There is no question about the proposition being made
there, a general demand by depositors.

Mr. Towers: The answer is, “Yes, they would have the cash.”

By Mr. McGeer:

Q. They would have the cash?—A. Yes. J

Q. Well, they did not have the cash in the United States—A. My under /
standing of that is that towards the close of that period the federal reserve IELA
were such that all member banks could have got the cash. Of course, there’
a very variegated banking system in the United States, and not all banks ar
member banks. I think perhaps I should stick to what I know best, Wl}lcd
is the Canadian banking system; but I would say in the circumstances visualiz®
—and we must remember that hypothesis includes one to the effect gy
depositors want nothing but eash, no one will buy dominion or provincial bo? h
Under that hypothesis I would still say that the banks could get the Gﬁ':d
required by borrowing from the central bank; that in case of need the bo2
of the central bank would, I assume, recommend to the Governor in Cou?
that the minimum reserve provision be suspended.

Q. You know, as a matter of fact—

By Mr. Quelch: e

Q. Mr. Dunning denied it was necessary to do that?—A. I think if ?nE
question had been put as clearly to him as it is to me with all these surrouﬂdl 1d
assumptions which a person could hardly imagine unless described, I wou
say Mr. Dunning would have answered as I have. "

Mr. MacpoNaLp: The assumptions we are making are pretty tall Onen
We are assuming the banks cannot collect anything on loans and canno
government securities. e

Mr. DonNeLLy: If T am doing business and I borrow $1,000 from &
bank on a sight loan, and I go in with $500 to deposit, would they not s8Y od
me, yes, we will take your deposit, but you owe us $1,000 on a sight load %
the one would more than balance the other?

[Mr. Graham Ford Towers.]
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Mr. Towers: The possibility of cancelling in that form is not probably
Very great because the people who are borrowing $800,000,000 from the banks
ave, I should imagine, eredit balances of not more than $80,000,000 or $100,000-
because naturally, having borrowed the money they are using it elsewhere.

By Mr. Taylor:
Q. I should like to ask Mr. Towers if this question does not go entirely
beyond the laws of human chance?—A. 1 would say, yes.
Mr. McGeer: I did not get the statement.

By Mr. Taylor:

Q. These questions go entirely beyond the laws of human chance. Insur-
ance companies have certain claims which they must pay, they are based on
€ assumption that every person insured with them does not die at once. Now,
€Xactly the same with the banks. The bank is built up on the empiric custom,
o0 the laws of chance, and those laws of chance operate and you cannot
€velop the hypothesis outside of that law; you cannot imagine 100 per cent
of the depositors coming to a bank or to the Bank of Canada and demanding
%ash; it is not possible—A. If I may add something there, if the question
Were put to me as to whether the Bank of Canada could meet its liabilities if
oreign army were in occupation here and had seized our gold and assets, I

Would have to say no, we could not.

By Mr. McGeer:

Q. That would be force and not natural?>—A. I think the other thing you
Mentioned would also be.

The Depury CramrMAN: Mr. Jaques would like to ask a question.

By Mr. Jaques:

b Q. Before we leave this subject of depositors, may I ask this: when the
anks grant loans to the public— —A. Loans to the public?

Q. Yes; these loans become deposits?—A. Yes.

Q. And these deposits are a double liability, a liability on behalf of the
DPublic to the banks and a liability on behalf of the banks to the public?—

* No, T think not, Mr. Jaques.

Q. That is what I understood—A. A man borrows $1,000 from the bank
nd the hank ecredits his account with $1,000. At that particular moment he
9Wes the bank $1,000 and the bank owes him $1,000; so far nothing of particular
Mportance has happened because the thing can be reversed at any moment and

Cither side would be worse off The man who has borrowed the $1,000 has
One o because he wants to use it. He does not pay interest on it simply to
wi‘.'e 1t lying in a bank account. He therefore pays it out for the purpose for
Ich he borrowed it. His deposit then goes down, shall we say, to about $100.
Otﬁ Owes the bank $1,000; the bank owes him $100, but the bank then owes
€r people to whom he has paid out the deposit, the remaining $900.
call Q. Yes, I understand that, but T was going on to say that if the banks are
&bled upon or were called upon to pay all the;r ‘d.eposntors, they would not be
bue-to. do so; but that is a hypothetical possibility, as Mr. Taylor has said,
b if it became a reality then the state would create the money so that the
assnkﬂ could meet their liabilities?—A. Perhaps I_ should say there -t.hat 1
fOrUme the state would lend against the assets which the banks have in the
: emm of dominion and provincial securities and good loans, so that the
%cﬁlgfncy could be met; provided the banks, in turn, could furnish good

y.
76‘29“2%
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Q. Quite, but that is perhaps hypothetical. If it became a reality then
the state would provide the funds for the banks. Would you say, though, t‘h{it
a run on the banks by the depositors would be a hypothetical situation, and 12
that case does anybody come to the assistance of the borrowers?—A. You aré
referring there, of course, to a collection of loans by all banks?

Q. I am referring, Mr. Towers, to a policy of deflation where the banks
are calling their loans, forcing the borrowers to pay and creating a shortage Qf
money so that the depositors cannot pay and because of that they lose all thetr
securities. Nobody comes to their assistance—A. You are referring theré
obviously not only to the collection of loans by banks, which is justified bot
in the interest of the borrower and of the banks—I have seen those cases—bU
to a policy so stupidly followed that it is in the interests neither of the banks
nor of the borrowers. That is a question of intelligent management mainlys
and one could only say that unintelligent management and a stupid pursuancé
of the course which you mentioned would be in no one’s interest.

Q. Might I observe that that policy has been pursued many times in the
past and intelligently so on behalf of the banks and the borrowers have 10?13
their securities, their businesses and everything else—A. Well, of course, if it 1
pursued unwisely it is not in the interest either of the bank or of the depositors:
You are thinking of the circumstances between 1929 and 1932, I am sure.
the decrease in loans which took place then, I would say a large proportion W8
a decrease which was inevitable both in so far as lenders and the banks wer®
concerned. It represented a liquidation of stocks, and so forth. It represente
also the liquidation of an unwise speculative position which had been puilt
up in 1927 to 1929 period. One might say perhaps it never should have bee?
built up so largely in the 1927 to 1929 period. One might say in the cours®
of this general liquidation certain individuals were too hard-pressed due to @
bank not taking an appropriate or more reasonable stand. Banks, like eVeI‘Y&‘
thing else, are conducted like human beings; and, in the course of what happen€
during those years, it would be very surprising to find that there were 10
individual cases of hardship. I would not as a result condemn the WhPle
system, although mind you, if I may, Mr. Chairman, I should like to poi®
out that so far as I know I am not here defending anything; I have not a2
special brief for the banking system, either for the chartered banks or *
Bank of Canada; I am here to answer the questions as best I may and to be
utterly frank in the course of doing so.

Mr. Lanpervou: Mr. McGeer was simply trying to clear up by his ques”
tions a lot of misapprehension that exists in the minds of the general public-

By Mr. McGeer:

Q. What I am trying to is to prove the fact that to-day the security of owf
money, whatever it is, is the power of parliament. That is really what it come®
to. Now, if our banks owe their depositors a sum in excess of the cash reser"
available and the public are willing to accept the.promises of the banks, it le
because the public know that in the event of an emergency parliament has th
power to create or authorize the issue of a form of legal tender curre®
independent of gold reserves. Do you agree with that?—A. I would say t i
the people depend on parliament for that in many directions. They pursue the
vocations relying on the peace, order and good government of the country. d

Q. T do not want to repeat this point, but I do not like leaving the reco
in the way it is at the moment. You do know that, in accordance with b
Landeryou’s question to Mr. Dunning, the gold standard was suspended in Gré®
Britain in 1914?—A. Yes.

Q. And it was suspended for the purpose of permitting banks to ¢
deposits in excess of those which could have been created for general use 1
gold standard limitation had remained in effect on the issue of Bank of Engla®

[Mr. Graham Ford Towers.]
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- Dotes which are legal tender cash reserve for the Merchants Bank deposits in
- Sngland, just as Bank of Canada notes are here?—A. Yes. One might say
that the gold standard was suspended in the public interest with particular
Teference to the necessities of the government.
Q. With particular reference to the necessity of having an increased volume
of money in the form of bank deposits.—A. That would come into it, and there
Would also be the question that at that stage the British government would not
Want to see its gold reserves drained away as a result of a flicht of money. It
Would feel in the circumstances of the war that it would want to retain full
fontrol of it and use it as it saw fit. :
. Q. You are also aware, as Mr. Landeryou suggested to Mr. Dunning, that
M & time of peace the United States was compelled not only to suspend the gold
Standard but to declare a bank holiday.—A. Yes. ;
Q. And only in that way could the bank deposit system of England, as in a
Vartime situation, and in the United States during a peace time economic col-
Pse, be carried on?—A, I would not care to suggest whether there was any
Other policy they could have adopted. It really would not be within my province.
Q. I think that is quite clear; they did not abandon the gold reserve require-
l;‘len‘ts other than as a matter of grim necessity, did they?—A. They would
ave to answer that. '
One & You are acquainted with the works of Mr. George E. Roberts?—A.
1€ time of the National City Bank?. ' .
Re Q. And one time American expert on gold with the League of Nations
1 Onomic Department?—A. 1 could not say I was very familiar with them, but
believe T read some of them.
o Q-tHe did hold those positions, I think you are aware of that?—A. No, I
not,

Q. In any event, this what he says:—

I have already said that gold has passed out of use as a circulating
medium and venture to say that this inaugurates a fundamental change
in the use of gold in monetary systems. Gold is no longer required for
any monetary use except as the standard of value and for the settlement
of balances.

;I;Ihe last statement may be limited to internat-ior_lal b‘alanlces‘»; you agree with
o A2—A. Yes, I do, subject to this possible qualification which of course none
of US can prove; that there may be a certain psychological value in the holding
gold, thinking of the minds of the people as a whole.
He goes on to say:—

Take notice of what a change this signifies from our old conception
of gold as a reserve against all currencies. In fact, business is not based
upon gold in any such sense as that.

& Quite right, 5, h N
in 4. As a matter of fact, we have come to the time in our civilization when
the main our currency, in so far as internal uses within the boundaries of
fiong are concerned, is managed independently of gold?—A. Tt depends on

® Drudence and intelligence of the controllers—God help them—yes.
de I mean, whatever value or benefit or power gold had in the past, the
g.oiﬁands for the volume of medium of exchange required now have gone beyond

Teserve possibilities?—A. Yes. ;

So that as far as we are concerned the purchasing and holding of gpld
va,la Teserve against Bank of Canada cash, other than some p_OSSible psy_chologlcal
£ 1s g meaningless activity?—A. Oh, I would say it is a very important

€ In view of the fact that we have very important foreign interests.
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Q. Oh, well, I am not leaving gold in the realm of international affairs.—
A. In other words, if we had not contact with any other countries in the world,
I agree, so far as a purely internal situation is concerned. Gold would not bé
necessary other than for whatever psychological value it might have.

Q. Even when we have internal and external activity our gold is valuable
only from the international point of view?—A. Yes. ;

Q. As a matter of fact, we have now elevated our volume of bank deposit®
so far above any possibility of issuing legal tender cash——A. No. '

Q. —or a gold reserve to satisfy them in full that they are really managed
almost. independent of gold.—A. Yes; almost independent of gold.

Q. I quite agree with Mr. Taylor that chance does come in, but at the
same time I think that in accepting that theory we might examine the possibility
of making our volume of medium of exchange more stable and more secure 0
that the danger of periodic collapses and expansions or booms and depression® |
might be mitigated. With that end in view I should like to ask Mr. Towers |
something about the volume of bank deposit money that is now available unde® |
our existing laws. Again I am taking the figures from your statement, M
Towers.

The Depury CHatRMAN: Which one?

Mr. Towers: January?

By Mr. McGeer: :

Q. The Bank of Canada Statistical Report of February, 1939.

The Depury CHAIRMAN: What page?

Mr. McGeer: The figures are on both pages, Mr. Chairman; the Bank of
Canada statement and the statement of the chartered banks. They are
first and second statements in the book.

The Depury CHalRMAN: Right.

By Mr. McGeer:

Q. Your deposits are $2,500,000,000. The minimum cash reserve reQUifed
according to the Bank Act, section 59, and the Bank of Canada Act, section 26,
is 5 per cent or $125,000,000?—A. Yes.

Q. The cash reserve held by the banks, and I am taking the January figur®
on page 2, I think it is, or page 21?—A. Page 21. . i

Q. That would be $257,000,000, would it not?—A. For January it woul
be $269,000,000. ;

Q. $269,000,000—A. Yes.

Mr. Macponarp: Where is that?

The Depury CHAmRMAN: The last figure at the bottom of the column.

By Mr. McGeer:

Q. The notes in the tills are $61,000,000 and the deposits with the Bank
of Canada are $210,000,000, are they not?>—A. Yes. You are taking that 0%
the figures on page 19? PR

Q. Yes—A. That is the average of Wednesday’s figures; whereas f’g
$269,000,000 that I mentioned comes from the published statement of t
chartered banks themselves and is the month-end figure in January.
figures are at different times.

Q. They vary from time to timie?—A. Yes. 5

Q. But the figure of $271,000,000 would be a fair figure, would it not?— el
Yes, or perhaps if one took the figures from page 21 it would be simpler. her’s
- it shows the Canadian deposits at the end of the month—$2,501,000,000 ‘

. cash as $269,000,000. It does not make any difference, of course.
[Mr. Graham Ford Towers.]
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Q. The excess reserves held by the bank would be $271,000,000 less $125,-
000,000 would it not?—A. Yes.

Q. That is $156,000,000?7—A. $146,000,000.

Q. That is right—$146,000,000. And the banks could increase their deposits
n those reserves by twenty times, under our law?—A. Yes.

Q. That would be excess reserves available for possible increase of deposits
of $2920,000,0007—A. Yes. Of course, that would not happen because if we
8w that the banks were changing their policy in respect to maintaining a

per cent reserve, and that that change in policy was leading to an unwise
SXpansion, if we thought it was unwise, we would reduce the amount of their
fash so that that expansion could not take place.

Q. And how would you reduce the amount of their cash?—A. By selling
80vernment securities, by selling foreign exchange, by selling gold, by selling
any of our assets.

. Q. But you could not compel the banks to buy any of those things?—A. I
think we could get the public to buy them, or, if it were a question of foreign
€xchange, we would find a ready market for that, or selling gold, we would
find & market for that. Yes, we can find a market for enough of our assets to
Teduce the cash to an appropriate figure, without a doubt.

Q. In any event, whether you can reduce it or not, the fact remains that
our banks have sufficient cash reserves at the moment to increase their deposits

$2,920,000,000?—A. The cash reserves are there because we assume and
know ‘that, the banks are working to a ten per cent ratio. The moment they
hange their minds the cash will change too.

.. Q. A country which has excess reserves to permit a 100 per cent increase
M its bank deposits should be in a fairly healthy financial condition, should it
N0t?—A . T do not think that the amount of reserves matters or has the signifi-
Yance that you mention in a case like that, because the amount of the reserves

* 8 determined by the central bank. They are not accidental. It is not neces-

Sarily an indication of wealth that there should be excess reserves. In fact, the
EXcess reserves—on the basis of practice, which is all that counts—were on the
ate which vou mentioned some $21,000,000. Since then they are slightly.
Ower. Presumably the Bank of Canada thought it was wise that there should
€ Some moderate excess over the figure of 10 per cent. But I am absolutely
%rt?ln, Mr. McGeer, and I have tried to answer as frankly as possible to
Clarify things, that there is no practical point in talking in terms of a 5 per cent
‘&Serve, hecause in practice 10 per cent has been the reserve for quite a long
.lme.. Should the banks change their ideas in that respect we will change our
a In regard to the volume of cash which they have.

Q. Of course, Mr. Towers, I think we are both here in the hope that we
°an meet, what I think is a desperate situation in the dominion of Canada. As
& Public man I can tell you from experience with municipal, provincial and
Nationa] government that for some reason all of our public administrative
Quthorities are desperately impoverished to-day.—A. I think that is a slander
0 Canada, Mr. McGeer.

Mr. Laxvervou: It is true.

Mr. McGrer: I asked my friends in Vancouver to modify their claims
gheh I was mayor of Vancouver because the city taxation had already gone
€¥ond the line of diminishing returns.

The Depury CHAIRMAnNZ Mr. McGeer, may I draw the attention of the

: gfﬁl}rﬁ-it;tee to the point that we are putting questions of fact to Mr. Towers
1c

i we want to have elucidated. What you have just stated is a speech, and
thmk we should proceed by asking questions and elucidating the facts with-
going into a controversy with Mr. Towers.
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Mr. McGeer: I accept that, Mr. Chairman, but I just thought that if I
made a statement on the point of view I have and what I am trying to develop;
we could work together with Mr. Towers in this committee to find some way of
improving our public finance. Now, may I put this question?

The Depury CHAIRMAN: All right; in the form of a question.

By Mr. McGeer:

Q. In the event of our being called upon to defend ourselves in a world
war, surely that $2,920,000,000 of available bank deposits on existing reserves
would be available to finance defence?—A. I should regret that thought. After
all, we will recall that what is wanted in the way of defence are men an
materials. The last war, for example, was paid for in respect to men an
materials every day it lasted. In other words, the citizens of the country as
a whole being the producers had the wherewithal to pay the war costs each day:

Q. We still owe for it—A. May I come to that? It was the case that =
although the citizens of the country as a whole could pay for that war, and
this is no joke, this is a fact— ;

Q. Nobody is joking about it—A. They had the wherewithal to pay for
it, but it was not possible—and I do not say this as a criticism—apparently 1
was not possible to get from the people in taxation sufficient to cover the costs
of the war, so that a large amount was borrowed from our own citizens. It was
therefore the case that although from a men and materials point of view the
war was paid for by the country as a whole, it was the case that the country
owed some of these citizens for the materials which the country had borrowe
from those citizens during the course of the war.

Q. Yes, but did not the bank deposits rise from $1,100,000,000 to $2,400
000,000 as a result?—A. They did, and that was part of that shift as betweed
certain sets of citizens and certain other sets of citizens.

Q. It was necessary to finance the war to increase our bank deposits to at
least that extent?—A. If one assumes that it had been found possible by taxd~* =
tion to obtain the necessary funds and the funds were only representing the T
labour and materials which were being provided, theoretically, there would havé |
been no impossibility in finding all that was required in the form of taxatio?
without increasing the national debt or bank deposits. X

Q. But we did increase bank deposits and we did increase the national debt
and we did impose all the taxation that the people could stand.—A. I am 10
aware whether we imposed all the taxation people could stand or not. I agree
that that system was followed. ; d :

Q. It may be that we differ upon those points and that you say we coul
go to more taxation to finance war or finance progress.—A. I said theoretically
it was possible. There may be a time when, in the course of the operations ©
a democratic government, it is impossible to seek out the individuals for taxa”
tion purposes or to impose the control which would really result in produci®
the volume of taxation I mentioned.

By Mr. Quelch:

Q. Would you not reach the law of diminishing returns if you tried tz
increase taxation?—A. You might very well do that, unless your taxation Ju
hit the right spot; unless of course, you have absolute control as they have »
the case of totalitarian countries. You cannot always hit the right spot. YOI
then have to resort to borrowing or inflationary methods to get from peop’®
indirectly what you feel you cannot get directly.

By Mr. Jaques:
Q. Who do you borrow from; who does the government borrow from?— ¥
A. From the Canadian people. : )
[Mr. Graham Ford Towers.]
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By Mr. Quelch:
Q. The banks lend the money to buy.

By Mr. Jaques:

Q. I was offered some victory bonds by the bank and I said T did not
have the money; the bank said, “well, that is all right, we will lend you the
Money.” In other words they borrowed the bank’s money which they created
ut of nothing and got 8 per cent for it.—A. A portion of the financing was
~0ne by an increase of the security holdings of the banks with a consequent
Merease in the banks’ liabilities to their depositors; but, of course, I think it
'S too often assumed that all government financing is done through selling
Seeurities to the banks. In actual fact, however, a very moderate proportion
Of government debt in Canada is held by the banks. The balance is held by
Wsurance institutions and the public. I think the banks hold approximately

ber cent of the dominion-provincial debt, between 20 and 25 per cent.

By Mr. M cGeer:

t Q. It has been increasing from practically zero in 1914 to that amount
O-day and it now comes to about $1,400,000,0007—A. Yes, as a result of the
“4sy money policy we followed.
A Q. It does not matter what policy we followed, let us have the facts.—
- That is a fact. :
3 - I come back again to the fact that to-day we have under our monetary
ig'Stem as provided for by Canada, the means of increasing our bank deposits
M Canaga from $2,500,000,000 to $5,400,000,000?—A. Oh, for more than that,
cGeer.
A Q. T meant to say on the excess reserves of cash that the banks have—
3 YeS, we can add to the excess reserves at any time; the sky is the limit.
the 1¥ In any event, we can double, under our laws, on the reserve of cash
me banks now hold, our bank deposits which we use as 95 per cent of our
wﬁd.“lm of exchange money; that is correct?—A. Providing the banks are
ling to do it, yes.
Q. Parliament has given them the power?—A. Yes.
~A Q. And you, as the Bank of Canada, have given them the cash reserves?
; - Our act reads that in case of need.
’ th Q. But you have given them the right, I assume, when they operate on
: & 10 per cent basis?—A. Under our present situation we at least have for
1 nancmg purposes a sum of money, a sum of possible bank deposit money,
i “ual 1, $2,920,000,000, yes, and we could make it $10,000,0QO,Q?00.
j | not, And would, if it were necessary to_defend the nation?—A. It would
shif be necessary to defend the nation; it might only be necessary to cause a
Wit}:l of assets. It would only be necessary as an internal matter in dealing
our own citizens. :

- To finance the defence of our nation against foreign aggression?—
B :\S’SUming we decided to take it from our citizens in that form rather than
Ome other, g
- Parliament has created that possibility in its laws?—A. Yes. .
Pre. . Now, in addition to the reserves that the banks have in excess of their
EX:Sent requirements, you can issue any amount of Bank of Canada cash in
S of what is in demand now?—A. Yes. : k
abo o How much?—A. Oh, on the basis of the 25 per cent, I think we said
o1t $390,000,000. ,
of 4% And that could be used as reserves for our merchant banks increase
deDosil;s?—A. Yes.
- On the basis of 20 to 1?—A. Legally, yes. ' ;
Q1 mean legally—A. We are not speaking of practice, but just legally.
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Q. I am dealing with what parliament has provided—A. Yes.

Q. So that it would be 7——A. $7,800,000,000. .

Q. And the other amount of available deposits and bank reserves?—A. I
think you said $2,900,000,000, didn’t you? i}

Q. Yes—A. Yes. We get to $10,700,000,000 now. :

Q. In addition to that we have $1,300,000,000 in the banks saving
accounts which is available for the purpose of purchasing——A. Available 18
the hands of the banks’ 4,000,000 depositors.

Q. To purchase bonds, if they wish. For instance, if I have $1,000 in the
savings bank— —A. I think, perhaps, if I may say so, the sequence would be
better if we said a possible increase of the $10,700,000,000, I think you said,
that is superimposed on existing deposits of $2,500,000,000, of which the $1,600;
000,000 that you mentioned form a part; so that at the close of this pelflod ]
of activity the total deposits of the Canadian people would be $13,200,000,000-

Q. Now, that is the amount of deposits that are possible under the laws
as they stand in the Dominion of Canada to-day?—A. Yes.

Q. Now, do you recall the economic conference of 1933?—A. Yes. j

Q. And are you conversant with the monetary committee’s activity in the
British Empire conference in Ottawa in 1932?—A. From reports, yes. ‘

Q. Will you agree with me that in 1932 it was unanimously agreed by the
representatives of the monetary committees and approved unanimously
representatives of the overseas dominions that in monetary policy the aim of _
governments should be to create low rates of interest with abundance ¢
money >—A. Yes. g

Q. That was the language that was used?—A. Yes. # '

Q: At the world economic conference in 1933 the British represen‘mtl‘{es
or the representatives of the Commonwealth of Nations of the British Empir®
got together and confirmed that aim, did they not?—A. Yes. :

Q. And as a result of that our Canadian parliament changed its bankité
laws, established a central bank and reduced the cash reserves for depo®
liabilities’ of merchant banks to 5 percent?—A. I do not know whether it was
the result of the conference, of course — ;

Q. But they did that?—A. There had never been a law in respect to y
minimum cash reserves of the chartered banks before that time. i

By Hon. Mr. Stevens: ;
Q. In Great Britain?—A. There is not now in Great Britain, and ther?
never had been in Canada; that was a new thing.

By Mr. McGeer:

Q. I think you will agree——A. Prior to that date; there was, of cours®
the possibility for a bank to operate on cash reserves of 1 per cent. ted
Q. The English practice was then 10 per cent and had been incorpor?
in the federal reserve system with some variations?—A. Yes. ted
Q. But generally speaking the cash reserve requirement in the Un '
States under the federal reserve system of federal reserve banks was 10
cent?——A. Yes. 174
Q. I think it is the first time that that ever appeared in a banking 1675
—A. In the federal reserve system in the States?
Q. Yes—A. T rather believe it was. liaw "
Q. I never heard of it being in any other law, but knowing that our par’ e
ment reduced the reserve requirement to 5 per cent?—A. There had never beo s
any here; so they set up the reserve requirement of 5 per cent. 7 il
Q. Knowing that they were 10 per cent in the United States and in b%nk.l A
practice in England, our parliament fixed, if we may say for the first timm® o
reserve of 5 per cent?—A. Yes. Speaking of these reserves in the United
[Mr. Graham Ford Towers.]
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a8 being 10 per cent, of course, they vary. In large cities they are such and
Such for demand deposits and so much for time. In medium size cities they
are something else, and in country points they are still lower; so that Canada,
aving to legislate for banks that were scattered across the entire country would
ave the bear that in mind, that in the United States in the smaller places the
Teserve was much lower than the figures you have mentioned.

Q. Will you agree with me on this, that of the great changes that have
taken place in monetary practice during the last 20 years, one of them has been
provide a banking system that can supply an abundance of money—that is
the language, not mine?—A. Yes.

Q. That is the language that was used in the report of the British Empire
®onference. Now, we have certainly established a system which provides Can-
4da with an abundance of bank deposit money?—A. Yes.

Q. That is true—

Mr. Tucker: Potentially.

Mr. McGeer: Well—

Mr. Tucker: Tt does not supply it.

By Mr. McGeer:
1 Q. We have the means of supplying it. We have established the means.
may have left out the word “means”. May I correct that and. say, as a -
Yesult of parliament’s action we in Canada have established the means of
pll'OVlding an abundance of money?—A. Yes.
Q. In other words, we have provided the means of supplying considerably
More thap $10,000,000,000 of bank deposit money?—A. Yes.
$3 Q. And we are only using $2,900,000,000, or in round figures, less than
000,000,0002—A.. $2,500,000,000.
Q. $2,500,000,000?—A. Yes.
' 000 Q. Now, as a matter of fact, the amount that we can use is over $12,500,-
000 under our existing monetary and banking laws?—A. That can be created.
Q. That can be created?—A. Yes.
th Q. Now, Mr. Towers, would you tell me why, when parliament has created
8t abundance of money—
Mr. Querca: The means.

By Mr. McGeer: o
is Q. Created the means of supplying such an abundance of money, why it
that our national government, our provineial governments and our munieipal
Wizgl‘nme‘nt\s are unable to finance the progress of the Dominion of Canada
. out resorting to burdensome and confiscatory taxation?—A. Parliament, so
& T s I know, has never said that it considered money as wealth, nor has it
Sumed that by issuing another $10,000,000 of paper money the best interests
e country would be served. Should parliament decide otherwise, parlia-
0t will do ‘so, no doubt. :
Q. Well, now, you are conversant with the preamble of this act whic
ted the institution of which you are the governor, are you not?—A. Yes.
to Q. And you are also conversant with the language of the MacMillan
Mittee report?—A. Yes.
Q. Upon which the Bank of Canada was created, of which you are the
FmorY A Yos.
Q. Was it not one of the duties of the Bank of Canada to advise the
ment on these very matters?  Let me read it to you—A. Yes, the Mac-
AN committee visualizes that would take place.

Ql‘ea

gove

My
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. Q. I am reading from page 62, section 202 of the MacMillan committee
report, from the top of the page down, and it reads as follows:

If we survey the cardinal monetary problems which face the Cana-
dian people in common with all other peoples to-day, we are immediately
confronted with a multitude of difficult and intricate questions. TO
what extent and through what organizations should the volume of credif
and of currency be regulated? Upon what body should lie the primary
responsibility for maintaining the external stability of the country’s
currency? To what institution may the government of the day mo
suitably turn for informed and impartial advice on matters of financial
policy? :

203. In the great, and increasing, majority of countries the answer
to these questions has been found in the existence or the creation of &
central bank.—A. Quite.

Q. So surely the volume of money circulating in the country either 88
national investments or bank loans is a matter upon which the government wil
take its advice from you and your associates?—A. Oh, not necessarily. The¥y
will, I hope, ask for advice; they do not necessarily need to take it.

Q. But, in any event, according to the MacMillan committee report one of
the duties of the officials of the central bank is to advise the government upo®
the volume of credit and currency to be issued and circulated?—A. Yes.

Q. Now, when we come to the preamble of the act it declares:—

Whereas it is desirable to establish a central bank in Canada t0
regulate credit and currency in the best interests of the economic life 0
the nation, to control and protect the external value of the national Lﬂ
monetary unit and to mitigate by its influence fluctuations in the generd
level of production, trade, prices and employment, so far as may
possible within the scope of monetary action, and generally to promote
the economic and financial welfare of the Dominion: Therefore, Hi8
Majesty, by and with the advice and consent of the Senate and House ©
Commons of Canada, enacts as follows

You are aware that this preamble, and I think it is warranted by the power®
vested in the Bank of Canada by the act, makes you as governor, your colleague®
and directors in the bank, responsible for whatever influences, beneficially O
otherwise, may be imposed on the internal and economic life of this natiol
You approve that?—A. So far as may be possible within the scope of monetary
action.

Q. Agreed. We are not dealing with tariffs or a thousand and one non”
monetary factors—A. No.
5 YQ. We are dealing only with the creation, issue and circulation of money-—

. Yes.
~ Q. Now, that is all—A. You, of course, would be one of the first to say that

tlps was true: should the actions of the people who are responsible not me€
with approval of the government, I have no doubt the management would
changed.

Q. You want us to discuss that?—A. I would have no objection.

Q. I think we had better confine ourselves to this. I do not want to be
anything but helpful to you, because I believe, Mr. Towers—you may nOd
~think so—you are just as conscientious in fulfilling the great duties 885%
responsibilities that you have to this nation as I am in trying to do the humble
work of just a common back-bencher member of parliament.—A. Thank you
very much for that, but T did not make my remark—perhaps it might lead %
misunderstanding—as a provocative remark. It really is a very serious 08¢
because that is the proper remedy, undoubtedly.

[Mr. Graham Ford Towers.]
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Q. And you noticed the great Mr. Schacht was taken out of the bank the
other day in Berlin?—A. Yes.

Q. And there is some talk of Mr. Norman being removed from the Bank of
England.—A. Oh, well, of course it is somewhat—

. Q. I do not think we need to go into that—A. Of course, it is somewhat
different in different countries. If I were in Germany I should probably be
tI‘em'bling in my shoes right now. :

Q. I do not think there is any question that if parliament, the country,
and the government of the day, were not satisfied with the administration of
the bank that they could change it.

Mr. Woopsworre: Why not let Mr. Towers say so?

_The Depury CramrMmaN: The powers of the governor of the bank are purely
advisory.

