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THE WAR AND FINANCE

By Finance, I do not mean the finance of the war, but the
science of monetary affairs generally. A better title might be
The Effect of the War upon Credit," because in the main all

finance depends upon credit.

Credit is one of the very greatest accomplishments of civil-
«ation-not merely because of its amazing effect upon the
material prosperity of those who have fully developed it, as
compared with those who have not, but in its uplifting effect
upon society.

This willingness to put such trust in another that we
part with enormous sums of money or of merchandise even
when the scrap of paper received in exchange is only a tele-
graphic message in code words, and is consequently without
the signature of the party we trust, demonstrates such an
advanced state of civilization that it seems to be at the furthest
possible extremity from War, and so it actually is. When we
consider the progress made in the western world, both in our
social conditions and in our material prosperity, we are apt to be
-•iatisfied by recognizing political and physical reasons alone for
this vast change. The growth of personal liberty, the use of
steam and electricity, the protection of inventions by patents,
the development of transportation on land and sea, and many
other reasons, at once arise in our minds to account fnr the
change, but all these would have been of little avail if they
had not been accompanied by a corresponding grow;h in those
relations between -nan which render possible the power of
Credit. As society evolved from simple to complex conditions
the interdepenaencies of small communities became inter-
dependencies of a nation, and finally of the world as a whole,
and or all the interdependencies existing among the nations
of the world, noi.e is so complex, 30 vital, and formed of such
delicate machinery, as credit.

1
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I un sure it ii not nccestcy (or me to tnlirge upon this,

but at the risk of wearyins my audience I should like to

present a few of the many forma in which the credit machin-
ery of the world is so vital to society. I do .lot need to

describe the working of a great Canadian bank where within
its own branches one credit transaction is so bilancd against

another as to avoid the use of actual money ezo pt to a trifling

percentage, or the working of bank clearing houses which
perform the same function as between the different banks,
or the working of stock and merchandise exchanges where
credit transactions are as far as iwssible balanced in order to

lessen the work of ihe banks. You have often been told that
in North America 90 to 95 per cent, of the transactions in

business are settled by cheque or by some credit instrument
other than bank currency, which is itself a credit instrument,
and while gold is practically the basis of a'.l the transactions it

is scarcely used at all. It might, however, interest you to

follow such an international use of credit as that involved in

moving products gtown in America to their ultimate point of

consumption in Europe. The cotton crop of the Southern
States is worth annually seven or eight hundred millions of

dollars—often, indeed, more than this. A very large part of it

is sold in Europe, and the financing of the crop is one of the

main financial features in the United States each year. Yet
this great crop, so far as payment is concerned, is moved from
the hands of the planter in America to the spinner in Europe
or elsewhere entirely by instmm-nts of credit. At the primary
market the coloured fanner with a single bale to sell is probably
paid by a credit on the books of the shopkeeper who gives
him his supplies, and the larger planters are paid as a rule

by cheques, a much larger percentage of bank currency,

however, being required at this time of the year than at

others. All, however, are paid by credit instruments. The
cotton buyer at this primary point ships the cotton, say, to

New Orleans and draws through his bank for the value of the

commodity. The dealer in New Orleans sells the cotton to a
spinner in Europe and pays the draft of the buyer at the



primary point by drawing on a correspondeni in New York
and by sending to him a bill of e.ichange on the cotton «pinner

Tu^°^\?'}" """ ""' °" » ^""^ "™«<« by the latter.
The New York correspondent pays the New Orleans draft hy
selling the bill on Europe, which usually means London, and
thus the cotton ha.- been financed out of America. The hill
of exchange on the Undon banker has been drawn payable sixty
days after sight.so that the cotton spinner has seventyor seventy,
five days in which to receive the cotton before paying for it. We
need not follow the various processes of credit until the articles
manufactured from the cotton fabric have been sold to the
pub.ic. If we turn to Egypt and witness the purchase of the
cotton crop there we can see at once the advantage of a perfect
credit system. The Egytian farmer does not understand credit
he has not had occasion to put absolute trust in scraps of paper'
and m the main he likes to get gold when he parts with his
cotton. Thus sovereigns in large quantities have to be sent
every year to Egypt to buy the cotton and to a very trouble«ome
degree they do not come back. The profit on the American
cotton crop made by each individual concerned merely takes the
form of a credit in a bank or on the books of a merchant and
when any actual money is desired, bank currency is used so
that practically no gold is disturbed in the operation. In Egypt
some gold disappears from circuUtion each year.

