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ABSTRACT

The Problem

The subject of this paper is the Canadian chartered banks during
the period from 1930 to 1935. In these_years of economic disruption,
strains were imposed on the banking system and criticisms levelled at
the banks to an unprecedented extent. These strains and criticisms
came from diverse sources, and the problem has been to identify the
demands which they made on the banks, the sources of the demands, the
nature of the banks' responses, and the effectiveness of the banks!

reactions,

The Investigation

The problem was tackled first through a consideration of the main
features of the Canadian banking system. This involved not only the
determination of the machinery of the banks but also the main ideas
which determined the conduct of the bankers. The former aspect of
this question was determined not only from stafements by the bankers and
books published under the aegis of the banks, but also from govern-
mental and academic accounts of the system. The question of the
bankers' rationale was largely investigated through the statements of
the leading bankers and from the nature of the proposals made by the

bankers in response to specific situations.

The investigation was then concentrated on the position taken by

the banks with respect to certain economic problems of importance. The

ii



period saw considerable discussion of these problems by both bankers
and non-bankers, and much of the commentary on the questions was
garnered from that discussion. The final area investigated was that
of problems raised by various groups in Canada and the response of the

banks to these.

In general, the method followed was to determine the precise
nature of each problem, the sources from which these came and their
reasons for raising the questions, and the position taken by the banks

in response.

Conclusions

The study concludes that the Canadian chartered banks performed
a commendable function for Canada during the first years of the Great
Depression. In a period which saw financial disruptions and in-
numerable bank failures in other countries, the chartered banks
provided Canada with stable institutions which commanded national as
well as international respect. The security of Canada's banks was
never seriously questioned. It is not possible to‘evaiuate the im-
portance of this confidence instilled by the banks; that it was essenfial
to the economic welfare of the nation was evident. That the bankers
pursued policies which showered on their heads the abuses of many people
does not alter the fact that those policies in the long run were
essential to the financial well-being of the nation. The bankers must

be commended for pursuing unpopular courses.
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But this praise of the banks is tempered. They were private
institutions of national importance. Consequently they had a respon-
sibility for the public repercussions of their policies., They must be
criticised not that they pursued policies antagonistic to the general
welfare but rather that they were never willing to consider the
broéder consequences of‘their actions. Compounding this shortcoming
was the fact that the 'laissez-faire' phileosophy expounded by the
bankers could no longer be sustained, since the gold standard, on which
the operation of that philosophy had rested, had been abandoned. In
the hiatus of leadership, the banks declined to contribute to the

creation of a managing authority.
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I. INTRODUCTION

The relationship existing between the commercial banks in a
country and the various interests in the community is one which is
not duplicated in the relationships of other businesses. Possibly
this is because the affairs of the banks touch all business in a
particularly sensitive place, that of financial affairs. One author
notes that "To the physician, an individual entrusts his health; to
the banker,‘his money. Both are prized possessions., Neither can be
neglected with impunity.“l Possibly, too, the unique relationship
is due to the esoteric aﬁra which surrounds the banks making them
incomprehensible to all but the initiated. In part because of this
relationship, and because of the vital role of the chartered banks in
the economy, the Canadian banks in the early 1930's found themselves
and the monetary principles which they upheld at ﬁhe centre of a
sustained debate. This debate, conducted during a depression unprece-
dented in severity in Canadian history, forms a central theme in this

study.

The closing quarter of the year 1929 provided the initial impetus
to that depression, and it is with that date that the period considered
in the study commences. It ends early in 1935, for in March of that
year the Bank of Canada opened its doors for business and ushered in a
new era in Canadian banking. By that time, there were strong indications

that the worst of the depression had passed, a low poeint in economic



conditions having been reached in the spring of 1933, after which

date the economy recovered. A line on a graph indicating the general

state of the economy would, therefore, fall sharply from late 1929

to a nadir early in 1933 from which it would gradually rise to a point
in 1935 somewhat below the 1929 level. The response of the chartered

banks to the problems created by this depression constitutes the other

major theme in the paper,

The problem of treating with the conduct of the chartered banks
from 1930 to 1935 and with the discussion of the banking system which
took place concurrently had been met by first of all outlining the
important features of the Canadian banking system at the time. This
is done in sections II and III of the paper. In the next four sections
(IV to VII inclusive) some questions which were of interest are con-
sidered, section IV with the general response of the banks to the
conditions, and sections V, VI, and VII with some specific topics.
Sections VIII, IX, and X deal with proﬁlems raised by various sectors
of thelCanadian community, and to complete the paper, sections XI and
XII recapitulate the general attitude towards the banks and the Bankers

and sumarise the study.

The years dealt with in the paper were revolutionary ones in
Canadian banking history. It was a period during which the chartered
banks faced unprecedented criticism. It was a period, too, during

which the banks had to manage their affairs with extraordinary caution

in order to secure their stability. That they managed to survive the



stresses without permanent damage and with a minimum of crises was
indicative of the adequacy of the banking system and of the calibre
of the bankers' leadership. And it was a vindication of their

policies,

1. Albert U. Romasco, The Poverty of Abundance: Hoover,
the ?atgon and the Depression (New York, Oxford University Press,
1965), 69.




ITI. THE CANADIAN BANKING SYSTEM

In the 1930's the Canadian chartered banks comprised a key sector
in the economy of the country. As the main instrument in the nation
for the exchange of money and for the control of credit, the banks in
their operations stood at the croés-roads of economic activity. On their
well-being depended in great part the smooth continuity of business
~activity. In consequence the banks played a pre-eminent role in the
business community's response to the conditions imposed by the depres-
sion, a role which‘was shaped largely by two considerations., One of
these was the nature of the banking system, the institutional machinery
of the banks and the practices followed by them under the powers granted
for the conduct of their affairs., The other was the rationale which
permeated the bankers' activities, the fundamental ideas which were

accepted among bankers and which formed the basis for their conduct.

Though it bore many resemblances to the banking systems of Great
Britain and of the United States, and Canadian bankers freely acknow-
ledged debt to those systems, banking in Canada manifested a large
number of features which, in sum, created an institution quite peculiar
to Canada and well adapted to Canadian conditions. One outstanding
feature of the system in 1930 was the very small number of banks doing
business. There were only eleven in that year. One of these, Barclay's
Bank (Canada), had begun business in the previous year and another, |
the Weyburn Security Bank, was to be amalgamated in 1931 with the

Imperial Bank of Canada, leaving a total of ten which was to remain yn.

changed throughout the rest of the decade. They were large banks, very



large for the most part, and in comparisoh with banks in other parts of
the world quite out of proportion to the economic size of the country.
Three of them were, in 1930, rated among the top twenty in the world

in terms of total assets.

With justification it was claimed by many of Canada's leading
bankers that the existence of this small number of large banks was due
to the demands imposed by the Canadian environment rather than to artifi-
cial stimulants from governments or financiers. This claim was impor-
tant in justifying the large number of mergers which had been a feature
of Canadian banking history and which largely accounted for the size
of the banks. By 1930, amalgamations had brought most local énd
regional banks together so that eight of the banks then doing business

had branches in at least six of the nine provinces.1 Of the other three,

the Weyburn Security Bank ceased to exist as an independent institution
in 1931, and Barclay's Bank (Canada) operated as a subsidiary_of its
great British namesake., Since the beginning of the century, twenty-
eight banks had lost their separate identities through amalgamation.2
Undoubtedly they were national rathér than local or regional institu-
tions, and reflected in their operations the fact that their charters

were granted by the federal Parliament.

This coming together of local and regional banks to form banking
organisations of national scope meant that the financial resources of
the nation could be mobilised more extensively than might otherwise
have been possible, Excess deposits in one area were made available to
areas in which the demands for loans exceeded funds available locally,

a factor which bankers pointed out was particularly valuable in a



country such as Canada where new areas which required large infusions

of capital were constantly being developed. National organisation
meant, too, that the strains of an economic recession in one region
were absorbed within large and diversified institutions whose vast re-
sources provided security to their creditors, By 1930, it was e#ident
also that the banks had attained such importance in the economy that the
federal government could not remain indifferent to the soundness of the
banks. Their security was clearly of more than private interest. The
fate of the Home Bank subsequent to its failure in 1923, and the contri-
bution made by the govermment of the day to the bank's creditors were

demonstrative of this fact.

Competition, of course, was another factor which restricted the
number of banks. It was difficult for a new banking institution to
compete successfully with the established ones. And it was not finan-
cially easy to start a bank in Canada, The thought of a number of
unprofitable years of operation prevented all but the most optimistic
and resourceful from applying for a bank charter. The requirements of
the Bank Act of a subscribed capital of $500,000 and a paid up capital
of $250,000 was also a major consideration, a requirement which the
supporters of the banking system claimed kept economically unsound and
unworthy promoters from entering the banking field, Subscribers to
the capital stock of a bank were also legally liable for a double sub-
- scription should their bank go into liquidation.. Even when these
conditions for the starting of a bank had been met, it was required that
the Treasury Board be assu}ed of the good faith and adequate means of
the applicants for a bank charter, and no new institution was permitted

to open for business until that Board had issued the certificate of



incorporation. Subsequent additions to the stock issue of a bank also

needed the authorization of the Board.

A corollary of the feature of largeness was the branch banking
scheme which was in use in Canada and which, it was claimed, was uniquely
appropriate to Canadian conditions. In the great expanse of Canada, with
its widely dispersed population with their diverse banking requirements,
large numbers of branches of all sizes brought to the most remote corners
of fhe country the banking services of great and stable institutions
which, through separate accounting at each branch coupled with centralised
control, made available the resources of nation-wide institutions to
the very smallest commnities. As mentioned above, this system meant
also that each bank could minimise its risks through having its assets
distributed over the various parts of the country. At the same time,
the branch banking system permitted a flexibility within each bank which

allowed each branch to be managed in accord with local requirements.

In view of the importance of the banking function to the nation,
there was surprisingly little public control over bank affairs. For the
most part, the banks enjoyed a high degree of independence from govern-
méntal regulation, a freedom which the bankers saw as contributing to
the stability of the banking system. However, there were a few regula-
tions, such as those already mentioned concerning capitalisation, which

determined the essential features of the banks.

The principal legislation specifically tailored to the banks was

that of the Bank Act3 and the Finance Act. The former act made provision

for the establishment of banks, and restricted the use of the term !'bank!



in Canada to those institutions incorporated in accordance with the
proviéions of the act. Requirements concerning the supplying of details
of operations were also outlined. Every ten years the Bank Act was re-
vised, a procedure which allowed for Parliamentary consideration of the
affairs of the chartered banks, for reappraisals of the need for change,
and for the introducti§n of measures designed to improve the functioning
of the system. On the whole, the procedure requiring decennial revision
of the Bank Act met with acceptance from the Canadian banking world as

well as from non-bankers.

The Finance Acth provided the banks with a source of funds to be

used to stabilise their loaning capacity. The Act had been introduced

at the beginning of the First World War as an emergency measure to pro-
vide for the expansion of the supply of credit when conditions so demanded,
and had been retained in use after the War had ended. A revision of

the act in 1923 had not changed the basic feature of the act which was
that the Treasury Board, on behalf of the federal government, could

issue Dominion notes to the chartered banks against government and other
forms of securities, As this provision permitted the increase of the
Dominion note issue without reference to the amount of gold held in
reserve by the government, it meant that the volume of money in circula-
tion could be expanded greatly at any time, Furthermore, while the
Treasury Board was charged with the administration of the provisions of
the Act, there were no direct means by which the extent of use of the

Act by the banks could be controlled., The banks themselves had to
initiate any move to create additional money through this source, and the

Treasury Board did not accept responsibility for the extent of the



banks! borrowings. Nor did the Board attempt to influence the banks
throuéh the manipulation of the interest rate charged on Finance Act
loanS.5 Essentially, this failure to direct closely the supply of money
in circulation was due not only to the shortcomings in the arrangements
provided by the Act but also to a willingness on the part of politicians,
civil servants, and bankers to accept the idea that monetary fluctuations
were self-adjusting and that the banking community contained within it-
self the means to ensure a healthy supply of money. It was believed in
official circles that a need for more money in the community would be
met by the banks borrowing under the provisions of the Act. On the other
hand, a decrease in the demand for money would lead to a reduction in

the total bank borrowings from the government.

Apart from the broad framework provided by the Bank and Finance
Acts for the operation of the banks, there were a number of other forms
of control existing., Permanent Parliamentary committees served to remind
the banks that they were subject to the control of Parliament. In
addition, to ensure closer supervision of the day-to-day operations,
legislation provided for internal as well as external audit of each
bank's affairs. Every branch bank was audited at least once each year
at an irregular time by officialsvof the bank concerned, and shareholders'
auditors were appointed to satisfy the owners of the banks of the
veracity of the banks! annual reports. Provisions were also made for
external audits conduéted through the offices of the Inspector General of
Banks who, on behalf of the government of the day, was authorised to
inspect éhe affairs of any bank, this power including the right to enter

and inspect the books of individual branches. This latter provision
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permitted a form of inspection which had been discussed for many years
but which, until the collapse of the Home Bank, had become bogged down

on every occasion due to the problems involved in its execution,

The special requirements for inspection of the affairs of the
chartered banks was deemed necessary largely because of the unique
position of the banks in the Canadian ‘economy. This public concern was
especially evident in the provisions made for control over the note
issue of the banks, The banks in 1930 were permitted to issue notes
for circulation in'denominations of $5. or multiples thereof up to the
amount of their paid-up capital, and paid a one per cent charge on the
value of notes issued for this privilege. Though not deemed to be legal
tender under normal conditions, these notes were to be the first charge
on a bank's assets in the event.of liquidation. During the period from
September 1 to the end of February each year--the time when crops were
being moved and there was an extraordinary demand for money--additional
notes could be issued up to an amount equal to fifteen per cent of the
combined paid-up capital and 'reserve! account of each bank, but the
banks were required to pay five per cént interest on any such "excess"
notes circulated. In order to extend its issue of notes beyond these—
limits, a bank was required to deposit an amount equal to the extra issue
of notes in the form of gold or in Dominion notes with the Central Gold
Reserves., In order to secure bank note holders against the failure of
a bank, a "circulation redemption fund" was created through the contri-
buting by each bank of an amount equal to five per cent of its average

note circulation.7

The supply of circulating currency in Canada was composed of these



bank notes and of Dominion notes which were issued by the government

and managed by the Treasury Board. Parliamentary enactment established
the amount of Dominion notes that could be in circulation at any one
time, but additional amounts were issued on the basis of the provisions
of the Finance Act which, as noted above, allowed the chartered banks

to borrow Dominion notes against various types of securities. Because
of this latter provision, there was little direct control over the total
amount of currency in circulation, and only the willing co-operation of
bankers with the Treasury Board ensured that the supply of currency was

not extended to uhreasonable limits,

This lack of governmental controls over the supply of currency was
duplicated in the lack of enactments concerning the holding of reserves.
In 1930, there were no legislative provisions requiring the chartered
banks of Canada to keep reserves as security for their liabilities, and
the Bank Act only demanded that of those reserves which a bank elected
.to hold, forty per cent had to be in Dominion notes or in gold deposited
in the Central Gold Reserves. The banks, however, elected to maintain
reserves, and usually kept a reserve of about ten per cent of deposit
liabilities in:the form of liquid assets. Treated as acceptable assets
for this purpose were Dominion notes, gold balances, césh balances with
foreign banks, call and short loans, especially in the New York call
loan market, and readily marketable government securities., Again, hoﬁb

ever, there were no specific requirements other than the one mentioned.