Mr. McGegr: That is all T am saying.

. Mr. Querca: I wonder if I may interject here, because I raised this question
‘D the house. I read the statement of the deputy governor of the Bank of Canada
0 which he said that “ no respectable central bank would accept from its govern-
Ment, g policy with which it differed fundamentally.” Mr. Dunning explained
at what really was meant was this: that if the policy of the government was
Such that the bank disagreed with it, then the governor of the Bank of Canada
Would resign.
The Drpury CHAIRMAN: Surely.

Mr. Querca: Surely that statement must show the governor of the Bank of
Can_&da agrees entirely with the policy. It is not a question of merely giving
:‘ Vice. The question is this: the governor to-day must agree with the policy
& e;t Is put into operation, otherwise, as the Minister of Finance says, he would
gn.
d Mr. Towers: Speaking now of the monetary policy, which has nothing to
O with the government policy, I should say that in the course of the discussion
e ave gone into two fields: one is the function of advice in respect to govern-
aﬁnt financing; the other is the function of operating the Bank of Canada in
.°°01jdance with the responsibilities imposed by the act. The operation fune-
100 js the direct responsibility; the advisory function in respect to government
Il*‘HCing and so forth, shall we say, is an advisory function. That is the only
oy We can describe it. Speaking on the speech that you mentioned, that was
inaﬁf In Ottawa a few days after I had made one to the Juniqr Bogrd of Trade
b ontreal, and in that Junior Board of Trade speech I sald'thls—1f I may
Ve the permission of the committee, Mr. Chairman, to read it:—

Instead of having the central bank functions performed by a depart-
ment of government, the government has preferred to entrust these fune-
tions to specialized institutions. The laws under which they operate
vary. But the banks all have one thing in common: their monetary
bolicy must conform to the policy of their respective governments. No
other conception of the situation is possible in this day and age, nor would
any other state of affairs be desirable in view of the vital effects which
monetary policy can have on the affairs of a country.

Strangely enough, the supreme control of government in matters of
monetary policy does not lessen by one iota the responsibility of central

ank executives and directors. If things go wrong, in a monetary sense,
while they are in charge of the affairs of a central bank, they are in no
Position to pass the responsibility on to the government. For it must
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be assumed that the pohcles which have been followed are in substancé
policies which they endorsed and recommended. If they did not agree;
they should have said so. And in those circumstances they would, no
doubt, have been replaced by others who did not share their objections'-' A

It was Mr. Osborne’s intention in the speech which he made a few days later ’
to say the same thing; if his wording was such as would lead to a misunder-
standing, and I think that it was, it was an unintentional misunderstanding.

By Mr. Quelch:
Q. The Bank of Canada to-day endorses the policy that is in operation at"'
the present time?—A. As policy by the Bank of Canada, yes.
The Depury CHAIRMAN: Now, gentlemen, it is 1 o’clock; shall we adjoul'n? )

The committee adjourned at 1.05 o’clock to meet again at the call of 8
the chair. I
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THIRD REPORT

Fripay, April 21, 1939.

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

THIRD REPORT

By Order of the House dated March 8, your Committee was empowered QoS
print, from day to day, 500 copies in English and 200 copies in French of it§
minutes of proceedings and evidence.

Your Committee recommends that-the said order be enlarged to permit of
the printing of 1,000 copies in English, and that Standing Order 64 be suspende
in relation thereto.

Your Committee also recommends that it be given leave to sit while the.
House is sitting.

All of which is respectfully submitted.

W. H. MOORE,
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MINUTES OF PROCEEDINGS
Fripay, April 21, 1939.

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

Members present: Messrs. Bercovitch, Clark (York-Sunbury), Cleaver,

ColdWell, Donnelly, Dubue, Fontaine, Howard, Jaques, Kinley, Landeryou,

educ, Mayhew, Moore, Ross (Middlesex East), Ross (St. Paul's), Tucker,
Oodsworth, Taylor (Nanaimo).

In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada.

. After devoting some time to the consideration of private bills, the Com-
‘Uittee resumed consideration of the Report of the Bank of Canada, Mr. Towers
€ing further questioned.

On motion of Mr. Bercoviteh,

0 Resolved,—That the Chairman report to the House recqmmend}ng that the
rd_Er of the House dated March 8th, to print 500 copies in English and 200

00p1e§ in French of the minutes of proceedings and evidence be enlarged to

Permit of the printing of 1,000 copies in English, and that Standing Order 64
€ Suspended in relation thereto.

On motion of Mr. Cleaver,

th Resolved,—That the Chairman report to the House recommending that
¢ Committee have leave to sit while the House is sitting.

« . Mr. Cleaver, referring to the evidence of April 5th, stated that the words
nNO; but has it done any good?” appearing on the seventh line of page 115 had
% been used by him, and asked that the record be corrected accordingly.
At 1 o’clock the Committee adjourned to the eall of ‘the Chair.

R. ARSENAULT,
Clerk of the Committee.






MINUTES OF EVIDENCE

House or ComMmons, Room 277.
April 21, 1939.
Ch The Standing Committee on Banking and Commeree met at 11 am. The
a

irman, Mr. W. H. Moore, presided.

th The CuHARMAN: Gentlemen, before continuing with the investigation into
€ Bank of Canada we shall take up three short bills that have been sent to
US by the Senate.

o In attendance: Mr. Gramam Forp Towers, Governor of the Bank of
@hada.
* The CHARMAN: Gentlemen, before proceeding with Mr. Towers, may I
fay that Mr. McGeer asked me to place certain questions before Mr. Towers
I\(/}r answer. I think I shall, in the circumstances, and in the absence of Mr.
a‘t"c(}‘reer, give the questions to Mr. Towers and ask him to present his answers
the next, hearing. Mr. McGeer tells me he will be present at the next hearing
hopes to finish his questions. Mr. Tucker has the floor. :
& MI‘..TUCKERI I shall indicate in a sort of way the basis upon which I wish
" Question Mr. Towers this morning, and perhaps I could not do better than
$3d from the minority report of the Irish Commission of Inquiry into Banking,
Wrency and Credit, 1938, at page 583, where they lay down this:—

Stimulation of money expenditure on commodities in whose produe-
tion there is no unemployment (of men or capital) will, of course, unless
control is exercised, drive up the price of the existing output, for the
simple reason that an increased output cannot be produced. Whereas the
Present position that we wish to rectify is one in which men and resources
are left idle, so that an increased money demand for commodities will
lead to increased output and employment rather than to a rise in prices.

ence a general increase in money expenditure will stimulate the pro-
duction of a greater supply of goods, and prices will rise dangerously only
when unemployment ceases. But if the happy day comes when unem-
ployment—apart from inevitable transient fluctuations—ceases, nobody
In his senses would advocate the indefinite issue of free developmental
credit instead of taxation. The repayment of such credit, i.e., the redemp-
tion of the liens or bonds held against it, would be made when and as
funds become available from the proceeds of the works undertaken. In
View of the general attitude to financial matters, the more likely danger is
that the rate of repayment may be excessive, i.e., deflationary in the
Sense of again causing unemployment. :

Therefore, I wish to ask Mr. Towers this:—

By Mr. Tucker: _

g Q. 1t you cause more credit to be provided for development by a rise in
W ral price level because of the increased demand for consumption goods,
i u!d not that have a curative effect on the present situation in Canada, bear-
I 5.2 mind that the basis on which I ask the question i.s the statement, yvhic.h
to is correct, and which I have asked Mr. Towers if he does not think is

"e0t?—A. I think that the idea underlying that statement can be usefully
red from two points of view; one would be in relation to private capital
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spending, private spending for capital development purposes. If the purposes
for which the money is used are productive ones, in other words, if the enter
prises are successful and if the volume of spending which is taking place at any
time is not straining the resources of the community in respect to men an
materials—in other words, if- one is not at a stage of boom—then the result®
are naturally of a very satisfactory character. The fact that capital spending
is not going on in Canada in anything like the volume of the '20’s, is one of the
reasons why we find unemployment here at the present time.

So far, I have referred to private spending on capital development. The
other possibility is public spending of a similar character; spending which 1
based on borrowing, or perhaps Mr. Tucker would say on some other form 0
financing, but which can conveniently be referred to as deficit spending.

The pros and cons of that, of course, have been very widely discuss
around the world in the course of the last eight or nine years. It is not a sub-
ject which I think can be dealt with in any brief answer. It so happens that for
my own purposes I made up a memorandum on this subject, and I have it her®
Would it be the wish of the committee that I should read that or place it O
the record?

Q. If you place it on the record it will be all right with me. I do nob
want to take up too much time.

Mr. KinLey: I should like to hear it.

Mr. Bercovitcu: Let us have it read, '

Mr. Towers: It would take about nine minutes, I think, or something
like that. The statement is as follows:

It is only in comparatively recent times that deliberate unbalancing of
budgets has been widely discussed, or, indeed, that fiscal policy has been genel”
ally regarded as having anything but a passive role to play in connecti®
with variations in economic activitiy.

Formerly, the operation of dynamic factors such as rapidly growing poP¥:
lation, expanding geographical frontiers, the development of new producff:
which promised to fill obvious needs, and rising international trade, made ;
reasonable to assume a strong underlying demand for production and insté Ja-
tion of durable goods. It was, of course, clear that maladjustments bet“fee”,’
costs and prices could put an effective brake upon the process of expanSlOI.l’
but, it was believed, costs and prices were sufficiently flexible and the ba
forces of growth were sufficiently strong to ensure that the check to progr
would be only temporary. Under such conditions there seemed to be no re.asoﬂ
why fiscal policy should do anything to obstruct the course of the relatlvely
short-lived deflationary process by means of which the necessary adjustme®
of costs to prices took place. f

The depth and persistence of the depression which began at the end oe
1929 led to the development of a theory which challenges this view of
responsibility of the state in regard to economic fluctuations. The the?
runs broadly as follows:—

(a) The strength of dynamic factors has suffered a secular decline.

(b) The consequent fall in the average rate of economic expansion hal
revealed the need for adjustments so great as to amount to structuf

changes.

(c) These are so formidable, the underlying factors promoting econom]:’
recovery or expansion are so weak, and certain rigidities are s0 Sfent.
that the usual deflationary process, if it is not checked by govel'nmthe
action, is likely to proceed so far that it will strain the fabric 0% °
present form of society.

[Mr. Graham Ford Towers.]
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(d) In order to give idle men the opportunity of producing goods or
services which they or others would be willing to buy if income were
increased, the government is justified in borrowing either idle money,
or newly created money, and using it to make good the decline in
spending which occurs when existing money goes into idleness.

I

should point out, that of course I am just reciting the lines of the argument
4 made by various people. I continue with the statement:—

It would be better still if idle money could be reached through taxation;
but the difficulty of devising taxes which would affect only money which is
0t in use, and the harmful effect of any other type of taxation during depres-
Slon, make it necessary, in the main, to resort to borrowing.

(¢) The elimination of all but frictional or seasonal unemployment should
be the basis upon which policy with regard to the size of expenditures
and deficits is determined. At the point where deficits begin to have
a purely inflationary influence, presumably increased national income
will make possible tax revenues sufficient to eliminate the necessity
for borrowing.

Those who reject the case for deficits disagree with the fundamental
g‘fss‘lmption, which T noted under (a). In (a) I mentioned that “the strength
Thdynamic faetors has suffered a secular decline.” The statement continues:
Bh'ey refuse to admit that the so-called dynamic factors are wholly or even

lefly independent variables, in the sense that they are unaffected by the
actions of government. They believe these factors would regain much of their
bOI’Iper influence, though perhaps with a somewhat different weighting, if only
u81P9§s distrust of governmental policies could be removed. Apart from the
Possibility of government projects competing directly or indirectly with private
Usiness, they feel that continuance of government spending will induce lethargy
m d?pendence upon the part of business. More important, they think that
tiollntmg government debt gives rise to such fears of greatly increased taxa-
fonj or, alternatively, inflation, that private initiative is stifled by the resultant
Celing of uncertainty with regard to the future. :
of ne’s view as to whether or not there has been a permanent weakening
the dynamic factors underlying the existing type of economic organization
USt, it seems to me, be largely a matter of faith. It must depend, for example,
m_On one’s view as to the future of international relationships. Having in
d the economic expansion which has taken place during the past century,
& d it hard to believe that a fundamental change in trend can have occurred
o Uddenly as the extreme supporters of deficits seem to assume. However,
t}?e. does not have to subseribe wholeheartedly to their assumption to agree that
“Ir point of view is worth very careful consideration.

In any case, the weight of events since 1930 has heen such as to foree the
8OVernments of most countries to take some degree of action along the lines
D efieit spending, regardless of the theories _of fiscal p‘ohc.v Whl.Ch they hap-
nene.d to hold. The important point to consider at this stage is whether or

8 it should be continued in Canada, and if so, in what degree. .
p My first comment would be that most advocates of compensatory deficit
toendlng have developed their theory with tacit reference to countries which,

A far greater extent than Canada, produce for internal consumption.

By Mr. Woodsworth: :
0 Q. May 1 ask if that applies to the United States, .the recent. experience
th the United States?—A. This whole theory, of course, is part and parcel of
¢ Uniteq States developments. My statement continues:—
m anadian thinking on this problem is inevita.bly inﬂuenc.ed‘ by develop-
thehts In theory and practice which are taking place in the.Umted Sta'ogs. In
; at Country only about one-twentieth of the national income consists of
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receipts from goods and services sold abroad. In Canada the proportion 18
about one-third. In the United States the problem of achieving full employ=
ment and production is mainly one of offsetting or compensating for a reduction
in the private demand for durable goods. No one would attempt to deny the
existence of a comparable problem in Canada; just because our growth through
the later twenties was so rapid the drop in private demand for durable goods
has been all the more severe. But in Canada there is superimposed upon this
a problem which is perhaps more important and certainly more difficult, viZs
what to do about a reduction in the demand for goods and services which Wwe
sell abroad.

Deficit spending in Canada can have little direct influence upon the coursé
of foreign demand for our products. It can do little to increase domestic
consumption of things which we normally export. Again, because of the
specialized character of the production for which Canada is suited and equipped
it is unusually difficult to meet a decline in foreign demand by creating domestié
demand for new things which this country can produce at a reasonable cost:
And the necessary shifts of man-power and equipment might be definitely
wasteful if the fall in export demand turned out to have been only of short
duration.

Agriculture presents a particularly intractable problem in this regard, fof
farmers have very low industrial mobility. When demand for their export®
falls off, the process of putting them to the production of goods or service®
which will make up for part of the fall in real national income is, at best, a sloW
and expensive one. Unless the fall in external demand is judged to be of &
permanent character, the most that can reasonably be expected is that the
farmer be made as nearly as possible self-sufficient during the period of hi8
disability. But this does little to restore his buying power or swell nation#
income.

There are, therefore, greater limitations upon what compensatory deficit
spending can do to offset fluctuations in the Canadian economy than theré
would be in the case of a more diversified and self-sustaining country. Theré
are also greater dangers involved, as I shall now indicate.

An export economy is in the position of having very little influence 0Ver
the level at which many of its most important prices are set. It should, theré:
fore, do all it reasonably can to keep its cost flexible and to avoid introducing
elements of rigidity through borrowings on fixed terms. Otherwise its com”
petitive position in foreign markets may be adversely affected.

I have already indicated why I think compensatory spending is likely 0
have less influence upon the course of real national income in this countr
than it would in most others. When large government expenditures are being
made and debts are mounting rapidly, there will presumably be relatively
less to show for them in the way of an immediate expansion of activity, 3’}1
the possibility of harmful reactions upon private confidence and spending wil
be relatively greater.

The apprehension which large government deficits may arouse in the minds
of business men and investors, even if it happens to be initially ill-founded, 18
none the less real. If it is sufficiently strong it tends to bring about its ©
realization, and is accordingly a factor which warrants most careful consider®”
tion when deciding upon fiscal policy.

Another of the main arguments advanced by opponents of a compens?)atory
deficit policy is that it may lead to inflation. In the case of a largely sel”
contained economy general inflation is unlikely to occur so long as appreciable
reserves of productive capacity remain in idleness. In the case of Canada, ho%W"
ever, one must also take account of the fact that, under present conditions, ther
are fairly definite limitations upon the range over which domestic product!o
can compete with imports on a cost basis. At least part of the active :spendl

[Mr. Graham Ford Towers.]
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POwer created by government deficits is likely to increase imports rather than
8ve work to unemployed Canadian men or machines. If the increase in imports
8 not offset by increased exports (or by borrowing abroad) the external value

I the Canadian dollar will tend to fall and Canadian prices will tend to rise.

1 Other words the mere existence in Canada of large amounts of unused capacity

9€s not in itself preclude an inflationary rise in prices. .

, . Whatever the immediate and intended effects of deficit spending may be,
VI8-a-vis the price level, if the deficits are financed largely by banks the govern-
?lent does to some extent surrender its power to control future developments
1 the banking system. If bank deposits are greatly increased by purchases of

Vernment securities they cannot be readily contracted when, at the start of
an flationary movement, their velocity of turnover begins to rise. ;

have now indicated the main factors which I think should be considered
in ny assessment of the extent to which deficit spending should be continued

;lth1§ country. Some of these are shifting so rapidly that only a provisional

“Pbraisal can be attempted. However, it seems to me that if rising national

i t0me, in terms of goods and services as well as money, is to enable us to avoid

Oth horns of the dilemma of crippling taxation or inflation, then all reasonable
recallt'ions should be taken to prevent discouragement of private initiative and
t;‘penfilture. The onus should be on the advocates of_any government expendi-
strre’ In the ordinary as well as in the special or capital categories, to demon-

N ate that it definitely will add to the strength and balance of our economy.

cedless to say, deficits incurred merely for the purpose of increasing spending

Powey should be avoided at all costs, particularly those resulting from needless

i ®nditures which give rise to additional waste and rigidity by adding to oper-

‘L/ m g expenses as well as to interest charges. How far borrowing for govern-
Wﬁnt expenditures which definitely improve the efficiency of the country as a

Ole, and do not have a harmful effect upon private spending, can be justified

u 4y time, depends, of course, upon how far we are from full employment,

an What considerations arise in connection with the external value of our

fency, and, incidentally, upon what fiseal policies are being pursued elsewhere.
anq As a matter of fact, you have covered something that is very interesting

Moy, omething T had hoped we would get into; but what I had in mind was

Te to compare the suggestion that was foreshadowed by the Imperial Economie

loi’lnfel“ence and the World Economic Conference, namely, that you could go a

Wit%'way towards restoring employment by raising the general level of prices

i N each country. Your suggestion to the effect that that would stimulate

riSDO_rts, I suggest, is not correct; because if you, by monetary action, cause a

ate ' the general level of prices, there is a tendency for your money to get

ﬁata Premium with some foreign money, and in that way your imports will
Urally he discouraged.—A. Get at a discount with foreign money.
i Yes, at a discount; and so that would have a tendepcy not to encourage
to POrts hut to discourage them?—A. I referred, of course, in that memorandum
of ¢.° Possibility that action such as you mention would lead to depreciation

- M the dollar and, consequently, to an increase in the internal level of prices.

hag Yes? —A. Not necessarily saying whether that was good or bad, but just
1t was one of the factors in the situation.

den,. . And that would tend to discourage imports?—A. If, as and when the

» Preciation of the dollar resulted in higher costs here, as it does after a certain

* S0 the temporary advantage vis-a-vis the fgrelgn exporter disappears.

If & At that point I wish to ask a question. We will take it as we go along.

Part U Increase productive capacity due to the lack of purchasing power on the

beg of your people in general, your actual costs tend to rise, not fall. That has

on . the main contention of the farm implement manufacturers. They say that,

i AcCount, of falling demand, their burden rises and so their costs rise, That

fXac ¥ the opposite of whatyvou say. Is there not that other feature in Canada
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to-day, that if you stimulate production or stimulate consumption demand for

goods—Ifarm implements, household equipment, necessities for building equip-
ment—when there is actually increased factory capacity and unemploymen
raising the unit cost to-day, you increase the amount of production in those
fields and decrease the unit cost? Then if your economy is functioning propel‘ly’
you lower prices instead of raising them. Is that not correct?—A. I think, under
the circumstances you mention, that is correct, ves. ’

Q. Is that not the case in Canada to-day?—A. But the question is how yo¢
arrive at those results.

Q. That is the point. That is the thing which I am very anxious for yoU
to explain. The World Economic Conference recommended that by monetary
action we should try to return, as I understand it, to the price level of 19_26'
We have only got back to, I suppose, around four-fifths of that general pricé
level; that is, the index probably is around eighty, roughly speaking. I under”
stood you thought the possibilities of monetary action were almost exhausted:
For the life of me I cannot see how you can say that, with the price level dow?
to four-fifths of what it was in 1926, increasing the element of rigidity that yOU
have mentioned; when there are idle factories, idle people and when there is B¢
effective demand and when there is a tendeney to raise prices all the timeé—
that is, raise prices in those particular goods—if you were going to raise them—
by monetary action as recommended at the World Economic Conference?—
A. Of course, monetary action by the banking authorities alone will 10
necessarily raise prices. That money has to be used. If it is relatively idle:
it has no effect on markets or on prices. ¢

Q. Let me suggest this to you, just to take an example. The farmers Ot
western Canada are not in a position to-day to ‘buy their farm impleme?
requirements. If, by virtue of some bonusing scheme or something, they were
actually given the purchasing power with which to buy their necessities in the
way of farm implements and household equipment, in the first place, proba ly
prices would not be raised. That is correct, is it not?—A. It depends upon the
volume, of course; but probably they would not rise much.

Q. No.—A. T mean if there is any reasonable assumption about the volumé

Q. If you did that your prices would not be raised. In fact, according g
the farm implement manufacturers, they could decrease their prices; beca
they claim the reason they have raised them in the last four or five years i8 © £
account of falling demand, with rising burden owing to the decreased number
units produced. That is correct? You know that is the case?—A. Yes. of

Q. Mr. Towers, suppose you actually do restore the purchasing power
the farmers and enable them to restore their productive power in that W”Yé
Who in the world is harmed?—A. What do you do after having done that for e
year, necessarily in the form of a gift? There is a certain surge of businfass ne
that money is spent, just as there was in the case of the veterans’ bonus 11 £
United States. When that finishes, do you do it again next, year? r

Q. As a matter of fact, having regard to the amount you would pay in YOUI
bonus, if I know anything about the needs of the people in this country—fimd
know the needs of the farmers whom I represent—I believe it is correct to S.ay
that they are so great that, to get them to a standard of living comparable i
that of the civil servants at Ottawa, for example, it would take ten or fiftee
years—A. I undersand that. But that does imply the necessity for continuot® ¥
vear after year, making these grants. 5

Q. Very well; who is hurt by that? That is what T want to kno%:~,
Ah’lihe grants, of course, necessarily come from the people of the country 85
whole, le

Q. Mr. Towers, I am assuming that you are enabling idle factories and Idlit
men to go to work to produce those demands. To-day they are idle. Is:{ B
not better to have them producing those demands than to have them 1 le

[Mr. Graham Ford Towers.]
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A T think you will find, nevertheless, on the basis of the grant which we men-
loned, that it is impossible to conjure the thing up from thin air, so to speak.
does not only apply, naturally, in the case of the people you mention.

Q. It applies all over Canada—A. It applies all over the country. You
Would have a proposition roughly comparable to that of the monthly dividend,
O the theory that, if the government did hand out that much in the way of

Oney, every one would be better off, that there would be no sacrifice involved
on the part of any section of the community.

Q. T am not suggesting a monthly dividend.—A. Well, a grant.

Q. I am suggesting that you say to your producers in this country that they
&' as much entitled to a minimum standard of living as their labourers are—
O example, in the railroads and other industries; I suggest that the same
};Plnmple should apply. Having decided on that, I suggest that you provide
d M in times like these, times of low prices, with the necessary means to pro-

Uce their basic goods, I suggest that by doing so you merely put idle people
thi ldle factories to work, and it really does not cost your economy any-

g A T think, if I may immediately answer that point, that if one sticks
e he very simplest conceptions of the thing those are nevertheless the most
cec‘lr_ate_ We know that the trouble in certain cases is that people produce
Ttain things for which they find no market or else a market at a very inade-
gll?,te price; that those things are sold in the export market and that, as I
sl?lntegi out in what I have just read, the possibility of increasing Canadian con-
metlon to an extent which would cure the situation is simply non-existent.

€ could not eat all the wheat that we can grow.

th'Q' But that is not the point.—A. Please let me finish, Mr. Tucker, because
a; ink it js the point. The trouble, therefore, is that these people have cer-
Non things which they cannot sell and which other Canadians do ‘not want.
Othrma,l.ly the process of living is a production of certain things by some people;
eier thlqgs by other people, and an interchange of the two; that _mterchange
Deong facilitated by the monetary mechanism, but not caused by it. Certain
th ple_, therefore, have goods which they cannot sell abroad and for which
are 18 no demand in Canada. These people under your proposal are given
diﬁ'nts of a fairly substantial character—in any event that does not make any
roerence~they are given grants of money which enable them to buy goods
in;n other people. They have not got goods which they can themselves give
ha xch&nge, they only have money, freshly created money, shall we say, or per-
1 es Money which the government has borrowed. Well, that naturally helps
the s’Ean‘da.rd_of living of the people who get the grants at the time they get
of ) but it is absolutely impossible to visualize a continuing economic system
whichat type without heavy sacrifices on the part of certain contributors, for
Nang: People who cannot produce and sell are being enabled to buy substantial -
Illonn Ities of goods without being able to give anything in return except the

€Y with which the government has provided them. : o
that * tou say it is not possible to do that without sacrifices. If you limit
~ Whe O getting your productive machinery running at reasonable capacity,
to (€ Are your sacrifices?—A. But, Mr. Tucker, the point is that you have got
wilige}t; the productive machinery of the depressed people operating so that they
ave goods to offer in exchange. St

Tegl;, > But, Mr. Towers, I will tell you something that perhaps you do not

28 The farmers in the west could consume twice as much of their own
tigne Ct8 if they were not pressed to dispose of them in order to meet obliga-
thep, There is no doubt that in a large section of Saskatchewan the farmers
Drode tould consume twice the amount of butter, eggs and cream which they
the C€ if they were not trying to sell those goods in order to keep afloat under
of aprffsqnt situation. TIs it not true, then, that if you gave them the means

Wnimum standard of living in this country they would create a demand
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for your factory products, thus putting idle people to work? As it is they -
are forced to sell their own products which they should not sell, causing thei

children to suffer from malnutrition. What I have in mind would be merelf

putting the productive machine to work. It was the intention of parliament'
that you should study the possibility of doing that by monetary action. What
I am interested in knowing is this: 1 cannot see, and I hope you will pardo?
me if I say so, where during the last three or four years you have take?
decisive measures to meet that present appalling situation. If you have take?
those measures, then I should like to know. If you have not taken thos
measures it looks as if the high hopes that parliament had when it set UP
your institution have not been realized—A. Before dealing with the questio®
of what measures we may have taken may I say that you have not deat
at any stage with my thought as to what is needed to cure the situation ‘Ot
these people. I am not talking about temporary measures of governme?
assistance, which is not within my province, and I am not minimizing the exte?
of the problem or the extent of the hardships which are felt. Please do mot
think that anything I say indicates indifference or lack of sympathy theré
But thinking of a permanent cure, you have not said anything relating to ®

expression of opinion that the only way in which you will find a permane®
cure is to find ways and means for these people to produce something {
they can sell or exchange for other goods. |

By Mr. Landeryou: {

Q. I should like to ask Mr. Towers if he has a permanent solution to th: |
problem mentioned to increase the purchasing power of the farmers?—A. Th ‘
way to increase their purchasing power, if you will forgive me for sayiné J
something that does sound trite, is what I have said before, namely, that if they
can produce goods which they can sell they will have that purchasing powﬁ ‘
I do not think it was ever contemplated that the Bank of Canada shot d
be responsible for the entire economic operation of the country. That WO‘_11
be a delusion of grandeur in so far as we are concerned. What you are ask}
there, Mr. Landeryou, is, have I any solution for the problem that becat®
of developments in the last ten years the Canadian western wheat farmet
find it difficult to obtain a market for a sufficiently large quantity of whe?
to enable them to be prosperous.

Q. That is not the question.—A. It must be. e

Q. It is not the question. The situation in western Canada is that b
farmers are producing large quantities of goods. There can be no ques ¢
about that. nt

Mr. Woopsworta: Mr. Chairman, pardon my interruption, but I th_Ou%ng
it was generally understood that we were to allow one line of questioP™?
to be proceeded with. I think perhaps advantage was taken of that by oﬂt'
gentleman occupying too much time, but Mr. Tucker has not been guilty of the

The CramrMAN: I think Mr. Tucker should finish his examination, 06:
Landeryou. You allowed Mr. McGeer to go on, now it is Mr. Tucker’s cha™ Z

Mr. Laxperyou: I am prepared to drop it if T may be given an 0PP°
tunity later.

The CaalrMAN: I think so.

o L adh

Mr. Lanperyou: I just had one question to ask. It is in my opml‘”;v.e

very important question. Mr. Tucker raised the point and I should like t0 hkef
a little more light on it. There have been statements made by Mr. Tu¢

and Mr. Towers which I cannot grasp. off
The CHAIRMAN: You will have an opportunity to speak later. Give oth |

a chance, Mr. Landeryou. Go on, Mr. Tucker.
[Mr. Graham Ford Towers.]
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By Mr. Tucker:

Q. What T wanted to get at, Mr. Towers, was this: The present inter-
Dationa] situation is as it is, and T am not suggesting to you we should not try
export our surplus products in return for the things we can buy with those
Products. But we must take the situation as we find it and as we are likely to
ﬁnd_ it for maybe several years to come. I take it you do not think that would
Justify failure to operate on the situation by monetary action in order to ensure
aadian economy working at reasonably efficient capacity; that what you are
su‘c’..gesting is, T take it—I may be wrong—that unless we can do something
ich apparently we are not succeeding in doing we should be content to see
u € Dpeople of the west not consuming all they could of their own produets,
ot consuming all they could of products that might be manufactured by idle
men in idle factories in all the rest of Canada; that we should be content to sit
OWn alongside of that situation— —A. No, not for minute, Mr. Tucker. I am
. “Teas much to express views in regard to what the country’s policy should
€, as perhaps to try to give explanations of the implications of this or that
nod of procedure. T stick to the simple things because they are the facts.
Seﬁtmk to it that the problem is this: If the Canadian western farmers cpul.d
the 300,0(20,000 bushels of wheat a year—I will use that one product as it is
rof Mmost important—at satisfactory prices, most of the troubles to which you
of 1F would not be under discussion here to-day. They cannot do so because
& aa*ck of foreign demand. Canada can do nothing about that foreign demand
be major way. If, then, the consumption requirements of the farmers are to
es‘}llpp‘he‘d in some other form, that is a matter of governmental policy. But
theis ould not forget that the main trouble is that they cahnot sell sufficient of
o T goods to be prosperous, and I do not think a domestic demand for those
can be developed on any scale which will cure the situation.
hOpe ’(c)ﬂ we are faced with one of two alternatives: Carrying on as we are in the
3 at in due course the international situation will clear up and lead to a
QoD Of foreign demand; or, if we believe that this is hopeless for ever and a
rod then we are faced with the problem of putting a number of farmers to the
the Uction of things which can be consumed at home; in other words, changing
Whole economy of the west.
Thire Along that line, Mr. Towers, I am not sucgesting at the moment any-
thy g 80 fundamental as that; what T am asking vou iz who weuld be harmed by
Whi thcy that you would adopt in the meantime in this emergency situation,
} Set. . ‘;s recognized as such, and in justifying a permanent shift in our economic
areuD- Who would be harmed by a policy of looking after those people who
VWOI‘th while keeping, in the economic situation, giving them enough to
hel?] & reasonable standard of living based only upon the productive power of
inter.selVes and the rest of the country to supply— —A. Mr. Tucker, may I
jusg, ‘cc¢ there? T am obviously very bad at making explanations because you
hagq Teferred to their productive power, although a minute ago T thought we
. greed that that productive power to a certain extent is non-existent,
$ dem:§§ 1t is productive power in relation to products for which there is not a

v YR

e%nQ- Oh, now, Mr. Towers, I have suggested to you that if it were not for the
Saty omic pressure on them the people of this country could consume, I am
8ﬁed, twice the butter, twice the meat products and twice the ecream—A. Oh.
Wor] Well, T have no doubt about it in my mind, and I have no _dou‘pt in the
that to give the people of this country adequate houses to live in would
aDpll)‘ our lumber mills busy for the next 15 or 20 years. The same remark
to adequate household equipment, and we can do that within the four

OIS of our country.