As the reverse of such operations, if an importer in North
America desires to buy raw sugar, hemp, tin, drugs, oriental
or European manufactures, he does not send money to effect
such purchases, but sends a bankers" letter of credit o- instructs
the seller to draw a bill of exchange on him or on a bank, usually
in London, aga-n depending purely on instruments of credit.

I do not need to remind you that even travellers no longer
^arry actual mone, to any extent, but depend upon letters of
credit, now so adapted to their comfort that often hotel bills in
rernote pla :e'^in Europe can be paid by a scrap of paper written
in Canada To give you some conception of the extent of such
arrangements for the transfer of money for travellers or for
ordinary business, I may mention that on.: bank in Canada has



correspondents for this purpose in 9,770 towns and cities
throughout the world, and through these is connected less direct-
ly with other towns and cities making a total of 17,440 banking
correspondents. In addition to these banks it has arrangements
with innumerable hotels, railway companies and steamship lines
throughout the world by which travellers' cheqi ,s are taken
in payment of accounts. The bank correspondents cover
Europe, Asia, Africa, America and Australasia, including in
the case of Europe 27 different countries. It is true that
more than half of these correspondents are in Great Britain,
the ITnited States and Canada, but the large figures still re-
maining will give you some idea of the number of corres-
pondents in countries where English is not spoken.

This was the sort of credit machinery lacing the world to-
gether in both vast and intricate design which was suddenly
stopped in the last days of July and the first days of August.
It might be thought that the machinery existed as innumerable
units each one working independently of the other, but as a
matter of fact these were either directly or indirectly connected
with the great power house of London. They might fall to
pieces, even if the power house in London remained intact they
certainly must fall to pieces if anything happened to the power
house. In London, where the world's credit was mainly centred
the storm caused by the first hint of war would have to b^
chiefly borne, and in a few days this actually reached a magni-
tude of panic and disturbance which made it cleariy necessary
for some unusual steps to be taken. Even before this, in
anticipation of Austria's declaration of war on Servia, people
were selling securities, especially for Continental account
while banks were husbanding their resources and forcing the
discount market to turn to the Bank of England. This caused
the bank rate to rise on 31st July from 3H to 4%, then to 8*
and on 1st August to 10%. On the 3l3t July the aval-
anche of securities was such that the London Stock Exchange
closed its doors, soon to be followed by every stock and mer-
chandise exchange in the world.

It was now impossible to discount bills, to sell securities



or to transfer men. • from one place or country to another
..ther by a cable transfer or by draft. It wa, eTtimated that

LerZr T? ^'"'°" '''=«P""'«» by b""'". and wealthy
merchant, of draft, drawn on them from all part, of the world!
representing t . commerce of the >eas and the fin?-, of many
countries, amounting to about i:350,000,000»terlin

. H wunder

T^ ';'''7"«!«=' ™"ld these be met ? What « ..,d happen

o° , h^ n' K "f
'""'" """"-' "" '"' "»" "-ese bms,

^lv\,n, ri
°' "' '°'""'' """"«'' "• "QUidation of which

;^i^ H V
'*""" '" '°'""' '""*' '^° """' widespread

ru.n the Government on Saturday, 2nd August, proclaimed a

a^ZkhTH ".""' °' "^'"-^•- "•""•"^ was' fortunately
a bank holiday, but an extended holiday until 7th August wasmade in order to tnable a consideration of the whole financial
s>tu.t,on to tal place. The fate, not alone of London, bu
of the world, -...s at stake. A general moratorium for onemonth wf.s proclaimed. Of this all could take advantage and
therefoi-e runs upon banks were practically impossible, but theb»nks placed no restrictions xxp, withdrawals when these were
for business purposes. They on »ught to prevent the hoard-

ft 'rl 7 ' Government passed the Currency Act underwhich £l and 10 shilling paper notes were created, convertible
in gold at the Bank of England., but calculated to drive the
golden sovereigns and half sovereigns into the hands of theBank, where they might be very necessary before the war was
over. The Government undertook to lend this paper money
to .he banks np to 20 per cent, of their deposits, and thus when
the banks opened on the 7th some financial machinery existed
for the transaction of business. Many other wonderful things
had been done, such as the war risk insurance, but I am only
touching upon finance.

Business, however, did not respond quickly. The shockhad been too great. When the thirty days' moratorium expiredhow many would be able to pay their acceptances ? Would the
foreign banks, especially the banks of belligerent countries, be
able to pay? How could we discount new bills freely if we
were uncertain about our large holdings of these postponed



bills ? To aieet this difficulty, on the 12th August the Govern-meut authomed the Bank of England to discount without
recourse to the holder approved bills which had been accepted
be ore 4th August. This meant that a bank or any other
holder of a b.ll of exchange, accepted before the war. could
provided at the outbreak of the war the acceptor was in good
standing, obtain the value of the bill of exchange and be re-
lieved of all responsibility if for any reason the acceptor couldno eventually pay. And we must presume that for all such
failures to pay and they must be very mpuy, the British
Government will as a matter of public policy bear the entire
loss.