"Liquid assets" formed along with the rest of a bank's investment
portfolio one of the two major parts of each bank's assetsé the other

part was composed of the banks! commercial loans issued in Canada. Two



aspects of the lending business of the Canadian chartered banks are
particularly noteworthy since these singular features were major factors
in the functioning of the banking system. One was the provision made
in the "pledge" or "section 88" of the Bank Act. This provision permit-
ted the giving to and acceptance by the banks of security in the form
of assignments of goods in storage or in transit, and was designed to
make it possible for funds to be loaned to producers and manufacturers
before the proceeds from the sale of the commodities was realised.

Since the goods assigned to a bank under "section 88" provisions could
remain in the hands of the borrower rather than be physically trans-
ferred to the control of the lending banks, this provision added a
feature to Canadian banking procedures not generally found in banking
systems in other countries. Especially for Canada's farmers and their
marketing organisations, this provision of the Bank Act was of primary
importance. It was widely considered indicative of the shaping of the

banking system to meeting the peculiar requirements of the economy,

The second noteworthy characteristic of the banks! credit business
was that the Bank Act prohibited the acceptance by the chartered banks
of real estate as security for loans. Designed as a measure of
protection against speculation in land and the vagaries of real estate
values, this restriction, while limiting the loaning capacities of the
banks, prdﬁided a curtailment of investment in a sphere notoriously
susceptible to severe fluctuations. It also discouraged the banks from
comuitting their assets to long-term loans, a necessary precaution in
view of the fact that the banks! liabilities were largely in the form of
demand or short-notice deposits. While on occasion unhappy with this

restriction of their activities, Canadian bankers on the whole tended to
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recognise the merits of this provision and to accept it.

The other major item in the assets of the chartered banks in 1930
was their holdings of securities which could not be termed liquid. For
the most part, these were composed of debentures of the highest degree
of security, usually ones carfying federal or provincial government
guarantees., As a consequence of using this means of employing funds, the
banks established permanent investment departments which had gradually
expanded their activities into acting also as jobbers for the purchase
and sale of high-grade securities, The chartered banks as a corollary
of these functions were also involved as members of syndicates in under-
writing issues of bonds, usually governmental, school board or hospital

board issues,

Another important function of the Canadian banks was the main-
tenance of a system facilitating the exchange of foreign currencies,
and thereby aiding the conduct of Canada's trade abroad. The banks,
with the aid of several exchange brokers in Montreal and Toronto, bought
and sold foreign exchanges in order to meet the needs of their customers,
and when unable to fulfil their obligations in this respect within
Canada would resort to the New York or London exchange markets. At the
same time, the Canadian banks were equipped to aid Canadian merchants
through the purchase of bills of sale and bills of lading. A number
of branches of Canadian banks in other lands facilitated the carrying
out of these functions and helped to provide detailed information on

trading conditions abroad to Canadian businessmen.

In spite of these activities in the securities and foreign ex-

change markets by the banks, there was not a money market in Canada in
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1930. Nor was there an authority charged with controlling the amount

of money in circulation, and the bankers themselves, rather than acknow-
ledging any influence over the supply of monej through their loaning
business, denied the existence of such a function, claiming that the
money supply was determined by economic conditions and the volume of
credit by the demands of the market. This lack of a controlled money
market meant that in times of economic disruption there was no authority

in Canada charged with manipulation of the money supply in order to

alleviate conditions,

In conducting their business, the chartered banks were completely
independent of each other though they did come together in the Canadian
Bankers' Association in order to aid in the smooth performance of common
functions. Possibly because of the limited number of banks and their
large size, there were few matters which required formal co-operation.
To facilitate whatever co-operation was deemed necessary was, however,
the function of the Association. It had been incorporated for this
purpose in 1900, but more specifically to supervise the operation of
clearing houses and to appoint curators to supervise the affairs of banks
which ceased payment.9 The Association also arranged for the printing
of chartered banks notes and ensured that notes were not issued in excess
of the unimpaired and paid-up capital of each bank since every bank was
responsible in proportion to the ﬁalue of its own note issue for the out-
standing portion of a failed bank's notes. The management of the
educational programme for banking'employees was another purpose of the
Association, as was the presentation of the banks'! viewpoints on some

questions to Canadian governments. In spite of the power of the
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individual banks, and their reluctance to delegate authority, it was
generally acknowledged that the Association had great influence in
government circles, but it should be noted that the Association's primary
function was to aid the technical operation of the chartered baﬁking system

rather than to form common policies for the banks.

In spite of the considerable degree of independence from govern-
ment control which the banks enjoyed, and their great economic strength
and stability, it was acknowledged that the banks were susceptible to
many pressures which restricted their activities. The position of the
banks in relation to the other sectors of the economic community made
them a convenient whipping-boy for politicians, especially those of the
agrarian West. The powers of moral suasion enjoyed within Parliament
by the permanent parliamentary committees on banking and by the federal
government were considerable, and were one of the important features of
the system. The need for amendment of the Bank Act every ten years
served to remind the bankers that they were not without public respon-
sibilities. The need to make numerous reports to the federal government
served the same purpose. And, of course, the "near banks" performed
functions which provided alternatives to the services of the chartered
banks. More abstract and less easily identified than were the technical
- aspects of the banking system, these matters were nevertheless as

essential to the operation of the banks.

1. Canada, Dominion Bureau of Statistics, The Canada Year Book,
1930, 858.

2, M. C, Urquhart & K. A. H. Buckley, eds., Historical Statistics
of Canada (Toronto, Macmillan, 1965), 246.
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3. Canada, 13-14 George V, c. 32.
4. Canada, 5 George V, c. 3; 13-14 George V, c. 28.
5. C. A, Curtis, "Credit Control in Canada, " Papers and

Proceedings of the Canadlan Political Science Association,
1930, 109.

6. J. W. O'Brlen, Canadian Money and Banking (New'York McGraw
Hill, 1964), 186-7.

7. Canada Year Book, 1930, 843.

8. See especially the evidence of Jackson Dodds, General Manager
of the Bank of Montreal and President of the Canadian Bankers!'
Association, before the Commons Committee on Banking and Commerce in
1934. Canada, House of Commons, Standing Committee on Banking and
Commerce, Minutes of Proceedings and Evidence, 1934, Appendix 2.
(Hereafter cited as Commons' Committee).

9. This latter power was transferred to the Minister of Finance
by the Bank Act of 1934,
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III. THE BANKERS' RATIONALE

Of great importance to the operation of Canada's banking system
was the rationale which shaped the conduct of the meﬁ controlling the
banks. During the depression years with their extended criticism of the
banking system, the bankers exhibited a remarkable consistency in their
support of a number of ideas. These ideas were as essential to the
operation of the system, and to the economy, as were the other aspects

of the banking system.

The chartered banks, of course, occupied a position of surpassing
importance in the affairs of the nation. The fact that there were so
few of them and these were so large magnified this fact. Because of the
importance of that position, the conduct of the banks was at all times
of public moment. As more than one writer observed, the fate of the
chartered banks was not one which could be divorced from public or
governmental interest, By 1930, it was commonly accepted that the
federal government could not permit the failure of any of the banks be-
cause of the great threat to the entire economy of such an event. The

failure of the Home Bank in 1923 had illustrated this.

The importance of the banks to the economy was freely acknow-
ledged by Canadian bankers, and so it appears odd that at the same time
the bankers had a singular obsession with the welfare of their own
institutions which precluded their showing interest in the effects of
their actions on the rest of the economy. One author thought that "“they
neither understood nor were willing to learn the economic consequences

of their own actions."l The bankers made little effort to conceal their
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attitude in this matter. They were practical men going about managing
the affairs of their companies, and devoted no effort to considering

the broader issues involved by their conduct.

In fact, Canadian bankers took pride in being down-to-earth
business men. They were sceptical of the ideas and ideals of those who
propounded theories about banking and monetary affairs. The replies of
the bankers to the radical economic theorists left the clear impression
that they felt theorising to be valueless., "The trouble with many of>

- these banking theorists," thought the editor of the Journal of the

Canadian Bankers' Association, "is that they have had no practical

experience in baﬁking."z The bankers, as one author expressed it,
exhibited "a frankness in the admission of ignorance (about monetary
theory) which was largely the reflection of contempt."3 To the sugges-
tion that "Economics is as scientific as any other branch of science,”

one banker replied that "It must be lovely to be that sure; I am not."h

To say that the bankers ignored in their every day management of
the banks the broader consequences of their policies and the proposals
of monetary theorists is not to say that the bankers did not have their
own beliefs about the social role of the banking function., The rationale
of the bankers rested in the 1930's on classical economic theories,
They believed that banking; like 6ther aspects of economic activity,
operated best under a system of free enterprise, of self-regulation, and
of natural readjustment to demands within the economic community.
Monetary management, consequently, was unnecessary. The "needs of trade"
would ensure, it was felt, that at all times the banking world would

adjust to provide the best possible level of economic activity. Further
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theorising had no place in this scheme. Minimal intervention from
human institutions, including governments, was desirable. Rather than
being helpful, it was thought that tampering with the natural machinery
would lead to harmful imbalances which could be corrected only by
returning to the natural system and not through attempting to restore

balance by artificial means.

‘This faith in the self-adjusting powers of economic forces ex-
plains much of the bankers' conduct during the depression. Hence the
bankers saw their own role as involving simple responses to the demands
made on their facilities, They did not believe that they could improve
the situation by taking positive action in any direction. Mr. Jackson
Dodds, the General Manager of the Bank of Montreal, suggested in 1934
that "the banks could hardly 'combat! the effects of deflation as that
would imply active, aggreséivé actioﬁ which is not descriptive of the
part played in the economic system by the commercial banks."5 A similar
attitude was taken by the banks in their reaction to many other problems.
"Natural correctives," Dodds said to the annual meeting of his bank in
1933, "are working toﬁards world recovery, but many artificial barriers
still impede progress."6 Economic nationalisms, tariffs, and the
operationé of central banks were thought unnecessary restrictions on
the free movement of goods and the stabilisation of the world economy.
Canada, the bankers thought, could only wait in the hope that these
hurdles to world recovery would be removed and natural forces permitted

to take effect.

A key issue in the debates of the early 1930's, one which demon-

strated the bankers'! attitude, was that concerningvthe volume of the
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credit supply in the country, the banks' relationship to this, and the
effect of the volume of credit on price.levels. As already mentioned,
the bankers believed that the volume of the money supply was determined
by the "needs of trade." They felt also that their lending capacity
was determined by the volume of their deposits as well as the demand for
loans. Statements of the bankers made it clear that they did not con-
sider the consequences on the economy as a whole of credit decisions
made by them in their own self-interest. Canadian bank officials also
refused to acknowledge that they could create bank deposits through the
granting of loans or, in many instances, that demand deposits in the

banks represented a part of the money supply.

Having taken this position concerning the supply of money, the
bankers then refused to admit any connection between their loaning
activities and the general level of prices. The banker, said the
president of the Canadian Bankers' Association in 1923, "is not thinking
about the volume of credit in the country nor the effect which the
granting or withholding of credit in the particular instance will have

n'l

upon the price level of commodities in the country. The quantity
theory of money, which related the price level to tﬁe money supply,
received a cold reception from the bankers. For the bankers, the money
supply was a passive thing which was adjusted by the impersonal needs

of the economy. Having managed successfully on that basis for many years,

the banks in 1930 naturally thought it best to continue with it.

Their acceptance of this rationale by the Canadian bankers can be
explained only if it is recognised that they believed the mechanics of

the economy to be self-adjusting and tending towards equilibrium. At
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the source of this belief was a faith in the theory of the gold standard,
a theory which provided the bankers with a simple explanation of economic
activity which obviated the need for more complicated economic theories,
Not without justification did Canadian bankers adhere to its principles;
their country had prospered under the gold standard since the 1850's,

and consciously or unconsciously they were unwilling to desert its
premises in 1930. Asked in 1934 why he believed that Canada would re- -
turn to the gold standard, Dodds replied, "Because no better system had

been found.“8 That was the position of most of Canada's bankers.,

/

The bankers! belief in the gold standard, their reluctance to con-
sider new economic theories, their insistence on "laissez-faire' prin-
ciples, their attitude on the questions of the supply of credit and of
the connection between the volume of loans and price levels were all
aspects of the bankers!' concept of their role in the economy. The op-
position which developéd to the position assumed by the bankers angered
* them. They sincerely believed that they and their system had performed
well under demanding conditions, a belief which a large part of the
business community echoed. Moreover, they felt that banking was the
concern of bankers, and not of outsiders. For years their opinions on
all aspects of banking had been accepted without serious question by
the larger part of the country. The depression changed that situation,
and the bankers found themselves faced by a phalanx of authorities on
banking questions. They resented this intrusion into what had been a
private club, Hence their retrenchment and their stubborn clinging to

conservative principles.

The bankers believed, too, that the depression was a natural
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phenomenon., General Manager M. W. Wilson of the Royal Bank of Canada
thought it was due to "human nature,”" and saw no option to periodic
recessions because "as a normal impulse we go with the crowd, and if
the crowd is right. . .conditions are all right, if not, it is too bad."
| Consequently the ability of human institutions to alter the conditions
was strictly limited. "Practical experience," suggested the General
Manager of the Bank of Nova Scotia in his report for 1932, "has impressed
upon them /the bankers/. . .the iimited possibilities of bahking action
in a single country to stave off the hardships of depressiop."lO The
corollarybof this attitude, of course, was that the banks could not be
held responsible for the conditions then prevailing., Nor would extreme

measures changing the banking system bring about recovery,

In the bankers' philosophy, however, the depression served a very
useful purpose. It cleansed the business world of the unhealthy. It
was the agent of catharsis; it purged’the sinful. "The speculative
position of the country," Mr. A. E. Phipps the Genefal Manager of the
Imperial Bank of Canada said to his annual meeting in 1930, "has been, if
not entirely, at least to a very great extent, liquidated; the public
appetite for speculation if not satisfied has been dulled.“ll This was
not an attitude destined to endear the bankers to the less‘fortﬁnate
members of the community, nor was the belief that the best policy for
Canada was to keep her own house in order and await recovery. '"Normal

times will'return," was a common motif of the bankers.12 It was a
motif in keeping with their "laissez-faire" attitudes. But it was not

acceptable to all Canadians.
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IV. DEPRESSION

Although an essential part of the Canadian economy, the chartered
banks in the first years of the depression did not decline in profit-
earning to an extent equal to the decline in the economy as a whole.
While businesses and agricultural enterprises floundered in the reces-
sion, often to a state of bankruptcy or near-bankruptcy, the banks
continued io maintain strong liquid positions. In part this resilience
of the banking system, its ability to weather the storm with minimum
disruption at a time when many businesses were in acute distress, was
a cause of acriminious verbal abuses directed at the banks, Rightly or
wrongly, the banks were for many of the unfortunate the symbols of con-

servative complacency and of the comfort of the affluent,

The response of the banks to the conditions was one which might
well have been anticipated, although among the banks themselves "no
concerted policy was followed."l Their immediate reaction was to re-
trench, to argue the merits of the banking system, and to call for
patience and economy from the Canadian people in the expectation of
early improvements., The stability of the banks themselves provided, of
course, an invaluable basis of argument for the bankers who could point
with some pride to the large numbers of bank failures in the United
States and in other countries and contrast these with the stability of
the Canadian banking structure. Among other comparisons of a similar
temper, the Canadian banking system was visualised as resembling "in
ﬁaﬁy respects a staunch and seaworthy vessel capable of riding the waves
not only at high tide but also at ebb-tide."® This line of argument was

not to be ignored especially by those who acknowledged that the first
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responsibilities of the banks were to their depositors and that the
maintenance of their affairs on a sound basis was essential to the nation

as a whole.