I. Laxprryou: Hear, hear.




156 STANDING COMMITTEE

By Mr. Tucker:

Q. Do you not think that if you, the leaders of economic thought in this
country, do not make your economic set-up conform to what can physically
be done something is going to happen?—A. Yes, Mr. Tucker, but I come ba€
to the principal point, that is, I come back to the question of wheat, which #
of major importance. I insist that it is absolutely impossible for Canadian®
to consume three or four hundred million bushels of wheat, and I insist th®
there are farmers engaged in the production of that quantity of wheat.
actual amount of their production will, of course, be affected by weather; b
they at least hope that that much is coming out of the ground. I realize that
they have demands for many things which they have not got now; that they H
want to consume more, and I wish to heaven that the situation were such th&
they could sell their products on a basis which would give them abundant pro¥®
perity. But unless and until there is a market for what they produce, or un
and until they go into some other form of vocation where they can find a mark 1l
domestically, what is done for them in the interval must be done at the cost @

a certain sacrifice so far as the rest of the country is concerned, because ¥o! ‘
must have some goods to give in exchange. If you consume goods but &
unable to give goods in return there is a sacrifice on the part of some one. 1

Q. Do you think, Mr. Towers, it would be more of a sacrifice for the W
employed, for example, in the city of Windsor, to be happily at work produ®
ing cars than to be walking the streets in idleness? Would there be a sacrift®
for them?—A. No, but of course some one must provide the materials, an
forth, for the cars. ]

Q. Would it be.a sacrifice on the part of the people to be employed cuttio
the timber to go into those cars instead of being idle?—A. One does, of cours®:
et led down side paths in considering this and that aspect and its effect if
various individuals. After all, if one could accept the main proposition tha :
a person consumes goods but unfortunately has no goods to give in exchang®
there is a gift or a sacrifice involved there, I think we would have the ansW
to the proposition in a moment. d

Q. You are begging the question when you say there is a sacrifice inVOlVet'
I have asked you right from the start where the sacrifice is if you merely P*
idle hands and idle factories to work? Where is the sacrifice; that is wh&
want you to answer?—A. On that basis, a large number of people in the coun:"ﬂd |
or half the people in the country can do nothing, and the other people WO b
supply them. Would there not be a sacrifice involved there to the half whit
supplied? e

Q. I say you put unemployed men to work. Where is the sacrifice thefhe
I am referring only to that question.—A. I think that you would find that t i
sacrifice took this form; that the amount of consuming power which becd in
available, and which did call into play certain of the unemployed facto™ o
the economy would also result in a higher price level, and that is the ¥
which the sacrifice would take. But may I say this: that to express view® ‘
this particular point and to draw all its implications without wasting W° 1y |
and without saying things in a way which creates confusion is, I find, ;ﬁ'ﬂl |

|
|

difficult. T think I could put it down in black and white in very brief
and express it best at the next meeting. M-
Q. All right. You made some remark about Dr. Schacht in answer 0 ant
MecGeer’s suggestion that monetary action was not regarded as very impoﬁ'ug’
in Germany, and I suggested exactly what I am putting to you now. ,51’
gested they followed a policy of monetary expansion until they had used uP. oy
idle resources in the way of man-power—A. I think I said everything thead.
know of, in brief form of course, on that subject in the memorandum that L
Q. Well, now, along that line, I should like to read to you—I hope 1% ;e
will think T am approving of the attitude on foreign affairs in Germany; Ron
[Mr. Graham Ford Towers.]
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be_en accused of that because I have given some suggestions with regard to the
thmgs they are doing on monetary action in Germany. Dr. Schacht gave an
.oress in New York in January of this year, and I suppose you are familiar
With it? _A. I did not know he had been over to this continent, no.

Q. At page 8 he says—

The Cmamman: Before what body?

Mr. Tucker: Before the Deutsche Akedemie.

Mr. Towmrs: Yes, in Germany.

By Mr. Tucker:
Ak Q. It was delivered on November 29, 1938, and read before the Deutsche
demie.—A. Yes, I have read that.
th Q.1 thought you would be familiar with it. Now, here is what he says along

Ilne s

As soon as an economy has made use of all available labour and
materials, any further credit expansion is not only senseless, but actually
harmful.

Ithink I should read this part because it is very interesting.
The Cramrman: What year?
Mr. Tucxer: The fall of 1938.

a The Crammax: They are in the midst of their armament preparations then
far as labour and employment are concerned.
Mr. Tucker:

. For then newly created money can no longer effect a further
Increase in goods production but ean only bring about competition for the
available labour and raw materials, and such a competition must neces-
Sarily lead to an increase in prices and wages, despite all measures of
state control. Now the term “full employment” is naturally elastic. An
€conomy as large as the German economy will always be able to mobilize
Some labour reserves and realize some success in rationalization. But
there was no more room for a credit expansion in the former style, and th_e
authorities drew the inevitable conclusions. On April 1, 1938, credit
Creation by the central bank was stopped, and the financing of govern-
Mment orders was shifted to taxes and loans. The period of transition was
Covered by the issue of delivery certificates.

0 NOW; I am putting it to you, Mr. Towers, that we can go a long way by use
Pr. Seh ereit through the Bank of Canada in putting to work our unemployed '}lln
Tefq UCing the things we need before we would experience a situation such asd e
evers 0.—A. T would be the last to deny that there are possibilities in Can}? a,
Qern With the handicaps which we have as compared with a country such as

oty any from certain points of view. I would be the last to deny that there is
ng

H . . . . - t I

] in that, but I did try to indicate in my memorandum to-day wha

hOUght were some of the limiting factors which are found in Canada. I cannot

k' ( . LR R .

o Shoulq take, but I agree there are certain possibilities along these lines, as I

ing £ 0 show in the memorandum. I believe there are, also, a number of limit-

Q Do yoy thi ; ing the possibilities?—A. T should not

hink that we are following the pos

€ to expreyss an opinion on that. It is ce;tainly the case that our government
pr 1 . . . e e »

Iy Iclg;le Years, has been enormous. It is that type of spending which is visualized

deﬁne ere exactly how far we can go, or what direction our activities of that
trig
actorg,
lik
sI)ending across the country, of a defieit tvpe, during the course of the last eight
m‘ﬁfction with the theory which we have under discussion. Whether it was
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all of the very best type, calculated to give the most employment, whether it was
of a character which would strengthen the economy and therefore not be a drag
later on, brings up too broad a subject for me to express an opinion on. In other
words, we have done a great deal; perhaps we could do some more, but there aré
certain limiting factors and dangers which we should watch out for because of the
character of our country as compared with one which is more self-contained.

Q. Along that line, Mr. Towers, you think we are justified in saying Wé
have exhausted the limits of monetary action when we have the number 0
unemployed we have in'the country, the number of idle factories and a pric
level that is about 20 per cent below what it was in 1926? Can it reasonably
be said that we have exhausted the limit of monetary action?—A. I think,
Mr. Tucker, that I should point out that monetary action has two aspects:
First of all, there is the arrangement, shall we say, of the monetary situatio®
which makes ample funds available. The second aspect is the activity show? ‘
in the spending of these funds. The first part is a question of banking policy
the second part, as I pointed out, is private policy in connection with private
spending, government policy in connection with government spending.

Q. That brings up another point. I am not going to take too long, bub I
should like to follow this up for a few minutes.

Some Hon. MemBERS: Go ahead.

By Mr. Tucker:

Q. You say that our banking system must make available a certain amount
of money, but I suggest to you that one of the things that it was supposed %
operate on was the price level?>—A. The price level is affected by spending.

Q. Yes—A. The price level, of course, will not be affected no matter ho
large the volume of money is, if the money lies idle. |

Q. That rings up another point, of course. Your only substantial contr®
of the money that is in the hands of the people of Canada to-day is subject tg
the overriding control of the chartered banks of the country?—A. No; I woul
not put it that way. The volume of deposits in Canada is $2,500,000,000.
one has any control over that except the owners of that money.

Q. Yes; when I suggested this, for example, that the amount of money
out by the Bank of Canada should be increased, the answer made by someqﬂg
is that the banks to-day are putting out as much in the way of loans—whi¢
create the effect of purchasing power of the people—as they can do, becal
they must have willing borrowers, and therefore no matter how much YO.‘;
wanted to raise the price level in present circumstances you could not do £0 h
vou raised the reserves tremendously, because the banks to-day are loaning 8
they can put out, thereby increasing deposits to willing borrowers; and the
fore you are taking the attitude under the present system that you cannot incre
the amount of effective money in the country because the banks say it can??
be done?—A. Oh, not at all, because the amount of effective money in hz
" country—that is the amount of deposits—has increased tremendously in th
course of the last few years. o

Q. By loans to government?—A. Yes, that is by deficit spending, to wht
we just referred.

Q. T suggest this to you: the only way that you have been able to get 31;
increased amount of money in the hands of the people has been by getting t’hy
government to go to the chartered banks and borrow, and that is the only ¥
vou have managed to increase your money supply?—A. Well, T would €95
back to the reference of “getting the government to go to the banks to borr®
which is not necessarily the way it operates. When the government makes, ”
issue, you find the great portion of that is taken up by institutions and indl"lt
1duals who have bank deposits in their hands, and they invest these in govern®®
oans.

[Mr. Graham Ford Towers.] ﬁ

put
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Q. T understand that—A. I think very frequently the assumption is made
thq,t, all government bond issues serve to increase bank deposits. May I just
Dish that. I wanted to deal with the actual situation.

Some Hon. MemBErs: Let us have it.
The CramMAN: Let the governor of the bank finish his statement.

Mr. Towers: Let us assume that government debts over the past five years
: =T am not going to use actual figures because I do not remember them—have
;llcrea.sed by $700,000,000 or $800,000,000. All of that amount, ’phe ﬁrst
t?ftance, may have been bought by individuals and institutions, but it might
€0 be the case that the banks under pressure to increase their assets,
th use of the abundant cash reserves, will subsequently buy these bonds from
1€ Deople who hold them, thus increasing the banks’ investments and increas-
& their deposits at the same time. But that process of increasing bank invest-
ments and deposits could have taken place even if there had been no govern-
tint deficit and no increase in government debt. As a matter of fact, it has
aken place concurrently with certain increases in government debt.
14 Q. I should like to read along that line what Mr. Dobson said on January
u»_1939. He is quite a banking expert, and made some reference to that
v Ject. T am reading a newspaper quotation, and it is from the Winnipeg
€e Press of January 14, 1939.
Mr. Kixpey: He was not speaking before a committee of this house?
r. Tucker: No. This is what he says:—
| Our primary business is commercial banking, but as has been pointed
’.k out on numerous occasions, we cannot compel unwilling borrowers to
| use our surplus funds if, because of lack of confidence or for other
reasons, they are not prepared to expand their business; and prudent
bankers must of necessity guard against taking unwarranted risks. Con-
Sequently, the only way in which surplus funds can be put to work is to
Invest them in government bonds

Mr. Towrrs: Just what I said.

By Mr. Tucker:

Compy. As a matter of fact, I think it has been your purpose to provide for
of tlrlnel‘cml expansion during the last four years by increasing the cash reserves
to '€ banks. That is correct, is it not?—A. T think it has been our purpose
ogto"lde for exactly the expansion that has taken place; in other .words, to
thig ldd_e for an expansion in banks’ holdings of government bonds so that during
%t ’fﬁCI{It period governments could finance as cheaply as poss1b1e,. and also
At private industry could finance or refinance as cheaply as possible—that
beeney rates, in other words, should be low. Our policy has been dlrepted or has
thepe 'amed with that in mind, as well as with the idea that such increase as -
B o been in loans could be financed by the banks without necessitating
"action in other directions. : :
Wag So T take it that your purpose in providing these increased cash reserves
Apy 0 enable the banks to increase their investments in government loans by
e °leately $439,000,000 and at the same time decrease their loans to
e Mereia] institutions by over $30,000,000. Was that your purpose?—A. No;
theirulssathere has been no necessity, no reserve necessity, for them to decrease
ns.
ha"thhBUt they have done so?—A. Excuse me. I think they have increased,
€y not?
8 What is that?>—A. Of what period are you speaking?
aetllali am speaking of the period of the last three or four years. They have
- thej, Y decreased their commercial loans by over $30,000,000, and increased
Sk hStlgOVernment loans by four hundred and some odd millions.—A. May I
5 7704;)0 at the figures? -
= \2&




160 STANDING COMMITTEE

Q. Yes—A. Say, from March, 1935, or what period do you mean? ]

Q. If you take the period from, say, the end of the fiscal year in 1935—
September, 1935, to September of 1938—it will be all right. That is threé
years.—A. September, 1935? I have December, 1935. Would that do?

Q. Yes—A. At that date, the total of Canadian loans—that is, of publi¢
current loans, which are the business loans and do not include call loans—was
$820,000,000. In that period of comparison, you are right; yes, loans have goné
down $14,000,000. If you take the figures from December, 1936, you will
find that the increase is $131,000,000. The loans in December, 1936, had goné
down to $675,000,000; and at the end of December, 1938, they were $806,000,000-
I should point out that even at the tail end of the depression, there weré
certain substantial loans which were liquidated from time to time. I can thin
of the C.P.R. $60,000,000 loan which was liquidated by the sale of securitie$
in the market. I can think of the old wheat board loans which were very
heavy when we had accumulated that big surplus; those were liquidated. Ther€ |
were various other things of the same kind. I may say that liquidations ©
that character are not harmful.

Q. But my statement that, during the period of the three years—that i
from the time that the present administration came into office until the present—
as a result of your monetary policy (the effect of it anyway, whether it was
the purpose of it or not) was that your loans to governments have increased by
over $400,000,000 and your loans to commercial institutions have decreaseds
is still correct, is it not?

Mr. Kinpey: Just the opposite.

Mr. Tuckrr: No, it is not the opposite.

Mr. Towers: That is not a reason—

The Caarman: Order.

Mr. Towers: That is not a result of monetary policy.

Mr. Tucker: That is what has happened. Let us get that estab]ished'
because some members say that is not correct.

Mr. Towers: One must also remember, of course, that the decrease f'h,“f'
has taken place during that time presumably represents a very substsam’ﬁl’dI
decrease through the liquidation of loans of the character that T have mention®
and an increase in other loans.

By Mr. Tucker:

Q. In other words, the loans to commercial institutions, in spite of
expansionist policy, have been decreased; there has been an increase
government, loans accompanied by a decrease in loans to the people doing
business of the country?—A. That decrease has taken place for the reasons b d 1
I mentioned, and I would say it is due to the liquidation of the wheat bo8% ‘
loans which were at a very high figure at that initial time we are speaking 0% |

Q. But if your economy is functioning properly, when one commercial 1052 !
is paid off it should be, if your economy is going to expand under your pl‘esene
banking system, replaced by a new loan in some other direction. You a!'e
contracting the amount of money available in the country unless you repla?;
it by deficiency financing or government borrowing—A. I think, in so far -
the. reduction in bank loans is concerned, that one must put in a special I’lace’ |
liquidation of heavy stagnant loans against surplus stocks. But, by and ]”'rgn'

I would agree with you that a continuing decline of bank loans is a mark 0 ?15 |
economy that is not doing well. T should be very glad to see these bank 102
much higher. T am certainly not arguing in that sense. But it is not mone®
policy which can make them higher.

[Mr. Graham Ford Towers.]
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: Q. All right. What I want to get established, first of all, is that since this
administration has come into office, in spite of your actions as a result of your
€Xpansionist policy or your easy-money policy—in spite of it, we will say,
Or regardless of it, or whatever way you want to put it—the effect of what you

ave done has been that commercial loans have decreased and loans to govern-

Ments have increased by over $400,000,000. That is true, is it not? I just want

0 get the facts; because you have given an explanation, on the one hand, that

1g loans have been paid off and I answer you and say, “ Yes, and equally big

loans that should have been made have declined.”

Mr. Creaver: Would you permit a question, Mr. Tucker, in order to
clarify this?

Mr. Tucker: Yes, certainly.

Mr. CLeEAVER: Are you suggesting, Mr. Tucker, that, as a result of the policy
of the Bank of Canada, private banking institutions demanded or put on pressure

Or the refunding or the redemption of these loans? Was it not on account of
€ lowering of interest rates that it was profitable to the C.P.R. and to these

Other institutions to sell bonds and stop borrowing from the banks?

By Mr. Tucker: I do not think that is the reason for what has }}appened.

hUt what T want to get at, first of all, is to establish that certain things have

4Ppened; because when I ask a question a lot of people say it is exactly the
9Pposite. Having once established that that is the case—if Mr. Towers will tell

?e that it is the case—I will go on and ask him if my original statement is not
Orrect, that the last word to-day rests with the chartered banks.

Mr. Towrrs: I will never dissociate the figures from the underlying reasons

movements in them. I have given the answer along those lines. That is as

% as I can go. There is the other feature which you mention, which is quite.
% Separate one; that is, that certain loans which should have been made have

ot been made. Naturally, one can never say anything about that unless one
OWs the specific cases. ;

" Q Sp it is unfair, is it not, to say that because you happen to know of
Main big loans that have been paid off, it is an unusual situation?—A. But I
Ow those loans and have named them.

kn, Q. But you do not know the loans that have been declined?—A. I do not
OW the loans that have been declined.

th Q. So, therefore, you are introducing— ——A. If you do and would name
M, T should be glad to have a look at them. :

ang You know very well that I cannot. You know these particular loans
A M}'Ou are ‘introducing one feature of the situation and not the other.—
* Mr. Tucker—

Q. What T want to do is this—

The Crammax: Order, please.

Mr. Tucker: 1 want to ask you certain questions.
The Cuamman: Well, ask them.

Mr. Tucker: Yes.

By Mr. Tucker:

toy Q. Here is the first thing. It is correct, is it not, that the banks of this
untry have decreased, in the last three years, their commercial loans by,
Us o Y, $14,000,000? The figures that T had were over $40,000,000. But let
84y it is $14,000,000.—A. On those dates. :
. CLeaver: They were at the customers’ wish.
. Tucker: That does not matter.
that Mr. Crpaver: If there is pressure put on by the bank calling in the loan,
ang 1S quite a different thing. But this is a customer coming along voluntarily
Saying, “ Here is my money; I can borrow cheaper somewhere else.”

for
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Mr. Tucker: What I am getting at is what has happened and our failuré
under our present system to prevent it from happening. I am not going int0
the reason for what happened.

Mr. KixLey: We do not need as much money to finance 37 cent potatoes
as we do to finance $1 potatoes.

Mr. DonNeLLy: Might I ask a question here, Mr. Tucker?
Mr. Tucker: Yes.

By Mr. Donnelly:

Q. Mr. Towers, I understand that you have an easy-money policy at the
present time; is that right?—A. That is right.

Q. I understand that our banks have plenty of money to loan out £0
long as they can get security to loan it on?—A. That is correct. S

Q. And they are anxious to put it out as long as they can get security® |
—A. Yes. S

Q. I have sort of agreed with that, to a certain extent, and felt that it
was true; but certain evidence which has come to my hand lately makes m¢
doubt it very much. Take the province of Saskatchewan, for example. Right :
in the province of Saskatchewan to-day we have a problem on our hands wit
regard to seed grain. Our farmers are needing seed to put in their crop®
This government has loaned the province of Saskatchewan $1,500,000 in'order
to assist the farmers to put in their crops. The loan companies have loan
them something in the neighbourhood of $400,000 or $500,000—in the neigh-
bourhood of half a million—to help them get seed and help them to put in the¥
crops. The private owners of land have loaned their renters a certain amoud
of seed to help them put in their crops. Now the province of Saskatchewa®
comes to the banks and asks the banks to loan them half a million dollars I
order to help them to finance the farmers to put in their crops, and the ba
say, “ Not unless you get the dominion government to back the note.” You
call that an easy-money policy? I do not call it an easy-money policy.—A. The
banks themselves would have to answer that. An easy-money policy, 2
you say, places the banks in a position where they are very, very keen to get
loans, where they have ample resources to make loans. Whether or not _tl?ey 5
are acting properly in making or not making loans—in refusing or agreew)
to specific loans—only they could answer. If they refuse to make them, !
will notfbe for reason of inadequate resources but because they do not believ®
it is safe. :

Q: Mr. Towers, these banks have as much interest in that country #
the loan companies have. They have their money loaned out around the
country, and they must surely know that if the farmer does not get his 19
in and they cannot seize his land, there is'no chance of them ever getting thel}'
money back. Surely if they will not lend it where they have the security
the whole province of Saskatchewan behind it, there is something wrong. Qn
top of that, the government of the province of Saskatchewan has passed 1eg19;
lation this year compelling every farmer, when he brings in his wheat, to &
the permission of the municipality before he can sell a kernel of it. The
municipality has to sign that receipt he receives for his wheat before he oal
get the cash, and they can take the money out to pay back for the seed le
they want to, because they are equally responsible with the banks. In ths
face of that, if you can call that an easy-money policy on the part of our bankk_’
then I think the quicker we close down these banks and get a national baﬂr
or something of the kind to handle our money policy, the better it will be fo
us. I think this is terrible. :

Mr. Lanperyou: Hear, hear.

[Mr, Graham Ford Towers.]
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“ Mr. Towsrs: They, of course, must answer any questions along those lines.
y You would not expect me to reply.

Mr. DonnNeLny: I think it is time this was brought to the attention of
Somebody, and I think it should be brought to the attention of our Department
of Finance. I think that our Department of Finance should take steps along

ese lines to inform our banks that unless something is done, they will take
action. When they are opening up and asking the dominion government to
Suarantee every note and every bit of money that is borrowed, it is time we
80t some other kind of banking system. Something ought to be done to these
anks to bring them to time.

Mr. Lanperyou: Hear, hear; that is talking.

Mr. Tucker: What Mr. Donnelly has said bears out exactly the position
I took & moment ago.
Mr. Lanperyou: You agree with Mr. Aberhart.
Mr. DonnELLY: No.
Mr. Tucker: I suggest that in spite of the need of credit in this country—
The CramrMaN: Order.
Mr. Tucker: And in spite of your easy-money policy—
The Cramman: Order, please, Mr. Landeryou.
Mr. Tucker: —the only time the banks have put increased money in the
| hangs the people by making loans and increasing deposits has been when
8OVernments have stepped in and helped them; otherwise there would actually
ta"e been a deflationary movement brought about by the banks decreasing
€ amount of money in existence.
Mr. Towrrs: What you are saying there, as I understand it, is that there
haVe been many cases of the banks refusing to make loans which they should
e made and for which they had ample resources, that from the point of view
Monetary policy there was no brake to the making of these loans?

i By Mr. Tucker:

st Q. I will go into that. I want to get the facts—A. I just wanted to under-
.oan'd. You think from the monetary point of view the possibility of making
hans was there, but you believe there have been many cases where the banks
AVe foolishly declined to make them? . :
it Q. I am not putting that question to you, Mr. Towers.—A. I am just asking
80 I can understand.
Mr. Kivuey: That is the point.

¥o Mr. Tucker: No, that is not the point. I will come to that. I can tell
iou I so many words of banks which called their loans; because of the defla-

oy lary movement they had to call them, and that deflationary movement was

tuuSed by virtue of your ten to one policy. Deflation starts, the whole thing
Mbles in and loans have to be called. I will come to that later.

By Mr. Tucker:

th Q. What I am trying to get, Mr. Towers, is a straight answer that that is
€ Case?—A. My straight answer is that it is not the case.
o Q. It is not the case that during the last three years, in spite of your failure
h ‘fs a result of it—1I shall not go into that for the.m‘oment—commercial loans
Ihe decreased and loans to the government have increased?—A. Mr. Tucker,
Ve answered that again and again. I have given the answer which explained
\ CIrcumstances. I have said that I will not dissociate the figures from the
S Underlying them. I can say no more.
in thy But it is the case?—A. I have answered the question time and again
€ only way I can answer it.
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Q. But it is the case?—A. I have answered the question in the only wa¥
I can answer it. :

Q. Figures speak for themselves—A. And the explanations, of course.

Q. But the figures speak for themselves?—A. If you know what they meat:
I did not intend that disrespectfully, Mr. Tucker. o

Q. I know how it is meant. That being the case, then we come back to this:
The fact remains that the only way you can get 90 to 95 per cent of the money
in this country into the hands of the people is by the banks ceasing to maké
loans or to purchase government bonds? That is true, is it not?—A. Yes, 88
one must assume, of course, that the banking system operates in accordanc
with certain well-established prineiples. If it does not, I suppose there wou
have to be a change.

Q. Yes, but we are investigating that, Mr. Towers, and I am asking yo! A
have we to-day got control of the amount of money that the people need to do |
business with, or have the chartered banks got control of it?—A. The fundd
mental control lies in the central institution. The central institution can increas®
cash reserves. If the chartered banks decided that they would leave that extr®
cash idle and not increase their loans and investments on the basis of the add”
tional cash reserves, then it is true that the increase in deposits would be sirpply
equal to the increase in cash and no more. That situation has never arise®
The chartered banks have so far always increased assets in proportion to &%
additions to their cash. "

Q. As a matter of fact, from 1929 to 1934 is this not what happened: Th”’?
the banks curtailed their commercial loans to the extent of almost $900,000;000
—A. $540,000,000. That is public current loans in Canada.

Q. For what period?—A. December 31, 1929, to June 30, 1934. i

Q. All right, and that meant that if the banks had not. increased their inve®
ments in government bonds the amount of money in circulation in the country
would have been decreased by that amount? Is that not true?—A. Yes.

Q. And is it not true that if government borrowing had not come into t'h:
picture and enabled those bank deposits to be replaced such a tremendo®
reduction as that in the money of the country would have perhaps create 5
collapse?—A. That reduction would not necessarily have taken place beca
the banks might have bought existing government bonds from their holde™. .
and did to a certain extent. g

Q. If the government bought existing government bonds?—A. If the pank
bought existing government bonds. g

Q. Yes, if the banks bought existing government bonds from their holdere
they would give, T suppose, a credit to the people from whom they bought tho®
bonds for that amount? Is that not true?—Yes. Iy

Q. So that the buying by the banks of government bonds would no‘c’:atc'cua'lds
increase the amount on deposit?—A. Yes, because when they bought the bonve
from the existing holders, the holders, instead of having the bonds, would ha
a deposit balance in their favour on the books of the bank. 1

Q. All right, and that is all that would have happened. The banks Couey
have bought those bonds by putting a credit to the person from whom th
bought them?—A. Yes, and that person, of course, could use that money in #
way he saw fit. s

Q. But you suggest then, do you, and I am asking you this because I Suppghe
you threw that suggestion in to make a contribution to an understanding 0* ~ 4
actual situation, that the increase by the banks in the investment of govern®
bonds was due to that?—A. Was due to which? . tind

Q. To the thing that you suggested, the buying by the banks of €¥18
bonds. Now, Mr. Towers, I know that during that time the government inere?
their loans by twice that amount, and the banks increased their holding® ¢
those loans by between $800,000,000 and $900,000,000 and that the governi
borrowing during that period increased by at least that amount?—A. Yes.

[Mr. Graham Ford Towers.]
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.. Q. Then I suggest to you that what happened was that the government—
1t does not matter whether they bought existing bonds or new bonds—the fact
femains that the government issued in bonds $800,000,000 or $900,000,000 dur-
Ing that period.—A. Yes.

Q. I come back to this, Mr. Towers, that if it had not been for deficiency
80vernment financing replacing that destruction of purchasing power, you would
ave had an actual contraction of purchasing power by that amount?—A. I
ave tried to point out that while in actual fact the developments were very
Much along the lines you suggest, it would have been possible for the banks to
8dd to their government bond holdings and to increase deposits as a result of that
ven if there had been no government deficit, because I can point to a country
Where that has taken place. In other words, I am not trying to contradict your
View of what actually happened, but just to point out that if deficits had not
€en increasing it would still have been possible to buy more government bonds.
th Q. What I am getting at is this: That under the circumstances at that time

€ government actually stepped in to replace the purchasing power that the
anks were cancelling out?—A. Oh, I can hardly give that interpretation to it.
Q. But that was the effect?>—A. I would say that the course of business
ad world events was producing that situation and the impact of it on the
80Vernment caused governmental necessities in the way of expenditures to rise,
€nce the deficit.
5 Q. But that is the effect of it, the effect of them calling commercial loans
fnd_ creating all the conditions which made government enter the picture,
alling prices, unemployment, and so on; it made it necessary for the govern-
ent to come in and borrow, and that they by so doing replaced the purchasing
i)OWer which the calling of private loans wiped out?—A. As I have said earlier,

am not, here in the capacity of some one defending the banking system. I do
Rot, Suppose you suggest that all that reduction in loans was extracted from
Wwilling horrowers by pressure?

Q. I say that was the effect of what happened—A. I would say that the
Welljkno“'n depression did produce those effects on business, falling prices,
Quidation of stocks, and it also caused unemployment and all the govern-

ent procedure to which you have referred. e

Q. And the government by coming in to look after the situation borrowed
nd replaced the purchasing power that had been wiped out by the banks?—
iy Government borrowing and spending, of course, provided a certain pur-

asing power at a certain cost. ' :
th I am speaking of their borrowings—A. I think they are two different
5 Ngs.  Government deficit spending did support the country at a certain
dOSt, but it did support it during that acute period. But as to the creation of
€Posits which came concurrently, I cannot interpret it as you say as a replace-
a ?’t of purchasing power by the government. But I may be astray there; I am
Itle confused on your point.
de Q. Had the government not done it there would have been a fall in the
Posits in chartered banks?—A. Not necessarily.
b - You say that the banks could have purchased existing government
Onds?_A. Yes.
an Q. Very well, I do not want to labour that point any further. There is
eothel‘ point, I should like to epitomize in a few words. During the last three
M&rs the banks have increased holdings of government bonds by over

000,000? That is true?—A. During the last three years?

= Q. Yes—A. From 1935 to 1938 about $200,000,000. Those are dominion-
O¥incial government, bonds. :
Q. From 1936 up to the end of this present year—3 years?—A. 1936?

. From the fall of 1935 until the fall of 1938. As I remember the

Sures they had increased their holdings of government securities by almost
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$400,000,0007—A. I happen to have here the figures as of December, 1935 1
dominion-provincial government holdings $956,000,000. ~December, 1938,
$1,162,000,000, an increase of 206,000,000 in that particular period.

By Mr. Landeryou:
Q. Just one question, Mr. Towers,—
The CaarMAN: Order. Let us finish this statement first.
Mr. Lanxperyou: I should like to ask Mr. Towers a question.

The Cratrman: There are a great many questions I should like to ask and
I am sure there are other questions which other members of the committee
would like to ask. Let Mr. Tucker finish.