.?'!; 'u Ir
" ^*P'™'«'' ">« 8«'«™l moratorium was extended

until 4th November, but it was expected that as far as possible
acceptors would now begin to take up their bills. In this
connection as a natural sequence to the action of the 12th
August, the Government authorized the Bank of England to
lend to acceptors, where necessary, the funds with whi-h to
retire their bills extended by the moratorium, the bank to

Thf,"ni'rT
'*"'

''f
the close of the war for repayment.

This still left unprovided for the acceptances of the London
branches of alien enemy banks, and on 16th October arrange-
ments were made by which the British Liquidator was able topay those in full. Early in November steps were taken by theGovernment to enable the Stock Exchange to do a limited
business, to assist British traders to finance export business
and to carry debts owing for such, and to enable the Liverpool
Cotton Exchange to reopen for business.

Some of these are astonishing actions for any Government.
They sound like the last word in autocracy, but perhaps they
are the last word in democracy. The Chancellor of the Ex-
chequer said by way of explanation: "There is no doubt
that we have, I will not say, departed from any principles
which have been accepted in this country, but that we have
undertaken responsibilities which no Government has ever
been called upon to undertake in the past." The man in the
street is not so slow to understand if the event is large enough



tod simple enough in scope, and political opponents were stilled
by the vastness of the issues at stake. Thus measures which
seem curiously novel were judged mainly by what they accom-
plished, and this, as was almost universally evident, was im-
measurable good. It is not too much to say that Great Britain
saved at least the whole Western world from financial ruin by
her prompt and highly intelligent actions.

I need hardly remind you of the action taken in Canada.
Our affairs are small compared with those of the great financial
powers, but our gold supply is as important to us as that of
Great Britain or Germany is to them. It was necessary to
prevent the hoarding of gold and also to prevent the lack of
currency with which to do business. Practically within twenty-
four hours the Minister of Finance had made the following
arrangements

:

(1) For the first time in the history of Canada, banks were
empowered to pay their debts in their own notes. When these
notes reached the clearing house, however, they were redeemed
in Government legal tenders or in gold. The notes were not.
as many people suppose, made a legal tender as between indi-
viduals, and the main object of this arrangement was to prevent
people from securing actual gold coin in order to hoard it, a
process which would have been ruinous to the nation as a whole,
although comforting to the individual who secured the gold.

(2) The banks would have been able, under the Bank Act,
to issue the usual emergency circulation for crop-moving in
September, and this date was set back to August.

(3) The Government raised somewhat the limit for that part
of its legal tender issues which is not entirely based on gold.

(4) The Government undertook to make loans to banks on
approved security ir order to aid them in carrying on the busi-
ness of the country.

At the moment when these measures were put into force
no Canadian bank having either cash or call loans in either
London or New York could use a dollar of these resources to
pay debts in Canada. If a cargo of grain were sold by a Can-
adian shipper to England, he could only obtain payment by



selling the bill of exchange in New York. For this bill he

resampfon of operations by stock and merchandise exchanges

havegraduall.n,adekcoLrb^:r.eTb=^^^^^

nations of the world
'*'"'"' '•" "=«"»

so eager to plan for the future that when Ihl fi T ^^
Dominion ended in March I9ir ,

'•>«««"' >-«« of the

abroad 300 milHons of do' lars tonhT /' "' '""' '°"«'"

had sold, and in addition te had l„t'u5mT"
'"'° "^

for interest on money borrowed tn^
°°' '° ^'^

of a like kind W. „ T!
^"'^ P«vious deficiencies

sening'tu::;ts Z'o:::^^^[ "-^r "r "^

traction was setting in and clear^'th! / ""^' ""-
had reached its limit for the mor^e'nt I T.reeVf' "T'"'or the world that a period of Lll '^^r^tlMn!
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finaneml markets preceded the war. By March, 1914. we

3M
^™"«*" ""/'bit balance in foreign trade down rom300 m,lhons o about 170 millions, and in a few months th"

Ter nTf "T"V "'"='' ""' "<""' ^''i-'" "-an a m reperiod of ordinary business contraction

in mlT'^T'""* '"" ^*'y'""^l'.some exports also, butm many articles exports will increase in volume and valuewhile new exports in war material will be of great assisLnce

ofThr::'''""'''""''''"''"''-^^''-^-^'-''"'!'^"^^^^^^^^^^^^

n the case of any other sale of securities. The outstanding
fact, however, is that, whatever our de6ciency may be in each

entirely in Great Britain. Since the war began, and doubt-

cJLZ'
""'