But while the bankers were issuing assurances of thé merits of the
banking system, there were several factors in the situation which
accentuated the general unease., One of these was the inability of the
chartered banks to propose any positive and appealing remedy to meet the
depression. Many people thought that imaginative leadership should have
come from the banks because of their important position., For their
part, if there was a consistent policy pursued by the banks it was that
no major changes ought to be initiated during the disturbed economic
conditions prevailing in the early 'thirties and that the economy was
strong enough to recover on its owniwith theﬁaid which could be given
through the practicing of reasonable economy by all Canadians. Industry,
prudence, and self-restraint were thought commendable characteristics.
When, however, the depression continued and became more severe, the
ability of people to accept these panaceas was exhausted, and agitation
for more vigorous policies developed. For many it was incongruous that
the bankers should relax in their padded leather chairs waiting for
improved conditions while the victims of the depression bore the brunt

of the suffering.

A second feature which caused distrust of the banks among large
numbers of people was the decrease in the volume of bank loans during
the early 1930's. Between October, 1929, and October, 1933, the total
of outstanding loans in Canada declined from $1,863 thousand to $1,160

thousand, a decrease which the banks argued was largely due to the lack
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of worthy borrowers rather than to any desire on their part to reduce

3

loans.” The banks vehemently and consistently denied having as their
policy the restriction of credit. Indeed, bank interest rates on loans
declined slightly in these years, but as the bankers pointed out this
had not alleviated the situation since it was necessary that "producers

must have confidence that they can profitably employ credit" before

they will avail themselves of the banks! resources.h

The reduction in the volume of credit issued by the banks, whethgr
as a matter of policy or a trend necessitated by the conditions of thel
econony and the lack of confidence among businessmen, and the awareness
of large numbers of people of that reduction, had important effects.
Usually it was thought that the banks were attempting to improve their
liquid position and that to do so they curtailed credit and as a con-
ééquence lessened business activity. It appeared as though the banks
were withholding loans when they ought to have been promoting borrowing.
To many people, then, the position of the chartered banks in the early
1930's demonstrated the cost to the country of the pursuit by the banks
of self-interests and consequently of the need for some means of making

them responsible to the public for their policies.

Another element in the alienation of the banking community was the
argument which developed over the question of bank credit and the con-
nection of this with the total supply of money in the country. The crux
of the debate concerning the‘volume of credit and the price levels lay
in the unwillingness, or the inability, of the bankers to acknowledge
first of all that there was any connection between their own loaning

policies and the aggregate amount of money in circulation and therefore
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with the level of prices, and, secondly, in the bankers' contention that
in any event the realities of the Canadian economy ensufed that the
finances of the nation were self-regulating and that it was folly to
intervene in the self-adjusting mechanisms of the market. Unfortunately
the persistence of the bankers in these matters was interpreted as

unwarranted stubbornness and created further antagonism,

In these circumstances, the bankers suggested a number of factors
which they felt demonstrated that they and their institutions and the
system under which they operated were not to blame for the adverse con-
ditions. The first fact to be borne in mind, it was proposed repeatedly,
was that the depression was a world-wide phenomenon over which neither
they nor any other single element could exert much control. Canada was
only one sector of a much larger arena of suffering and, in part because
of its remarkably secure banking system, had suffered less than most of
the other sectors. The conservatism of the bankers and their unwilling-
ness to abandon tried principles in favour of more exciting and popular
proposals were suggested as essential factors in gaining that fortunate

position,

From the argument that the source of the problems were to be
found outside Canada a number of conclusions were drawn. Because of the
international disruption of trade, and the deflation on a number of
foreign currencies, Canada had been affected through decreased sales
abroad, and by lower prices for those goods which were sold., As a
result, within Canada itself prices had fallen especially in the major
export areas of primary products. It was the deflationary movement, the

bankers suggested, and the fact that it fell with unequal severity on
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primary producers and manufacturers that had been a root cause of
Canada's troubles. Since, however, the Canadian banks had no control
whatsoever‘over the prices which were paid in foreign markets for Canadian
goods--these were determined by the forces of supply and demand tempered
by economic nationalisms--the bankers thought that they could hardly be
charged with the blame for the consequences. Nor did théy feel that it
was possible for any Canadian institﬁtion to improve the circumstances
through efforts to influence the value of the Canadian dollar in foreign
exchange markets. As a result, they maintained that the depression in
Canada was not essentially caused by a money crisis but by the aber-
rations in international commerce. Monetary problems were thought to be

the outcome of ﬁhese instabilities rather than the cause.

At the same time, as a result of the lower price levels for goods
and the lack of confidence in stable future price levels and in the
market conditions in general, manufacturers tended to decrease their
inventories and thereby cut back on their need for credit from the banks.
In this way, the bankers explained, the fall in loans to non-farmers
had come about, a fall which was not caused by any policy on their part
but because of the exigencies of the prevalent conditions. As for the
farmers, it was argued that the banks continued to offer credit to those
whose circumstances warranted it. At no time would the leading bankers
admit that it was their policy to restrict credit. In fact they suggested
that they were more prepared than ever to aid any business man who could
come to them with a reasonable proposition. The editor of Canadian
Business supported the bankers! viewpoint. "The Canadian banks are
liquid," he suggested,"not thréugh fear of withdrawals but because of the

lack of satisfactory borrowers.'"” Circumstances, however, made it
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~ impossible for large numbers of people and firms to fulfil the banks'

credit requirements,

The bankers also argued that even before the depression hit Canada
they had been advising caution on the part of some sectors of the economy
and had attempted to restrain the demands for credit. To one banker
this had been an even more unpopular course than that taken during the
early 1930's since in the late 'twenties people were obsessed with an
over-confidence in their abilities to profit from the expansion of the
economy and any efforts by the bankers to curtail individual partici-
pation in the expansion was met by strong opposition. Particularly the
banks had stressed the need for caution by persons investing in
securities, activities which had become significantly influenced by the
optimism of the times and for which the bankers considered it ill-advised
to grant credit. It had, however, been most difficult to assume the

role of a Cassandra.

The accuracy of the bankers! statements in this regard were, how-
ever, doubtful. The claim of the bankers that they had advised against
over-investment in the late 1920's was not reflected in their loaning
business. Ilate in 1928 and early in 1929, the banks increased their
borrowings under the Finance Act, presumably in order to issue more credit.
And the volume éf bank loans increased in the period. S. R. Noble, an
Assistant General Manager of the Royal Bank of Canada wrote in 1937 that
"As might have been expected with the boom conditions then existing,
the general banking condition was over-extended."6 No matter how the

banks argued during the depression, they could not evade the statistics,
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With the coming of the depression, the bankers'! first considera-
tion was, as the General Manager of the Bank of Montfeal expressed it,
"Protecting depositors and conserving the assets of borrowing customers,"
By and large, the officials of the other banks took the same position.
This they claimed to do primarily in co-operation with their borrowing
customers who agreed with the need to bring their in&entories into line
with current prices and marketing prospects, and to extend all their
efforts towards making their businessés profitable. For their own part,
bankers pointed to the relatively high degree of liquidity with which
they had entered the 1930'8, and claimed to have sought to maintain that
position in spite of advefse pressures. In order to secure their
institutions further, most of the banks made transfers from their reserve
funds into the hidden reserves which were held against losses on loans,
The Inspector General of Banks reported to the Prime Minister early in
1934 that in spite of fears to the contrary on the part of the govern-
ment ard the bankers, these transfers had not created any general unease

8
concerning the stability of the banks.

It must be noted that the bankers saw their policies as essential
to combat the effects of the depression. They suggested that, while
searching for liquidity in their own assets, and conservative and stable
policies in the affairs of their customers, that they also carried on
their books many creditors whose affairs were not in the same strong
positions that they had been in when the loans had been granted. That
50 many businesses had been able to continue in operation in spite of
the conditions was thought demonstrative of the value of the banks'
policies. Similarly, the bankers stated that they had continued té give

first consideration to farmers and to carry loans made to this class of
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borrower even when their circumstances were becoming less attractive.

To the charge that the banks had restricted the lending powers which
were granted to individual managers, the banks replied that this
contention was without basis and that no general changes had been made in
the discretionary limits of branch bank managers. Of course it was
argued that the banks were nct pursuing policies which agreed with these
statements, a charge which was met officially by the representatives of
the banks in their evidence given before the Commons Committee on Banking
and Currency in 1934 through quotations from circulars issued by a

number of the banks to their branch managers. These circulars had ex-
horted the managers to use all possible means to aid their customers
bearing in mind while doing so that the safety of the bank's position

must be preserved.

The attitude taken by the banks towards public bodies was much the
same as that followed with respect to private companies and individuals,
The banks again proposed the necessity for economy, and stated their
belief’thatvgovernmental budgets must be balanced, a suggestion in which
they were supported by the Committee on Banking and Currency in its
report to the House of Commons in 1932, For their own part, the banks
claimed that they were attempting to eliminate unnecessary expenses,
collect all revenues where these were due, especially through the
imposition of service charges on unprofitable accounts and on cheques
returned through the clearing houses. They noted, however, that they
had deferred reducing the salaries of their employees until they had had

no alternative.

But all these factors were regarded by the banks as but atoms in
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a larger whole, and that only in the aggregation of innumerable contri-
butions to the economic well-being of the nation would improvement be

attained. The editor of the Journal of the Canadian Bankers!'

Association expressed this feeling this way: "Banking, money, credit,
industry, commerce and prices are organically interrelated, and these,
in turn, cannot be considered without regard to international trade. It
is therefore impossible to restore equilibrium to the whole by concen-

trating efforts upon one of the parts.'"9

For the bankers, not unreasonably, it was prime evidence of the
efficiency of their institutions and of the established system of
monetary control that the banks had proven themselves capable of ful-
filling their functions in times of stres§. It was suggested in 1931
by one banker that nothing could be wrong with a banking system which

had not suffered a single bank failure in spite of the upheavals,

But the depression brought new conditions to Canada and changed the
temper of the people towards the banks, The Report of the Royal Com~-
mission on Banking and Currency commented on this change:

The commercial banker has very properly in the past
regarded his responsibility as mainly confined to
safeguarding the interests of his depositors and
shareholders and to making judicious loans and invest-
ments with the funds entrusted to him. But it now is
coming to be realised that other less obvious but more
important responsibilities rest upon the banking
system of a country. It must bear a share in trying
to maintain stability and to regulate the quantity
and flow of credit, it must interest itself in price
levels, and in the fluctuations of exchange, in inter-
national monetary co-operation--in short, in all the
matters which concern national finance. 11

In the end analysis, too many people were suffering from the depressed

conditions, and in looking for the causes of that suffering found in
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the free enterprise system weaknesses they felt ought to be removed.

The ability of the banks to maintain reasonable stability over a long
period of time was not sufficient cause for the acceptance of the
situation of the early 1930!'s with the complacent remark that this was
but a swing of the pendulum of economic activity to the negative side.
This type of explanation was not acceptable after a long period of
depression, and the condition of large numbers of people served to ignite

smoldering animosities against the banks.

These animosities were largely responsible for the demands which
aimed at creating a monetary authority responsible to the nation as a
whole. The Royal Commission on Banking and Currency acknowledged "the
absence in Canada of any single banking authority“12 charged with
responsibility for national financial matters, for as one commentator
on the banking system has observed, the policies of the chartered banks
were concerned with "such technical problems as the choice of proper
credit risks" the effects of which on total deposits and on interest
rates was enﬁirely fortuitous.13 The failure of the bankers to consider
the wider ramifications of this hiatus was one of the more unfortunate

aspects of their conduct.
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V. BANK CREDIT AND THE SUPPLY OF MONEY

Of the functions of the banking system in Canada in the early
1930's, the mobilization of the money supply and the provision of
credit were among the more important. frior to the 1930's, the policies
followed by the cha.rt.ered banks were not assbciated with Jthe supply of
money in the commnity as a whole., Under ﬁhe gold standard system there
was no necessity to watch closely the banks' conduct since the-supply
of credit was adjusted automatically through the movement of gold to
the demands of the economy, The extreme conditions of the ‘thirties
precipiﬁated, however, a revolution in tﬂe attitudes towards the finan-
cial principles prevalent in the business commmnity. There was great
interest shown in monetary matters, an interest which led to changes in
the manner in which many Canadians approached the question of comtrol
.of the nation's money supply. Problems involving the volume of money
in circulatioﬁ and the effects of fluctuations in the supply of money
became of pre-;minent interest and were the subject of much debate among
economists, politicians, and lay people. The banking system, and the

conduct of the banks, were, naturally, an integral part of the debate,

There were three main elements composing the money supply of
Canada in 1930: Dominion notes in circulation, chartered bank notes,
and deposits in the chartered banks which were payable in Canada in
Canadian dollars. Although this latter part consisted largely of de-
posits which were legally subject to notice before withdrawal, for
practical purposes they were demand deposits and served as money, Bank
deposits made'up by far the largest part of the money supply, although

many bankers would have denied that deposits were in fact money,
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Since the value of Dominion and Bank Notes in circulation at any
one time was limited by parliamentary legislation, with the exception
of the Dominion Notes issued under the Finance Act, the principal
fluctuations in the sﬁpply of money tended to take place in the deposits
held by the chartered banks. The unfortunate aspect of the situation
in Canada was that the banks did not acknowledge any respohsibility for
these fluctuations. Canadian bankers believed that the volume of deposits
lodged in their institutions was determined by the money available within
the commnity and the willingness of individuals to save. According to
their thinking, the total of deposits was not dependent on the credit
policies followed by the banks. To suggest that it was possible for the
banks to create deposits, and therefore money, was anathema to the
bankers. "The assertion is made that the banks create credit,” one
then continued with the claim that "Banks have not the power to create
something out of nothing--no man haé.“l Before the Commons Committee
on Banking and Commerce in 1934, the bankers were obliged to defend their
position, but no éssential concessions were made, Mr. Jackson Dodd of
the Bank of Montreal did allow that "every bank ioan creates a deposit
momentarily," but pointed out that the increase in déposits was quickly

mllified by the reduction of another loan.2

Instead of allowing that bank credit determined the level of
deposits, the banks claimed that it was the volume of deposits which
determined the level of credit. One writer sympathetic to the bankers'
position thought that the banks "provide the reservoirs and channels ‘

into which the available funds of the public gravitate," and are then,
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by gravity, directed "to the depressions. . .where funds are most neseded.“3
Mr. Dodds made this ciea.r in an article in the bankers' journal, noting . '
that "i‘c.is upon notice of savings deposits that banks .depend for funds
to lend to borrowers." He voiced contempt for those "whose minds. work

L

in reverse" and who bélieved "loans really create depésits."