By Mr. Tucker: : }

Q. I understood you to say—I have not the figures—that in the last four
years, I think, there has been an increase of a little over $100,000,000 a yeal
]ion f,heh holdings by the banks of government securities—A. Yes, that woul

e right.

Q. The effect of that was that the banks traded their obligations to the
government, by giving them a deposit for the interest-bearing obligations 0
the government to pay the banks:; in other words, when they took up that
$400,000,000 the government gave its bond bearing interest at probably 3% per
gent—. —A. Oh. g

Q. Well, whatever it was.—A. On short-term bonds, on treasury bills, it
might be -64 per cent. On short-term obligations it might be 1, 14 or 2 per cent-

Q. You would say that the bulk of that $400,000,000 would bear interest at
about what rate, approximately?>—A. I should think it would not average moré
than 2 per cent.

Q. Then the government exchanged its obligation whereby it promised 0
pay the banks $400,000,000 at 2 per cent and the banks agreed to pay the
: iovgmment $400,000,000 without any interest? That is correct, is it not?—

. Yes. :
Q. In other words, it was an exchange of obligations? That is correct, ¥ . |
it not?—A. Yes. :

Q. Tt is otherwise known as getting credit monetized? That is a reasonable
expression, is it not?—A. I suppose so. D

Q. T was just wondering what justification there is for a government, which
is in control of legal tender and can make anything legal tender, paying a 1€
of 2 per cent to a private institution for making its cheque something 1€
than legal tender but at the same time monetizing it.—A. In the ordinary cot
of events a government borrows the savings of the people. That is quite
different situation from one where the banks’ holdings are increasing.

Q. But what we are dealing with is the present situation—A. Over ?
certain number of years government debts have increased by some hundreds ¢
millions. Concurrently with that the monetary policy pursued has been su¢ ¢
as to urge the banks to increase their security holdings, and they have. Tha
process pretty well ceased between the end of December, 1936 and Decembe® -
1938. Well, perhaps your question would be: why should the governm"n
have operated in that form at this particular time? If the occasion was diﬁefend
and they were borrowing from the people and not from the banks, that WO“II-t
be a different thing. Well, I would say that the government in this case 8%
funds which they wanted to use and perhaps they wanted to give the People
from whom they were buying goods or to whom they were making pay'fnen-t
something which they could conveniently use; in other words, a bank depomﬁ
on which those people got interest. Whereas, if you operated in a differeno
way you might simply give a man a form of money on which he could get

[Mr. Graham Ford Towers.]
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Interest, and perhaps would even have to pay a charge to the bank for keeping it.
Q. Yes, but that brings up the other suggestion. You actually increased
Your money during that period by roughly $400,000,000?7—A. Yes.
Q. And my suggestion is that if you actually increased the amount of
Money emitted by the Bank of Canada to the extent of $400,000,000, and at
e same time provided that against that special issue of money the banks
¢ould only loan dollar for dollar, you would not have increased the amount of

‘Money in the country any more than you did by borrowing it from the banks?—

A. T think that goes back to the remark that you made in the House on February
» and that memorandum which I put on the record in reply. I remember you
Saying that you did not think it was a satisfactory reply, and I am very glad it
fame up again.
Q. I want to go into that, but I wonder if we can do it at this stage.
The CuamrMman: How long will it take?
Mr. Tucker: Not longer than half an hour.
Mr. Creaver: Before you adjourn there is a correction I should like to
Make. The minutes of April 5 at page 115, credits an interruption to me which
did not, make, and I should like to make a correction. In these minutes I am
eported to have said:
d “Mr.CLeaver: No; but has it done any good?” I state emphatically I
d not, state that, and I should like to have the correction made.
t Mr. Tucker: Before we adjourn I should like to comment on a remark
at was made in a certain newspaper about Mr. McGeer and myself.
The Cuamman: Do you want it on the record?
Mr. Tucker: No.
Mr. Creaver: Before you adjourn I should like to move that the committee
8¢t permission to sit while the house is in session.
Mr. Howarp: I second that.
Motion agreed to.

chai The committee adjourned at 1.05 p.m. to meet again at the call of the
ir,
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MINUTES OF PROCEEDINGS

MoxpAy, April 24, 1939.

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

;. Klr Members present: Messrs. Coldwell Donnelly, Dubue, Howard, Jaques,

i awson, Mayban ayhew, Moore, Quelc 088 iddlesex East),
Ro y L Maybank, Mayh M Quelch, R (Middl East)

i aul’s tevens, aylor, Tucker, War oodswort,

ss(StPl’)S Taylor, Tuck Wde h.

In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada.

Examination of Mr. Towers continued.

5 S Mr. Towers was requested to prepare a memorandum for the next meeting
& l‘eply to questions by Messrs. Tucker and Stevens.
At 105 p.m. the Committee adjourned to the call of the Chair.

R. ARSENAULT,
Clerk of the Commiuttee.






MINUTES OF EVIDENCE

House or ComMmons, Room 277,
Otrawa, April 24, 1939.

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

In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada.

th The Cumamman: Order, gentlemen; we have a quorum. Mr. Tucker has
€ floor.

n Mr. Tucker: Before I go on with what I said I would go on with this
oornlng, I should like to deal with a couple of things. I should like Mr. Towers
i Prepare, if he will, a statement of the present relationship between Canadian
toney and the British pound. I should like him to indicate how much more
Ne Canadi'an farmer would receive for his wheat, basis Fort William, No. 1
worthern, if our money were at par with sterling, and how much more he
ould receive if we, by monetary action, caused our money to be at a discount
Wh°°mpared with sterling, of say 25 per cent. I should like him to indicate
at the farmer would receive for butter.

The Cmamman: If sold.

L & Mr. Tuckes: Yes; also for cheese and bacon. Those items are the ones
4 I am most interested in. I should like Mr. Towers in that memorandum
d Indicate what reason has been influencing the bank in its policy, at least
Par g the last year and at the present time, of not keeping our money at a
s ?"lth_ sterling and what reason has prevented them from going further and
oqulng it to be at a discount compared with sterling. I think that the people
anada are very interested in that question.
do not want to enter into this just in the form of a question and answer.
ot think Mr. Towers has dealt with it. I have mentioned it in a question,
alg should like a considered statement—and 1 think the committee would
the()\a-s to what has influenced the Bank of Canada in more or less talgmg
Wwh attitude that nothing more can be done in the way of monetary action,
oen our index figures are at their present level of around, roughly, 80 as
Mpared with 1926.
1 The Cramman: The index figures of what?

| thatMr' Tucker: The index figure of prices. When it is undoubtedly admitted
: to raise the index level would stimulate employment, I should like to know
le the bank has been so fearful of taking definite action to restore that price
i or why it apparently has been so fearful. It looks like that to me, at
. T should like to know the actual considerations that have moved the
k of Canada in their actions so far in being so cautious about operat-
1926?11 the price level at least to the extent (_)f restoring it to the level of
Tosy. bearing in mind that, apparently admittedly, no matter how much
: ihdirve they build up, the banks cannot increase their commercial loans as
F of Cated by the experience of the last four years. So that the purchase
the ovel‘I}ment bonds, as I take it would simply mean that it would increase
receiearnlngs of the banks which they would ultimately turn over to the
ngy, Ver-general of Canada. If it be said that the banks will not reflect the
of caSed cash reserves in putting out additional bank money in the way
situ:#lmercial loans, I should like to know whether we are to submit to that
10n or whether there is no suggested way of getting that money into

d0n
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circulation. In other words, I want to know what the suggestion of the Bank

of Canada officials is with regard to the situation which I suggest they havé - A

to-day, that the last word does rest with the banks in regard to putting bad® S
money into existence. '3

Mr. Towers: Mr. Tucker, if I may interrupt there—and this is not 2 ;

reply to your question but just in order to try to bring up something whit®
will assist us in making a reply—may I say that it is the case, that the §

increase in cash which we have caused during the course of the last few ye#* = -‘

has resulted in a very substantial increase in deposits; speaking from memory’
something of the order of $500,000,000.

Mr. Tucker: Yes. A

Mr. Towers: Not as a result of an increase in commercial loans becats®
of the situation in that respect; but the banks have followed the alternatiVe
method as the only one which I think was open to them, of increasing
holdings of securities. So that the amounts of deposits in the hands of the
people has increased some $500,000,000, a very substantial increase, and on
which is as great or greater than has taken place in most other countries.

Mr. Tucker: That brings up another point which I should like Mr. TOWBI: ]
to deal with and that is as to the justification for a system which is such tha ]
the only way you can get that extra money into existence is by having_t,he
banks use the extra reserves at ten to one to purchase government securiél®
whereby, in effect, the banks exchange their promise to pay for the governme?
promise to pay. The result of that operation has been, as I understand !
and if Mr. Towers does not agree with me, he will say so—that, in order
get that money into existence, it has cost $8,000,000 in interest, assuming o
the rate was 2 per cent as suggested the last day we sat. I should like to k¢
if there is not some far less expensive way of getting that money into existe?
than by increasing the cash reserves so that the banks will increase their holdin¢
of dominion government securities to the extent of $400,000,000; bearing;k
mind also—and I think Mr. Towers will agree—that the increase of P2 g
money to the extent of $400,000,000 does not mean anything more or anyth?
less in the way of increased inflation or increasing your actual moneykﬂ ,
existence than if you put that money out with the provision that the banfolz
against that particular issue of money, could not loan except on a dollar uf'h
dollar basis. In other words, the point I am making is that as a result of Yoy
policy the only way you have managed to increase your total amount of mone/
in existence has been by causing the banks—forcing the banks, you might S"'};he
to put that money into existence by loan to-the government at a cost t0 hat
government, of $8,000,000, when you could have had that money, tve
$400,000,000, issued directly by the Bank of Canada and you would not, haiaf
lost that $8,000,000 in interest, providing you said, “Against that partict
issue we are making now, in this particular series, the banks can only )
against it dollar for dollar.” When that would mean that you woul S;ﬁ{;
$8,000,000 or prevent yourselves from having to spend $8,000,000 to geb tny
money Into existence in the hands of the people and would preﬁ/’en}L :sf,,
inflationary movement at all; and if when you realize that to the extent, at le to
that the extra cash reserves are not going to be used by the chartered banksnly
increase their loans to commercial institutions, they will be used—and the 4 P
way they can be used is to buy government securities—I should like to 108 |
whether it would not be more reasonable to use a more direct way of Put gke |
that money into existence. That is the point I wish to deal with. Do I P
myself clear?

Mr. Towers: Yes, absolutely.

Hon. Mr. StevENs: Mr. Tucker, I wonder if you would mind my i
something at this point? I have in mind a question right along that line-

[Mr. Graham Ford Towers.]
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Mr. Tucker: I do not mind at all.

. Hon. Mr. Stevens: I have been waiting rather patiently to get it in. It is
right in line with what Mr. Tucker has been asking.

The Cumamman: All right.

Mr. Woopsworta: If I might suggest it, could we not have an answer to

th_is question that has been asked? I find it difficult to carry so much in my
mind.

Mr. Tucker: What I had in mind was to have Mr. Towers deal with it in
4 memorandum.

. Hon. Mr. Stevens: The only reason I have for interjecting, Mr. Woodsworth,
18 that I understand Mr. Tucker’s question is a request for a memorandum
ealing with a rather long involved question.
Mr. Tucker: Yes.

Hon. Mr. Stevens: He will himself admit that it is a very involved matter.
Mr. Tucker: Yes.

Hon. Mr. Stevexns: I think the question that I will ask may narrow it down
to some facts which may be a little helpful. That is the only reason I interject
at this time. I shall put on record a few figures, Mr. Towers, and they will
ff)l‘l_n the basis of a question which I should like to ask and which is, as I say,
Similar to Mr. Tucker’s.

In 1926 the banks of Canada held dominion and provincial government
loans to the extent of $324,000,000. I am giving merely the round figures.
_In 1928, they held $334,000,000; in 1931, $396,000,000; in 1936, $1,097,000,000;
In 1938, December, $1,137,000,000 plus, I believe, about $140,000,000 of treasury
bills, That was the set up of holdings by the banks of government loans or
80Vernment bonds.

Mr. Towers: Dominion and provincial?

Hon. Mr. Stevexs: Dominion and provincial, yes. The corresponding
ﬁgures for commercial loans were these: In 1926, $983,000,000; in 1928,
$1,227,000,000; in 1931, $1,141,000,000; in 1936, $707,000,000; in 1938, December.,
731,000,000. Since then they have gone up to about $850,000,000 or thereabouts,
I am stopping at December, 1938. It will be noted, Mr. Towers, that after
1931.~just taking that figure—the holdings by the banks of dominion and
Provineial securities jumped about ‘$600,000,000 or $700,000,000 at the same
,Il‘me the commercial loans dropped approximately $450,000,000 to $500,000,000.
€ point I should like to have elucidated is this: Why is it, apart from the
st.oﬁ_k answer that loans are not being asked for, that there is such a drastic
~Minution in commercial loans? I should also like to know if it is not possible
W Some way—and I should like Mr. Towers to intimate if he can and will
d OW how it could be done—to materially increase the commercial loans and
“bsf&antially, at the same time, diminish the quantity or the amount of

w(glnion and provineial bonds held by the banks. Or to put it a slightly different

R can we not without doing damage to the market or the price level, bring

1 Out a partial liquidation of the fixed assets of dominion and provincial bonds
OW held by the banks and translate them into active commercial loans?
e I made my point clear?

Mr. Towrs: Yes, absolutely.

lik Mr. Tucker: There is another thing I wish to ask along that line. I should

in € t0.ascertain the amount that our federal debt, guaranteed and direct, has

i Teased since 1929. That might be in the form of a table, year by year, if

Mls available—but at any rate showing 1929 as compared with the fiscal year

w,arch 31, 1939, comparing the carrying charge of that debt in bo’qh years. I
1l te]) you just why I am asking the question. There is a suggestion—I hope
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it will be pardoned in the committee but it indicates very definitely what I
have in mind—that it would be quite impossible for any idea to be contem-
plated to the effect that, say, $50,000,000 to $100,000,000 should be spent in pay-
ing the western wheat grower during this time of emergency, because it woul
increase the debt. What I have in mind is the extent to which it is possible
to go on increasing the debt while keeping our different industries solvent 1B
this time of emergency, in the face of present international conditions an
decreasing carrying charge. I have my own ideas on it, but I should like t0
have the opinion of Mr. Towers; because if it is true that the debt has increased,
roughly, by a billion dollars and the carrying charge has not increased, ib
seems rather strange that we should suggest—assuming for the sake of argument *

that using a couple of hundred million dollars is needed with which to geb
agriculture by, not only in the west but in the east—that for the sake of nob
increasing the debt another couple of hundred million dollars we should endanger
the whole agricultural industry in a time of emergency, if we can go quite &
distance yet, while we increase the debt but lower the carrying charge as wé
have done in the past. I should like to know the opinion of the governor ©
the bank on that point, because I think it is very important. That is my ow2
opinion. I shall mention the reason I am asking the question, so that you F
will be on your guard; because I intend to make use of it in the days imme: i
diately ahead, providing it is helpful. Of course, if I do not agree with it,

intend to advance my own theory, anyway. I should also like to have you—

The CramrMAN: Do you not think you might change your mind?

Mr. Tucker: I always bear that in mind. I might be persuaded. Theré
is another thing I should like to deal with, Mr. Towers, and that is the justifica”
tion for the idea that anything spent in that way is going to be paid off bY
the taxpayers; in other words, judging by past experience, the extent to whic
the increase in debt is likely to have to be paid off by the taxpayers withi
our lifetime or the lifetime of our children. That seems to be quite a grea
difficulty to get over. Some people think if there is anything done like that
they are going to have to pay for it out of their pockets. What I want you
to deal with is the question of debt, not only as an obligation of the country
but as an asset of a very substantial part of the people of the country, and
the extent to which we should look forward to trying to pay off that debt; ,I S
mean, as a reasonable proposition, whether we are likely to have to do it
and to what extent the fear is justified. I should like you, bearing in iR
that the debt was infinitesimally small, for example, in Great Britain following
the Napoleonic wars, and that there has been a tremendous increase since th
until to-day, to say as to what extent that fear of debt is justified, providing
it is owing within the country. Then I should like you, if you would, to beal
in mind that I have made the suggestion that there was a thing that I cot
not understand. Tremendous fear was worked up in the minds of the peOPe
at the time the coalition government was first formed under Ramsay MaC;
donald; the necessity for saving money at the expense of school teachers 82
civil servants to the extent of a few million pounds was emphasized. The
very existence of England was supposed to be threatened. Yet we have the
statement to-day that they ean go into debt to the extent of billions for armé-
ments. It indicates to me a sort of tendency to frighen people of debt Whe%
it serves jche purpose of the leaders of finance to do so; and when it does no ]
serve their purpose, to take exactly the opposite view. I should like you t‘} v‘
deal in your statement, if you would, with the extent to which that fear g ‘
the growth of debt is justified in this country, providing it is owed internﬁl.yf
and i view of our set up. I should also like you to have prepared a table; !
you will, of the proportion of the actual money, as defined by Dr. Clark lﬁ
Canada that is not borrowed into existence. That is, there is a very smé
part issued by your institution; I should like you to state the amount in 186

[Mr. Graham Ford Towers.]




that was issued by the state; the proportion then that was issued by the state
®mpared to the total amount; and the proportion to-day that is issued by
e state compared to the amount that is issued by the bank or borrowed
Ito existence. I suppose you know what I mean.

Mr. Towers: Yes; I am not sure what I can produce, but I see the point.

Mr. Tucker: 1 am very much interested in that because there is the
SUggestion that the provinces at that time turned over the right to issue money
0 the government of Canada and that we have turned that right over to the
anks. 1 am interested in knowing to what extent that is true.

Hon. Mr. Stevens: I would suggest, say, ten-year periods.

By Mr. Tucker:

. Q. Yes, if you can. You know what I am getting at?—A. Yes. If there
IS another meeting of the committee very soon I would not guarantee to have
Mswers to all the questions ready.

Q. No. I thought there was a tendency, so far as I was concerned, to
gue with the witness rather than to get your viewpoint, and I am interested
aving the viewpoint of the governor of the Bank of Canada. I realize that
.bannot hope to change your mind, but I am interested in knowing what your
Vlewpoint, is. I think that is what I wanted to get covered in the statement
Which T have asked you to make, Mr. Towers. ]
Es do not wish to take up too much time, but there is one point I should like
| ' deal with this morning. There are several other points I should like to deal
W‘t}{ if there is time after the others have dealt with matters which they wish
0 diseuss. I should like now to deal with your memorandum starting at page 89
f the record of the proceedings this year. " As I say, this is one point I wish to
eal lvgith now and, if there is time later, there are several other points I wish
ake up.
, This is your statement on page 91 of the record:—
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It is a proposal which, broadly speaking, involves two things: (a)
1 Taxation of bank depositors, and (b) the setting up of some new form of
‘ banking system to make loans. Obviously, if the banks were forced to
carry 100 per cent cash reserves against deposits their loans and invest-
ments, in fact, all their assets other than cash would be restricted to an
amount not exceeding their capital and reserve funds. After December
31 last, this amount was $279,000,000—an amount which is obviously
inadequate to finance the requirements of agriculture, industry and indi-
viduals. As the banks would have very little in the way of earnings, they
would be forced to eliminate any interest payments to depositors. To
cover their operating expenses they would, in fact, have to require any-
one who wanted to maintain a deposit account to pay a substantial
charge for that service.

ask I shall have to indicate to you, Mr. Towers, what I had in mind and then
I} you if that statement of yours would be consistent with what I had in mind.
thrad this in mind: That as the government debt fell due it would actually issue
00‘18}1. the Bank of Canada to the people who had payments coming to them
1€y in denominations of $100, $500 or $1,000, in payment of their debt; that
ine at increased the requirements in the way of cash reserves should be gradually
wol‘eased, and that when we paid off ultimately the $3,000,000,000 of debt we
N Uld then have issued to the banks the amount necessary to cover their cash

: wae VS and we would have put into existence which would ultimately find its
ree 10to the hands of the banks the amount necessary to increase their cash
it cTves to a full dollar for dollar basis. That being the case, I do not see why
‘ould phe suggested that it would in any way curtail their ability to make
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loans, because loans would be repaid as they are to-day. I do not see thab it
would affect their ability to make loans at all. I should like you to deal with
that, because I do not see how it would affect their ability to make loans.—A. & 3
the circumstances that you mention the combined balance sheets of the bankd &
would be something of this order: Neglecting for a moment the question as ® =
whether the process would increase deposits—and simply assuming that thei
deposits are two and a half billion, as they are now, although any figure cquld "8
be used—it could be five billion—but we will take it at two and a half billioB: =
On the liability side of their balance sheet they would have that liability to the
depositors for two and a half billion; they would have a liability to their sharé”
holders for capital and rest funds of $279,000,000. That total is $2,779,000,000‘
Now, their assets cannot exceed that. It is impossible for them to do so. Inclu ed
in their assets, by definition, because of the fact that it has been specified tha
they should have a dollar in cash for each dollar in deposits, you will fil
two and a half billion dollars in cash. Subtract that from the total of ther
liabilities and you find that their assets other than cash cannot exceed $279,0Q0" L
000. Those assets, other than cash, may be various things—loans, Worklnf
balances with banks in other countries, bank premises, cheques in course i
collection—all the range of those items cannot exceed $279,000,000. So thaﬁ
their loans and investments will obviously be less than $279,000,000 to the exte?
that they have to have something in the other assets I have mentioned. BB
Q. To the extent that loans are not being repaid?—A. No, because I sti®
~ to the point that their assets cannot exceed their liabilities. £
Q. Yes, but if somebody comes in and repays the loan? We will say tha
they actually have $2,500,000,000 on deposit.—A. Yes.
Q. That means that they have assets in the way of loans and invest.ments/_
A. No, excuse me, Mr. Tucker, not on your figures, because they have $2,%
000,000 in cash.
Q. Yes, but when they have $2,500,000,000 in cash which is deposited ‘p}’
depositors—A. Excuse me, Mr. Tucker, I think that is where the slip comes 1111'
Q. There is no slip there. I just want to retrace my steps—A. I think
can clear that up if I may interject. i
Q. I want to make my point clear. I said that as the government loans f;y
- due the Bank of Canada would issue in payment to those people, that 185 "%
arrangement with the dominion government it could lend it to the Dominio? e}’;
Canada or make any arrangement it liked, but at any rate that that mon®’
would be issued in payment to the people who had those loans.—A. The goVerIl
ment loan falling due? of
Q. Yes, and they naturally would deposit that money in the banks
Canada?—A. Yes, but that increases the banks’ deposits.

By Mr. Quelch:
Q. How does it increase the deposits?
The CuamrMAN: Order.

By Mr. Tucker:

Q. Supposing a one million dollar bond is falling due—A. Yes. 000?

Q. If the government pays that off it decreases the deposits by $1;000'ﬁ- of
If the making of a loan or an investment creates a deposit the paying ©
one destroys a deposit.—A. Yes. o if

Q. All right. Now, that is what happens to-day, but if—A. That 1
the government is paying off debts. inio?

Q. Yes. If you actually paid it in cash, as I have said, the dom! ally
government, instead of actually destroying a deposit of $1,000,000, would ¢
be increasing the deposit $1,000,000. Now, can the bank not loan that $1, d’ai?
jui{ tl}:Ie same as it loans any other million dollars that is paid off t0
—A. No.

[Mr. Graham Ford Towers.]
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Q. Why not?—A. Because you have provided for 100 per cent cash reserve.

Q. It has got the $1,000,000 in cash in its till and it makes a loan of
$1,000,000—A. This is a very vital question and it is essential that we should
get it settled. It represents the simplest, clearest facts in the whole field of
anking and finance, and unless we can get those fundamentals settled it will
be absolutely useless to discuss anything else. It will be like trying to discuss
algebra without being in agreement with regard to arithmetic, so to speak.
n the case you mention where the government pays off in cash and the person

B,

deposits that cash in the bank—

By Mr. Quelch.:
Q. Wait a minute.
The CuAmrMAN: Order.

By Mr. Quelch:

Q. Is the money paid to a person or to the bank?—A. There will not be
any difference in the end, but let us assume it is paid to a person who holds

€ government, bond.

Q. Then he has a deposit; that is a different thing altogether.

The CHARMAN: Please allow Mr. Towers to finish.

Mr, Towers: We can take that other case if you like. If the person who
Teceives the million dollars in cash from the government deposits it in his bank
that hank’s deposits therefore rise by $1,000,000, and its cash increases by

1:0_00,000. In view of the fact that it has to maintain 100 per cent reserves
8gainst deposits it can do nothing further because, if it subsequently proceeds
0 make additional loans, they in turn will increase its deposits, but its cash
Will not be increased. Therefore, as it is provided that it should keep 100 per
:ent cash reserves it cannot take any action which will increase its deposits,

at is, it cannot take any action on its own account to increase deposits because

by definition that would bring its cash reserves below 100 per cent. I think

YOu will find that it is absolutely impossible to construct a bank balance sheet
Which would show that it was possible for the banks to make any loans, or
WVestments under the system you mention except to the extent that they used
€Ir capital and reserves for that purpose. After all, if it is possible to do
at you suggest it should be possible to construct a bank balance sheet to
Teflect the situation.

By Mr. Tucker:
Q. I followed you up fo that point, Mr. Towers. In other words, the

anment by the government of its debt in a series of legal tender could only
¢ Used to finance loans; I mean, to back deposits to the extent of 100 per
‘ent, op dollar for dollar; it could not be used as the basis for a further
of onsion of credit, naturally. But the repayment of a private individual
] $1,000,000 of loans would enable the bank to immediately make a similar
%an, the same as to-day?—A. No.

. Q. We will suppose that there are loans to investors of $500,000,000, to
ﬂm.’ate investors; we will suppose that you finally are on the dollar for dollar
381s, that is, you have gradually increased the issue of money until the banks
'€ on a dollar for dollar basis?—A. Yes. e ,
A Q. Now, that is reflected, as I understand it, in $500,000,000 of deposits?
* You mean the present loans?
ha Let me work it out. We will assume that we are on the 1_00 per cent
$§‘82)S and that there are $500,000,000 which they have on deposit and also
99,000,000 owing by private individuals?—A. Where is the cash, then?
it We will assume that the government has issued enough cash to balance
A, It is very important to settle this as we go along.
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Q. That can be done?—A. It is important to deal with this as we go
along. You have on the bank balance sheet $500,000,000 in loans to individuals,
have you not, on the asset side?

Q. Yes—A. And you have $500,000,000 in deposits owing by the banks?

Q. Yes—A. Well, the banks have no cash then.

Q. I am assuming that you have gradually kept issuing more and more
cash in the way of paying off your debts—A. Yes, but a bank balance sheeb
must balance, and you have balanced it with $500,000,000 on each side and
no cash.

Q. I am assuming that your government has kept issuing cash until the
banks have actually, instead of $10, $1 for every $10; that they have in their
tills $1 for every $10.—A. You must be able to construct a balance sheet.

Q. All right, I shall take it step by step. I thought you were following
me that a depositor could do that. I do not think there is any possible
suggestion that it cannot be done. Suppose you have to-day $250,000,000 owing
depositors.—A. Yes.

Q. The banks must have in cash to-day— —A. Call it two hundred and
fifty millions. )

Q. All right. They have to have in cash twenty-five in their tills or iB
Bank of Canada deposits. Supposing the government this year issues 12
money a further twenty-five, the government simply issues it—we are saying
“twenty-five,” which means twenty-five whatever it is; we will say you have
$250,000,000 owing by depositors, they must have then on hand $25,000,000 12
cash? That is right?—A. Yes.

Q. Then we will say that this year there is issued another $25,000,000-
In order to prevent an increase, because the purpose is to get things in a state
of stability, the government issues another $25,000,000, the banks must have 0B
hand 20 per cent instead of 10 per cent. The only effect of issuing that extr?
$25,000,000 is that the government does not have to pay interest on that, that
is all. The next year the government issues another $25,000,000 which raises
it another 10 per cent, until you have it that the banks only have in thew
tills a dollar for every dollar they owe their depositors.—Yes.

Q. All right, we have got to that point. There is $500,000,000 owing b¥
investors, represented by $500,000,000 on deposit and $500,000,000 in cash -
reserves?—A. Oh, well, they then have a billion dollars on the asset side ©
their balance sheet and only $500,000,000 on the liability side.

Q. I am not worrying about the bookkeeping side of it.—A. But, Mr-
Tucker, it must be possible to make bookkeeping reflect the situation.

Q. I have no doubt your bookkeepers can figure out a way if they keeP
the books that way—A. Should we not pause at that point?

Q. Is there anything wrong in the steps I have taken?—A. Yes, completel}"

Q. Tell me what is wrong—A. You arrived finally at a point where the
banks had $500,000,000 in loans to sundry borrowers; that they had $500,000,002
in deposits owing to depositors and that they had $500,000,000 in cash. h”’t
means that they have a billion dollars on the asset side of their balance she®
and only $500,000,000 on the liability side. In the process they apparently go
$500,000,000 out of thin air. In fact, that is not what would happen, becaus®
you would find that in the balance sheet you have constructed one last step 113
missing. They would have, shall we say, the $500,000,000 in loans; they wot
have $500,000,000 in liabilities, in the form of deposits at this stage, but th?tf;
you would find, that is, if they also had $500,000,000 cash, that their depos! P
would be $500,000,000 higher than you have anticipated. So that you have
billion dollars on both sides of the balance sheet, but only 50 per cent €22
reserves; whereas what we are striking for in this discussion is 100 per cent ¢8% .
reserves.

[Mr, Graham Ford Towers.]
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Q. Well, now, after all, that does not affect the argument as I see it. It is
true the banks in the beginning could loan their eapital and they could loan
to the extent of $10 for every dollar they had of cash reserves in one way or
another.—A. Yes.

Q. Well, then, the banks managed to work out a bookkeeping system
k_eeping track of that?—A. We must assume that represents the actualities of the
Situation, of course.

Q. It does not, though?—A. Yes.

Q. The banks did build up a tremendous amount of assets out of an original
tapital of around $245,000,000?7—A. Yes.

Q. That is what they have to-day?—A. Yes.

Q. They made their bookkeeping keep track of the whole thing. Now,
What I am suggesting is, if they were told in the beginning that they could only
8sue a dollar for every dollar they have on credit, and whenever— —A. That
I8 a 50 per cent reserve.

Q. Let it be 50 per cent.—A. I think, Mr. Tucker, that it would be better
% pursue the idea on the basis of 100, because that was the question and we
Must, get that settled.

. Q. I am coming to that, but you interjected something about bookkeeping
Into which I am not particularly concerned about, because the actual machanics
of bookkeeping would have to conform to the laws laid down by parliament. I

0 not see anything wrong with a situation whereby you would have $500,000,000
OWing to your depositors and the banks required to have $500,000,000 of cash
against it.—A. Yes.

Q. Because you say when people have these loans paid for they fetch the
Money in and deposit it and that would increase the deposits by that amount.—

- Yes.

Q. You would not have 100 per cent reserve by virtue of doing that, but

You would have 50 per cent reserve or whatever it might be, so that it would be
Quite obvious that some other way would have to be adopted of creating 100 per
°ent reserve. One of the ways that could be adopted to create the 100 per cent
Teserve might be for the government to buy back from the banks all the bonds
&nd securities of the government which they hold—A. Yes.
Q. And that would cancel off the extra $500,000,000 of deposits—A. No,
because the government would be issuing new currency to do that. It would
Mean the banks, instead of holding $1,200,000,000 of government securities, would
old $1,200,000,000 in cash, which they received from the government; their
€posits would be unchanged.

Q. But you are worried about the bookkeeping part?—A. No, the facts.
W Q. Well, all right. We will just take the actual suggestion that I made.