'T r"'""
"*••' "'^ P™'I«^' '« very serious forCanada during the first few months of the war. If we could

ally Should we have to declare a general moratorium and

debtor7:re?n7
7'"' "" ""^ "°'"™'

^ °- internationalaebtor in the end always meant the United States. It was the

urihat
;""""'"" '"""^^ °-^ *- purchases 1

shouMh " """'''• "^"'^ ""^ «='"y 'he people who

dot' wrrn""'' ""^ "" "°' ^«'" «"'--• Wou'd theydo so? Well, happily, this new market for our securities i,

I nave mentioned we can see our way. provided there is no

whetr"!f
'" °"' <^^'«"°"'^"- - i-dividuals to do eveothing

dttito'sr'^"^
'""-''''

'' -«— '--
"

Every dollar's worth of merchandise imported which could

al:: her' sT " "''^' '^°""' "^ """^^^ ^^ « -<^altogether, is a sin against Canada at this moment W,cannot live precisely by such a severe principle, b^ o far^

Iollfr°;" ":: ^'""-^ '° "" "-^ ^-' »«"'- Everytt^dollarsworth of produce raised on ev.ry,arm or plot of ^ound!
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produce released for Srtbl'h?
''""' "°"'' "' '<'«'<» "r any

the household, is so ^XoL^Z!::'" "l
'"^ ^^"""^ »'

do «ot mean that wealthy ,Z" ,1!!?^ '"* ^ ''"'" '"'"'^- ^
ofl.vmg as to lessen the n^ foVe""

"^ '.° '"'"«= 'heir scale
-deed, every man must d dd! as tT^""*

'° "any servants.
«"sh to point out that amZVu " """ ^uty. but I do
foreign object he may L°>erob7''u'''''''^'°P^y'--°
perform to Canada in no in H ^

'^ "1^ have a distinct duty to
-We^s that may be It another time"'

'" """^ '° ^"^- '-<«-

and thlt^L^TlLet";!-^^/'"?"'^' - '° « f- things,
we shall not relax.

""" °" ""' ««»' ^rama in Europe

'
"^oU^'i-Ci^™-'^ ".""^ -^"- Which is

Of Canada' ThftleTnot7 ".i''
'""^"""^ ^o""

a good deal in finishWwhL "'". """ '^^ '>»" °ot do
roads, and in many il!!

' "* "'^^ '««"°- '" building

's beyond qnes"fon
"""""^^'"^'"^ 'he wisdom of which

'
"^hSVarpett'on^ewhfcr'cH'' """ """^ '" "-^
almost all ^ople in North A

""'""'^""^ 'he habits of
we could efen approach tht'"-

""" '"' »°»-'
Europe,wecouldeasnywfh,r°r°'^°' '"^ P^°P'« <"
that could beimagTnId

'"'"^^"'"''''"
'
™»»"re

'
'^nusurinrstry,;°rea'::Hn'ter '"*"' "^ '"^ -"" "'
of application, produce aC'^'"« ""^ longer hours
than ever before.

*" *°"""" °' "^w wealth

does^^^tt^lnX-tZg'^^^^^^ -" <" -reals
have ever known. We shall iT ^! ^ ^^""^ anything we
any good luck. Th„e are ^ho !.'' ^ ""'"'''"' -"ough for
countries, out of work e "n aft r tenf l",.''"""''"

"^ '" """^
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"US} witn army contracts
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than with useful industries we a» K-„^-
«tion for the cost of war wWh . "* "^ ^"''^ '° '""
"•ny a year to come. r. "^ "''"''"" °"^' "«" '<>'

to thin/firs. of what'o:; :«":"?; "" " '"' -<'"•'»« only

we are indeed so con^iouT ofT "''"'''''' '''""' """"^
historic events of <ilUim^Z,"'l^ """"'' ""* •'""test

so much considera on to mL """"' "Po'ot'" 'or giving

welfare. AndyeHo notTe^
~»ceming our material

our efforts.
" "' m.sundersUnd the meaning of

her!;LTh"as'd"et:'rmt"Ifir 'Tl ^''''- """ ''"^ "^'Po'
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done in Canada by those who tav at h^™ T? ^"^ "^'^
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"^ '"^

management of some great bu^in..? 1 / stocking, the

our government, is als'oa blow s ruc^ in th """f"°" "'

the freedom of the world.
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