Coupled with this unwillingness to acknowledge the ability of the
banks to expand the money supply through their loaning activities was
the refusal of the bankers to accept any responsibility for control over
the total supply of credit, Moreover, the bankers believed that in view
of the natural forces at work in the economy, it wﬁs unnecessary to try
to control the volume of credit, Insofar as the Canadian bankers did
have a credit policy in the early 1930's, it was that loans were to be
made solely on the merits of individual applications, on what they chose
to term the 'legitimate requirements' of the economy, and when this
conception of their function is coupied with the belief that the demands
of the market determined interest rates, it is evident that the bankers
recognised no need to interfere in the normal functionings of the market.
For commercial banks this position was unassailable. As commercial
banks, the Canadian chartered banks performed commendably. A comparison
with their counterparts in other countriesﬂv demonstrated this. But the
effects of the Canadian banks! credit policies on the money supply and
on interest rates in Canada wﬁs accidental. The banks were, therefore,
open to criticism for failing to consider the consequences for the

community of their credit policies.

In spite of the bankers! arguments, criticism was heaped on the

banks because of their credit Aactivities. In the early 1930's, the total
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volume of bank loans declined causing charges that it was the policy of
the banks to curtail credit. It was thought that the banks were employing
funds abroad because of the higher interest rates available there, and
that the banks had maintained interest rates at a high level in Canada

at a time when low rates were to be desired. The movement of bank funds
into more liquid assets, largely first-class securities, was also

attacked as detrimental to recovery.

In one respect in particular the effects of the banks! policies
came in for severe attack. It was charged that the banks in their
curtailment of credit were reducing the general level of prices in Canada.
The economist of the Royal Bank of Canada fed this feeling in his letter
of February, 1932 when he stated that

the controlling influence (in the present depression)

had been the mismanagement of money and credit. The

average price level is determined by the relation of

goods and services rendered to the volume -of money

- supply, and the disastrous fall in the general price

level would not have occurred had the money supply

been properly regulated. 5
Vancouver bank critic, G. G. McGeer, found this passage.useful in
attacking the banking system in spite of the fact that the banks did not

acknowledge any responsibility for the. total money supply.

The banks were equally adamant that their policies were not respon-
sible for the conditions. It was pointed out to the Commons Committee
on Banking and Commerce thaﬁ “the fall in prices. . .was not confined to
Canada," and that "in looking“to the relationship between the decline of
wholesale prices in Canada and the shrinkage of current loans, the latter
should be regarded as proceeding from the former, and not as being the

cause of it.“6 Similarly the bankers argued that the drop in total bank
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loans was a result rather than a cause of. the depressed conditions.
Other factors also contributed to the decline in loans, not least of
these being the genéfal desire on the part of business men to evade the
repercussions should there be further deflation of prices. Purchases

of durable goods decreased as did business inventories as precautions
were taken to guard against lower priges. The quest for liquidity was,
consequently, general, and was reflected in the lower volume of loans,
The banks stressed that they were not restricting credit as a matter of
policy.7 "There is an abundance of money available for sound commercial
purposes and credit is not stinted," the president of the Bank of Montreal
claimed in 1930.% |

Nor would the banks admit to having raised their interest charges
on loans. When requested by Prime Minister Bennett in 1932 to reply to
charges in this respect, the banks had no hesitation in denying the
claim that loan interest rates had been raised by the banks‘.9 The banks
claimed before the Royal Commission on Banking and Currency that it
has been the aim of the Chartered Banks to maintain rates of interest at
a steady rate," so that borrowers. could "make their commitments without

fear of their interest costs being subjeét to violent fluctuations.“10

At the same time, however, the investments of the chartered banks
in securities were being increased, and this increase drew criticism on
the banks. Again the banks argued that they were the victims of the
conditions. It was pointed out to the Commons Committee on Banking and
Currencyvby Mr. Dodd of the Bank of Montreal that the increase in bond
holdings which was a feature of the banks! assets statements was some-

thing which the banks did not desire. Hebpointed out rather effectively
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that the banks stood to profit more from the employment of their funds

in loans than they did in most securities.ll

The charge levelled against the banks that they were investing
funds in the New York money market which should have been employed in
Canada was also vehemently rejected by the bankers. In their rebuttal
of the charge, they suggeéted that their affairs necessitated the
maintenance of a portion of their assets in liquid form and that the
New York call loan market provided the best possible means of doing so.
But only the minimal amount of money was employed in this way, a policy
which the banks claimed was not only costly to the banks in terms of
earning power, but which was one which aided the Canadian economy by
keeping the maximum amount of money available to Canadian borrowers., The
mresident of the Bank of Montreal pointed out at the end of 1929 that
the banks had had the oppoi‘ttmity to vinvest“ﬁmds for long terms at high
rates of interest in New York but had declined to do. so as a result of
which "every legal need of th_is country was taken care of at much

lower rates than prevailed in the United Sﬂt{ates."l2

In these circumstances, the lack of an institution charged with
controlling the monetary supply of Canada had unfortunate consequences.
At a time when every available resource ought to have been emplqyed to
stimulate the banks' loaning capacities and to increase the volume of
money in circulatioh, the supply of credit was being contracted. To the
charge that they were constricting loans through tightened credit ‘
requirements the banks replied that they were employing normal credit
standards and were continuing to cater to the justified needs of business,

They repeatedly denied having a policy aimed at reducing loans. But the



L1

effect was, none the less, that the total volume of loans was declining
since fewer individuals and businesses found it possible to meet the

banks' requirements,

The key to the situation lay not with the banks, but with the
Canadian govermment, The instrument at hand was t.he Finanp_e Act. In
spite of the fact that the Treasury Board was empowered to administer
the provisiohs of the Act, that body was averse to influencing the
amount of notes which the banks chose to take up under the Act. The
Board failed also to manipulate the interest rate in order to stimulate
or retard the volume of bank credit, and although the claim was made
in evidence given to the Commons! Committee on Banking and Commerce in
1928 that the rate was changed :m response to the general movement of
interest rates on the New York call loan market, there is no evidence

that this was in fact the case in the early 1930's.

The banks, however, chose not to utilise the facilities provided
by the Finance Act. Although the Department of Finance could have
influenced the actions of the banks, there was no guarantee that the banks
would have co-operated fully., This state of affairs was made_clear in
November, 1932, when the chartered banks were required to borrow $35 million
under the Act, but chose subsequently to reduce their indebtedness to
the government to this minimal level rather than expand their loaning
business. Consequently the anticipated expansion of money did not take
place. The fact that it had been necessary to virbually force the banks
to take up the $35 million was, too, indicative of the inadequacy of the
arrangements to provide machinery for the regular manipulation of the

money supply. As a means of contracting the money supply the Act was
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also powerless since the chartered banks did not rely on borrowings
under the Act to any extent, a tendency forced on them because any
Finance Act borrowings were for short terms only, and it was generally
accepted among bankers that loans under the Act were a sign of weakness

within the bank borrow:'m,g.l3

The conduct of the Treasury Board and of the Ministry of Finance
reflected the "orthodox" financial policy followed by the Canadian govern-
ment in the first part of the 1930's, Essentially the Bennett adminis-
tration stood by the conservatism of the chartered banks, and looked on
the proposals to make changes in the monetary system as nothing short
of immoral. The stalemate in monetary control which was the outcome of
this situation was resolved only by the repeal of the Finance Act and

the creation of the central bank,
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VI. THE BANKS, FOREIGN TRADE, AND FOREIGN EXCHANGE

Prior to the establishment of the Bank of Canada, the chartered
banks provided the sole machinery in Canada for the mé.king of trans-
actions in foreign exchanges. Consequently they were deeply concerned
with the exchange value of the Canadian dollar and with the factors
which determined that vaiue. The amount of attention given trade and
foreign exchange questions in the annual reports of the banks was
indicative of this interest. The banks, however, were not alone in
this respect, for many other groﬁps shared their concern. In the first
part of the 1930's, the exchange value of the Canadian dollar in inter-
national markets .‘commanded a great deal of attention from most sectors
of the economy, and provided the topic for a large part of the discus-
sions of the time. Of course this was a matter which concerned a very
large number of people. There were few business men or farmers not
dependent to some extent on the export trade. Involvement on the part
of Canadia.ﬁs in questions relating to exchange matters was heightened
by the fact that statements were being issued regularly by various
bodies attributing the depression to causes which had their sources out-

side Canada. To these statements, the bankers were contributors.

It was not alwsys clear what role the Canadian chartered banks
played"in Canada's international dealings. The usual concept, held in
common by the baﬁkers and most men involved directly in commercial
activities, was that the banks dealt in foreign exchange and generally
aided the conduct of Canada's foreign trade without having any real

control over the total volume of transactions or the market value of the



L5
Canadian dollar. The matters, it was thought, were determiﬁed by
Tworld cohditions.“ Hence Canadian bank officials saw their role as
that of purchaserg-of foreign exchanges for importers and debtors with
obligétions abroad, and as sellers of exchange for exporters. They
believed themselves to be middlemen or agents. Their dealings in
foreign exchange on their own account was thought of limited moment in
determining exchange valuations. In anj event, Canadian transactions
were insignificant in the world trading arena., President S, J. Moore
of The Bank of Nova Scotia synopsised the nation's position of depen-
dence on external conditions and Canada's relative impotence in deter-
mining those conditions in his report for 1930. "We are all of us
dependent on a world market," he claimed. "We cannot have a healthy
condition of prosperity hereAunless those td whom ﬁe sell are also
prosperous.“l Hence the chartered banks were always dubious of the value
of a central bank as a force in international dealings. The banks saw
their own offices abroad as aids in performing the functions of exchénge
as well as providers of information to Canadian exporters and as aids in
the bringing of new business to Canada. They did not.view them as vital

factors in the determination of currency ﬁalues in international markets.,

Having the concept of an impersonal world exchange market, the
bankers denied responsibility for foreign exchange and trade conditions.
Opinion outside the banks was not, however, in full agreement with this
opinion. There was deep unease in some circles within Canada about the
'operations of the foreign exchange markets and the consequences for
Canada of those operations. This unease was explicit in much of the
evidence given before the Royal Commission on Banking and Currency in

1933, for example, that of the City of Calgary which was disturbed with
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 the exchange rate of Canada's dollar, and questioned the roléAof the
chartered banks in exghange”operations and in gold transactions.>

The vagueness of the knowledge held about the nature of the exchange‘
markets and of the factors which determined the value of Canada's dollar

abroad appears to have stimulated distrust of the existing situétion.

There were two proposals which doﬁinated the suggestions made by
those interested in the topics of exchange and trade. One was that it
would be most helpful if the exchange value of the Canadian dollar
could be stabilised. It was generally believed that thelextent of
Canada's exports had been curtailed severely because of exchange flu-
ctuatiéns which made both sellers and buyers reluctant to trade. The
uncertainties in the rates of exchange were immediately translated into
uncertainties in trading circles. Either the seller or the buyer was
hurt by exchange fluctuations, and the dread of changes consequently
retarded trade. Canadian Business thought that "world trade has been
choked by the gyrations in exchange."3 The bankérs were prominent too
in suggesting the importance of exch;ngeistability, but differed from
many who shared this conviction in that they maintained that Canada
could do little to bring about stability through management of Canada's

exchange transactions,

The second popular proposition was that the. immediate trade and
exchange problems facing Canada could be resqlved by the deliberate
devaluation of the Canadian dollar. It was claimed by those who sup-
ported this proposition that the chief advantage to be gained was that
of increased exports due to the lowering of costs to foreign buyers, am

that greater revenues in Canadian dollars would be obtained because of
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Wthe higher exchange value of foreign currencies in terms of the dollar.
The chief stimulus to this proposal came from within the Prairie grain
trade, and wheat producers pointed out to the bankers that devaluation
would enable them better to pay off their debts to the banks. For the
proponents of the devaluation idea. the arguments supporting the plan
were straightforward, as was evident in the presentation of the Viking
‘Service Club of Winnipeg to the Royal Commission on Banking and Currency.,
The Club thought that since "our chief competitors, Australia and

Argentina, are operating at é currency considerably below ours, we are
4
1"

at a great disadvantage in the export market, Variations on this

theme were popular throughout the Prairies.

On few matters were the bankers more vociferous than in their
opposition to devaluation., Moreover, they were not alone in holding
that opinion; the World Economic Survey of 1932-33 of the League of
Nations also stated concern about the effecté of devaluatién.5 The
Canadian bankers saw little but evil, or misguided intent, in a ﬁovement
to devalue the dollar, as they feared that such a move would hurt Canada's
credit abroad at a time when she was still largely dependent on foreign J
capital sources., "Among the supports to be maintained in good condition
is our national crédit," one banker suggested in 1932.6 The federal
government took the samé bosition as did many provincial and municipal
governments which had obligations to meet outside of Canada. The banks
pointed out also the additional strain which devaluation placed on the
payment. of interest on debts payable aﬁroad, and doubted the validity
of the idea that export revenues would be immediately raised by a fall

in the value of the dollar. Bankers feared that once depreciation of
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the dollar had been started it could not readily be stopped, 6# that
other countries would depreciate their currencies in retaliation, there-
by causing a universal campetitive devaluation of currenciés.7 OnltOp
of these arguments was a sentiment among businessmen and govermment

‘ 8
leaders that deliberate depreciation of the currency would be immoral,

The bankers proposed that to uphold the position of Canada and
her currency in international markets exports must be maintained, imports
limited, including imports of capital, and devaluation of the dollar
rejecteds The demand for a favourable balance of international payments
on current account transactions was believéd by the chartered banks to
be essential since current account deficits would mean either that Canada
would have to import capital from abfoad, or that Canadian exchange and
gold holdings in other countries would have to be reduced‘.9 It was pointed
out, too, that there was a possibility that loans could not be £1oated
abroad under the prevailing conditions, or that when possible to find
a supply of capital it would be obtainable only at a higher rate of
interest. Already, the bankers claimed in 1931, Canada was handicapped
by a large indebtedness to other countries which caused a costly drain
on her reserves of foreign exchange and gold, and that this drain could

not be continued without great cost to the Canadian economy.