€ will suppose to-day that the amount on deposit i§ $2_,500,000,000, and the
:'}llnount owing to depositors is the amount of—to make it simple we will say it is
¢ Same; and that the government follows the policy I have suggested of paying
1 all off A Yes.
$5 Q. In the form of new money. Then the amount of deposits would go up to
’000,000,000?—A. Noj; in that case it would remain the same.

Q. The amount on deposit would remain the same?—A. Yes.

L Q. If you used new money to pay off the old?—A. Could it use that money
Pay off bonds which were held by the banks?

Do .Q. I am suggesting we use new money which would ultimately be rede-

Se:ltt}d_.—A, 1 thought we were speaking of the government buying back
Urities now held by the banks.
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Q. Yes—A. In that case the bank sold some $2,500,000,000 which they had
on the asset side and they received from the government $2,500,000,000 in
cash; so that in that event their balance sheet would then read $2,500,000,000
on deposit and $2,500,000,000 in cash. [

Q. That is not the line I wish to follow. ‘

Mr. WoopsworTH: I am going to say that your bookkeeping cannot defeab
your arithmetic.

By Mr. Tucker:

Q. There is another suggestion there. I am taking the situation as you have
it to-day, in round figures, $2,500,000,000 owing to depositors.—A. Yes.

Q. And $2,500,000,000 owing by the government.—A. Yes.

Q. The government merely pays off the $2,500,000,000 under an issue of
money. That money will presumably be deposited.—A. Well, but these are
. securities which are owned by the banks.

Q. Some of them are owned by the banks and some by other people.—
A. I say it is both.

Q. Yes. To the extent to which they are owned by the banks they would
not be reflected in the increase?—A. No.

Q. And to the extent to which they are owned by other people they would
be reflected in increased deposits?—A. Yes.

Q. Suppose they are owned half and half?—A. Yes. |

Q. Well, then, there would be an increase of deposits by $1,250,000,0002— =
A. Oh, perhaps $2,500,000,000. ‘

Q. No. You say half of them are owned by the banks.—A. Oh, well, in that
case you would have to change your balance sheet because as you had it
originally it was $2,500,000,000 on deposit in the banks—that is, $2,500,000,000
they owed their depositors, and they had $2,500,000,000 in securities, bub the
other assumption—

Q. No, I did not say that. T said $2,500,000,000 owed by the government
and $2,500,000,000 on deposit in the banks—A. Well—

Q. Half of that $2,500,000,000 owed by the government is owing to the
banks and half to the people?—A. Well, in that case the balance sheet that W&
are discussing—

Q. I am not interested in the bank’s balance sheet; I am interested in this
situation. If you introduce that I cannot follow the line. I wish now to follo%
up. You raise a distinct new point, the point of the bank balance sheet, but
am assuming the government goes ahead and does these things—A. We ar¢
talking about banking, and the bank balance sheet will reflect the facts, the
bookkeeping is a minor matter; but this reflects the facts of the case. We musb
deal with the facts.

Q. All right, we will deal with the facts if you are bound to have them:
We will take them as they exist to-day, if we cannot take hypothetical figures:
What are the deposits in Canada to-day?—A. $2,500,000,000; that is the
liability.

Q. Deposits in banks?—A. Yes.

Q. Is that what they are?—A. That is what they are.

Q. $2,500,000,000; and what is owing by the dominion govermnent
to-day?—A. The bank holdings of securities are, shall we say, $1,200,000,
of dominion and provincial securities— ’

Q. .Owing by the dominion government to the banks?—A. Dominion and
provineial.

Q. T am just talking about it from the dominion government standpoint—

A. Tt is just as good, but I thought we were taking it all.
[Mr. Graham Ford Towers.]
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[ ' Q. All right. You want the facts, that is all. I would rather have it, if you
{ are going to have the facts, just for the dominion government alone—A. Well,

18 not, separated in the banks’ balance sheets, but let us say it is $800,000,000
- 1 am just guessing, I do not know. .
. Q. That means there is owing to other people— —A. $1,700,000,000; that
- 8, I believe, other assets of the banks in the form of provincial and municipal

other securities and loans.

. Q. I am not concerned about that. What I am getting at are the deposits
I the banks to-day and they are $2,500,000,0007—A. Yes.
: Q. I want to know how much is owing by the dominion government to
(]i:he banks? And how much is owing by the dominion government to others?

ko IWant the total dominion government debt; I want you to give me the figures.

Wonder if you can supply the figures since you want to put them in?—
¢ ell, it was not the exact figures I was so much concerned about as the facts
o the situation.

Q. What are the facts?—A. I wish you would put down there the other
888ets of the banks which are $1,700,000,000 in the form of loans, provincial
0d other securities.
do Q. But it does not affect what I have in mind; however, I will put it

other (Ci)ther assets— —A. $1,700,000,000. That makes $2,500,000,000 on the
SUer side.
!th Q. All right, but this is what I am interested in. There is owing by
€ Canadian government to the banks $800,000,000, and there is owing to other
®ople the balance of the dominion government debt. What is that?
Hon. Mr. Lawsox: Subtract that from $3,200,000,000.

8 Mr. Towgrs: At this point I would be willing to say $3,000,000,000 or
’000,000,000; I do not think it matters.

By Mr. Tucker:
let Q. T wanted to take arbitrary figures, but you said you wanted facts. Now,
Us have them, because it has either got to be one thing or the other. I am
i’ 80Ing to be hung up at one time because I am stating facts and the next
fa.cts becauge I am taking arbitrary figures.—A. What I referred to was the
83 Ual basis for the discussion, rather than exact figures. Suppose we take
500,000,000.
th Q. Then the difference would be $2,700,000,000. Now, then, I am assuming
m()negmlrxm%{ government, over a period of years issues $3,500,000,000 of new
—A. Yes.
-4 Q. And pays off that debt. There would be an increase in deposits of—
% $2,700,000,000. :
3 Q. $2,700,000,000. That is an increase in deposits, and that would make
deposits $5,200,000,0007—A. Yes.
oy YThere would be an increase in bank cash or reserves of $3,500,000,000?
- Yes

of t}? All right. Now, then, they must have by our hypothesis in respect

' at $3,500,000,000, dollar for dollar against the increase in the deposits.

&nd(.)th.er words if they have the increase, they could loan out $800,000,000
still have dollar for dollar?—A. No.

- Well, the deposits have only gone up $2,700,000,000, and they have

0
thatfm Increase in bank cash of $3,500,000,000; you cannot get away from
ey that is all there is to it.—A. Just half a second. We were discussing 100

Cent cash reserves for all their deposits.
ad 1%, I said in the beginning in- respect of this new series money that they
hot ISSUGd, they. could only loan against it dollar for dollar.—A. But they could
there°a11 anything against additional cash they received because you set out
dep%its ere must be 100 per cent cash reserve in respect to the additional
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Q. I said they could only use half the actual money that is issued; they
could only use half of that particular money which they are issuing that wajy:
That is what I mean. I realize to simply say you would upset the whole bank-
ing system would introduce other elements that could not possibly be goné
into in this committee; but I am assuming that for every dollar of this mon€y
that is used to pay debts is a special type of money which is legal tender for
all purposes except— —A. Against the increased deposits the banks must havé
dollar for dollar in cash.

Q. Let me complete that statement. All the money issued in that W“.%
would be legal tender for all purposes except that the banks could not usé ?
to increase the reserves 20 to 1 as they can to-day, but in respect of that
particular series, if they had it in their cash reserves, they could only mak?
a loan to the extent of dollar for dollar against it.—A. It is not 100 per ce®
cash reserve. f

Q. I am taking the suggestion that I actually made to you at the beginnm%
of my remarks this morning; that is what I am taking, and to actually £
to the technically complete 100 per cent reserve would introduce other €O™°
siderations. I am taking the thing that I am suggesting to you—A. It was
your suggestion made in the House of Commons on February 16 that ther®
should be 100 per cent cash reserves— : d

Q. To work towards that— —A. It said we should get there in the €B
Unless we can come to some agreement on the effective 100 per cent rati?
reserve, there will be the same difficulty on the facts, 60, 50 or 40.

Q. Do you suggest that if the banks had done what I suggest here the.’;
could make loans for a further $800,000,000?—A. They could not increase the*
loans and investments beyond what they are now. 3

Q. They have on hand the increase in cash reserves on the basis whi
I have suggested $3,500,000,000; obligations to depositors have gone up Onlg
$2,700,000,000—A. The total ~deposits are $5200,000,000; their %%
requirements are $2,700,000,000 against the new deposits. They have ab0
$800,000,000— O

Q. They have about $3,500,000,000 in cash; on the old deposits,
$2,500,000,000, their ecash requirements would be just as they are reqw
now.—A. Yes. 11y

Q. Ten per cent. Therefore they require $2,950,000,000, and actua,ed
they have $3,500,000,000.—A. Yes. Assuming that the 100 per cent appl
only to these new deposits there would be expansion powers arising 02 .
assumption of the cash, which would mean that in effect the cash reserves W the
they would have to maintain would be—it would vary to the amount of
deposits, but at this particular stage of 50 per cent or less— on

Q. Yes.—A. So we are getting into quite a different field, we are not
the 100 per cent basis. e

Q. All right; that would be quite possible, and the banks could still h-augt
the chance of making loans to the extent of the difference that you have V‘]7 oll
mentioned, it would be a difference of $800,000,000; that is correct?—A-

I have not figured out what the expansion powers are in that. take

Q. Now, if at the same time they had the rediscount rights they could ar®
in any of their securities which they have the right to do, and if the¥ g
reasonable securities they can get dollar for dollar against them, an¢. .“gt
could not the banks carry on their financing business exactly as they di ¢hat
the time of the Finance Act?—A. Well, I should remind you, of coursé
we have moved away completely from the—

Q. I will suggest the way in which we could get on with the 100 P
system if you want to get on that basis—A. It would be very satisfact
close up the 100 per cent discussion.

[Mr. Graham Ford Towers.]
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Q. In order to get on the 100 per cent system, as I understand it, all that
- Would pe necessary for the government to do would be to purchase from the
anks individually the other securities to give them the 100 per cent reserve.
at is correct, is it not?—A. Yes.
Q. That is possible?—A. And loans, perhaps.
t Q. The only difference is that the government would get the interest from
‘ thESe securities instead of the banks?—A. Yes, and you would then come to
€ point where the banks had, shall we say, $5,000,000,000 of deposits and
000,000,000 in cash, and where their loans and investments and earning
Sets were represented, as I said in this memorandum, by the amount of their
“4pital of $279,000,000.
if Q. Just the same as they were— —A. In these circumstances, of course,
. thaﬁ is what the government did do, you would find the banks practically
Peaking with no earnings. They would have, practically speaking, no power
finance agriculture or industry beyond the $279,000,000.
Q. I will come to that. I do not agree with that.

The Cmammax: Let him finish.

By Mr. Tucker:
Q. I suggest to you—
The Cmamman: Let him finish.

By Mr. Tucker:

Q. I am asking the question.—A. They then have $5,000,000,000 deposits—
Hon. Mr. Lawson: You must take the answer whether you like it or not.
Th Mr. Towes: $5,000,000,000 in cash and practically no earning assets.
Ir earning assets would be restricted to the $279,000,000 of capital and
a tves. Now, that necessarily means (a) they cannot possibly pay depositors
&ly Interest; (b) in order to pay the expenses of operation they must get
08t all those expenses of operation from their depositors in service charges,
as;’au&’»e their earnings on the basis of $200,000,000 odd invested in earning
do ets would be negligible. I do not say for a moment that that cannot be

€, but all T am supposed to point out are the results.

By Mr. Tucker: -
is thQ' All right; now, I want to deal with that. In other words, the situation
to-q 18! the banks then would be what they are deemed to be by the people,
m(may, the custodians of their money. In other words, V{h'en a person has
thatey on deposit, the bank will be assumed to have the ability really to pay
deposit. That is correct, is it not?—A. It has now.
Y Q. No; to-day the bank owes money which it cannot pay.—A. Not at all.
® banks can pay.
T They can pay if the government comes to their rescue in the event of
tgls-\A. No. They can pay if it is possible for them to realize on their

iIlte Q. Yes, but they cannot pay in legal tender cash without the government
befol;‘;enmg and lifting the gold requirement—A. We have gone over that

it ” Q. Yes; all right. I do not want to go into it—A. And we have said that
SUmes g situation such as has never been seen on sea or land.
the “n As a matter of fact, that was not the point at all. The point was that
Degry 2800 the situation such as has mever been seen on sea or land, of the
' ‘hente Wanting their money, has never arisen is because they know the govern-
7

7228s};lnds behind it.—A. We must remember, of course, that they not only
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wanted their money but they wanted their money in only one form, legal tendﬂriz ,
cash. They did not want government bonds or any other of the assets that 3
banks possessed. .

Q. Is it not true that the thing which prevented the people of United States S8
in 1933 from demanding legal tender cash from the banks was the fact that 48
the president said, “We will issue enough cash against the assets of the b
that if necessary they can pay every cent to their depositors”? Then the
depositors did not want their money any more. Is that not true?—A. Whe2
people get into the frame of mind where they only want cash and want 19
other assets, you do come to a situation where practically the whole shop ¥
closed up right across the country. :

Q. Yes—A. All business, public and private. That fantastic—not fan-
tastic but desperate fear which causes the people to do these things, can only
be satisfied in the form of legal tender cash.

Q. The thing that saved the banking system in the United States was the
fact that the government stood behind the banking system to provide the
necessary cash for the depositors.—A. The thing that saved the banking syswﬁ
as against that insane fear was what you mentioned. The thing that enable d
the banking system to continue was that they had assets that would respo®
to those liabilities. If they had not, they had to close up.

Q. It was the willingness of the government to monetize those asset
a dollar for dollar basis, if necessary—

Mr. Howarp: Because they were mortgage assets.

Mr. Tucker: Yes; but it is the willingness of the government, if necessaty’
to do this which underlies the whole thing.

Mr. Howarp: Because they were mortgage assets.

Hon. Mr. Lawson: Frozen.

Mr. Tucker: That is not so.

Mr. Howarp: Yes, it is. 2

Mr. Tucker: All right. The point I am trying to make is not that th
banking system is not solvent, but that underlying the whole thing theré o
the fact that the government, if necessary, will come to the backing of
deposits with a dollar for every dollar, if necessary.

Mr. Towers: As I said before, the fact that the government is ther
promote peace and good order underlies the functioning of all business 1
country. e
Mr. Tucker: Yes. The banks know they can rely on that; and the ‘Peopy,
that that is the case, that they can rely on getting dollar for dollar, if neces* 5
The banks then are able to loan to the extent of $10 for every dollar in re-"ervt_

Mr. Towsrs: That is right. In effect, what the depositors say now or ‘Zhey
their government says for them is this. They say—the depositors—that “5
want the service of carrying these accounts. They also would like, 0 1d
extent that they can, to get some interest on their money. The depositors cf;; a
not get interest on their money and, in faet, would have to pay the K5
substantial service charge for carrying their accounts if you expect the ba?
to maintain 100 per cent in cash. ¢

g 08

e t0 ‘
this !

By Mr. Tucker:

Q. That is the assumption that the banks make?—A. The depositor® S:%
or I will assume that they say, “We prefer that the banks should be able 0 <
earning assets against the major portion of these deposits so that they can °
operating charges and pay some interest.” . et

Q. Yes?—A. Now there is absolutely nothing to prevent the pﬂrha’z in
of the dominion of Canada from saying, “The banks must have 100 ¢€”

[Mr. Graham Ford Towers.] :
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legal tender for each one dollar of their deposits.” But when the parliament
i Of Canada says that, we assume they say so in the knowledge that that means
[ Wat no more interest can be paid on deposits and that the depositors must
bay a service charge to cover operations.

Q. That is the point.

Hon. Mr. Lawson: Or the banks would all go out of business.

: Mr. Tucker: All right. Just a minute. After all, I think Mr. Towers can
handle the thing without assistance from the members of the committee.

Hon. Mr. Lawsox: He is very, very efficient.

Mr. Tucker: All right. It would help me if there were not so many remarks
~ Mr. WoobpsworTta: Mr. Tucker, after all, the rest of us are trying to follow
this; and I think we are right in saying that Mr. Towers should have an
OPportunity of finishing his statement.

. Mr. Tucker: I am not objecting to his finishing his statement. But I do
object to three or four people helping finish it. As a matter of fact, I can help
Im finish it as well as other members of the committee.

Hon. Mr. Lawson: Maybe he thought it was a hindrance rather than a help.

The CramrmAN: Order.

Mr. Tucker: As a matter of fact, I should like to finish this up, if I may.

By Mr. Tuckes:

Q. There is an assumption put out by the bankers’ association of this
%ountry, to which you have just given expression, that if the banks had to have
8 dollar for every dollar that they owe their depositors, they could not loan
Money g they are doing to-day. Now I suggest to you that that is not correct,
nd T shall give you my reason. The credit unions—to take one example—or
1 ¢ commercial mortgage companies take in money at 2 and 24 per cent and
e%an 1t out at 6 and 7 per cent. They do not charge their depositors a service
i arge for looking after their money. To-day the banks have to pay 24 per cent
D their deposits to their depositors—A. One and one-half per cent.

Q. One and one-half per cent?—A. Yes.
$5 Q. All right. Suppose you get the situation which we have just outlined,

00,000,000 on deposit and $500,000,000 that they have got in cash.—A. Yes.
TRy And somebody—we will say the C.P.R.—comes along and says, “ We
dalnt to borrow $1,000,000.” The bank says, “ We have got to have dollar for
ii? lar. We will have to go and discount an asset that we have for $1,000,000

Order to get the money.”—A. But they have not got any assets other than cash.
b Q: Oh, yes. Just a minute. They have their original capital. We are

ssm(Ijlll_ng that we are starting out with this situation. After all, I want you to
glcal,

The CrarMaN: Do you want the governor to give you a reply now?

ha Mr. Tucker: Well, he is going along. We are going along very well. They

35(‘)'3 $245,000,000 of capital and they have $500,000,000 of deposits and
000,000 in cash. The C.P.R. comes along to borrow some money.

 Mr. Towers: Well—

By Mr. Tucker:
Q. That is all right, is it not?—A. No. :

T What is wrong with it?—A. There is something badly wrong. What
thee they got on the asset side of their balance sheet against capital? Have
¥ already loaned that out? v 3
of $5Q- They have that in cash; they have $500,000,000 in cash against deposits
Bk 00,000,000; and they have the money they put in themselves of $245,000,000.

i

293 that was put in in cash, they must have $745,000.000 in cash.
2%
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Q. All right; they have that. Suppose the C.P.R. come along and they sa¥;
“ We want to borrow $1,000,000.” All right, they have the $1,000,000 to loan-
They loan them the $1,000,000. They enter up a deposit of $1,000,000.—A. Yes:

Q. The C.P.R., presumably, is paying them, say, 6 per cent on that loal:
The deposits then go up by $1,000,000. That is correct, is it not?—A. Yes.

Q. The C.P.R. is paying 6 per cent, and they are paying their depositor
just as they are to-day, 14 per cent on their deposits. Where is the difference:—
A. But I did say that they could make loans and investments to the extent of
their capital and reserve.

Q. All right. Then we will assume that they make loans and investment®
to the extent of $245,000,000.—A. Yes. 3

Q. On which, just as to-day, they are getting, 5, 6 and 7 per cent and paying
the depositors 13 per cent. That is correct, is it not?—A. They are gettil
5 and 6 per cent in connection with such loans as they have; but, as you knoWs
those are rather moderate.

Q. All right; that is on the capital. Now we will assume that they want 10
borrow some more money; perhaps they want to loan some more mone¥y<
A. Yes?

Q. Somebody comes to them. Suppose the C.P.R. comes and says, “we
Xar% to?borrow $10,000,000” and they have already loaned out all their capital?/

. Yes? x

Q. They must then go to the Bank of Canada. We will say that under thl:
system the Bank of Canada provides that money, and does so, we will say, ag
a lower rate of interest, in order to stimulate enterprise in this country, loanlnt
it at 4 of 1 per cent to the banks, we will say. The bank can take tha
$10,000,000 and loan it at 5 or 6 per cent, the same as they can to-day; anis
they will pay those depositors 14 per cent just the same as to-day. What i
there to prevent, on that basis, the legitimate expansion of ecredit that yﬂu
want, on the situation that I have outlined here?—A. The system that ¥
propose amounts to this; and if you will forgive me I will refer to the 9
again: Shall we say that the banks would have two and a half billion$ ld
deposits and two and a half billions in cash? They would have in loans s
investments the $245,000,000 of their capital. You say, recognizing of cougg,t
that that is absolutely inadequate to finance the general requirements; t b
they would take that $245,000,000 of loans and investments and rediscount th
or sell them to the central bank and then be able to make a further $245,000;

Q. Yes—A. It is something of that kind that I meant when I said
would have to set up an entirely new system for loans; because it woult_i m?;he
that the central bank was, in effect, doing all the loaning business whic! ks
country required to have done. Then you assume indirectly that the ban®*
so to speak, act as agents of the central bank—

Q. They do that to-day.-—A.—in making their loans.

Q. They do that to-day.—A. Which they do not do to-day, no. o

Q. You have control over it. The only thing is ou do not control thnd
absolutely; you to-day give them a dollar on which they can loan tem i;ﬂy
vou absolutely control the expansion of their loans to that extent. The g
difference would be, I assume, that the time will come when they are
to have to rediscount under the terms of the Bank of Canada Ac
(viv_omtlld say for moderate amounts and for temporary purposes; not as & ste
diet.

Q. Unless you supply them with more and more in cash?—A. Yes. ould

Q. Yes—A. Which we would do if the requirements were such as o
make it necessary. op O

Q. Yes; so that the government could supply more and more new €85
a dollar for dollar basis?—A. Yes.

[Mr. Graham Ford Towers.]
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Q. As it paid its expenses and so on?—A. The banking system in effect
Ceases to be in the loaning business except possibly as an agent executing
Certain loans on behalf of the central institution, which then becomes the loan-
Ing institution of the country. It still remains true that the banks would have,
gthe first instance, no earning assets other than what they had, the $245,000,000

Vested.

Q. The same as other people—A. And the depositors would therefore

Teceive no interest and would have to pay a service charge. The fresh element
at you introduced there is that the banks could sell or rediscount those loans
and investments with the central bank and proceed to make fresh ones; if there

Was a differential between the rate charged by the central bank and the rate

arned on their new assets, there would be a certain margin of profit in there

8 well. What the earnings would be would depend on that margin and on the

Volume. But I would certainly say that it would be a peculiar system and that,

Under those circumstances, you would have a central bank rediscounting practi-

Cally the total of the loans and investments of the banks. It would be far

etter, in that case, to have a nationalized banking system; because that is,

W effect, what it would be.

b Q. That is what you have to-day, except that the banks have a much
etter position than they would have under this system. In other words, the
anks under this system could expand to the extent that you were willing to

8llow them to expand, could they not?—A. To the extent that we were willing

uy or rediscount their loans and investments, yes.

Q. Yes; you would have absolute control. That is true?—A. Yes.

Q. In respect to the extent of their eapital?>—A. That is right.

Q. That is all they could handle?—A. That is right.

T Q. There would be no limit to the expansion any more than there is any

0llmt to-day, would there?—A. No. But it would be completely in the hands

Teaﬁle government and the central bank. The banks would be a loan agency,
LY : :

Q. They would supply the means whereby they could make their loans
8 they do to-day?—A. No, not as they do to-day. If you are doing that on

;arge scale, permanently, then I would say you are in the business and you
18ht as well say so. e

d Q When you stand ready to go to the rescue of the banks to meet their

feDOSltors’ demands as against the assets of the banks, to the extent of dollar

cgr dollar, if necessary, are you not actually letting the bank handle your

5 edif, just the same?—A. We stand ready in the case of an extreme emergency;
nd only then if the banks have assets which will respond to those liabilities.

. Yes, you only give them the assets on the dollar for dollar basis if they
Ave good propositions?—A. Presumably, yes.

o Q. So what is the difference in essence?—A. There is a major difference in

psence’ I would say, because in the situation you mention you have the

Ioermanent responsibility for the activity of the banks in connection with making

or investments, because the whole thing practically is in the central bank

Otfolio. T have not, as you will remember, said that there is anything

Possible in doing this; I have only tried to trace the implications.
o) Q. You said that they could not pay. anything to the depositors.—A. They
ot; d not on the basis that was first mentioned. If, on the other hand, they are
in g as agents for the central bank in handling a large number of loans and
eestments, and if the eentral bank allows them a margin as between what
add.c‘?ntral bank charges and what they get from their borrowers, there is that
ttional earning.
e In other words, you could give them a margin which they absolutely need

'expeigldle the banking business of the country?—A. To cover their operating

es
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Q. Then assuming it is possible for them to pay a reasonable amount of theé
depositors you would have the same control over it or more than you have to-da¥y
would you not? Then has it not this advantage, and this is one thing which * =
think is most important; that you could then prevent the booms and depressions =
that have been a feature of our present banking system for the last 100 year®
to a great extent? Is this not the case; that when banks have expanded thelf
loans and investments to the extent of ten to one anything that affects the pricé
level within the country endangers the value of the securities which the panks
hold, affects their liquid position, makes them begin to call loans, and that St{I '
further depresses the price level and they have got to call even more loans
order to keep in a liquid position, and as they call more loans they cancel 0Ut
purchasing power and it is like a snowball running downhill, the faster they ¢
loans the faster they have to call them? Is that not one of the main causes of
the rolling up of depressions?—A. You have not changed that situation in aBY
way by the new proposal. There is a certain shift in the place where responst”
bility lies. For example, on the side of expansion, provided the central ba
will keep on re-discounting or buying their assets, there is no limit to the 1082
and investment expansion which could take place. If it is a re-discount and
banks are responsible for the repayment of the amount involved then it st
remains the banks’ responsibility to see that those loans and investments 9'rz
good, or to try to collect them if they think they are bad. Therefore, from tha
point of view, the possible contraction is just the same as it is now, the posslble
expansion is also unchanged, and all you will find that has happened is that &
responsibility which now rests on the central bank has changed the responsiblllf’
is now one in respect to the total of loans and investments outstanding without 2
responsibility for just how much is loans, just how muech is investments or W il
the other assets are. Under the system you are proposing I think the centr
bank would be responsible both quantitatively and qualitatively; in other wor 5
you should have in that case a completely nationalized banking system.

Q. Well, that is not necessary—A. My opinion is that it would be. o

Q. All that the banks to-day have risked in the thing is their original C&P“fe
invested plus their double liability, and all they would have invested under :ﬁd
system I propose is the same amount; if you trust them in one case why W° 1
you not trust them in the other?—A. I think you are suggesting that there wou s
be a major difference in operation; in other words, you are suggesting that !

a better way to prevent booms and depressions. i

Q. No, what I am suggesting is this, that you stand ready to—da}’t i
necessary actually to redeem every dollar of the banks’ assets in cash. ha o,
what it means. You would not be doing any more under the system I suggere
Why, then, would you have to have so much more control?—A. Why would the
be any difference in the results?

Q. There would be this difference: The banks to-day, as you knowW:
always worried about their actual cash liquid position.—A. No. o=

Q. They are not?—A. No. I think you are working there on the expeﬂenat
of 1929 and 1934. That cannot be repeated in this way that it happené ith
that time. On that previous occasion, the banks arrived at the year 19 T
rather heavy borrowings under the Finance Act.

are

By Mr. Howard: ody
Q. And heavy loans?—A. And heavy loans. When the depression St/ar%ial
when prices started to fall, there was naturally a collection of a subst® oty
volume of those loans. T suggest we should not go at this moment into exabol“
how much of that reduction of loans was purely in the interests of the
rowers and for their own good, and how much was undue pressure. The & in
were rather keen to repay their advances under the Finance Act. We were
[Mr. Graham Ford Towers.]




BANKING AND COMMERCE 187

fact off the gold standard. There was no way in which cash could be increased
Other than by borrowing under the Finance Act: in fact, the banks wanted to
Yeduce those borrowings.

By Mr. Tucker:

Q. Because they were paying 24 per cent interest?>—A. I do not think it
¥as the interest rate, but they wanted to reduce them, realizing that those
Orrowings should be temporary. Now, that meant a reduction in the volume
Of their cash reserves and it meant a certain pressure in regard to contracting
nd pulling in. That situation cannot arise again. Incidentally, I will back-
Tack for a minute and say that the Finance Act transaction of $35,000,000 in
Ovember, 1932, was designed to relieve that pressure, and it did. It accom-
shed a very great deal, much more than people realized, I think.
B Q. What accomplished that?—A. The Finance Act transaction of Novem-
T, 1932, when Mr. Bennett asked the banks to borrow $35,000,000. They
Sald, “We do not particularly want to, but we will do it since you ask that it be
Ohe.” That was what you might call a central bank action with the only
Machinery which was available at that time.
% Q. It was opposed by the banks, was it not?—A. Some felt they did not
s.eed 1t, but they did it on the request of the prime minister of the day. Such a
uation as that cannot arise again because if there is a contraction on the part
the banks due to fear in regard to their cash position all the central bank
38 to do is to interject another $10,000,000 or $50,000,000 of cash into that
:tua"ﬁlon and relieve that fear. We have the machinery for doing that which
€ did not have prior to 1935.
e Q. You suggest, Mr. Towers, do you, that when the banks owe $10 for
abery $1, as they do to-day, they have got away from worrying all the time
ﬂaOUt keeping the loans liquid and keeping in a liquid position—A. I would
hy this, that they wish to keep in a reasonably liquid position, they wish to
,bave 10 per cent cash reserves and certain other assets, s.hort.-t.erm government
Iollds or whatever it may be, which will be readily available in case of need.
th 0 say this, that in circumstances such as we have been talking about, if
G CIr worry were translated into a desire for 15 per cent cash instead of 10 per
“0t, we would soon take steps to see that 15 per cent was there.
to Q. In other words, you stand behind them, as I have said—A. We stand
K See that the banking system of the country operates properly so far as it
toes In our power so to do. Mind you, Mr. Tucker, when I say we would add
heir cash, that does not necessarily mean discounting anything for them.
ang Q. No, I understand.—A. We can buy bonds from Tom, Dick and Harry
add to their cash in that way. :
Q. They are under constant supervision by the Department of Finance?—

. Yoo,

i t'hQ- If there is a tendency for certain types of their securi’gies to freeze up
wil) €re not an expectation on the part of the Department of Finance that they
T actually at all times preserve a certain definite proportion of liquidity in
b %ar to their position which means the collection of loans that they can
o lect?~A. No, I do not think so; at least, certainly not necessarily. If a bank
% greatly over-expanded its loans, in the opiniop of its own officers or of
Meone who inspected them, then the inspector might very well say, “Look,
loans used to be $100,000,000 and your cash and securities were $100,-
B You had about 50 per cent of one and 50 per cent of the other; now
U haye let your cash and securities run down to $25,000,000 and your loans
ls.ve run up to $175,000,000. Not only is that a tremendous expansion but it
: tOo' much in certain places, it is not good looking stuff, it looks too specula-
y(\;e, 1t looks poor, you have overdone it, you ought to pull in.” In that case
do get a pulling in and presumably the bank will pull in its most specula-
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tive loans. That is a most unfortunate situation, and it would be far bettef ¥
if before that situation arrived someone had said, “We think you are going &
little too far; I do not suggest pulling back, but don’t go further, because you
will be getting into an unsound position.” Once you have allowed the banking =

structure to get into a tremendously over-expanded speculative position it 1
pretty hard to avoid unfortunate repercussions. But naturally the idea woul
be, do not let it get there.

Q. By your giving them the right to use your money at 10 to 1 are they
not more likely to go too far if there is a chance to make profit, and are you 1o
going to have to check them even more than if they could only use it on %
basis of a dollar for dollar?

By Mr. Taylor: z
Q. I am constantly hearing the statement that we are loaning 10 to 1
and that we are working on a 10 per cent basis. If we are working on #
10 per cent basis we can only loan 9 to 1 because 10 per cent of the cash monéy
must be reserved against the cash deposited. Am I right?—A. That is true.
Mr. Tayror: Thank you.

By Mr. Tucker:

Q. We will assume that that correction is right. But we are trying to geb
at principles and not exact figures—A. Yes. I should say that the maintenﬂ;ﬂce
of a reasonable degree of stability depends on the actions of the executiVe®
of the banks, depends on the views in regard to those actions which may
expressed by the inspector-general of banks, and depends finally on the
expansion power which they have as the result of the amount of cash they have
Of course, we control that amount of cash. If we saw to-day that the banks
were becoming too exuberant in the making of loans I assume that we would
do two things: We would say to the banks that we thought they were going
far and we would probably cut down their cash so that they would not hav®
difficulty in going any further. :

Q. After all, you are giving evidence and you-are stating on your respo’:
sibility as governor that we are no longer faced with the danger of the ban
having to unduly call loans to preserve their liquid cash position any furtber ke
A. That there is no necessity for that because the machinery which we haV
enables us to increase the cash in those circumstances. to

Q. On the basis of Mr. Taylor’s interruption, if they are permitted 9
make loans of $10 for every $1 they have, is it not true that they do loan 0%
basis of 10 to 17—A. With the distinction which he made in regard to the exac
figure, yes. o?
Q. As a matter of fact, if they have a dollar on hand they can loan out $1
Mr. Tavror: No.

Mr. Towers: No, because they have to have, shall we say, $100,000,000 a
deposits which call for $10,000,000 in cash and therefore the other assets, 102
and investments, can only be $90,000,000.

By Mr. Tucker: >

Q. If you actually had $10,000,000, you could loan out $100’000’000?b4’"
A. No, because originally $10,000,000 will be represented by a deposit, no dout

Q. As a matter of fact, they are loaning out to-day, and you restrict 9
to loans and investments, to the extent of $10 for every $1 they have on hand 10
A. No, not quite. It is perfectly true that it is 9—9 for 1 on that basis. A
per cent cash reserve implies by simple arithmetic a 9 for 1 expansion.

Q. At the time of the British MacMillan report it was 11 to 1.—A. It ¥
from 9 to 1 to 11 to 1. e

Q. T thought that report referred to 11 per cent cash reserve.—A. Noj
was 9 per cent cash reserve.

[Mr. Graham Ford Towers.]
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By Hon. Mr. Stevens:
Q. The 10 per cent cash reserve is not an arbitrary figure?—A. No.

By Mr. Tucker:

Q. That is what I am getting at.—A. It might be 8 to 1 at times in the case
of some banks; it might be 9; it might be 10.

By Mr. Taylor:

Q. Has that not been a constantly decreasing percentage due to the increased
Use of the cheque?—A. You mean that the ratio of cash reserves—
... Q. Cash and till money on deposit?—A. —of cash reserves, that is both
tll and money deposits. No, I would say not. But in the years 1931, 1932
and 1933, it tended to be 8% per cent to 9 per cent, whereas 10 per cent is the
gure now. ;

Q. T remember clearly in the nineties—that is a good memory—it was
about, 22 to 23 per cent.—A. Ah, yes, it was higher in those days.

By Mr. Tucker:

Q. Then, Mr. Towers, to complete the statement, you would say that the
Only advantage in this system would be, first of all a tremendous saving of
Mterest that the government pays?—A. I would say that there is a tremendous
Saving in interest which the government pays, but that the government has
Extracted that from the depositors.

A Q. No; I am assuming that the depositor still gets the 1} per cent.—
- I do not see how they could.
Q. Well, T am suggesting to you that they could get the money they need
m the central bank for half a per cent?—A. For what? 5
th Q. Yes, half a per cent, and I do not see any reason why it should not be
fat low to stimulate business, and they should pay 14 per cent to_depositors.
th they did that they would not be able perhaps to build the large buildings that
{ €y build to-day and pay the salaries that they pay to-day and make loans
O their subsidary companies and all that sort of thing; but they should be
€ to finance on a margin of 4 and 5 per cent and therefore they could pay
fIr depositors. The government would get half a per cent, on the financing,
and it would not be paying the interest on the public debt. There would be no
&' done because you would have even more control over the system than
You have to-day. That is what I suggest to you, and I suggest that your
‘Morandum did not deal with the advantages in the suggestion. When I was
.speaking in the house of commons I was not setting out a mgtlculous bookkeep-
11 Proposition, I was laying down a suggested line of action.—A. Of course,
dO. not think, so far as I recall your remarks, that you did suggest that the’
%80ing activities should then be entirely dealt with by the central bank.
It Q. Naturally I realize we would have to go on using the bankl_ng system.
5 Your memorandum did not deal with that subject, g,nd speaking of the
"8gestion that some other member may ask some questions along that line,
Would ask you to deal with the suggestion I have now made.—A. Yes.

The Cuammax: Mr. Mayhew has the floor.

A Mr. Mavyaew: T have a suggestion to offer if the committee will permit me.
pppal‘ently, we are discussing banking systems and there are at least two and
wrobably three different systems that have been mentioned here to-day. I
th0111d Suggest that we reverse the order probably at our next meeting, and ask
th:ze who are propounding the various systems to answer the questions rather

ing, have Mr. Towers answer them. In that way we would probably get, the
mg

prob a'bl

fro

tion we want. I am quite serious about that, because I think we should
¥ look at any of these systems to get what good there is in them. I am
hat I would not be able to ask questions on any one of them, but T would
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probably get the information I want by some other members asking questions.
With the services of our good friend Mr. Towers we might be able properly
to understand the systems propounded by Mr. McGeer and Mr. Tucker and
anybody else.

The Cuarman: That is an excellent suggestion.

- By Mr. Tucker:

Q. I should like to ask you one other thing before I resume my seat. The
suggestion has been made that this country needs to have new credit from
abroad. I suggested, with the financial set-up we have to-day under our Bank of
Canada Act, that new capital should not be brought from abroad to develop
our natural resources, but that some means should be found to use our present
opportunities for expansion of credit rather than selling our natural resources
into a sort of bondage to other countries—A. As a matter of fact, in the last
five years we have repatriated foreign debt on an enormous scale.

Q. Yes. I dealt with that situation in the first speech I made in the
house of commons this year. We hear the cry that we want foreign capital t0
come in to help us develop our mining fields in the north, this and that and
the other thing. To-day we find our prospectors in this situation: they are
looking around for foreign capital to come in to develop the things they
find. They can only get that capital at the very exorbitant price of turn-
ing over substantially large portions of the mining areas to the owners of the
capital. I suggested in the House of Commons some sort of a system—and I
applies also to what Mr. Donnelly raised the other day, where the banking
system to-day has got into the attitude of mind that it wants a rate of interes
that municipalities and provinces would ordinarily pay, and yet they won
loan that unless they get a government guarantee. Although they are handling
our credit on all big transactions they can absolutely strangle everything 12
the way of development if they wish to do so. I do not want to take up any
more time than I have taken up, but I made a suggestion there in regard
using our credit and seeing to it that instead of having the country’s natu'l'a’I
resources turned over to foreign control, something be done in the way of setting
up some control from the standpoint of providing credit to big enterprises.
wish you would glance over my speech and make a short memorandum upoI;
what you think of my proposal—A. I think I can answer it right here, bu
perhaps not to the extent that I could do it in a memorandum. My answe’
1s this: (a)we are cutting down our indebtedness to people in other countries
very substantially, and have been doing it for the last few years; (b) I un er-
stand mining enterprises can finance themselves pretty satisfactorily in Cana ae’
and have been doing it during the last few years. I believe that there 8T
c}elartain American investors in our gold stocks, and we cannot stop them havi?
those.

Q. Do you think that we can go on without American capital, and get loti
of it here in Canada?—A. I think that they have been able to get lots ok 8
here in Canada. I would say this: if they cannot, it must mean, of cowrs®
they cannot sell the Canadian people thie idea of making these investments- o

Q. No; the banks are not providing the long-term loans.—A. The Can
dian people have the savings. ve;

Q. Suppose the Canadian people have not got the savings?—A. They hevs
they have got $2,500,000,000 in the banks right now. i

Q. What I wish to deal with is this point: suppose the Canadian peop ¢
through their nervousness about the situation, will not loan their savmgsvd 10
banks themselves cannot enter the picture because they are not suppose in
make long-term investments like that. Is not there something we can
the way of providing for that financing of the developing of our own res
instead of having to go abroad for the capital>—A. In fact, I think tha
are doing it from our own resources right now.

[Mr. Graham Ford Towers.]
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~ Q. Are you satisfied with the situation?—A. That is an awfully diffcult
thmg to answer, because one gets put in the position if one says that certain
Ings are so-and-so, of someone else saying: are you satisfied with the pros-
Perity of this country; do you believe everyone is employed? And so forth

7 and so forth. Of course, I do not; but that does not prevent me from thinking

hat certain propositions which are being made would not, in fact, result in
mprovement. In any event, the proposition is one which involves a change
In the Bank Act and the banking system, so that the banks will be enabled

finance in equity form presumably, because that is where money is needed,
and will be able to finance new developments, mining or whatever they may
€. I am thinking of functions which hitherto have been considered ones
Which should be dealt with by individual investors; functions which the
Mvestor has performed on an enormous scale. Your suggestion is, shall that
unction be performed by the banks, particularly when the individual investor
I8 frightened to take the risk? That is an extremely broad subject; it relates to
the Bank Act and to the banking system and I just question whether I should
try and deal with it at this stage.

Q. There is just one other question—

The Cuamrmax: Mr. Tucker, Mr. Quelch has the floor.

By Mr. Tucker:

Q. In the past the mortgage companies have been making vast amounts
of loans in Canada from moneys obtained from abroad, and the interest goes
gllxl't of Canada. I suggest that there should be some form devised to prevent
- 1S great amount of interest money going out of the country. I suggest there
s ould be a separate system—if you do not want to tie it in with the banking
IYStEm we have to-day—to provide that capital within the country for mortgage
v‘;ans and everything else, instead of having it going abroad. In other words,
le can supply that capital in Canada, can we not?—A. And in fact, in the
35t few years we have not only been supplying such capital as has been required
tﬁr development going on within the country, but we have gone very far beyond
3 at; we have supplied all that has been required during these years and we
baVe brought back five or six hundred million dollars which had previously been
Orrowed from the foreigner.

Q. What I am getting at is this: in the line of further devolpment there will
demand for more money and so on.—A. Yes.

b Q. We should provide that capital and have the interest stay in the country

sg Virtue of a change in the Bank Act by setting up a loan bank, a bank to
Pbly capital on long terms, or something of that nature.

By Mr. Quelch:

% Q. T understand that Mr. Towers is going to prepare a statement referring
to the 100 per cent system.—A. And expanding my reply at the third meeting
.’ nclude the further suggestion that the financing of loans and banking

, eovest_ments should, under the 100 per cent system, be managed by dis-

Wting or selling obligations to the central bank.
Wo - There are a few more points I should like to make on that. If you
uld include one or two other points in your reply you would show that the
exe ers which you can exercise in increasing or decreasing the currency, would
i eise effective control over the chartered banks at the present time.—A. That
8 quantitive control, yes.
i You are probably familiar with the statement that the Minister of
i&I}ce made in the house on March 8, 1938. Perhaps I had better read it.
of es N reply to a suggestion of the member from Rosthern in regard to the issue
ertain money. Mr. Dunning states:—

An increase of, say $350,000,000 in chartered bank holdings of Bank
of Canada notes would increase their cash reserves from 'che. present figure
of about $250,000,000 to $600,000,000, and their cash ratio from about
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10 per cent to roughly 24 per cent. . . If the banks use their increased 1=
cash in the normal way, as a basis for the extension of roughly ten times =
as much in loans to the publie, or for the acquisition of ten times as mueh
in investments, bank deposits would expand by approximately an equal
amount until the cash ratio was brought down again to approximately 10
per cent. This would mean an increase in bank deposits from the present
level of about $2,387,000,000 to something like $6,000,000,000, or more
than 2:6 times the level of December 31, 1929. Am I merely old
fashioned or orthodox when I say that this would mean a colossal measure
of inflation?

The suggestion was that a certain amount of money might be needed in circula-
tion—I am not going to say whether it is too much or not enough.

The only reason that the minister gave against that was that if that money
was issued, then the chartered banks might be expanding their loans up to ten
times the amount of cash, which would bring about inflation. It seems to me€
very strange that, on the one hand, we say that we have effective control of the
issue of currency and credit on the part of the chartered banks; and then 0%
the other hand the Minister of Finance gets up in the house and says we canno
issue a certain amount of money when that much money is needed in circulation
for fear of inflationary action on the part of the chartered banks. It seems t0
me that in itself gives the lie to the statement that we have effective control ©
the issue of currency and credit—A. On the contrary; because if that money
was issued, we would be responsible for the result.

Q. We could not prevent the banks——A. The moral is that if the expan”
sion on the part of the banks is not desirable, do not issue the money.

Q. Yes; but on the other hand if it is desirable to finance employment to thé
extent of $100,000,000—we consider $100,000,000 is the amount of money need®
in circulation—the idea is that when that $100,000,000 is put into circulatio®
the chartered banks may or may not—we do not know—expand their loans
$1,000,000,000 instead of $100,000,000. Is that not true?—A. Yes. The mord
is, “Do not issue additional money unless you want bank expansion.” If mone
is required for government financing, but cash expansion is not desirable, the.% 4
borrow the money from the Canadian people. You may say, “Then, would ?
not be much better to issue new money and finance government expenditures 1
that way without interest charges?” We have, as you know, put down III;
memorandum form, our view that such government financing is not costless. he
may be costless so far as the government is concerned, but expensive so far as t
people are concerned. &l

Q. By increasing the price level>—A. By increasing the price level 2
various other disruptions and changes which may take place. Some one P2 e
the shot. The government may evade it but the people get it; the peOF 4
pay it; and as the government and the people are one, you will not be very o
ahead. 1

Q. In order to get more money into circulation, you maintain that it wou
be necessary or desirable that we go into debt to that extent?>—A. I beg Y°
pardon? A

~ Q. You would maintain that in order to get more money into 011'0_111:'
tion— —A. I do not suggest that that money should necessarily be obtall!
by borrowing. iod

Q. By taxation?—A. It might be by taxation. But what I am suggesj".lnbs
is that whatever you do there is a sacrifice; and government policy conslin
in deciding which is the best sacrifice to demand. Any thought that you ¢
pull yourself up by your hoot straps and put this great additional quantity ald
money into circulation without cost or sacrifice by the people is what I W¢

{Mr. Graham Ford Towers.]
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- Object to. But naturally I do not express any opinion in regard to govern-
ment policy; I only state that there is sacrifice involved, and the wisdom of
government policy consists in choosing the best form of sacrifice.
i Q. In addition to that, I notice in a recent issue of a letter of the Bank of
K Montreal a statement quoting Reginald McKenna in which he states that until
.~ You have full employment there is really no danger of inflation, and that the
. Bovernment could borrow money rather than increase taxation until you have
-~ full employment. Of course, we have not full employment in Canada to-day.
I It should be possible to issue more money without any danger of inflation?—
A. I tried to deal with that in the memorandum I read at the last meeting. I
do not think there is anything I could add to-day. In response to a question
Which Mr. Tucker raised at the last meeting, which I perhaps should have
rought, up before, I have a memorandum of reply here. Perhaps at this stage,
With the committee’s permission, it will be best to put it on the record.
ould it?

The CHarMAN: Yes.

Mr. Tucker: With the consent of the committee.

Mr. Quercu: I wonder, before you do that, if you would—

Mr. Tucker: He is not going to read it now.

Mr. QuercH: There is one point I want to bring out regarding the 100 per
‘ ‘ent system. Personally, I should like to see the whole banking system
£ Dationalized; but, on the other hand, there are many people who are opposed to
. hat idea. Personally, I think that so long as we have directors on the chartered
anks who are also directors of large industries, you have rather an undesirable
Stuation. But in so far as the 100 per cent system is concerned, surely it would
€ possible to amend the Bank Act so as to control it so as to increase your
_reserve up to 100 per cent of your demand deposits, not deposits; just
Testrict that to demand deposits alone and then have a distinet split as between
€mand deposits and savings deposits. .

S Mr, Towers: I know that that suggestion has been made in the United
'I‘tl?tesi My own view is that it has no features which make it worth while.
J I € distinction as between demand and savings is almost impOSSlbl.e to make.
I8 true that on the books of the banks you will see certain things in the
“Vings category. Are those real savings or are they deposits of another kind
lIch depositors have put into the savings department?

By M. Quelch:

be; Q. Exactly, but there would be nothing to stop that clear-cut definition
aemg made. At the present time, I can write a cheque out on a savings
thcount and draw it out, but- the banks have the power to refuse to do that;
acey can demand that I give certain notice before I draw a cheque on a savings
tount, although they do not exercise that right.—A. No.
Q. But they have that power?—A. I do not think it could be exercised.
i If you drew a line between savings accounts and current accounts then
acu Wwould need to have only 100 per cent cash reserves against the current
ego‘mts?j—A.. Yes. I know that proposal is being discussed. Frankly, I do not
to tﬁnythu}g in it so far as Canada is concerned. I think what has brought it
will lelr minds in the United States is this: A desire for some formula which
Imply greater control.
15 Q. Tt would give greater control, would it not?>—A. Perhaps with their
A banks and considering the great difficulties they have always experi-
Willed they are seeking a formula for control. My own belief is that a formula
Never get you anywhere; that you cannot legislate good management.
at 4y The on-ly thing is that it would give us fga,r. greater control than we have
the € present time. We would not have the Minister of Finance getting up in
house and saying that we cannot issue this money for fear the chartered
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banks will expand their loans to that extent.—A. You still would have that
situation. It is true that in the first jump you would be able to issue additional
currency which would be frozen through the banks’ need for increased cash
reserves. At that stage all that you have done is to impose a form of tax or
reduction of earnings. Once you had reached that point it would again becomeé
true that any substantial increase in currency would permit banking expansioB
based on—

Q. Savings accounts?—A. —based on the ratio between the average cash
reserves and deposits.

Q. If you drew a line of distinction between savings accounts and current
accounts in reality you would have 50 per cent cash reserves in savings accounts
and 100 per cent in current accounts. If, for instance, you had deposited money
in a savings account for a certain length of time, three months or six months,
during that period that money would then belong to the bank and they could
loan it out for that period of time.

The CraRMAN: Gentlemen, it is now 1 o’clock and we have lost our quorum-

Mr. Tucker: Mr. Chairman, what about that memorandum which M
Towers prepared?
The CrammaN: The governor’s statement will go in the record.

MEMORANDUM SUBMITTED BY MR. TOWERS

Submitted in reply to the suggestion made by Mr. Tucker on April 21, 1939
that as long as there is unemployment in Canada it would be feasible to issu®
additional money in depressed areas without causing inflation or material har™®
to other sections of the country.

The question to which I shall attempt to reply is not how much assistanc
should be given to depressed’ areas—because that is a matter of governme?
policy—but is whether assistance to such areas in the form of additional moneY:
may be made without involving sacrifice by other sections of the country. |

I shall assume that the state of depression which this particular suggestlon'
is proposed to alleviate, is considered or hoped to be temporary—nob
permanent feature which would justify the costly procedure of revamping the
whole economy in order to make ourselves a more self-contained comlntﬂf
I believe Mr. Tucker indicated at last week’s meeting that he was thinking ©
a temporary problem. : :

In order to clarify the discussion by relating it specifically to Canadlaré
conditions, it may be assumed that a large payment is made to western whe
growers to restore their income to normal pre-depression levels. :

The first results of such a policy would be an increase in western purcbaSIIﬁ%
and consequently some degree of stimulus to industrial activity elsewhere 1 t
country—although for reasons which will be mentioned later such an increa®
in activity would be less than proportionate to the amount of the payment
western wheat farmers and would be of a temporary nature. 10

If the increase in purchasing by western wheat farmers were confined 4ic
goods produced wholly in the domestic market and if the increase in domes
industrial activity were accompanied by a corresponding increase in demaﬂa
for the products of western wheat farmers, then the basis would exist O .
continuous exchange of goods and for a general improvement in econ®
conditions. e

To suggest that actual developments would follow this pattern is t0 lo
touch completely with the realities of the Canadian situation. It ¥ %
assumption applicable only to relatively self-contained economies such .
Germany and the United States to which we have referred at previous meetin

[Mr. Graham Ford Towers.] g
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By far the major problem in western Canada is wheat and as it is quite

~ iImpossible that an increase in Canadian demand would absorb a large part of

the decline in foreign demand for this product and almost equally improbable
that the increase in western buying would be satisfied chiefly in the domestic
market, such a payment to western wheat farmers as we have envisaged, would
undoubtedly entail sacrifices for other sections of the country.

Increased purchases both by western farmers and resulting from the
Stimulus to domestic industrial activity, would increase the demand for
Imported goods—partly in the form of finished products and partly in the
hature of raw materials for Canadian industries. Imports in general would tend
to rise to about the same level as if Canadian wheat exports were of normal
Value and the income of wheat growers derived from foreign trade rather than
to a large extent from an internal payment.

In the absence of the normal receipts from foreigners in payment for our
Wheat, such an increase in imports would bring pressure on the balance of
Payments and depreciate the Canadian dollar in relation to other currencies.

The effects of currency depreciation have been covered in some detail
by an earlier memorandum which has been placed on the record. I believe that
1t would involve an undue amount of repetition for me to go over that ground
again and that it would be enough at this time to mention the major results

of such a policy—which are the increased cost of all payments abroad and a
general rise in the level of internal prices and later of costs. Bearing these
deVe_zIOpments in mind, I believe that the existence of a sacrifice by important
Sections of the country becomes clear.

In concluding, I would like to emphasize again that what I have said has
Dot heen related to the amount of assistance which it is desirable to give to
U€pressed areas in our economy because that is a matter of government
Policy and is entirely outside my province. I have simply attempted to show
that the suggestion made by Mr. Tucker would not be, under existing Canadian

. “onditions, a method which would not involve sacrifices on the part of other
Sections of the country.

. The Cmamrman: The committee will adjourn to meet again at the call of
the chair,

. (f\t 1.05 p.m. the committee adjourned to meet again at the call of the
air,
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MINUTES OF PROCEEDINGS

Fripay, April 28, 1939.

i

§ dm,, the Chairman, Mr. Moore, presiding,

The Standing Committee on Banking and Commerce met at 11 o’clock

A u; Members present: Messrs. Baker, Deachman, Donnelly, Dubue, Fontaine,
Rﬂl, Jaques, Kirk, Landeryou, Macdonald (Brantford City), Manion, Moore,
VPSS (Middlesex East), Ross (St. Paul’s), Taylor (Nanaimo), Stevens, Tucker,

len, Ward, Woodsworth.

In attendance: Mr. Graham Ford Towers, Governor of the Bank of Canada.

i After considering a private bill to incorporate Universal Eucozone Limited,
¢ Committee resumed consideration of the Report of the Bank of Canada.

Mr. Towers read into the record several statements in answer to questions
d by members at the previous sitting, and was further examined.

aske

At 1.05 p.m., the Committee adjourned to the call of the Chair.

R. ARSENAULT,
Clerk of the Committee.







MINUTES OF EVIDENCE

House or CoMMmoONS,

Room 277.
April 28, 1939.

o The Standing Committee on Banking and Commerce met at 11 am. The
hairman, Mr. W. H. Moore, presided.

The Cmamrman: Order, gentlemen. We have a private bill to deal with
this morning, bill G2, passed on to us by the senate.
The committee thereupon dealt with the private bill.

... The Cmamrmax: Having dealt with this private bill we shall now proceed
With our regular order of business.

ﬁrst

In attendance: Mr. Gramam Forp Towers,
Governor of the Bank of Canada.

5 The CramrMan: Mr. Tucker, I think you have the floor. Mr. Towers has

m:ﬁf:tement prepared. Is it your pleasure to have Mr. Towers read the state-

o Mr. Tucker: 1 think probably the committee would like to have it read.
at was their attitude at the last sitting.

Y Mr. Towgrs: Mr. Chairman, and gentlemen, I should like to make these
thlnarks before replying to Mr. Tucker’s question. During the meetings of
re:;n%mmlttee many of the questions which have been put to me have been
not, ¥ questions on matters of government policy. In such instances 1 do
b believe that it is proper for me to state that certain policies should or
tioﬁlld ot be adopted. I have tried to indicate, therefore, the various implica-
an ds of those policies, the nature of sacrifices involved and generally the pros
e €ons of the situation. I mention this method of reply at the present time
attaUSe 1t affects the treatment of some of the questions to which I shall
®mpt to reply today.
TUQkI shall dgal first of all with the 100 per cent cash reserve proposed by Mr.
Mg fr- During the course of the last meeting Mr. Tucker suggested that the
inwﬁ fhance of 100 per cent cash reserves against bank deposits would not
o rVe‘ a restricted loaning policy by the banks, if such loans were eligible
i ediscount at the central bank in return for a charge of } per cent. Mr.
D e stated that a plan of this kind would offer certain advantages over the
0t procedure:

(a) Government debt charges would be reduced.
ank depositors would continue to receive interest.
¢) There would be more control over banking operations.

a\’oién my opinion the only way to discuss this proposal and at the same til_ne
utter confusion, is to relate it directly to its effeqt upon the ﬁn;mcml
Ments of the institutions concerned. With that in mind, I should like to

the ehuDOIl the record summary balance sheets of the Bank of Canada and
“hartered hanks in millions of dollars as at December 31, 1938.
Aeaet BANK OF CANADA
Gols Liabilities
eegrfti s e P e e 186 Banks’ I%a?‘,h Reserve .. .. e os s ﬁg
e & i .. .. .. .. .. .. ..
Al othey B o e e 1sg Active Notes

375 375
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CHARTERED BANKS*

Assets Liabilities I
CiEh T REBOETO (5o, 5ot et i Mape N L D Canadian Deposits .. .. .. .. .. 2498
Govt. Securities .. v v we s os' 1,162 Note Circulation (net) .. .. .. .. 88
G0 P R R e s SR A e 1 Shareholder Equity .. .. .. .. .. 279
AT, Other JIDEE) {3 2 v mn s 441

e
2,865 2,865

—

*Canadian business only.

Since an important feature of the proposal under discussion is its effe?t, »
upon the income position of the banks, I should like to indicate roughly their
earnings and expenditures on the basis of such approximate rates as I men:
tioned the other day. I would repeat that these are my own guesses, bub
believe they are accurate enough for this purpose.

Earnings are about as follows:
on' 31,182 ' mm. ‘Covernment Beturities: . L FTA T iV e a s i fea $25 mm.

281,000 mon. Caxiadiany Loals ... .v e o8 05 weied fael de ael eaciqh 50 mm.

“ Barnings on all other Canadian assets, totalling $441 mm. plus
earnings from exchange dealings and all other services .. .. 12 mm.
Lt R
Tatal: (approxmmately ) ST - | o an . v Skt hr s 87 mm.
L e

Bazpenditures are about as follows:

Operating costs (including taxes) .. .. «. «: .o .o .. .. at least $50 mm.
Tnterost paid ~te - Depomtont <o 5o g W Tak e o T N IS 25 mm.
Bividends. paid- 1o, BHATeNOlderas il i =il Feas A aiss sa s 5% 2 g olev s iy 12 mm.
5 e e
Total < (AP roX IaTEly ) s s owi o v ey g e S ae 87 mm.
Y e

Let us suppose that Mr. Tucker’s plan were adopted, government securiti€®
being redeemed in cash and the banks obtaining sufficient additional cash “
provide a 100 per cent reserve against deposits, by rediscounting loans or other
‘investments at the central bank. I believe it will be easier if we assume 8%
first stage that only government securities held by the banks have be
redeemed in cash.

At this point I should like to place on the record the summary balanc®
sheets as of December 31, 1938, adjusted for the effects of the assumed trans”
actions.

BANK OF CANADA

(At December 31/38—100% cash reserve for banks)

Assets— Liabilities— 3
T o s e S S B R e S 186 Banks’ cash reserve .. .. .. . .. 2’4g8
PSS ORETEION F . <D ohr o b e S b A s d e o Active notes, L Uil Loy v e 1
Government advance.. .. .. .. .. 1348
DIasoRmRE s o Rk e 1079
Al atheri(mel) o0 e e L 3 : i

2,616 2616
CHARTERED BANKS
(At December 31/38—100 per cent cash reserves)

Assets— Liabilities— &

Cash reserves, of which Canadian deposits.. .. .. .. .. «» 2’438
Loans rediscounted. .. .. .. .. 1,005 Note circulation (net) .. .. .. .- 279
Other rediscounts ,. .. .. .. .. 74 Shareholders’ equity .. .. .. +v «»

OTHET CaRIE. L o Wy SRR St ST AT

Patal o o TR T TS a8
Other assets (net).. .. .. .. .. 367 s
2,865 ﬂ

_The amount of chartered bank deposits would still be $2,498 millions bﬂﬂ‘4
against those deposits the banks would be holding cash of the same amoun®

[Mr. Graham Ford Towers.]
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The effect of the assumed transaction upon government finances would be
4 reduction of $25 millions in debt interest formerly paid to the banks and an
{ IMcrease in revenue of $5 millions from the 3 per cent charge on rediscounts at
- the central bank—a total improvement of about $30 millions.
’ . The banks, on the other hand, would not receive the $25 millions formerly
. Daid on their government security holdings and would have to pay $5 millions
o0 the rediscounts at the central bank. Other operating expenses would remain
: at about $50 millions and the banks would be forced to make a choice between
© Mereasing their charges on loans and services and reducing their payments to
the public in deposit interest and dividends, in order to offset a net decrease in
Mcome of $30 millions.

If we assume that the redemption of government securities by payment in
fash, were extended to include the $3,000 millions government securities held
¥ the Canadian public, the effect upon the balance sheets of the Bank of
@nada and the chartered banks would be that shown in the tables which I
OW place on the record.

BANK OF CANADA
1“ (At December 31/38—100% cash reserves—all internal government debt redeemed)

‘ Assets— Liabilities—
| GOld_.................... 186 Banks’ cash reserves .. .. .. .. .. 95498
TV RS ERRD RIS e e ACLIVE BOLER. .05 s . v o o s ohs fuit VLB
Overnment advance.. .. .. .. .. 4,348
iscounts . . ] 1,079

All other (net.)'. R A AT

5616 5,616

CHARTERED BANKS
(At December 31/38-—100% cash reserves—all internal government debt redeemed)

Aséets‘ Liabilities—
ash reserves, of which Canadian deposits.. .. .. .. .. .. 5498
OOaDS, rediscounted .. .. .. .. 1,005 Note circulation (net) .. .. .. .. 88
ther rediscounts .. .. .. .. .. 74 Shareholders’ equity.. .. .. .. -« 279
Other cash .. .. .. .. .. .. .. 4419
Other assets (ebyv o ls S ey 367 :
5865 o0
IllentT}Ee cash given to the public in payment for the $3,000 millions govern-
lnérea;-ecumles held by them, would be deposited at the chartered banks
n

Teser g deposits from $2,498 millions to $5,498 millions and raising cash
*'Ves by the same amount.

int, (211 the assumption that all internal government debt would be converted

mil); ash, the reduction on government interest charges would be about $150

i yinof ~which $125 millions would represent a reduction in security

: e received by the Canadian people and $25.millions a reduction in

agy 4 received by the banks which decline as I pointed out a few moments
ould be passed on to the Canadian people in one form or another.

refarlatlons in the detail or scope of the proposals which in general may
the > erred t_»o as 100 per cent Money, will naturally effect the magnitude of
Whic}, a&ges mmvolved, but it remains true in every case t.hat.for each dollar by
eeling '€ government reduces its interest charges there is a corresppndmg
Mengg n the Income of the public, in the fprm of a smaller return on invest-
Chapoy, 4 reduction in interest on bank deposits and probably through increased

8¢S on bank loans and banking services.
that chan only repeat what I have already said on several occasions, namely,
3 who not see how a proposal of this kind can be “costless” to the country

ole nor how it can fail to cause widespread inequality of sacrifice.
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In regard to the other argument which is advanced in favour of the 100
per cent cash reserve plan, that is, its value as a method of monetary control,
I should like to make a few comments. §

The first point is that if the redemption of government debt in cash 18
applied to the publicly-held debt, there is an increase of about $3,000 millions
in the volume of bank deposits—approximately doubling the existing volumé
of money in Canada. If this large increase in the amount of money remained
idle, there might be no serious effects beyond the inequitable taxation whic
has been discussed. But if the additional money were used by its owners
there would be very marked effects—effects which the Bank of Canada does nob
believe would be favourable or it would have taken steps under the existiné
system to provide the basis for such an expansion.