The fears of the bankers were largely realised when, in 1931, the
deficit in the current account transactions led to a decrease in the |
external holdings of the chartered banks and to a fall in the exchange
value of the Canadian dollar. However, the depreciated dollar appeared
to enable greater export revenues to be realised than might otherwise

have been the case and, as some bankers admitted, gave American
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manufacturers an incentive to invest directly in Canada. Most important
was the fact that the large Canadian indebtedness to other countries
involved with the depreciation in the value of the Canadian dollar anc
even greater drain on Canadian exchange reserves which could not be off-
set by the higher revenues realised, According to the president of the
Canadian Bankers' Association, M. Beaudry Leman, the imbalance in foreign
exchange "put an'overstrain on our gold holdings which they should not
be calledhupon to bear."10 Moreover, numerous public bodies were con-
cerned with their position and voiced their discomfort at having to meet
foreign interest payments when the Canadian dollar was depreciated in

value,

The proposals made by the bankers to meet these problems were in

. keeping with their conservative rationale. They suggested balanced
budgets, mild austerity as conditions made this possible, and diligent
attention to public expenses., Outside Canada they wished to see inter-
national co-operation, but they did not believe that a Canadian central
bank could contribute to such co-operation and they claimed that they
themselves were helpless. They called also for the removal of trade
barfiers and all forms of economic nationalism, and insisted on the need
for the return to the gold standard. In addition, the bankers defended
their own role in the international mohey markets. As one banker
expressed it, "Canadians are not handicapped by the method now followed in
buying and/or éelling their exchange."12 However, the supporters of a
central bank opposed these ideas in lérge part, and argued that
centralised control of exchange matters in Canada would aid in the forma-

tion of a viable and valuable foreign exchange policy and of a role for
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Canada in co-operative international financial undertakings. This
latter suggestion pre-supposed that world trading conditions could be
changed through the participation of Canadian institutions, a supposi-

tion which, of course, the bankers rejected.

The dilemma which faced the chartered banks and the Canadian
government was particularly acute after the removal of the pound sterling
from the gold standard in September, 1931, and the subsequent depre-
ciation in the value of the Canadian dollar. Faced by considerable
political pressure, but fearing with the bankers the repercussions in
foreign capitals to any move which would artifically change the value
of the dollar, the Canadian government elected to wait out the crisis,
and was rewarded in 1933 when the dollar rose along with the pound and
regained in that year an approximation to its former value..:L3 However,
in spite of what might have been considered a fortunate turn of events
for the chartered banks, the Report of the Royal Commission on Banking
and Currency recommended that a central bank be established, nuinbe;'ing
among its reasons for so proposing that such a bank would be important
"In the control over the external value of the monetary wnit," and
irould aid in promoting international monetary cc—olz')eration.1le Essen-
tially this eonétituted a rejection of the arguments of the banks and
reflected the geﬁeral opinion of the e_arly 1930t's that some form of
formal control of Canada's foreign exchange deaiings ought to be insti-

tuted to replace the inadequacies of the system in vogue under the banks,
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VII. THE CENTRAL BANK CONTROVERSY

A signal feature of the 1930 to 1935 period was the interest shown
in the egtablishment of a central bank in Canada. The debate over this
‘matter was a particularly acriminous one which held the attention of
many people for a considerable period of time.l The heatedness of the
argument was in part a cause of the deep interest; but of even greater
moment was the conviction of many people that on this problem depended
in large part the future prosperity of the economy, Monetary problems
and banking assumed, for a period of time in the early 1930's, a
prominence not usually attained, and bankers gained an uncqﬁmon and

equally unwelcome notoriety.

It was not, however, a new experience for Canada to witness demands
for a central banking institution, and as the depression prolonged and
the persuasion of the vital role of monetary matters in causing that
prolongation became more widespread, the thought took form that financial
leadership other than that provided by the banking system under the Bank
and Finance Acts was necessary. ‘Resolutioné in favour of basic chanées
in the financial machinery of the nation were general., Typical was that
of the Guelph Trades and Lsbor Council passed on March 2, 1933, which
stated that the Council wﬁs "in favour of placing the issuing of currency
in the hands of the elected fepresentatives of the people of the Federal
House and taken out of the hands of the banking monopoly."2 For ;
large section of the people, it was obvious that the exisiing system had
failed, and that the "sine qua non" of recovery was to bring about a

change in the management of financial affairs.
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The demands for a central bank which culminated in the establish-
ment of the Bank of Canada in 1935 did not wvisualise the central bank
as an end, bﬁt as the means to an end. The arguments for and against a
central bank therefore had two aspects. On the one hand, there was the
question of the end in view, whether that end was worth while and attain-
able under the economic conditions of the depression. On the other
hand, there was the question of whether or not a central bank was indeed

the best method of attaining the end in view,

The basic quest of those advocating reform of the banking system
was to establish a sound monetary unit. It was proposed that this could
be achieved through the setting up of machinery to maintain the value
of the Canadian dollar at a relatively stable level both within Canada
and in foreign money markets. The chartered banks agreed that this was
an honourable goal, Differences occurred in the means proposed to
attain these goals and, indeed, on whether or not the goals could be
obtained through human interference in monetary matters. The depression
had not existed for many months before it had.become the conviction of
many observers that the lack of an authoritative managing body was
detrimental to both the control of the money supply and the exchange rate
for Canadian dollars, The victimisation of,mahy by the depression had
helped convince large nunbers of people that blame was at least in part
to be found in the lack of leadership. As one writer later commented,
"experience would have taught us nothing if, as a result of the last
éeven years, we do not conclude that pesitive action from a monetary
point of view is the first essential in controlling excesses of both
n3

boom and depression, That conclusion was not uncommon early in the
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decade of the 'thirties. The persistence with which both the federal
government and‘the bahkers advocated a "wait and see" policy which
negated the giving of positive leadership alienated ﬁhose demanding

change,

The advocates of change proposed that the chief means by which the
value of the Canadian dollar could be stabilized was by the manipulation
of the supply of credit in Canada. Working from the contention that the
general price level depended on the supply of money available within
the community, the velocity of circulation remaining fairly constant
and in any event largely unmanageable, it was argued that by instituting
a carefully managed supply of credit, control could be maintained over
the level of prices. The basic argument of some was that in times of
boom, it was the function of monetary leadership to curtail the flow of
money by putting slight restrictions on the volume of credit available,
In this way the expansion of the economy would be stabilised and kept
within manageable limits. On the other hand, it was proposed that in
times when business activity was in a decline it was desirable that
credit should be stimulated and the money supply increased so that
greater activity might take place and business recovery be facilitated.
However, instead of this balancing effect being performed. in Canada,
it was proposed that the Canadian monetary system, depending, of course,
in large part on the activities of the chartered banks, tended to increase
the supply of credit--hence of money--in times of business expansion
and optimism when a check should be kept on the supply of money and,
conversely, to curtail credit in times of.recession when credit ought to
be being stimulated. Therefore, argued the opponents of the chartered

banks, the Canadian credit system tended to exaggerate difficulties
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rather than to alleviate them. In a similar way, through the purchase
and sale of currency reserves, the value of the Canadian dollar could

be stabilised on international exchange markets.,

To these contentions Canadian bankers were almost universally
6pposed. They simply refused to acknowledge first the connection between
the volume of bank credit in the commmity and the supply of money, and
second, the connection between the total supply of money and the general
price level, In the former matter, the bankers reasoned that they
loaned out to borrowers the money which had been loaned to them by their
depositdrs. Loans were only possible if the banks had deposits of the
same or greater amounts, and none of the expositions of the theory of
the mltiple expansion of deposits could dislodge them from this position.
In the second matter, that of the connection between the level of prices
and the volume of money in circulation, the bankers likewise rejected
| all the theories by suggesting that the level of prices in Canada was
determined by the supply of commodities and the demand for them and not
by the banks! credit activities, It was pointed out by the bankers
that in any évent it would not be possible for the central bank to con-
trol credit because there was not an established money market in Canada,
and little chance that one would develop in the immediate future. And
while the chartered banks had recourse to the New York money market,
this source prevented a Canadian central bank from controlling the money

supply through direct market operations.

The Canadian charteréd banks were also opposed to bringing the
note issue of Canada under one institution, The adequacy of the existing

system was pointed out, especially the flexibility with which the volume
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of bank notes outstanding adjusted to needs. The position of the
chartered banks on this question was stated by the Assistant General
Manager of the Bank of Montreal, Mr. Bog, in 1934. “Canadign bank notes,"
he observed, "are issued only as business activity réquires and when the_-
immediate need is filled the notes flow back to the banks and are
redeemed."® The bankers feared also that giving the note issue to a
politicaliy controlled body would lead to misuse of the privilege,
especially if the volume of currency issued was not dependent on an
adequate gold reserve., Particularly the banks dreaded inflationary
actions., "If there is one fact in finance more firmly fixed than another,"
warned Sir Charles Gordon, the President of the Bank of Montreal, "it

is the certainty that the unrestricted issue of paper currency culﬁinates
in disaster-"5 The bankers noted also that their notes provided an
inexpensive éurrency medium which was highly regarded at home and abroad,
Moreover, the provision of services in many of Canada's. smaller communities
was possible only if the banks could continue to enjo& the revenues

which resulted from the note issue. The banks thought also that the

high regard which Canada's currency s&stem held abroad might be jeop-
ardised by the issue of iarger volumes of Dominion notes without a

. . 6
corresponding increase in gold reserves.

In addition, there were a number of other factors which divided
the supporters of a central bank from those who opposed its formation,
Usually these tended to take the form of attacks on the existing banking
structure, on its inadequacies in certain respects. One such question
was that of government monetary management, To the supporters of a

central bank, such a bank was visualised as a means of performing the
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important functions of managing the government's debt and of providing
the government with expert and unbiased advice‘on monetary matters,
The banks, of course, responded to these suggestions by pointing out
that the chartered banks already performed these functions admirably
at minimum cost to the govermment, To introduce a radical new concept
was, it was claimed, an extreme ani risky, and possibly very costly

solution to what were relatively minor problems,

To such claims by the bankers, it was suggested that a central
bank would not constitute such a thoroughgoing revolution as was
alleged, but would simply provide an institution which would co-ordinate
the functions of the financial system of Canada as it existed in a way
increasingly common in economically matured nations. A central bank, it
was suggested, would enable economies to be effected in the holding of
gold reserves in Canada, and would thereby make more effective use of
the nation's resources in gold. It would also facilitate the adminis-
tration of-banking legislation and generally rationalise the management

of finaneial affairs in the country.

The banks, however, remained unconverted by these arguments, The
central bank represented an intrusion into an arena in which they had
successfully conducted the financial battles of the nation for many years.
Even the strongest supporters of the idea of a central bank acknowledged
the merits of the facilities provided by the existing system which would
be usurped by the creation of a central banking institution, The
editor of Canadian Business thought many Canadians "pondered that under
the present system his deposits were safe, his dividends came in

regularly; he obtained loans when reasonable collateral could be supplied;
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and so he continued to doubt the value of intrqducing & disturbing factor
into the situation."7 The chartered banks continued with a long list

of reasons which spbke against a central bank, It would involve Canada
in additional new administrative expenses which were unnecessary. Minor
alternations in the existing system could be made without risking major
changes., And there was the undeniable fact that the time was not con-
ducive to alterations, Economic conditions were worse than ever before
in Canada. To lop off an established system and graft on a new part

at such a time seemed to many to be folly indeed. Why not, the bankers

suggested, await a more opportune moment.

The bankers also expressed their doubt about the efficacy of
central banks. While the supporters of the central bank concept claimed
success for other central banking systems, the chartered banks and some
other sectors of the business commnity found cause to question these
c;aims.s “We know from the recent economic history of the United States,"
suggested fhe General Manager of the Bank of_Montreal at the end of
1931, "Something of the impotence of a Central Bank in maintaining a
stableﬂprige level.n? Moreover, the bankers cohtinued, a central bank
would become the toél of the political party in power and consequently
would act with political goals in mind rather than with the economic
interests of the nation foremost. Also, if the bank should fail to
bring about the promised Utopia, the psychological reaction among
Canadians would be most harmful. The bankers suggested, too, that it
would be impossible to find capable management which could command the
respect of the business community necessary for the success of such an

institution, Bankers were concerned alseo that if a central bank were
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established they would be required to keep reserves on deposit with it.
This would, of course, cut into the revenues of the chartered banks
since the reserves would be unproductive. The banks argued that the
depositing of funds with the central bank would also curtail the re-
sources available for loan, and would weaken the position of the banks

since the reserves would not be available to the banks in emergency.

The bankers were correct in thinking that it was not the opportune
time to introduce a central bank, But they were correct only from the
economic standpoint. Politically the times were favourable., The country
was ready for a change in the banking system. The Prime Minister and
the Leader of the Opposition supported a central banking institution for
Canada in 1933, though both had earlier opposed the idea. In 1931
Mr. Bennett had felt that "to set up a Central Bank would not do a single

thing beyond what we are déing now through the operations of the Finance

-Act."10 In 1933, both were reflecting popular opinion, Many peopie
feltvthat the banks had failed in the time of trial, that in part the
inadequacies of the banking system were to blame for the prolongation
of the adverse conditions., The result of such sentiments was the growth
of the feeling that the banks were private institutions which acted on
purely selfish, profit-seeking motives which made their interests
antagonistic to those of the community. The arguments of the bankers
served only to deepen that antagonism, and, led by the carefully
developed theses of the economic theorists, popular opinion had by 1933
accepted the principle that some form of socially conscious institution
responsible for monetary policies was necessary. A central bank came

to represent the socially responsible instrument which they desired.
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A resolution of the Teachers! Federation of Vancouver is indicative of
the sentiment of the times; it read, "We think perhaps that the control
of the monetary system should be in the hands of a central national
bank, directed in the interests of the whole of the people, rather than
in the pursuit of private gain."11 Many people were also feeling as
was A, J. Glazebrook of the Uni%ersity of Toronto when he noted that the
"psychological effects on the Canadian people of the establishment of

a central bank would be very valnable."l2

The position of the banks in the central bank controversy was
essentially a defensive one., It was almost inevitable that central
banking was to come to Canada. All of the great Western nations, from
which in large part Canada drew her inspiration in other respects, had
accepted the institution. To argue that Canada'’s peculiar circumstances
warranted a peculiar banking system was a reargﬁard action. Iike most
economic institutions which operated under the “1aissez-faire;“ minimum
intervention principles, the Canadian banking s&stem'needed fair weather
in order to prosper. In the early 1930's, the only criteria available
to the public, that of success or failufe, condemned the banks. A

central bank appeared to offer the only alternative.

1. Not everyone was convinced that there was a valid debate.
One author, writing in the Canadian Forum shortly after the publication
of the Report of the Royal Commission on Banking and Currency, talked
of "The elaborate sham battle over a Central Bank.". Earlier, in the
same magazine, the editor had argued that "The financial powers which
control our present system will also control the central bank." The
contention of the Forum was that the opposition of the chartered banks
. to the establishment of a cenmtral bank was window-dressing. See
Je A, Westman, "Wanted--A Bank Investigation," Canadlan Forum, Dec.. 1933,
89; also Ibid.,.Nov. 1933, 43-4.
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ViII. THE BANKS, INDUSTRY, AND COMMERCE

Canadian industrial and commercial interests shared the misfortunes
of other sectors of the economy during the depression though the extent
of decline in activity varied considerably among the various parts.

The gross value of production of manufacturing fell from the 1929 level
of $3,841 million to $1,953 million in 1933, and other sectors of
indﬁstry declined in much the same ma.nner.l Fixed capital investment

in industry is estimated to have decreased from $224.5 million to $42.0
million in the same years, while current assets in goods in progreés

and finished goods on hand fell from $878.8 million in 1929 to $608.9
million in 1932-:2 Commercial activities showed similar declines and
reflected the overall decline in business transactions. In these circum-
stances, it was to be expected that companies pressured because of the
depressed business conditions would curtail their activities and retrench,
cutting back on production, on inventory holdings, and on operating
costs. In many instances these were the courses followed, However, the
majority of firms seem to have accepted that their affairs were not
suffering because of any failure on the part of the banks, but as a
result of world conditions and the dependence of the Canadian economy

on those conditions,

Generally, manufacturing and commercial businesses were not
ceritical of the conduct of the Canadian banks. There is surprisingly
little evidence on record of complaints of ill-treatment from these
sectors of the economy. "Our relations with the Banks have been very

happy," thought a represeﬁtative of the meat packing industry in Alberta.3
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In British Columbia, the canned salmen industry had had “satisfactory
exper:i.em!e,"LP and in New Brunswick, the Forest Products Association
complimente& the chartered banks on their contribution to the welfare
of the nation.5 The Canadian Chamber of Commerce, after circulating

its members across Canada, repérted that it was the basic view of its
members that "our banking system has stood Canada in good stead and more
particularly so in these latter days, when there has been so much
uncertainty and apprehension among businessmen.,” As a result, few
businessmen were in favour of any drastic revision of the banking system,
the New Brunswick Forest Products Association suggesting that "It seems
unnecessary and dangerous to meddle with or change a banking s}stem that
has so successfully stood the very severe test to which it has been

, 7
subjected by world conditions of the past four years."

In spite of the general satisfaction, there were instances of
complaints from various sectors of the industrial and commercial com-
mnities concerning specific shortcomings in the conduct of the banks.
la Commission des Produits Forestiers de Quebec, for example, felt that
its members received credit "at reasonable rates of interest,"8 while
the New Brunswick Forest Products Association was not satisfiéd that
the rates being charged by the banks could not be reduced. It was sug-
gested by this latter organisation that the reduction in theAbanks'
earnings which a lower rate of interest would cause could best be ;b-
sorbed by reducing the dividends paid to shareholders.9 One marketing
organisation suggestedvthat bank interest charges should be tied to the

10

rate of interest paid on savings deposits,™ but on the whole, the

criticisms of the bank interest rates were not extreme.
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A more pressing problem in the opinion of the Quebec Association
was the demand occasionally made by the banks for the sale of goods
assigned to the banks as security under "Section 88" of the Bank Act.

It was pointed out that in taking this aétion, the Sanks often obliged
lumber merchants to reduce their stocks at a time when market conditions
were unfavourable, and the banks' demands led to a further glut on an
already over-supplied market. Tﬁis complaint was voiced by other indus-
trial concerns but, on the other hand, some business organisations
recognised the necessity for the course adopted by the banks and the
merit of their requiring reduced inventories and lower production., The
chartered banks agreed that they had suggested to some of their debtors
that inventory stocks must be reduced in order to liquidate outstanding
loans, but denied that this could be regarded.as a policy among the
banks., The chartered banks had not co-ordinated their policies in this
matter, but tried to assess the merits of each borrower's position and
advise the course to be followed in the light of prevaiiing conditions

and the prospects for the fu:bure.l2

On the question of the availability of credit, opinions again
differed with the majority feeling that the banks were providing adequate
facilities in this regard. L'Association de Chaussures de Quebec stated
that "Manufacturers cannot saj that credit has been unduly withheld by
the bénks,“ and suggested that the banks had maintained credit levels
whenever conditions had warranted their doing so.l'3 One representative

of the Quebec lumbering industry complained that the banks had granted

too much credit to that industry.lh Many companies supported the claim

of the banks that the decline in total credit outstanding which took
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place in the early years of the depression was due to lower inventory
values and lower demands for credit, while in some sectors companies
admitted that their affairs and the prospects of their individual com-
panies did not warrant the granting of bank loans. Such was the

attitude of most persons involved in the mining industry. A representative
of the banks appearing before the Macmillan Commission noted that mining
enterprises "do not ordinarily call for bank credit," a claim which was

‘ 1l
substantiated from within the industry. 2

But there were those who disagreed with these suggestions. The
Calgary Board of Trade, while on the whole not opposed to the conduct
of the banks, was concerned that the banks' assets were being directed
to an unprecedented extent inte holdings of Provincial and Municipal
securities at the expense of commercial borrowers.16 Lord Beaverbrook
was also critical of the banks, He suggested in a letter to the Share-
holders Protective Association of the Price Brothers pulp company that
if the banks did not provide the funds neceséary for the reconstruction
of that company they should not have their charters renewed. Issuing
credit, he proposed, "is the purpose for which they exist." Having failed
to fulfill that function, they should be discon.tinued.l7 ihe National
Construction Council of Canada, representing an. industry mbst severely
hit by the depression, was not so extreme as Beaverbrook. Though expres-
sing satisfaction with the over-all conduct of the banks, the Council
felt that in such depressions as then prevailed the state should step in
ard stimmlate industry by making credit easier to obtain and less costly.l8
The Council noted an "almost complete absence of co-operation between
the financial institutions of the country and the construction industry*

in the matter of credit facilities.t’
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In spite of these adverse comments and suggestions, industrial
ad commercial concerns were generally preparedvto accept the credit
policies of the chartered banks., A similar attitude marked their res-
ponse to the questions of foreign trade and exchange rates. A large
number of companies suffered, of course, because of a decline in their
exports, a trend often due to the fluctuations in the value of the
dollar. However, there was no strong body of opinion within industry
and commerce which laid the blame for this on the banks, it being
generally held that exchange vacillations were beyond manipulation by

Canadian institutions.

The sympathetic understanding of the banks' pesition in this matter
which was evidenced in the conduct of industry and commerce helped main-
tain a good relationship between the two groups. The banks responded to
the situation with somewhat more in the form of paternal advice than
was usually the case, Several bankers accounted for the relatively
strong position of many businesses by noting the self-control which had
prevented the over-investment in capital expenditures during the optimis-
tic years of the 1920's, a self-control which the bankers thought was
especially rewarding in the 1930's when the carrying gharges on loans
would have been most demanding.21 The bankers suggested also that com-
panies were following a good policy’in reducing their inventories and
curtailing production to reflect retractions in market demands. The
banks thought, however, that industry should not revert to reducing the
wages paid to its employees except as a last resort.<? Apparently it was

considered best that buying power should be maintained.

In their own response to the business community, the banks
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maintained that they were aiming at giving the maximum aid possible
under the circumstances bearing in mind the obligations of the banks

to their own depositors and to their shareholders. They maintained
throughout the early 1930's that their relationship was a good one, and
attributed this not only ﬁo the reasonable conduct of industrial and
commercial firms, but to the fact that the banks had not allowed them-
selves in the past to become involved in the financing of long-term
undertakings., It was noted by one banker that "our banks and financial
institutions have not had their resources tied'up in frozen loans,"

and consequently were not affected greatly by the cut back in prodﬁction
23

and the lower sale of manufactured goods,

One of the few business groups which did cause deep concern to the
bankers in the early 1930's was that of the investment dealers. The
latter were, of course, dépendent to a large extent on the banks to
carry their security portfolios, and the volume of lbans for this purpose
declined considerably following the collapse.of the New York Stock
Exchange in October, 1929. The Canadian bankers consistently denied
responsibility for the adverse trends which characterised the stock
markets after that date, and pointed out that it had been their practice
even before the crash to advocate caution on the part of those dealing in
securitiés.zh When it was suggested that the chartered banks had made
it their policy after the crash to curtail loans on the security of
stock, the banks denied the charge. They suggested that they had con-~
tinued to consider each application for credit on its own merits and had
not called existing brokers' loans but simply required each borrower to

maintain the margin requireﬁents agreed upon when the loan was granted.
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The bankers did admit, however, that faced with the unsteady securities
market of 1930 and 1931, they had instructed their branch managers to
25

use restraint in granting new loans.

There is no doubt that the bankers felt that they had performed
their responsibilitigs to the investing public well. They claimed to
have "gone along" with accounts when they could have realised on the
collaieral held,«and one banker noted that his own bank had retained
some bonds of the City of Calgary even after these had defaulted and
numerous creditors were suing the city. Again the banks noted that they
had supported the pegging of stock prices on the Montreal and Toronto

Stock Exchanges in order to aid in the stabilization of the market.

Another lengthy and heated discussion took place between the bankers
and the investment dealers concerning the role of the chartered banks in
handling security transactions. The banks, of course, held a considerable
volﬁme of securities for their own account, and an increasingly large
part of their assets was employed in this manner. They also acted as
agents.for persons wishing to boy and sell securities, and this business
they usually routed through investment brokers. What concerned many
~ critics of the banks was that the banks were becoming involved in selling
securities directly from their own holdings, and it was argued that the
position of trust held by the banks would be violated at public cost by
their doing this. In this claim, there was the inference that by dealing
in securities_as principals, the banks could unload on unwary investors
securities which the banks had obtained in the liquidation of loans and
which might not command an attractive price on the open market, A small

investment company complained in 1934 of the "Scandalous instances of
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26
banks taking advantage of their position in high grade securities,” It

waé also suggested that the banks ought not to lend their names to“new
issues of securities nor participate in underwriting bonds since these
activities could carry to the public a false impression of the merit of
the issues involved, In spite of the objections raised, however, the
Royal Commission on Bahking and Currency had no recommendations to make

in these matters in its report.

Some complaints were also received by the banks from representatives
of insurance companies who claimed that the banks were intruding into
their business by recommending to their customers that insurance should
be placed through certain agencies. Since the banks appeared to favour
companies associated with the banks through the major trust companies,
the insurance agents were disturbed and thought it desirable that bank
managers be restrained from recommending any particular agency. It
was pointed out, too, that the insurance business was a specialiséd
occupation in which the bankers did not have the experience necessary
to give good advice. Again no action was recommended by the Royal

Commission on Banking in answer to the complaints,

That there should have been a good relationship between the banks
and other businesses was, of course, desirable from both the bankers!
and the non-bankers' viewpoint. Managing Director C. E. Neill reminded
the annual meeting 6f the Royal Bank of Cahada in 1929 that "The
continued growth and Success of fhe bank primarily depends uﬁbn the
prosperity ef trade and industry of the country.“27 The reason for the

community of sentiment may have been caused abové all by the fact that
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bu_s:inessmen and the bankers held basically the same views, Each saw
the other as being of essential importance to the economy. And each
thought the other caught powerless in conditions bey::nd their control.
Both groups were prepared to wait out the difficulties in the assurance

that improved circumstances would return.
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IX. THE BANKS AND AGRICULTURE

One of the claims Qf the Canadian bankers was that the banking
system enabled the various sectors of a widely diversified economy to
be given adequate banking services tailored to specific needs, and the
advantages of large multi-branched banks providing full services to
every part of the nation was repeatedly pointed out. The agricultural
cpxmnunity tested that claim during the depressibn. Agriculture in
Canada was as varied as was the geography of the land itself, and so
were its requirements in the form of banking services. The needs of
the Prairie Grain grower were vastly different from those of the cattle
rancher of Alberta, or from those of the fruit farmer of Nova Scotia
or the dairy farmer of British Columbia, Whetvher or not the banks met
those varied needs a.deqﬁately was a matter of diverse opinions., The
bankers said that they did. The consensus among farmers was that the
banks did not. The bankers sﬁpport.ed the existin_g banking system; the
farmers called for changes. But the farmers pleas were not, in the |
majority, for complete change- of the system. Although the Farmers Union
of Canada had, in 1924, proposed nationalization of the chartered banks
of Canada, and the idea had survived, it is doubtful that most farmers
would have supported such an extreme measure in the early 1930‘5.1
One representative of agricultural feelings thought the farmerxwanted

"some big changes which will serve to stabilize his industry."® Essen-

tially that was the farmers! position,

As a group, farmers in Canada were from 1930 to 1935 most voci-

ferous in their complaints concerning the banking system. They were



73

over-represented in the making of submissions to the Royal Commission
on Banking and Currency, especially in the Western provinces. In 1931,

the editor of the Farm and Ranch Review noted that "Without exaégeration

fully forty per cent of my voluminous mail deals wifh the subject of
banking credit, sometimes defending the chartered bank and its policies,
but generally criticising it."3 This criticism appears reasonable,
however, when one considers tﬁat the realised net income of Canadian
farmers fell from a 1929 level of $544.8 millions to $109.9 millions in
1932, and takes into account also fhe independence with which farmers
had traditionally aired their views.t The farmers, too, were very

aware of the extent to which they had been handicapped by the depression.
It was not uncommon to find expressions such as "The farmer has suffered

ﬁore severely than any other class of producers.ﬁ5

In looking for the source of their problems, the farmers often
placed'the blame on the chartered banks. One farmer in Saskatchewan,
while noting that those farmers who had had poor crops tended to blame
the weather and the vagaries of farming, those who had had good crop-
Yields "are more disappointed and more vicious minded and more critical
of our social order and of our banks and other institutions."6 The
president of the U.F.A, thought "The farmers' greatest disability was
caused by an unstable price level" which in éurn was due to "inherent

faults in the present monetary syétem."7 And, of course, the banks

were the guardians of the monetary system.