Secondly, in regard to the suggestion that 100 per cent cash reserves WOElld
provide more control over the lending activities of the banks, I would point
out that if the central bank merely rediscounted whatever loans the ban
chose to present, there is no reason to believe that bank’s loaning policy would
be any different than it is to-day. If, on the other hand, the central bank weré
to assume the responsibility for deciding what loans should or should not
made, I believe that to perform such a task efficiently would require a hug®
organization. As to whether the results would be better than under the prese?
system, I could not say, but I believe the determining factor would be t
experience and judgment of the persons involved.

The next question of Mr. Tucker I have paraphrased slightly, perhap®s
and the question is approximately as follows: Why has the Bank of Canad?®
maintained the exchange value of the Canadian dollar in terms of other ¢u’”
rencies rather than following a policy of keeping the dollar at a discount?

During the last few years the exchange value of the Canadian dollar ?
been maintained in terms of other currencies by the naturally strong positio?
of the Canadian balance of payments—not because of support derived fro
the Bank of Canada. To have produced a discount in terms of other currencies
it would have been necessary to take some positive action in the exchal
market or to have created such an internal situation as to have weakene
balance of payments position. o

As to the factors, which should be taken into consideration before deciding -
upon a policy of this kind, I do not believe I ecan add anything to wha 4
said in the memorandum contained in the minutes of proceedings and evidens .
of the meeting on March 31, pages 84 and 85. From that memorandum
should like to quote the following passage:—

Currency depreciation would increase the dollar value of the Canit
dian national income by creating a higher level of prices, but its effen
upon real national income would depend on the degree of stimulus give
to economic activity by the internal realignment of costs and prices:
increase of export income in Canadian dollars achieved at the €08
paying a correspondingly larger amount for imports, debt charges aliln
(()jtherlforeign obligations would not per se raise the real income€

anada.

The degree of stimulus imparted to domestic economic activity b}}
an increase in prices relative to costs would depend upon the reactio® |
public confidence to the policy of currency depreciation, which Wopon
vary according to the circumstances under which the depre‘c"l%tlst,
occurred; upon whether it was a correction of an existing m‘alad‘]uﬂ,.

ment or the creator of new maladjustments. It is important to I meur,

ber that there are very few instances of a country depreciating its cur—

rency unless subject to considerable pressure because of an unf,a'voa

able balance of trade or an outward movement of capital. Deliber?

currency depreciation by a country enjoying a strong balance of
[Mr. Graham Ford Towers.]
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ments position, in order to gain competitive advantage or to adjust
price relationships, might react so unfavourably upon public confidence
as to cause an actual fall in economic activity and a decline in real
national income.

A further question of Mr. Tucker’s was: How much more would be received
Yy Canadian farmers for wheat, butter, cheese and bacon if the Canadian dollar
Were at a 25 per cent discount below the pound sterling instead of at par?

Currency depreciation is a measure so far-reaching as to affect almost
€very aspect of the economy and it would be impossible to present a statistical
analysis of its effects on any particular group. It is equally impossible to
ascertain a priori exactly what the effect of such a policy would be.and to say
afterwards what the effect has been, because inevitably there are a great many
Unknown factors which camnot be measured.

As T mentioned in the earlier memorandum “Monetary Policy and the Price
Level”, currency depreciation tends to raise the level of export prices in terms of

anadian dollars; but the actual increase in price which takes place may vary
Considerably from the amount of depreciation.

It is important to remember that several of the commodities named by Mr.
TUCker, have an important domestic market as well as export markets. There
8 no way of forecasting the exact effect of currency depreciation upon the price
Which Canadian consumers are willing to pay. :
¢ Even if it were possible to calculate the extra dollar income which Canadian
armers might receive as a result of a 25 per cent currency depreciation, it would

€ very misleading to regard the result as being the benefit received by farmers
fom that policy. “ ... when allowance was made for the rise in prices of im-
Ported goods and goods made from imported materials and the increase in interest
vlarges payable in foreign currencies, the net benefit by export industries would
b very much less than the amount of depreciation. Any net benefit that might
ce retained would be temporary, existing only during the period in which other
n?.StS lagged behind the general rise in prices. Some benefit in relation to debt
1ght be retained, but an improvement in this respect could be obtained by
fans of internal adjustments either of a monetary or non-monetary character.”
Quote from the earlier memorandum to which I referred.
but, | he major effect of a policy of currency depreciation is an internal transfer;
N 1t may involve a net loss to the country as a whole by giving so_methlng
ex‘ay to other countries, particularly if adopted under the conditions which have
15ted in Canada during the last few years.

t is with regret that I have to state that it is impossible to give a specific
SWer to Mr. Tucker’s question, because it is one of a number of questions to
1eh such an answer would simplify the problems of monetary management.
N he next question is : Why does the Bank of Canada believe that no more

Ohetary expansion is necessary when the level of prices remains so low?

Before replying to this question I should point out that while I have referred

CUsgi € probable results of certain extreme policies which have been under dis-

anlton’ I have not expressed any opinions as to what the future policy of the
degy of Canada should be. I have expressed the belief that a more substantial
noy ee of monetary expansion in recent years would not have aided the country,
lnspiWould 1t have raised the price level unless it had been so extreme as to
sho ll‘e lack of confidence and a flight from money. What the future policy
uld be can only be determined in the light of circumstances of the time.

¥ answer to the thought underlying Mr. Tucker’s question is as follows:—

Whi 0'111‘ e importance in the Canadian price structure of export and import prices
Inte, are chiefly determined in world markets, makes it most improbable that
in thlil-a monetary expansion can appreciably raise the general level of prices

eury S country unless the internal policy is such as to affect existing external
ency alignments.
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In replying to the two preceding questions I dealt with the various factors
which should be taken into consideration before deciding on a policy of currency
depreciation.

In any event, no monetary policy such as currency depreciation can hope
to bring about more than a slight temporary improvement in the relationships
between various price groups, which relationships are usually more importan
than the general price level. I have indicated in an earlier memorandum that
the relation of primary products’ prices to other prices does not appear to have
been more favourable in countries which depreciated their currencies below the
Canadian dollar.

I do not believe, of course, that the present level of Canadian prices 18
entirely satisfactory—far from it. But I do question the possibility that 8%
intensification of the policy of domestic monetary expansion would have res}lte
under conditions as they have been, or would result under existing conditionss
in an appreciably higher price level; omitting from consideration the rise 1
prices that follows lack of confidence in the currency and is desired by no oné
The low level of Canadian prices in relation to pre-depression years, is chiefly
the result of non-monetary factors and in my opinion an appreciable improve:
ment in the situation depends upon non-monetary developments.

The next question was to this effect: Why is it said that taxpayers have %0
pay for debt increases and what justification is there for fear of an increasing
amount of internal debt?

In my opinion one should not attempt to generalize upon the consequences
of an increase in debt, because the burden depends upon the use to which
debt has been put and upon the future income of the country concerned. A

When the government borrows, it acquires the use of a certain amount of
labour and equipment. If the purposes to which these factors aré applied, 8
at least as productive as the alternative uses to -which they would have been Pu1
_if the government had not borrowed, then I would say that there was no ré#
burden upon the taxpayer. Although he would pay more in taxes to eover the
government’s interest charges, he would receive back the interest paid and have ‘
at least as large an income of goods and services as before. ‘

However, when the government borrows for non-productive purposes of
purposes that are less productive than the alternative uses to which the 1abou‘
and equipment would have been put, then there is a definite burden on the taX‘
payer because he receives a smaller income in goods and services than he Oth?re
wise would have received. The real limitation upon an increase in non—productlv
debt is the extent to which people are willing or able to do without goods ap
services which they might otherwise have had.

Mr. Tucker’s question appears to imply the suggestion that only if debt 1
paid off in the future is there any burden upon the taxpayer. On the Cont;ar)”
the real burden of debt is borne at the time the debt is incurred, when facto
of production are diverted to other uses than producing the goods and servi®
which he has been consuming. ' den

Paying off internal debt does not necessarily add to the taxpayer’s but W
and indeed may be in his best interests. In theory, it should not matter Ole
great an amount of debt interest is collected by the government from the peoP
and paid back to the people. But in a country such as Canada where nati op
income and government revenues fluctuate quite widely, it is desirable to kz t
fixed charges as small as possible. Otherwise the pressure upon the govern™ of
to obtain sufficient revenue to meet its fixed obligations during a peri? the
depression, may cause serious maldistribution of income and further impai*
general level of economic activity. hen

To summarize, I would say that it is very important to remember Wt,h'e.
considering the effects of an increase in internal debt, that in so far 8%

[Mr. Graham Ford Towers.]




] b(lrro

€ vari

BANKING AND COMMERCE 203

| Country as a whole is concerned whatever burden is involved is inevitably

Imposed at the time the expenditure is made—mnot at the time when the debt
18 paid off.

A question was raised by Mr. Stevens on the subject of chartered banks’
Commercial loans and the amount of holding of government securities.

At the last meeting Mr. Stevens referred to the lower level of banks’ com-
Mercig] loans which are some $164 millions below the 1926 level and asked if
these Joans could not be greatly increased, at the same time decreasing bank
ilgédings of government securities which are some $858 millions higher than in

6

The low level of commercial loans at the present time as compared with
Pre-depression years, is partly because of a somewhat smaller volume of business,
Partly because of a lower general level of prices and partly because of the rela-
vely liquid working capital position of many Canadian firms.

I should expect that commercial loans would rise when the volume of
bllsmess and level of prices increased and when Canadian industry required
More working capital. Under these conditions I should hope that government
ebts would be declining and public savings available for investment, rising, o
at a considerable reduction in banks’' security portfolios could take place
Without unduly affecting the interest rate structure.

Incidentally, I do not think that an attitude of hopelessness towards the
YOmmercial loan situation is warranted. Between December, 1936, and
ieCember, 1938, these loans rose from $675 millions to $806 millions—an
Uerease of $131 millions or 19 per cent.

i Naturally, I do not suggest that the position in respeet of commercial loans
bs Satisfactory, because I agree that business conditions are not satisfactory;
it}l o think an improvement in one will give an accompanying improvement
the other,
This further question was asked: Why is it necessary for Canada to
W abroad instead of making use of its domestic credit facilities?
B Before attempting to reply to this question I would like to point out again
uring the last few years Canada actually has reduced its obligations
d by over five hundred million dollars.
ne should remember that the decision between foreign and domestic
Wing does not simply rest upon whether it is possible to create a certain
bl?unt-' of money in Canada. The real consideration is the amount of our
the I;glatlons and requirements abroad in relation to our means of paying for
give FO}‘ instance, the amourit of foreign debt which can be repatriated at any
ionn time depends upon the credit balance on international account. Repatria-
mat'uo-f-forelgn debt cannot exceed the amount of that credit balance and if
i esl‘lt;f)s ofd foreign issues are larger, then it is necessary to make refunding
road.

borrowing is for domestic purposes which may require an increased

abrog

l)Ol”ro

'abll')ooaré of goods and services from abroad, it may become necessary to borrow

in g rather than internally in order to obtain the needed purchasing power
€T countries. :

dehy Mally, there was a question as to how long it is possible to go on increasing

it i and, at the same time, decreasing the carrying charge. I can only say that

ln’frerelmpOSSlb]e for me to answer that question because the future level of
St rates and the future amount of debts are unknown factors.

funded €re was also a request for a table dealing with the Dominion of Canada
Sha)| ldebt and interest payments. With the permission of the committee I
Teqy 2308 that table on record, also a table answering as well as we can the
U for a table showing the volume of money in Canada divided between

ous kinds, since 1867. 1 have prepared this table to be placed on the
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record and have shown all the information available on the amount of the
various kinds of money. Unfortunately, there is not sufficient statistical infor-
mation to present the calculation of the total volume of money prior to 1926.
What information is available will be found in this table.

DOMINION OF CANADA FUNDED DEBT AND INTEREST
(Millions of Dollars)

———

Gross Amounts Outstanding(!) | Annual Interest Payable (2) ot

As at March 31 i s v
- .| Dominion - .| Dominion Average
Dominion Dominion s
: Guar- Total : Guar- Total Coupon
Direct Stand Direct itcod
% 2

L R N A e T R o 2,325-4 714-2 | 3,039-6 116-8 31-8 148-6 4‘58
112 L SSRGS GRS T A S B 2,250-8 837-0 | 3,087-8 112-9 38-2 151-1 4'36
R R 2,345-8 954-9 | 3,300-7 116-7 43-6 160-3 4'69
s b S R I ST IR 2,545-9 | 1,000-5 | 3,546-4 120-5 45-6 166-2 4'65
L A T e A b 2,682-6 996-2 | 3,678-8 125-6 454 171-0 4'54
s L T R SR T T 2,825-3 993-3 | 3,818-6 127-3 45-3 172-6 4.28
1 e e R S TN S 3,028-7 987-3 | 4,016-0 123-7 44.6 168-3 4'07
R L e s 3,232-0 994.6 | 4,226-6 125-6 41-4 167-0 4'93
B A A e s 3,304-0 | 1,003-3 | 4,307-3 122-6 40-8 163-4 3‘75

4105 MR N e SRR | IO 3,281-2 | 1,050- 4,331-8 114-7 420 156-7 3
December, 1938.............. 3,372-4 | 1,035-5 | 4,407-9 117-4 41-7 159-0 3.7
/

(%) Including Treasury Bills; exxluding School Land Debenture Stock and matured items.
(2) Excluding charges on discount Treasury Bills.

[Mr. Graham Ford Towers.]
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VOLUME OF CANADIAN MONEY 1867-1938
(Millions of Dollars)

: Dominion or Bank of Canadian Bank
Subs. Coin Commerce Notes Bank Notes Deposits Total
Dec. 31 Money*
Issue Bg:ks Net, Issue Be{:ks Net Issue BsI:ks Net P‘ublic Total
1 2) 3) 4) (5) (6) (") ) ) (10) (11) (12)
% % 3 % % % % % % % % %
— — —_ 4-3 —_ - 9-8 —_ — 32:6 —
— — — 11-0 6-9 4-1 24-5 —_ — 50-3 —
— — — 15-0 9-9 5-1 32-4 - — 89-6 —
— — — 16-2 10-1 6-1 35-6 — - 152-8 161-5
9-0 — — 30-3 21-4 8-9 54-4 — - 335-7 347-6
9-8 — — 34-4 24.7 9-7 60-6 — - 370-1 382-9
10-4 —_ —_ 41-1 30-9 10-2 62-5 —_ == 339-9 411-9
10-8 — — 47-8 38-4 9-4 64-5 — — 453-4 471-8
11-3 — — 49-0 381 10-9 70-7 — —_ 512-2 529-5
12-1 —_ 1 56-5 44.3 12-2 78-4 —_ s 590-9 611-7
13-4 — — 62-6 50-0 12-6 77-5 — —_ 559-8 585-3
13-4 — — 79-4 66-1 13-3 73-1 — oy 639-9 663-8
14-1 —_ — 87-0 73-2 13-8 81-3 - —_ 760-4 797-3
15-3 — - 90-7 76-0 14-7 87.7 — - 825-1 860-6
16-7 — - 115-2 97-7 17-5 102-0 —_— —~ 926-1 9661
3 18-0 —_ — 115-8 94-6 21-2 | 110-0 - = 1,012-3 1 1,058-6
19-0 —_ —_ 131-2 111.2 20-0 108-6 - e 1,006-1 1,046-2
19-7 — — 162-4 143-2 19-2 | 106-0 — —_ 1,012-7 | 1,052-3
19-8 — - 178-8 | 156-7 221 122-2 —_ - 1,144-7 | 1,207-7
21-1 — — 181-0 | 156-5 24-5 | 148-8 - = 1,303-2 | 1,348-3
23-0 —_ —_ 272-9 | 245-1 27-8 | 192-9 = =3 1,565-4 | 1,610-6
| 25-5 - —_ 327-4 | 208-1 20-3 | 2245 —_— s 1,669-5 | 1,842.2
28-8 —_ — 318-7 | 288-3 30-4 [ 232.5 —_ - 1,841-5 | 1,994.7
| 30-3 — — 311:7 [ 279-3 32:4 | 228-8 e = 1,950-5 1,993-4
L 30-3 — - 280-9 | 253-7 27-2 | 184-6 —_ ~— 1,781-8 | 1,855-3
| 30-2 — — 257-3 | 2299 27-4 | 176-2 = e 1,722-3 1,784-1
| 30-2 —_ — 248-7 | 220-5 28-2 | 180-2 21-1 159-1 1,739-9 | 1,834-9
‘ 30-1 — — 261-7 | 233-4 28-3 165.7 16-8 | 148-9 | 1,832.9( 1,911.7
; 30-1 — — 227-2 | 208-9 18-3 173-9 16-2 | 157-7 | 1,916-3 | 1,972.8
30-0 7-0E{ 23-0E| 210-4 179-6 30-8 | 175-1 15-7 | 159-4 | 1,981-7 ( 2,024-8 2,238-0
30-0 5-9E[5 24-1E| 220-8 | 191-6 29-2 182.7 19-6 | 163-1 | 2,129-0 | 2,204-4 2,420-8
31-0 6-3E| 24-TE[ 221.9| 191.9 30-0 | 186-1 22-9 163-2 | 2,235-3 | 2,314-9 2,532-8
32-3 6-2 26-1 203-9 1723 31-6 | 175-5 20-0 | 155-5 | 2,163-7| 2,270-3 2,483-5
32-4 70 25-4 175-4 145-8 29-6 | 148.0 15-0 | “133-0 | 2,067-5 | 2,127-8 2,315-8
32.8 5-7 27-1 174-4 | 143-9 30-5 141-0 11-9 | 129.1 1,926-6 |. 2,068-8 2,255-5
33-4 6:6 26-8 191-2 162-0 29-2 | 127-1 12-1 115-0 | 1,843-7 | 1,928-0 2,009-0
33-3 7-0 26-3 182-6 152-3 30-3 132-1 11-4 | 120-7 | 1,858-8| 1,933-0 2,110-3
33.7 6-6 27-1 217-0 | 183-2 33-8 | 136-4 13-0 | 123.7 | 1,982-7 | "2,050-4 2,234-7
33-7 5-7 28-3 99-7 40-6 59-1 118-9 79| 111-0| 2,157-2| 2,208-4 2,406-8
34.0 5-0 29-0 135-7 47-9 87-8 | 109-1 5-9 103-2 | 2,295-2 | 2,322-9 2,542-9
LR 34-5 4-8 29-7 1653 53-9 | 111-4 | 101-7 5.7 96-0 | 2,334-7| 2,386-8 2,623-9
{ 35-8 5-2 30-6 175-3 56-8 | 118-5 94-5 6-2 88-3 | 2,459-9 | 2,498-1 2,735-5

*Total of Columns 3, 6, 9 and 11.

Mr. Tucker: Mr. Chairman, there are a few questions I should like to ask
ng out of these statements. Of course, I cannot deal with them entirely
l‘ ause I should like to see the tables first. Dr. Donnelly has to attend another

d Mmittee meeting and as he desires to ask Mr. Towers some questions I shall
¢ Uefer to him,

i arigj
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By Mr. Donnelly:

Q. Mr. Chairman, I should like to ask Mr. Towers a few questions
Whic};i he can either answer now or later, in the form of a statement, just as he
sees fit.

I think I am safe in saying that some years ago all parties in the house
were in favour of setting up a central bank. We were all anxious for &
central bank. We have a central bank in existence at the present time and,
as a practical public man I am continually being asked throughout the coun-
try what the central bank does that we did not have done before; what the
central bank does to justify its existence, and I am at sea so far as an answel
to those questions is concerned. I should like, therefore, if Mr. Towers woul
give us something to show the justification of the central bank.

I should like Mr. Towers to tell us what the central bank does now that
the treasury board did before, and how much better it is done by the central
bank than it was done by the treasury board. I should also like to knoWw
what work the central bank does now that the banks did formerly, and hoW
much better it is done now than formerly by the banks. Also what wor
the central bank does now that was not done formerly by the treasury boar
or by the banks, and how much better it is done.

I should also like him to tell us how much of the money that is earned at
the present time by the central bank was earned by the treasury board, and 2
detail whether they get more or less than the treasury board got.

In the same way, how much of the money earned now by the central pank
was formerly earned by the banks, and the details of the work relating theret0:

In the same way, for the work which is now done by the central ban®
that was not done formerly either by the treasury board or by the banks, Wh'”'
money is now earned that was earned by neither of those two organizatlon'»’*'1

I should also like Mr. Towers to tell us the cost of running the centr?
bank, the number of employees, the amount of money paid in salaries ml
detail, and all the other expenses of running our central bank, so that we Shﬂl
be in a position to answer some of the questions that are continually being
asked throughout the country.—A. I should like to give very careful though
to those questions, Dr. Donnelly, if I may, and prepare a reply for a subse”
quent meeting.

?Mr. DoxnenLy: Does anyone else want to ask any questions along that
line

The CuamrMaN: In that connection, Mr. Towers, I wonder if you would
give us the number of branch banks in Canada before the central bank was
formed and the latest number to date?

Hon. Mr. Stevens: Branch banks of commercial banks?

The CramrmaN: Yes, branches of commercial banks.

By Mr. Tucker:

Q. Mr. Towers, there is one question in my mind which I could neve;
justify. I could never understand why we gave the Bank of Canada th
right to issue bank notes with the 25 per cent gold coverage, which me”‘n_
that they could issue the notes and buy gold coverage, and why we gave £° a
ernment bonds to the Bank of Canada to cover the currency that had beet
igssued prior to the time the bank came into existence. It seemed to me tha
agreeing to give the Bank of Canada bonds bearing interest at 3% per cent—
A. 3 per cent.

Q. —was just agreeing to pay a definite subsidy to the Bank of Cﬁgn”'daé
My own idea 1s that in all statements rendered we should have a true plct‘%ﬁe
of what the Bank of Canada is costing the people of Canada, and that ¢
subsidy which was given to them, and on which they are earning now by V¥

[Mr. Graham Ford Towers.]
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- of those bonds ultimately being bought and then being able to invest in other
- bonds, should always be shown separately, because to me it is just a definite
- Subsidy.—A. You recall, of course, Mr. Tucker, that all the profits of the Bank
of Canada go to the government?
~ . Q. Yes, but I am not bringing that question up. What I am bringing up
. 18 that as a member I want to feel that I know what the Bank of Canada is
really costing the people of Canada, and if we are giving them a secret sub-
Sidy, in the way I have mentioned, then it is not really giving the people a
true picture to show part of that money as profits. I do not think, myself,
It was sound to do that because it leads the banks to believe that they are
Mmaking profits which they are not actually making and also leads them to
Mmake expenditures which they would not make if they did not feel that they
ad those profits to rely upon. I do not ask Mr. Towers for an answer to
that question today, but I should like him to bear that in mind when he is
Preparing an answer to Dr. Donnelly’s question. I think that should be
Written right out of the balance sheet or shown separately, because I think
the so-called profits really mean the turning back to us of a subsidy which we
gave the Bank of Canada in the past.
_ Now, in regard to your last answer there is an assumption which I do not
think is warranted by the facts and circumstances in Canada to-day. You
ave suggested that if the government were to increase its debt, it might have
& bad effect because it would mean a transfer of activity; that the money used
Or that purpose might have been used for other purposes. It seems to me that
1at is a terriffc assumption in the light of the present condition of our Cana-
lan economy because if the government does not furnish those people with
at purchasing power it will not gain a transfer of activity and the activity
lIch might otherwise have taken place will not take place at all. In other
Words, lumber mills to-day are not working at anything like capacity. neither
clothing manufacturing establishments, farm implement manufacturing
?s‘tabli-shmems-, and so on. And when you increase your debt, as you have done
M the past without inereasing the earrying charge of that debt, you bring into
ODeration activity increasing the national wealth of this country that otherwise
Wol{ld not come into existence at all. I do not see how that can possibly be
oemed. At the same time you assume in your answer that we have alrcady got
.111{1‘ €conomic machine functioning to full capacity. In that connection I should
ke to read a quotation by Mr. Meade from this Irish report. I wish you would
this to what I have said and answer it accordingly in your statement:

So long as there is a large amount of unemployed labour and of idle
capital, the total amount of money spent on goods should be increased.
For, while increased expenditure on goods will cause some rise in prices,
vet, so long as considerable unemployment exists, a small rise in price
will make it profitable to produce on a much larger scale . . . In this
respect the foregoing proposals must be sharply distinguished from an
attempt to finance an ordinary budget deficit by inflationary measures.
For if a government finances a permanent budget deficit by printing
more paper money, this must lead to progressive and inflationary rises
In prices as soon as all factors of production are employed. But those
other proposals cannot lead to a progressive inflation of prices ;
(They) are designed to maintain and inerease money purchasing power
as long as serious unemployment exists and as long as such action can
cause output and employment to increase; and they will cause equally
strong deflationary measures (i.e., when credits are replaced by taxation)
as soon as the money demand for commodities becomes excessively great.

oy What we are dealing with before this committee is not an ideal state where
- Whigy, 0?." is employed and all factories are operating, but the condition in
g Canada finds itself to-day, and that is the basis upon which I ask the
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question.—A. I think that the best thing for me to do is to consider very caré
fully the implications of what you have just said and to reply at the next
meeting. But I can point out here, of course, that in my answer to-day I s{ild
that if the purpose of the borrowing is at least as productive as the alternativé
uses to which the moneys would have been put, and so on. If one assume that
the alternative uses are nil—

Q. Which is the case—A. —and that in effect the money would have beet
lying idle you open up exactly the subject to which you have been referring.

Q. And which is the case in Canada to-day?—A. I would not say it 18
100 per cent the case.

Q. Well, to a great extent?—A. There has been that tendency. There Was
a tendency which I think was recognized in an earlier memorandum. That 18
to be found in the report of the sixth meeting of the committee where I W&
speaking about the desirability or undesirability of government deficits under
certain conditions. T think that contains a portion of the answer so far as W¢
can give one. But I should also like to expand that in specific ways related
your question of a few minutes ago.

Q. I appreciate that, and I think that is probably the best way to make
progress. What I wanted to bring out very definitely was that during the
past ten years there has been an increase in the debt of Canada by appro¥-
mately one billion dollars.—A. In the direct debt, as I recall it, yes.

Q. And the cost of carrying it has actually been decreased instead d
increased. So that these people who ery out against the increase in debt woul
have wanted the money that was spent in that increase in debt given to pGQPe
whereby they would be able to buy things and keep our factories in motio%
Apparently they would have wanted that money not spent, even though it di
not cost the people of Canada a single nickle. That is the point I want you
to bear in mind in answering my question. I should also like you to be
this in mind. It is admitted to-day in the present circumstances that unles®
the people of western Canada—coming back to that situation—have reason’
able purchasing power during this time of transition and interna_’ﬁlon”‘
emergency our factories in eastern Canada will be partly idle. Would it n‘l)d
be better to give those people the purchasing power whereby they cOY
maintain their standard of living and their industry, not at the cost of 81}11%’
other industry or anybody else but rather to their benefit, because people W e
would otherwise be idle would be working producing things in the factor
in the east? It seems to me that is a fundamental question which Cand
has to face to-day. '

Mr. Lanperyou: Hear, hear.

By Mr. Tucker:

Q. Does a nation increase in wealth by keeping its factories and men 1%16
rather than putting them to work producing wealth? That is a fundﬁ»l?ento
matter which I think we have to face—A. In other words you would 1ike t0
know to what extent the situation can be cured by making grants, 50

speak, either by borrowing the money or obtaining it in some other form?

By Mr. Deachman: ding
Q. Would it not be equally as good or of equal value if instead of ad ;he
to these expenditures we reduced taxation? For instance, if we got rid © the
sales tax it would return purchasing power to the consumer sections © s 10
country.—A. In this particular, of course, what Mr. Tucker wants to d° lciﬁa
channel a large amount of purchasing power to a specific area and & you
set of people; more that than raising the purchasing power the wa¥y
mention all over the country.

[Mr. Graham Ford Towers.]
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Q. Would it not be equally advantageous to increase purchasing power
8enerally and diffuse it throughout the country thereby bringing about a
Measure of basic prosperity instead of directing it into certain channels?—A.
0 far as the country as a whole is concerned, I think that might be the case.
ut it still might be the case that there were distressed areas which increased
Purchasing power would not reach in full measure and which would therefore
fll for special action of a relief character.

Q. Of course, we have other sections like Nova Scotia.

By Mr. Tucker:
Q. With all due deference to my honourable friend I should like you to
in your answer with the fallacy in his assumption, that if this billion
dollars that we spent in the last ten years had not been spent there would
fa"e been a corresponding reduction in taxation. I think that is a fundamental .
allacy, with all due deference to my honourable friend.—A. It all depends upon
s 8t would have happened if something else had not happened. That is the
'.Xtraordinary difficulty in appraising any situation; one never knows the other
€ of the picture. If there had been no central bank, no expansive monetary
ey, and so forth, what would have happened in those circumstances? You
Ver know exactly what would happen.
Q. It should be quite easy to answer that question though, Mr. Towers,
use if that billion dollars had not been the increase in debt, my honourable
tilen{i’s assumption that there would have been $100,000,000 decrease in taxa-
0 is not correct. Anyone who looks at our balance sheet can realize that
at 1s simply impossible. So that the assumption which my honourable friend
OHZkes 1s simply not correct in the face of the facts—A. No, I think he went
th, Step further and said if there had been such a decrease in taxes ml_ght not
atechave promoted a situation which would have made the debt increase
essary.
Q. How could you decrease taxation during the last ten years—
Mr. Laxperyou: When you have your increased debt.

A. Yes.

dea]

be(:a,

By Mr. Tucker: -

Wag % —If you were not going to increase the debt?—A. I think his thought

activ'hat if you decreased taxation and promoted a higher level of economic

amg, 1ty the necessity of government expenditure would be decreased and the

levelunt of government revenue might actually be increased even on a lower
of taxation. Is that your thought?

By Mr. Deachman:
ticalﬁ‘ .B“eﬁy, my suggestion is this: Take a position in which we are prac-
menty' in balapce, that is, the budget is balanced, and yet there is unemploy-
to pr M certain sections of the community; we have two alternatives, one
04 coovxde employment by the employment of money for productive purposes.
pllblicurse’ I can hardly think of the employment of money by government in
ong ¢, strorks for productive purposes. But we have those two alternatives,
My ace a budget deficit and increase the purchasing power of the com-
to they Y a lowering of taxes, or to expend money in the other way and add
ang Whi ebt by the building of public works which are more or less unnecessary
8 one 1c _tenq to increase the costs in the future—A. That question, of course,
Sehog) Which ig fiercely debated in the United States today. There is one
at, ar?({ thought, which says “Because of changing times, because of this,
‘hd the other thing, private initiative is gone; there is no private demand
Persig 8s to put into capital development, and so forth. So long as that

iy We will have more unemployment, and it looks as if it will persist,
2
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unfortunately. Therefore, the government must step in and borrow thosé
savings and spend the money. The size of the government deficit should '
more or less equal to the size of the savings”. There are others who say tha
policy has not worked. No one suggests it is a policy which can be 0B
tinued year after year, for ever and a day. Those who hold these views say
that had you not done certain things, private spending would have taken
place. Now where the answer is, whether on one side or the other, or somé -
where in between, I do not know.

Mr. Lanpervou: Mr. Chairman, I have a question I should like to ask
but if I may have an opportunity later I will let Mr. Tucker conclude. I have
taken a note of the question.

By Mr. Tucker:

Q. That brings up another point which I think is submitted by econ0;
mists and which formerly was not admitted. The idea used to be held
when deflation reached a certain level there would then be recovery. But 1
not more or less recognized by economists today that when you bring your pri¢
level to a certain point, unless the government intervenes in some Wway il
really set the machine in motion and stimulate activity it will pretty We
stay at that level? That has been the experience in Canada pretty well,
that not the case?—A. I think that, superimposed on the ordinary troubles b
an economic cycle, you have had in these last ten years political eventsil
Europe which have quite changed the whole situation, impeding any naturf
form of recovery. of

Q. Therefore, if private capital is going to be so timid in the face gt
world events that it will not embark on activity to put the necessary puf"hfhe
ing power in the hands of the people, the government, as pointed out by
Minister of Finance, has absolutely no alternative but by borrowing %at
budget deficits to place in their hands the means to consume the things b ;
our productive power would enable us to produce. Otherwise you have Waing
As another great statesman in Canada has said, you have got water go'ce,
over the dam. That is correct?—A. The principle is easy to state; the p!‘ﬂct;nf,
of course, is much harder, because it is necessary to have the goVCmm'o}L,
deficit exactly attuned to the situation—that they should borrow money W nes
would not otherwise have been used, but not go so far as to take mo 4o
which otherwise would have been used for productive purposes. até
you reach that point? When do you go beyond it to an extent which meney
that you actually are borrowing and using for non-productive purposes mgard
which left alone would have gone to strengthen the economy? That is &
thing to find and answer for. an

Q. That was the attitude which Dr. Schacht took in explaining the Ger%']ou
economic policy in his speech of November 29 last which I read you
remember by reading that?—A. Yes. re

Q. That until they had German employment at full capacity they fig Joy”
they could use state created credit to do so; but once they had German e o’
ment up to full capacity then any use of state credit would take activity,
qther activities to state subsidized activities and would necessarily m_eanI said
tion. That is correct?—A. Yes. Of course, there is the question which o}"
was so h_ard to find an answer for; that is, how far can you go without destfite
private initiative and the private use of capital? That question is not qu
hard to answer in Germany where private initiative does not count for 80
The second part is that they obviously even in Germany come to a poi
further expansion of activity along this line is a net loss, That 18 Wt it
Schacht felt. Obviously he was not able to convince his party people tha pane
the case and so he has disappeared and they are again starting off oP & *enelt
raﬁmpage similar to the one which they pursued in the early stages °
affairs.

[Mr. Graham Ford Towers.]
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By Mr. Landeryou:

i Q. Have they a nationalized system there?—A. In effect, yes. Industries
. are in the hands of private individuals who do what they are told. So that there
I8 a distinction without a difference.

By Mr. Tucker:

Q. On that point, Mr. Towers, you assume that there is some difference
between an economic machine such as we have in Canada and an economic
Blalﬁzhine such as they have in, say, Germany.—A. That is the private initiative
ary, yes.

Q. Is it not true, though, that we must treat the economic machine in any
Country from a national viewpoint as serving the national interests, subject to
Its not interfering unduly with the right of a man to own and benefit by what

e does own.—A. And make decisions in regard to what he should do?

Q. I do not think that people in charge of big monopolistic industries in
Scaltlada should be permitted to make decisions which are inimical to the national

ate,

Mr. Lanperyou: Radio companies and the like.

By Mr. Tucker:

. Q. In other words, I think that from the standpoint of employing our pro-
ductiye machinery—our unemployed—you should have the same viewpoint in
Tegard to the production of wealth in our state to the greatest possible extent, as
0 any other state.—A. I should not be expressing any opinions on matters which
Ot course are entirely questions for parliament to decide, I refer to, the form of
80vernment in our country, as to whether it should be communistic, socialistic,
Or what it is. Perhaps the only thing I could do would be to point out that it
Would be desirable to have it one thing or another. But falling between two
Stools 1s rather common practice nowadays. One has neither the advantage of
3 otalitarian organization nor the advantage of a democratic one; it is a half-
1230’ house which in the circumstances may be a pretty unfortunate dwelling
e.
t Q. That is exactly what I am getting at; that by refusing to face the situa-
re°n_ frankly we are doing that very thing, we are sort of compromising and not
alizing that a nation cannot be prosperous by keeping its factories idle and
our unemployed. And when you assume in your answer that it was going to
S Y virtue of the government spending, a transfer— —A. Oh, but I did not
Y that, Mr. Tucker.
it ‘Q‘ Well, 1 understood you to say that—A. I said in answer to that ques-
du;[:lt‘ If the uses to which the government puts the money are at least as pro-
thatwe as the alternative uses to which it would have been put.” If you assume
those uses are none at all, then that fits in.

ol Q. If you have the people down, as you have them in western Canada to-day
andn' you are familiar with the situation—below a reasonable subsistence level,
o if you give them enough to bring them to the point where they can live and
maﬁ 10n, they are going to buy the things in almost complete measure that we
ino © 10 Canada, that is, food products, machinery, clothes, etc—A. In answer-
dligr Your question should I assume that it relates to supply of purchasing power
Mg what is supposed to be a temporary period of inactivity?
VQ- Under present circumstances.—A. That you do not suggest a transfer
de Ocation, so to speak; that you assume that in due course there will be a
and for wheat in sufficient quantity?
ke Q. Take the situation as it is in western Canada to-day. There seems to
..;'ehab? assumption that Canada as a whole is going to be poorer because you
- 0le thoge people to buy the things they need which would put people to work

3 T56_gy
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in eastern Canada who would otherwise be idle—A. Canada as a whole is going
to be poorer so long as we cannot find a market for the products which are pro-
duced by a large number of people.

Q. But is she going to be poorer by giving those people in the meantime &
chance to consume the things which are not being produced to-day but whic
otherwise would be produced if there was a demand?—A. She has been doing
that, of course, during these last few years to an extent, has she not?

Q. And she is no poorer as a result of it.—A. That, I would not like to say-

Q. Are we poorer as a result if we put people to work producing thing
that otherwise would not be produced?—A. I do not know that we would have
been much better off assuming they were not able to sell their products. AT®
we much poorer? |

Q. Are we poorer at all>—A. No. But some people have given up thing
in order that others might have them.

Q. That is an assumption with which I should like to deal. You 88¥s
Mr. Towers, that some people have ‘given up things. Who have given UP
anything?

Mr. Laxperyou: To benefit the unemployed.

By Mr. Tucker:
Q. Have you given those people the means of buying clothes, implements'
and something to live on?—A. That is the question you put originally a#
which I would like to put down in as careful an answer as I can.
Q. Under present circumstances in Canada.—A. Yes. ‘
Q. You say that to raise the level of prices means a transfer of wealth Oi
that 1t affects the relationship between different groups in Canada. What b
wanted from you was a concrete indication as to whether that very thing is nOfb
desirable to-day in Canada?—A. I think a general increase in the level ©
prices is desirable, yes.
Q. One of the real transfers that takes place is an improvement of the
position of the debtor class as against the creditor class, is it not?—A. Yes. |
Q. That is very desirable to-day in Canada, is it not, at least to the 19"h°e
of 1926?—A. Particularly those who are, shall we say, almost entirely 11 #
debtor class? J1d
Q. No, I mean from the standpoint of our national economy?—A. I WO b
not like to swear that the 1926 level was the perfect one, as matters stand, b
I would say that a general increase in the level of prices above present figh
is desirable. ne
Q. For example, it is admitted to-day that one of the reasons why ?ve
housing industry is not employing far more men is because of the excess!
burden of taxation upon real property. That taxation arises out of the
that the burden of debt on municipalities is so excessive?—A. Perhaps you =
not thinking of an answer to that question. I think one has to go pretty car:y
fully in assuming that. I think that the Rowell commission is making & Veit'
careful study of that situation. It may have some views to express 0% »
Again, in some cases, it may not be the level of interest charges which welg
so heavily; there may be excessive administration costs. Who knows?
Q. As a matter of fact, Mr. Towers, I looked into that a year ago ol
found in a great many of our cities it was taking roughly 50 per cent of f'p id
entire income to pay interest. And so the result is that these so-called rlf e
features of your economy would be rendered less difficult to carry if you g° ot?
le\Xﬂ %f prices back to where the level of prices was in 19267 Is that not corr®
—A. Yes. Vir
Q. Therefore any transfer of burden to that extent is very desirable to-day
—A. Yes. I have already said that I thought a somewhat higher price 1e¥® 1y
desirable, although I would not care to name a specific figure. A rise of a Ié4™
[Mr. Graham Ford Towers.]
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.~ Inflationary kind does involve in the process of stopping it some extremely

. lasty upsets and troubles of another kind. So that I do not suggest that if a

. lse of prices really gets under way in an inflationary sense any method of
BtOpping it is satisfactory.

Q. If action were taken to gradually restore the level of prices to the level
of, say, 1926, there is no thought in your mind that you could not keep that
Movement, under control, is there?—A. It depends on what has caused the price
Increase. As I said, I think the non-monetary factors, so far as Canada is
Coneerned, are extremely important.

Q. T was wondering when you said that what non-monetary factors could
Possibly operate to raise the general level of prices in this country under present
World conditions?—A. An increase in demand for goods of our major export
Mdustries and the rising prices resulting from the increased demand have their
Slect on the national income. Then the spending of the increased national
Mcome partly within Canada and the encouragement which that would give to
“apital development will soon bring a general increase all round, if a somewhat
Smilar movement is going on in the rest of the world, which by definition it
Must he,

Q: I am taking'world conditions as they are; you have to emphasize world
§0nd1txons as they are.—A. If one assumes world conditions as they are and that
we}’ remain as they are for the next ten years, I do not see any major way in

1th Canada can pull herself up by her own bootstraps.
The Cuamman: May 1 suggest we try to avoid repetition, otherwise we
our quorum.

, r. Tucker: I do not think we are having repetition here.
‘ The Crmamrmax: The Chairman is of that opinion.

Mr. Tucker: 1 am sorry; I did not think there was any. I shall try to
aV0id that,

loge

I have tried as much as I can to avoid repetition.

By Mr. Tucker:

og Q. What T want to get at is this—I do not want to press it too much, be-
fao:e You may deal with it in your memorandum—what T want to get at is the
rfe that under present world cond1t10n§ the only way in which you can raise
iy bes, I submit to you, you can deal with it if you like in your memorandum,
l‘any Some form of monetary action? Now, I should like you in your memo-
’honum’ follo_wmg the suggestion of the chairman, to indicate what form that
oce etary action will take—A. I have tried to do that to-day and on an earlier
4lon. I have two memoranda on that subject already.
On-lyQ' I want to point out to you wl}ere 1 want further answers. To-day, the
chy Way you can get money into existence, as I understand it, is through the
Tered hanks?—A. No.
Aoy, I mean money within the definition that Dr. Clark gave. That is, the
fTacﬁnt of money you put out must inevitably only be an infinitesimally small
e on of the total amount of money in the country?>—A. It can be any fraction,
Uch larger than a fraction. ‘
aly, Well_, within the limitation which you place upon yourself, that you are
to mYS afraid that if you increase the amount of money the banks are going
matt:*rgfélfonnYthe basis of $10 for every $1 you give them, or $9, it does not
AL Yes.
Qhart% Then you must inevitably realize that you have to operate through the
Operat?ed anks in increasing substantially the amount of money in the country,
Unga, 8 by an increase through deposits; that is true, is it not?—A. As I
€stand it, yes.

Wag %i And the difficulty, I believe you were pointing out in your memorandum
8:

ow are you going to increase the level of prices under these circum-
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stances— —A. Oh, no. You can increase the level of deposits as we have done
very easily, but are you going to get the owners of the deposits to spend them?
That is the problem.

Q. How can you increase deposits if there are no willing borrowers, 8%
the banks say, unless your government is willing to buy or further to increase
its debt?—A. As I pointed out in earlier meetings, the increase in deposits cal
take place through the banks acquiring from their owners existing governmen
securities. Increase in deposits under the circumstances you mention is 10
dependent upon the increase in government debt, although it is more likely
things being what they are, to take place during such a time; but it is B
essential. :

Q. How are you going to force the banks to do that? What I am getting
at is this— —A. They have done it.

Q. What I am getting at is this: how can you operate in a monetary W&y
and increase the amount of money in the country in such a way as to raisé
the level of prices under present circumstances?—A. We have, of course, sub-
stantially increased the amount of money in the country, say by $400- or $500-
millions during the course of the last few years; but while a central bank ¢a%
do things to cause an increase in the volume of money, has done so, and 09“;
do more, we cannot insure that the money will be spent, nor do we know W}{“
it will be spent on, because these things are still within the control of the
Canadian people. :

Q. Yes; but what I am getting at is, have you any other way in thz
present set-up of increasing the amount of money substantially, to throw tha
money on the country so as to affect the general level of prices, except throug
the chartered banks either purchasing government securities or making loans
—A. No; but that can be done and is done. W

Q. And if the chartered banks do not see fit to do that and are content §
sit on their present income, is there anything we can do under the pl‘esen
set-up?—A. Yes, you can keep on increasing their cash by one million,
millions, three millions, no limit.

Q. If you do that are you not putting yourself in this position, if theﬁz
should be a sudden change, they would then magnify their loans to the exteld
of ten millions and if there is a sudden restriction of credit, that Wogu’o
practically throw the whole machinery out of gear?—A. Generally, yes
are we not going back to the 40, 50 or 100 per cent reserve proposition?

Q. Yes, that is what I am getting at. To-day in order to put out € t%le
money to affect the level of prices, you have to feed so much money 1% ",
system that you create a dangerous situation which you would not ha s
to-day if you were closer to the 100 per cent system. Is not that true?/of
What reason is there for believing that if that increase in the amoul® 4
deposits had been a billion instead of $500,000,000, the state of affairs Wossi‘
have been particularly better than it is. If the people do not find the po ol
bilities of making use of the existing very large supplies of money, will ¥
sensibly improve the situation by adding some to it? and

Q. In other words, that gets back to the point that if everybody Sa"egown,
does not consume at all, your whole industrial machine would brea
would it not?—A. Well, of course, it would soon then be impossible for
to save at all and you arrive at perfection by double zero. self

Q. So that to say that the people as a whole should embark on ﬂheo{yed
virtue of saving is counselling them to do something that if they all fol g a8
would wreck the system; is not that true?—A. There can be such a thin
over-saving under certain conditions, yes.

Q. And is not that one of the difficuties to-day, that people with €
deposits in the banks are simply not using them?—A. The question then

[Mr. Graham Ford Towers.]
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- 1o this, is it lack of opportunity or lack of initiative? If the former, what
Causes the lack of opportunity and how can that be cured?

Q. Is not the lack of opportunity this: you have permitted the prices of
Your products to fall so low that you cannot purchase them and pay your
Overhead, which includes your debt charges and tax charges, which also pay
debt charges, and make a profit? Is not that the reason?—A. Not necessarily
In the business sense. I mean to say in a good many cases other adjustments

ave taken place which bring down overhead and costs to match reduced prices.

Q. It is pretty hard to bring down overhead; for example, the burden of
taxes which also has to meet debt and interest charges, bond charges and so on,
on factories— —A. It is not impossible to bring them down on factories, of
fourse; witness the newsprint industry.

Q. Also freight rates and definite wage scales—A. Undoubtedly, the
System as it operates in the modern world contains the number of rigidities
You mention. That is why a violent change in the price level is even more

€pressing than it might have been fifty years ago when these other things,
Wage rates and so on, were more susceptible to change.

Q. Is it not true, then, that the reason why we have the so-called lack of
9Pportunity is that the price level is too low relatively to other items, and that
. you actually could raise the level of prices stimulating industrial activity
®hormously— —A. I would say that so far as the internal structure is concerned,

ére may be some handicaps—I cannot point to them—there may be still some
andicaps in relation to the level of prices, between the relationship of prices
and fixed costs. The major trouble—I am sorry to keep harping back to it,
Ut T cannot get away from it—is lack of trade around the world, and to raise
Prices within Canada by internal monetary action is a very difficult matter
md_eed. That mainly depends on non-monetary factors, unless one goes at it
deh_berately in a way which will cause a flight from currency. You can get
a0 increase in prices by monetary action, yes, but perhaps only by a form of
Monetary action which will inspire fright. ; 0
th Q. I should like you in your argument to deal with the feasibility of raising
the level of prices by depreciating, as they tried to do in the United States,
; € value of the dollar; that is, instead of increasing the amount of money
sn Circulation, try to raise the price level by simply taking some step which
t-ﬁys the dollar will be worth tomorrow 75 cents, so that you simply increase
tioenprlce level over the whole country.—A. You mean by exchange deprecia-

Q. No.—A. That is the only way it happens.

b Q.- Well, in the United States they have an idea, as I understand it—A.
at is exploded. They had the idea; they have not got it now.

i Q. T had my own impression of the idea that you could actually operate

& ‘ectly on the value of the monetary unit without considering its relation-

ylp to the rest of the economy of the country. I figured that was exploded;

OU agree with that?—A. I do, yes.

ok Q. So that the only way that you can actually decrease the value of the

: Saonetqry unit is by practically increasing the supply of it, providing at the

thme tln}e you do not decrease the velocity of circulation?—A. And provided
At the increased supply is used.

L “itir, Q. That is what I mean—A. Provided you do not decrease the velocity of

3 lﬂa’uog. Then, there is that other question of exchange depreciation, but I
t-hrHOt think T can add anything to what I have said in at least two, perhaps
€¢ or four, memoranda already. -

i o Q. Well, T Jjust want to clear it up to make sure I understand it. There

ﬁitune' othe‘r.thmg I should like to deal Wl’gh this morning. I mentioned the

in ation which we have in Canada and which T should like you to deal with

- Your memorandum, if you will. We have great mineral resources, for



216 STANDING COMMITTEE

example, in the pre-cambrian shield in Canada, and as I understand the situa-
tion today there are a number of resources there, but private investors for oné
reason or another are unwilling to risk their money in developing these
resources within Canada in anything like the volume that would develop them
reasonably fast. For example, I noticed just a few months ago, that north ©
Prince Albert some people have a very rich claim, and they could not get
capital interested in this country because of various reasons, which I will no
go into. They went down to the States and had to make some sort of a de#
with a United States syndicate whereby they would have the lion’s share ©
the value of any development; practically, in effect, turning over our resourcés
to foreign capital. I suggested a policy whereby there might be a board 01
bank commissioners set up to investigate applications to develop our natur?
resources—reasonably big projects—whereby the bank might be ordered to
join in the advancing of capital to develop some enterprises that were deemed
wise to develop from the national standpoint and guaranteed against loss,
and thereby we would use our powers to expand our capital instead of havin®
to sell our whole birthright to get foreign capital in here which we do 1€
need except to the extent you mentioned this morning, to purchase abroac:
—A. Yes; of course, that question really resolves itself into this: there 15
ample money available in Canada for the development of the types of resource‘i.
you mention. What you are visualizing is a situation whereby because ©
some timorousness on the part of those who are interested in mining or Wh‘_’
could furnish the funds, because of their too timorous appraisal of the PO
sible returns, you have to go outside the country to find someone more dal‘lng’
therefore you suggest in these circumstances the government, not being

timorous as those Canadian citizens, should supply the necessary funds OF t
guarantee which would enable those funds to be obtained. Well, I do nOt
want to try to sidestep any possible question, Mr. Tucker, but I believe tha
is one that should be addressed to Mr. Crerar or Mr. Dunning.

Q. I see. Following that up—

The CramMan: Mr. Tucker, it is a quarter to one and there are Se"eral
questions that other members would like to ask, and Mr. Honeywell hag return®=
Can you conclude as soon as possible?

Mr. Tucker: I shall just ask this one question to conclude, and then Mr-
Deachman wants to ask a question.

By Mr. Tucker:

Q. The banks really under the present set-up are not supposed to it
their power to create credit to loan on long-term enterprises, are they?—A- N(‘{"
Q. Don’t you think it is time we gave very serious consideration towa ;
developing some system to use our power to create credit to develop long-t€ ]
enterprises in Canada? I mentioned that the other day but you did not deﬂt
with it in your memorandum; I wish you would—A. I think T can answer t,haf
right now by saying that investors have ample funds to provide for thing® ts
that kind. If the investors think that the risk is not worth it, that the pl‘OSpecul
are not sufficiently good, then I can hardly recommend that the banking syste
should take on those risks which investors thought were too bad. A
Q. No; we set up a banking system to operate on short-term credits—
And the investors deal with the long-term ones. th
Q. Yes. Don’t you think that just as the banking system has dealt W' &
short-term credit that private investors did not see fit to go into, we migh? f}fe
into an era now where we have to have probably a further revision 0% i,
banking system or a separate system to deal with long-term credits that Pr?vi.t‘
investors do not see fit to go into?—A. T do not think the banks deal with sho a
term credits that private people do not want to deal with. The banks hav‘;nt
system for dealing with short-term credits. Then, there is the investm®
[Mr. Graham Ford Towers.]
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b&nking system which is an organization that has been acting as a channel that
‘ommunicates between the person requiring long-term funds and the investor.

at is a pretty highly organized system in Canada. As you know, they have
eceived funds from investors on an enormous seale in the past.

Q. If the investor does not feel the proposition is good enough to invest in,
that enterprise is not gone ahead with?—A. Then there is the question as to
Whether some one should take on that risk which the private investor did not

Ink was good enough.

The CuamrmaN: Mr. Hill has a question he would like to ask.

By Mr. Hill:

Q. The question is on exchange between the United States and Canada. I
Should like to know why it was that when our money was at par with United
tates money the banks charged—if you wished to buy American funds—you
® 0f 1 per cent, and if you wished to sell, they would give you a profit of
Of 1 per cent? As soon as the money went down so that our funds sold at
%4 to 3 of 1 per cent discount, if you wished to buy they charged you § of 1 per
®ent and if you wished to sell you only got 4 of 1 per cent.—A. On the basis that
OU mentioned there, was the spread 1 per cent or 4 per cent? ;
Q- Half of 1 per cent spread. They charged 4 of 1 per cent in one case
:;ltd In the other it was over +.—A. So the spread was probably between the two
Te€mes, :
Q. Yes—A. I do not think that I can say anything very useful here n
Tegard to that question. It is a question as to whether the spread is too large,
one would really need to establish that spread more accurately. I am
Not, Suggesting that the situation which you mentioned did not occur, but I
Would hardly think it was the general practice. :
d Q. Tt seemed to be the case. I have had dealings practically every other
3Y for the last two months. I find if I call up and ask to sell funds they would
iéve me a certain premium; if I want to buy the spread is much wider than
Should be, Why would it not be better for our banks to maintain our

exchimge at par or else let it drop—

r. Tucker: They were making too much.

By Mr. Hill:
don Q. —let it drop so the country would get some benefit. That could be
" g by issue of currency?—A. The banks do not influence the level of ex-
baalfige one way or another, because they match their transactions. Coming
if X to that question of spread, the only thing I can say there would be that
caszil get further details which would permit investigating that particular
an Q. But you might set a fixed spread?—A. That might be possible, but in
lary €vent the first thing would be investigation as to why any particularly

€ Spread oceurred.

- I will get you some information.— A. All right.

‘ By Mr. Deachman:

| DPivB' I have one or two questions I want to ask Mr. Towers in regard to

R g, t investors. The reason the private investor hesitates today is that he
S he will lose his money; is that it?—A. Yes. d ] k

Con g the government is willing to take on the function of investing under

Which 1ons like that, the government is either willing to accept the loss for

Inyg Stog-he people will pay, or it is matching its judgment against the private

. By ..A0d assuming it has better judgment than the private investor?—
Xactly,
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Q. Now, if the government is to make these investments it therefore be-
comes very important what type of investment they have to make.—A. Yes.

Q. And if you are going to do that it would take an advisory board more
highly qualified to assist them than would be open to any private corporation.
—A. Yes.

Q. Therefore it is extremely difficult?—A. Yes.

Q. Now, I want to go back to this question of exchange. Suppose our
currency had followed the pound and that when we started the price of wheab
was 60 cents. Assume that the depreciation in our currency is very large—
and I am exaggerating here soley for the purpose of emphasis—and our wheat
then went to 90 cents, and because of that depreciation in our dollar which 18
not inconceivable, then would it not follow that the Britisher at first woul
naturally buy his wheat in Canada, as he could buy it with fewer pounds
—A. Assuming that other countries had not speedily followed us.

Q. Yes; that is exactly what I am coming to. But if other countries are
going to follow us either by lowering the price of their products or by further
depreciation of the currency, are not we therefore tending to deflate ouf
prices rather than inflate them?—Our prices do not reflect the full amount 0
the depreciation. The net result is that the consumer in Europe or the buyer
in Europe would have got his wheat even more cheaply than he did.

Q. Yes. Well, now, at the same time that we raised our prices from 60 "
cents to 90 cents in terms of Canadian dollars, would there therefore not be 2 7‘
tendency to increase the production of Canadian wheat because of higher
prices?—A. I assume so, yes, if it could have been. :

Q."So that therefore you are putting in now a non-monetary factor which
begins to work upon a monetary factor and therefore curtailing the so-calle ‘

advantage which comes from our monetary action?—A. Yes. v

Q. Now, as we lower the value of the Canadian dollar we are making it
increasingly difficult to import goods?—A. Yes.

Q. We are adding to the difficulties of the manufacturer by making it mor®
costly to buy his raw materials.—A. Yes.

Q. Would there not therefore follow an increase in the price of manué
factured goods—there must follow an increase in the price of manufactur®
goods—which would deprive the farmer of his advantage?—A. Yes, that ?
true, except in what advantage he ultimately retains in relation to debt:

Q. Then, as far as labour is concerned, it would cut the wages of labou?
because of the increased cost of living?—A. The main so-called benefit, Oe
course, is very largely dependent on the cost of labour lagging behind f"h !

inerease in prices. In other words, labour is expected to pay the major porti0
of the shot; it is a concealed reduction in wages.
Q. A forced levy on wages?—A. Yes. g
Q. Well, then, taking our history in Canada and in the United state®
would this not follow: the increased difficulty in regard to standards of hvt
so far as labour is concerned, would be followed by strikes for increa’fms
wages?—A. When the thing has happened on any material scale that
always been the experience, yes. rd
Q. Having deprived the farmer of his gain we then have a higher sf,a.ndﬁed
of labour which is again an increasing rigidity?—A. Yes, it is an increas
rigidity providing the price level does not then remain steady. . ing
Q. Now, would I be right in saying this: in a certain sense a dech%vill
dollar might be an advantage, but a declined dollar would not be?—A- ¥
you repeat that, Mr. Deachman? the
Q. Would I be right in putting it this way: the declining value oftage
Canadian dollar would be an advantage; that is, it would be an advar’ %y
until the other forces caught up with it and equalized the differences; L{‘:be
declined dollar, one that had come to a permanently low level, would B¢

[Mr. Graham Ford Towers.]
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of material advantage?—A. After those various changes had taken place you
Would find a situation which was not one which was an advantage to the
country as a whole, although during the process some people might have got
Some advantage, but at the expense of others.

By Mr. Tucker:

. Q. Except in debt?—A. Well, that gain they had at the expense of others;
In certain circumstance justifiably so.

Q. I would question that.

The Cuamman: Order.

By Mr. Tucker:

~ Q. My question was, you take back from the creditor what he had unjustly
gained by the previous depreciation?—A. Of course, the creditor had nothing
to do with the change; he is an innocent factor.
Q. He had done nothing to earn it.

By Mr. Deachman:

Q. Just one other question in regard to that. Is it not true that we

Pay our debts by the margin of difference between costs and selling price?—A.
Certainly, so far as the individual is conerned that is true.
. Q. If our costs went up as much as the selling price the gain from the
Mcreased price would be offset by the corresponding increase in costs—A. Yes,
of course, if prices and costs both go up by the same percentage. If one has
10ped that costs were somewhat lower than prices or than the gross income,
if they both go up by the same percentage, that net remaining profit will be
slightly larger,

Q. I think you stated the other day, if I recall it correctly, that, so far as
Ca{lada was conerned in the struggle for the adjustment of price levels, monetary
action had gone as far as it could possibly go?—A. Had in the past gone as far
:}? 1t could possibly go. Where it might go under conditions as they may be in

€ future, I would not care to say.

Q. It is of the past, of course, that T am speaking—A. Yes.
th Q. Take the price level of farm products in 1926 at 100. At the bottom of

€ depression the figure stood at $487—A. Yes.
th Q. The price level of farm products is now back to 64?—A. May I find
€ table that we put in?
: Q. These are rough approximations.—A. Yes. In the table which appears
nextl}tl'e minutes of the third meeting of the committee I see these figures you
ion.
A Q. So far as monetary action is concerned up to date the gain has only been
iy M 48 to 64, if you assume that all the gain between 1933 and 1938 is due to
Onetary action?—A. The figure I have here for 1938 is 74.
1k Q. I am dealing with farm prices only.—A. I have only farm prices. Since
€ end of 1938 possibly there is a further decline, is there?
- The present price level is approximately 64.—A. I see.

Q. So that the gain has been a matter of only 16 points.—A. Yes.
to thY; Therefore, as far as monetary action is concerned it has been limited

at extent, and if we are to return to the 1926 price level it must be from
“UB=Monetary action or from monetary action under altered conditions?—A. Yes.

of o ¥ As far as the struggle is concerned in the future it is largely a matter

4o MOn-monetary action?—A. Yes. Of course, as I need hardly point out, mone-

action even although it may affect the general level of prices does not
sarily affect the price level of certain specific groups within the whole.
hat was my next question, and you have answered it in advance.

Neceg
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The CuARMAN: Gentlemen, it is 1 o’clock. Do you wish to meet at the =
call of the chair? ]

Mr. Lanxperyou: I should like to make a statement, Mr. Chairman. M
Dunning on the floor of the house suggested that we could ask, in the Banking
and Commerce committee when we had Mr. Towers and other witnesses beforé
us, a number of questions we intended asking him. I may say frankly that the
group I represent have been unable to ask the questions that they desired t0
ask and we wondered whether or not we could hold meetings regularly until such
time as we had morning sessions, otherwise we would be compelled to discus$
the question more fully on the budget and other bills coming before the house:
We thought the matter could be expedited by giving us an opportunity as 2
group to put the questions we had in mind. If we can have regular meeting®
and the assurance that we will have an opportunity to ask the questions we have
in mind it would expedite the work in the house.

Mr. Tucker: I strongly uphold what Mr. Landeryou has said because 1
think this is the proper place to thresh these things out. That was my attitude
right from the start, that we should have enough meetings that everybody who
wanted to ask questions would have a chance to ask them in this committee.
strongly uphold Mr. Landeryou’s request to have enough meetings to enable
them to present th<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>