The lack of a sympathetic understanding between the farmers and
the bankers aggravated the situation, and the banks found themselves

unable to develop a closer rapport. In part that inability was due to
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the attitude of the farmer who felt himself in a hopeless position in
the face of an incomprehensible situation. Possibly the temper of the
farmer was well captured by one Regina farmer who felt "tangled up in
something that I do not very well understand," and who noted that "my
neighbours seem to be in the same position aIso."8 An Alberta farﬁer
voiced identical misgivings, and noted that whilé he had been quite

9
well off in 1928, by 1933 he "was busted. . .through no fault of mine,"

Men who had successfully devoted their lives to the cultivation of the
land suddenly found themselves on the edge of failure. To many the

monetary system and the banks seemed to be the source of their problems,

Part of the problem lay in the fact that the chartered banks had
become for the farmers gigantic and impersonal institutions which con-
trolled monetary affairs with a ruthless abandon. The farmers feargd
a money trust was controlling the finances of the nation. The Quebec
branch of the United Farmers of Canada was very bitter about "organised
bodies such as the banks, railroad unions, milk distributors and coal
combines, which are driving them (the farmers) into the dust and will
eventually pull all other classes into the same pit if not checked soon."lo
Most farmers saw the local bank manager as but a pawn for the banks! hea&
offices, and they complained that the severity of the situation combined
with the banks' attitude threatened to degrade the farming profession
to the state wﬁere agriculture would no longer be an honourable
occupation. For most farmers it was incomprehensible that they should
be treated with such disregard for their interests in view of the vital

role they performed in the economic life of the nation.

The dilemma of the farmers was accentuated by the fact that they
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did not speak with one voice. Not all were prepared to say that the
chartered banks were to blame for their troubles. It was only the more
daring who would propose grave reforms for the banking system. It was
only the most extreme who presumed to identify the source of the‘problems
and propose a solution., All farmers knew that something was wrong with
the economic system. Those who spoke with the greatest assurance
concerning the source of guilt and the path to salvation had one basic
bellef: that the troubles were caused by and redeemable by human
actions. "Recurring depressions, of which we are now experiencing the
most severe in modern times, are not due to acts of God but to acts of
men," was the opinion of Robert Gardiner, a member of Parliament and
President of the United Farmers of Alberta.’. This was a position
diametrically opposed toAthat of the bankers. Possibly it was in this
basic divergence of views that the root of the antagonism bgtween the
two groups lay. Bankers talked of waiting for better times; farmers

talked of doing something to speed the return of better times.

Understandably, the question of credit facilities became a main
source of contention, On the one hand, it was .suggested that the banks
had made too much money available in the years prior to the depression.
Gardiner noted the large capital debt which the farmers had assumed
during the 1920's, a debt which they found impossible to carry when
faced with low ﬁrices for their products in the 1930's. On the other
hand, he pointed out that "After the past three yearé of deflation, our
farmers find themselves préctically without credit facilities."12
Senator W. A. Buchanan of Lethbridge, Alberta, thought the far&er wanted
"a central bank which will give a measure of credit control," in order

io prevent the violent fluctuations in farm commodity priceshso costly
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to the farmer, The problem of credit loomed large with the farmers,

while the banks for their part denied that their credit policies

aggravated agricultural problems.

The banks did not, however, opposé the position taken by the
farmers on the question of the length of time allowed to them on loans
granted by the banks., Essentially the contention of the farming com-
munity on this problem was that bank loans ran for perieds, usually
sixty or ninety days, which were inconsistent with the requirements of
most fa.rmers.‘u" Whereas short-term loans were ideal for manufacturers
and distributors, whose accounts revolved several times each year, this
was not the case with»the farmers who fori the most 'part required working
funds for a large portion of the year., The persistence of the banks in
issuing notes fér short terms, even when it was obvious that renewal
would be required, agitated the farmers. The practice was "a never-
ending source of irritation" according to the Treasurer of ’ihe Province
of Alberta.l5 The famers,-too, were not convinced that they could be
assured of reneiva.l. "My own experience," suggested one representative
of the farmers, "is that no matter what é.greement you may enter into as
to the renewal oi‘ a note at the expiry of the three months, it will
depend upon the individual--the bank manager--backed, as a rule, by the

head office which knows very little of the circumstances."16 And it

hurt the :aimei;s' profits since the banks on renewal of a.-note compounded
the interest. Uﬁfortunately this question was thought by the farmers
to be demonstrative of a more basic evil in the banking system: that
the banks were not modelled to the requirements of the farming community

but to those of industry amd commerce. It was one more point, too,
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which helped convince the farmers of the West that their interests were
disregarded by the banks which favoured the more urban and industrialised
East,

In response, the bankers met the contentions of the farmers in
two ways. First, they argued that the nature of their business preven-
ted their issuing credit on an intermediate or long-term basis. The
banks, they felt, should not be blamed for failing to do something
which was beyond their capabilities. It was essential for their
liquidity, it was indicated to the farmers, that the banks keep their
loans on a demand or short-term basis., In any event, the bankers added,
a credit worthy farmer could depend on having his note renewed when it
expired, and the compounding of interest added but a trivial amount to

the total costs of the farmer's operations.

The second part of the bankers' response was to aid in the estab-
lishment of means by which intermedi;te credit would be made available
to the farmers. ILeading bankers.never denied the right of the farmers
to credit on a longer term than was available through the banks, and in
fact thought it necessary for the welfare of the country that this
legitimate request of the farmers should ﬁe.met. What they did deny
was the ability of their institutions to provide loans for other than
short-terms, Consequently they were pleased to be able to assist in
1931 with the establishment of the Dominion Agricultural Credit Company
which helped fill the gap in the supply of credit to the farmers until
the passage of the Farm Improvement Loans Act in 1944. It is doubtful,
however, if all farﬁers ever really éppreciated the banks' position on

this problem. Their continued agitation indicated that they did not.
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The problem of interest rates charged to agricultural borrowers
was another popular topic of discussion. Again the greater participa-
tion in debate came from the farmers of the Prairie region who reverted
in part to the argument that they were being victimised because they
were situated far from the head offices of the banks. There appeared,
however, to be no good cause for complaint in this regard. The rates
charged by the banks on loans to farmers in Western Canada compared
very favourably with those charged in similar areas of the United States
by small highly-competitive banking institutions. And there was no
denying that the risks involved in farming operations were usually
greater than in other areas of the economy in which prospects could be
predicted with greater assurance of accuracy. Particularly, as General
Manager S. H. Logan of the Canadian Bank of Commerce pointed out in his
report for 1932, farmers were susceptible to an unusual extent to the
vagaries of weather conditions and to changing markets.l7 Similarly
differences in the rates charged in the more settled areas of Eastern
Canada and those charged in the West were explained in terms of the

degree of risk involved.,

The sectional argument of Western farmers was continued in the
question of the degree of discretion in credit granting which was
enjoyed by the local bank manager. Mr. Alfred Speakman, the member of
the House of Commons for Red Deer, thought that "The branch bank manager,
as a rule, has little power to make loans," an attitude common in
farming communities of the West.18 It was.an attitude, too, which some
bank managers appear to have promoted since it enabled them to shift

the onus when refusing an application for credit on to their regional
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or head office officials, Unfortunately, the end result was a further
alienation of the farmer from the chartered banks, and stimulation of
the general sentiment that the banks were gigantic city organisations

out of touch with the needs of the farmer,

Another feature of the situation, one which the bankers quite
correctly claimed as a deterrent to their ability to issue credit to
the farmers, was the legislation of various provincial governments which
restricted the rights of farmers! creditors. Usually these restrictions
took the form of limitations on fhe creditors! powers to realise on
collateral security, and from the point of viéw of the economy as a
whole as well as from a humanitarian viewpoint, were probably of great
value. But they did adversely affect the worth of a farmer's security
offered in support of a loan application, a situation which‘not only
the banks but other buéiness groups recogni&:ed.l9 Consequently the
provincial regulations aimed at improving the lot of the farmer helped

at the same time to widen the chasm between the farmer and the banks,

It was problems such as these which made their experiences with
the farmers most trying for the bankers, especially since many additional
areas of criticism appeared to be either insignificant or unjustifiable,
One rather contentious problem which had repercussions quite out of
proportion to its initial importance, was that of the availability of
credit to enable farmers to buy binder twine in order to complete the
harvest. Strong criticism of the bankers was made on this matter since,
as the farmers claimed, the refusal of a small loan for this purpose
often meant the loss of a large part of a farmer's harvest. In reply

the banks could state only that they did not havé a policy of.refusing
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loans for the purchase of binder twine and that should such a loan have
been refused to a worthy farmer it was, as one leading banker expressed

it, "because of some stupid manager out there."zo

A similar problem developed over thg granting of credit to organi-
sations processing agricultural products. In some instances, it was
claimed, the banks had declined to aid co-operatives at a time when a
small amount of cash was needed in order to process and market a valuable
crop, or had demanded security undertakings considered quite unreasonable.21
Delay, the farmers claimed, had on occasion been imposed at a crucial
ﬁoment and a large part of the harvest lost as a result. Again the
| question of the extent of the local banker's authority was called into
question. And again the bankers reverted in reply to pointing out that

normal security requirements had to be met before loans could be granted.

In view of the lack of rapport between the farmers and the banks,
it is not surprising that the banks were very reluctant to suggest to
the farmers means to alleviate their conditions. One notable exception,
however, was the proposal by the banks that the farmers oﬁght to
diversify their operations where this was possible. Th;s was especially
directed at the grain farmers of Western Canada, and the Dominion
Agricultural Credit Gompany was designed to help in this respect by
making it possible for the farmers to borrow funds for the purchase of
breeding St°¢k‘22 But that Company, whose capitalisation was reduced
from $5 million to $1 million shortly after its formation, did not
provide capital in sufficient quantity. Nor did the banks' suggestion

influence the farmers to any considerable extent.

If the banks failed to create a good relationship with the farmers
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during the early 1930's, it was largely due to their inability to
_convi;ce the farmers éf the situation faced by the banks. Perhaps it
would have been impossible for the banks to have done so, The banks
were private corporations whose prosperity depended on taking measures

to secure liquidity which often affected the farmers in an adverse way.
However, it was really not the fault of most farmers that they were unable
to meet the credit requirements of the banks, For that they would have
to blame world conditions and the risks inherent in farming. But the
farmers, quite understandably, were never able to comprehend fully why
they were not able to obtain money when they knew at heart that their
contribution was essential to the economy of the nation and that in

the long run were almost assured of making good their debts. The farmers
knew this, and the bankers acknowledged it. But that did not remove
from the banks the necessity of guarding the security of their assets.
This was their first consideration. And the banks were not capable of
ﬁringing the farmers to ackncwledgé that requirement. Bankers could
never afford to forget or disregard the basic precautions which formed
sound credit principles in spite of the apparent abandorment of humani-
tarian principles which this might involve. They had to employ their
funds in the best possible ways, and a large humber of farmers simply

did not satisfy the conditions of security which they knew were essential.

The relationship was aggravated by the bankers' persistence in
propounding their conservative economic philosophy. “Government action
in the circumstances could only be regarded as a temporary expedient;
the farmer "must work out his ultimate salvation for himself by reducing

his costs and readjusting his utilization of land more economical],y."23
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To farmers who had faced extreme weather and marketing conditions for
several years, such advise served only to deepen existing distrust and
anger. The Western live Stock Union noted that "The desperate finan-
cial position of the farmer is probably accountable for his attitude
towards our bank system. This attitude may be based on his individual
experience or the anti-bank complex which often goes with a rural
community. It is due, in many instances, to a lack of understanding
between the banker and the i"armer."zh Neither group in the early years
of the depression was effective in-eliminating these differences or in

creating understanding.
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X. CANADIAN GOVERNMENTS

The relationship which existed between the banks and provincial
and municipal governments was not greatly strained by the depreséion
though some tensions did develop. Although general satisfaction was
expressed concerning the banking system, governments usually felt that
there were some shortcomings in the system which ought to be removed.
Complaints, it seemed, - were most often, though not universally,
directed against individual incidents, a situation which was well
summarised in the statement of Mr. William Grouch as the representative
of the Union of British Columbia Municipalities to the Royal Commission
on Banking and Currency. "We have no real cause of complaint regarding
thelbanks," Mr, Grouch claimed, "put I have heard one or two complaints
from different reeves regarding ﬁhe way their municipalities have been

treated by different bank managers."l

Nevertheless, there was a repetition of some complaints which
gave them a more than local interest. It seemed to be the opihion in
many cities and rural municipalities that the banks were not doing all
that they ought to have been doing to help alleviate the conditions.
Often the arguments displayed a moral tone and usually involved some
aspect of the question of credit facilities. In essence, the claim was
that the cities and the municipalities needed ﬁoney for bona fide
purposes and that money was not always forthcoming. Therefore there
was something wrong with the existing system. As the main source of
money, the banks were singled out for attack. To the local council
member, it was incomprehensible that the local authorities should be

unable to find capital for what were evidently good purposes, especially
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when the economic stability of the area of the municipality was not
in question and repayment of advances would be secured by assigrment

of tax levies.

One problem which was particularly pressing was that of the
provision of loans to local authorities to enable them to meet current
unemployment relief expenses pending the receipt of federal and provin-
cial grants. The Union of British Columbia Municipalities claimed
quite categorically in 1933 that the banks were quite unwilling to loan
money against the assignment of relief moneys to be paid to local
governments, and stated that this was a matter of policy with the banks
who opposed relief payments and refused the loans for that reason.2
When a representatife’of the Canadian Bankers! Association suggested
that this was simply not the case, it was staﬁed that many instances

illustrative of the Union's claim could be provided.

Similarly there were many complaints that the governments of
Western Canada were being victimised, as well as Western Canada as a
whole, because of the location of the banks'! head offices in Eastern
Canada. One consequence of the situation wﬁs the slowness with which
loans were processed, a feature which could be crippling to businesses
which had to meet certain costs immediately aﬁ certain times of the
year. Especially in harvesting perishable crops, delay due to lack of
ready cash could be disastrous. "There is not time to refer to aboard
two or three thousand miles away, ﬁhich may have 6n1y a very general
knowledge of local affairs," Premier Tolmie of British Columbia pointed
out.3 The counsel for the City of Calgary argued that "Any additional

difficuity»[in obtaining credi§7 is no doubt caused by the apparent
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unwillingness of the head offices of the banks to allow any power or
discretion to local managers or superintendents," and in singularly
strong language talked of an "apparent financial dictatorship" in
Eastern Canada which increased municipal problems and public unrest in
the WeSful+ To meet these problems, the governments of the West sugges-
ted that greater authority be given to local and regional bank officials

or that more powerful regional credit review boards be established

within the various banks.,

The question of disadvantages being imposed on Western Canada
again came up in the discussion of the rates of interest charged by the
chartered banks. The city and municipal officials again tended to
point out their position in a moral argument: it was incorrect, they
contended, in times of adverse conditions to impose higher rates of
interest than was absolutely necessary. A representative of the
Saskatchewan Association of Rural Municipalities saw the problem clearly
and with an admirable simplicity: "A rate of seven per cent interest
on ordinary municipal loans we consider unreasonable for this reason:

the rural municipalities are discharging public functions."5

It was
pointed out in elaboration of the point that the rural municipality was
required by law to meet certain expenditures. for schools, hospitals, and
local administration, and that while these expenditures were made at all
times during the year, the municipalities'! revenues could not be collected
until the farmers had sold their crops in the fall and winter. Although
the City of Victoria seemed quite happy in 1933 with its banking arrange-
ments in respect of interest rates, and the reeve of the municipality

of de Salabery in Manitoba stated that "Our municipality has also been

able to obtain from the bank everything_that it required at all times,"
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6
these were the attitudes of but a small minority. For the Union of

British Columbia Municipalities, the wrong people were profiting from
high interest charges. It was suggested by the Union that "the persons
who benefit from an increase in interest charges are in the4great
majority of cases in the best position to stand decreases."7

There were no secrets made of the fact that most Western govern-
ments saw Eastern Canadians as being the recipients of the benefits of
higher‘rates. The West, in short, was the victim of the Shylocks of
the East. To the City of Calgary counecil, which moved a formal protest
against "any differentiation in the rates of interest chargeable as
between Eastern and Western Canada," the solution appeared to be to
recognise that the banks were national institutions operating under
federal charters and that this obliged them to consider interest rates
as a national matter which was not to be determined_by the distance of
the borrower from the banks! head offices.8 Alderman Humble of Calgary
suggested a more radical soiution to the problem., "My:present views,"
he announced, "are that we should challenge the rigﬁt of private ovner-

ship of public“credit; we should nationalize the means of exnhange."9

But few people were prepared to follow Mr, Humble's suggestions.

The banks for their part possessed a considerable arsenal with
which to reject the governments' contentions. It was pointed out that
the rural mmicipalities and the city administrations in Western Canada
were often in a precarious financial position and were poor credit risks,
Many had already defaulted on their obligations. In the case of numerous
rural areas, it was not known for sure that a major part of the current

levies would be collected. In some instances only ten or fifteen per cent
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of the levy had been realised in bad years. Another problem was that
numerous administrations had overloaded themselves with a public debt
the servicing of which placed a substantial drain on reveﬁues. Premier
Brecken of Manitoba recognised this problem. "It is quite evident now,"
he said, Wthat the borrowings of the past. . .ére beyond our wealth
producing capacity at present price levels to pay."l'0 It was these
considerations which led the banks to suggest that4intefest rates in
the West should be higher. Mr. H. S. Henwood of the Bank of Toronto
summed up the banks' position by saying that the cost of loans in the
West was slightly‘mére than in the East because of the greater risk of

default coupled with higher operating costs.ll

Public officials tackled the problem of credit in another way
during the early 1930's. Under the provisions of the Finance Act, the
chartered banks borrowed funds from the Treasury Board against securities
which often included bonds issued by local authorities. For these loans,
the banks paid a rate of interest which was considerably Below that
paid on loans granted by the banks. To public officials the rationale
behind this scheme was incomprehensible, Public funds were being loaned
to private institutions at lower rates than those at which public bodies
could borrow. It seemed obvious that it would be much more desirable
for the provinces, cities and municipalities to borrow direct from the
federal government or a federal government agency or to have special
arrangements established with the chartered banks which would enable
loans to be procured at a rate close to or equal to that of Finance Act

borrowings.

To this suggestion the banks contended that to follow the proposals



89

would be to make it posgsible for the money supply to be expanded without
limit since any government could apply for a loan against its bond
issues. Some form of management would clearly be needed, and as was
commonly recognised, if this control lay in a public body that body
would be susceptible to all the ills associated with political intrigue.
The banks, too, declined to treat their Finance Act borrowings as dis-
tinct from their other sources of funds, claiming that "there is no
reason why such funds should be loaned at lower rates tﬁan those charged
for funds derived from deposits."l2 To have differentiated between the
two sources would have placed an interpretation on the provisions of the
Finance Act which the Act had not intended. The Royal Commission on
Banking and Currency accepted this view and rejected the municipalitiés'
suggestions, and claimed that the Finance Act was designed to permit J
the increase of bank reserves as conditions in the country warranted,
concluding with the short statement that "If. . .governments were to
issue Dominion Notes to finance the requiféments of Provincial Govern-
ments, Municipalities and School Boards, it would. engage. in a dangerous
1303-5'-(35’."1'3 At that the matter rested, and no special provisions were
made to'satisfy the wishes of the cities and municipalities when the Bank

Act was revised in 1934,

Another interesting question, raised primarily by the City of
Winnipeg, concerned the role of the chartered banks as participants in
syndicates underwriting bond issues of municipal and other public
bodies. The submission of the City of Winnipeg to the Royal Commission
on Banking and Currency argued that under the conditions then prevailing

it ﬁas possible for the banks to oblige a city or municipality to go to
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the bond market with an issue of bonds at a time which was inopportune
to the city. In this way a higher rate of interest might have to be

1 The banks,

paid on the-iséue than might otherwise have been the case;
too, stood to gain since they were regular holders of city and'

municipal debentures, and could take up part of an issue to yield a high
return. To these charges of using their position in an unethical ﬁanner,

the banks issued denials, and the Royal Commission upheld the banks'

contentions in its Report.

The resentment of the role of the banks which was a.feature of the
represéntations of most of the Western governments to the MacMillan
Commission was not a feature of those of the governments of Central and .
Eastern Canada. The treasurer of the Province of Quebec waé sympathetic
to the banks, suggesting that "the banking institutions of Canada, as
presently organised, have in p;actice rendered. reasonable financial
assistance, at reasonable charges, to public institutions of all kinds
in Canada. « « ", and went on to point out that the branch banking
system was a decided advantage since it allowed the banks to consider
each loan on an impersonal basis without undue attachment to local
interests.ls At the same time, the insistence of bank officials that
careful investigation of the affairs of public authorities be made before
credit be granted was lauded as having provided a rein on the borrowings
of public bodies.

On the whole, the banks were none too happy with the conduct of
provineial, city and rural governments in Canada, and there was some
genuine concern in banking circles about some aspects of the policies

being followed by these govermments. Especially the bankers were
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troubled by the inability of a number of municipalities to meet their
obligations as they fell due. They saw Canada's credit abroad threatened
by this and called on all public bodies to administer their affairs with
the greatest of care. The Canadian Bankers' Association in its annual
meeting of 1931 thought that provineial and 'xmmicipa.l authorities were

in some instances "not fully seized of the present financial conditions"
and suggested that \ continued deficit budgets threatened to raise taxes 4

to unbearable limits with costly consequences for the nation.

In brief, then, the arguments of the cities and the rural munici-
palities were often based on the assumption that being public bodies
~ they ought to receive special consideration. Either this would have to
come from a governmental body or from the chartered banks. However, it
should be noted that not all governmemts felt this way, and neither did
the banks nor the Royal Commission on Banking and Currency. This latter
body observed rather curtly in its conélusions that for the bémks to
provide special privileges to public bodies would mean shifting the burden
of expenses elsewhere, a move which would hardly have any permanent
advantage for the nation as a whole, In the revision of the Bank Act
in 1934, no changes were made to substé.ntial_‘ly alter the e;d.sfing

arrangements in those matters raised by the local governments,

The relationship between the chartered banks and the federal
government was entirely different from that which existed between the
banks and other Canadian governments., Iargely this was because the
federal parliament was the authority charged with comtrol of the banking
affairs of the nation, and any attacks by the federal government on the

banks obliged the federal government to take measures to remove the
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areas of complaint., Consequently there was little friction between

the Bennett administration and the banks in the early part of the
depression. In his correspondence, Bennett generally defended the
banking system, and his ministry took the same position in the Canadian
Parliament. '

The identical attitudes of thé federal government and the chartered
banks was particularly noticeable in the policies which both groups
advocated. Both groups believed that monetary matters should be left
to private enterprise as far as this was possible. Like the banks, the
goﬁernment proposed that to attempt to manipulate thé volume of credit
or the external value of Canada's dollar was to court disaster. In
addition, it was thought that Canada must maintain her integrity in

financial matters by pursuing a policy of “sound money."

This concord, however, did not outlive the Bennett administration.
By 1933, the Prime Minister had moved away from his former position of
complete sympathy to the banks. Possibly his move was a reflection of
the popular demards for changes in the banking system. In June, 1933,
Bennett'!s temper towards the banks had changed to the exﬁent that he
wrote J; A. Mcleod, the President of the Canadian Bankers' Association,
complaining of the dissatisfaction with the conduct of thé banks which
was general throughout the country. He saw the banks as "driving people
to the wall," and suggested to McLeod that the chartered banks had
placed his gévernment in an awkward position but a short time before
‘the Bank Act was‘due for revision.18 In November of that same year,
- he wrote in confidence to F. D. L. Smith, the Chief Editor of the Mail

and Empire, that "If the people must engage in conflict with those who
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worship profits as their God and who regard the welfare of the nation
as being of secondary importance, then I know in whose camp I will be

enlisted."l9

This divergence of the Bennett administration and the banks was
fed by the Prime Minister's quest for a central bank for Canada. How-
ever, the chartered banks'appear to have realised that the move to
create a central bank was one which must be accepted gracefully. By
1935, the relationship between the two groups had not deteriorated to
open antagonism, and the bankers by their attacks on the more radical
politicians made it clear that they appreciated the moderate position
which the Bennett government took under pressures from critics of the

administration.
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XI. ATTITUDES TOWARDS THE BANKS AND THE BANKERS

"There is a very bitter feeling abroad towards the whole banking
system;" the Women's Consgrvative Association of Notre Dame de Grace,
Montreal, thought in 1933.1 This opinion was borne out in the hearings
of the Royal Commission on Banking and Currency which were held in that
year, and in the conduct of the bankers in their repeated efforts to
justify their position which they made in their annual statements., It
was a feeling which, of course, had not been conceived in the depreséion
years, but was one to which the harsh conditions of the 'thirties lent
a new bitterness. One critic of the banks commented in 1933 that "There
is no need to increase public distrust of bankers in these days; the
events of the present and the revelations of the past are doing that in
full measure."? , "representative of the unemployed" told the Commis-
sion that theﬁunempioyed "have no use for banks, and_it might be said

that the banks have no use for them."

The distrust was not, however, a universal emotion., Some sectors
of the Canadian community did not indicate a strong abhorrence of the
bankers and the banks., Usually such sectors were closely connected to
the business interests, and included Chambers of Commerce, Boards of
Trade, and individual industrial companies, They tended to be, as one
critic of the banks put it, those who were doing well and whose policy
was to "let well enough alone."h The most bitter feelings came for the
most paét from individual farmérs and businessmen whose affairs had

suffered and who saw in the banks a source of their problems.
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Possibly the major cause of alienation was the size of the banks
and the impersonal relationship which had been created between banker
and customer., There were many references made to the fear of a "banking
monopoly" in Canada. The Women's Conservative Association of Noﬁre
Dame de Grace spoke of the '“gigantic money trust stifling all hope of
the individual's development of initiative and daring" which peopls
visualised becéuse of the restricted number of large Banks which
regularly absorbed smaller and weaker ones. They also thought the situa-
tion was made worse by the curtailment of the authority of branch
managers which had taken place, the existence of inter-locking direc-
torates, and the intrusion of the chartered banks through trust companies
into other lines of business.5 The individual bank manager was thought
by one association to have a "cold-blooded, business view-point" in his
relationship with his customers and consequently was unable to develop

a personal interest in their affairs.

There was also a fear of the true extent of the power of the
bankers. The connection between the politiciéns and the bankers caused
some concern outside the major cities of Central Canada. In connection
with the Report of the Macmillan Commission, a Nova Scotia man commented
that “many people are wondering if the banks will permit the Government
to paés these recommendations."7 Another wrote of the "apparent sanctions
of the Government!" which permiéted the banks to exert “ﬁersispent and
demoralising preséure" on small business m,en.8 There ﬁas also consider-
able concern among waée-earners about the activities of the banks,
especially as the banks were labelled as gigantic money trusts, and the

belief spread of their power in the nation, One letter written to
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Prime Minister Bennett in 1932 requested the Prime Minister to give
consideration to the "efforts being made by the Banking Institutions
and Financial Groups in Canada to reduce wages and living conditions of
the working people."® Moreover, it was suggested to Bennett that "while
wageé of labour have suffered reductions, wages of capital have in many
instances received increases."’ It was noted too, that while many
people were out of work throuéh no fault of their own, the banks con-

tined to operate with a shortage of staff,'C

Although much of the criticism of the bankers appears to have
been caused by the economic position of the critics, the antagonism
towards the banks and towards the bankers may also have been due in
large part to the very nature of the work which the banks performed.
They were not in the same position as most business firms, and their
contact directly with large numbers of persons meant that virtually
every Canadian had personal experiences with the banks. The loaning
function of the chartered banks was one aspect of their work which was
particularly prone to the creation of strained relations, and the
League for Social Reconstrugtion noted the existence of an “anti-banker

complex among debtor groups.®

The attempts of the banks to erase the differences between them-
selves and the public were largely unsuccessful. Normally their only
activities in this regard were through their monthly letters and annual
reports: and both of these media were doomed to failure since few people
outside the business commnity were regular readers of these statements.
Moreover, the bankers maintained their reluctance to enter inte public

debate of the banking function, Sir John Aird, the President of the
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Canadian Bank of Commerce, suggesting at one time that this was

, 12
desirable and that "the less bankers talk about the banks the better,!

This reluctance to discuss their affairs the Financial Post regarded

as costly to the banks' public image. Particularly it was suggested
that the banks ought té carefully explain to customers the reasons why

applications for credit were dezclinet:l.l3

When they did come to defend themselves in public, the bankers
further alienated their antagonists. This was particularly evident
during the hearings of the Commons' Committee on Banking and Commerce
in 1934 at which members of Parliament cross-examined the bankers about
their policies. The opposition of the banks to a central bank served
also to alienate some of the supporters of the banks, On the question
of a central bank and the chartered banks! defence of the existing
system, one academic was reminded of the dictum of J, M. Keynes that

“"Bankers are by nature blind."14 The Canadian Forum in Jamuary, 1934,

ﬁondered if some statements by the bankers "were the sincere utterances
of our gentlemen whose comprehension of monetary questions is as

childish as that of Mr. Bennett himself."15

The criticism of the banks took on a more pressing tone with the
development of sectional grievances., Combined with genuine economic
complaints, the belief that certain areas of the nation were victimised
by the banking system as it existed in the 1930's became a major con-
tention of a large number of critics of the banks. The grievances were
particularly strong in Western Canada where the pre-dominance of
Eastern Canadians in control of the banks was thought detrimental to the

economy of the West. The government of British Columbia in its
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presentation to the Royal Commission on Banking and Currency believed
that the West had not received the consideration from the banks ﬁhich

was its due. Particularly it was thought that the banks had not been
prepared to extend credit in the West in order to develop the economy.
This short-coming was believed caused in part by the fact that credit
decisions were being made in Eastern Canada by persons largely ignorant
of the situation in the West. It was also thought due to the monopoly
situation énjoyed by Canada's bankers. One member of Parliament noted
concerning the government's.proposals for a central bank that "the selling
of five million dollars wﬁrth of shares to the public will jusf naturally
give the control to a new financial oligarchy and will in no way assuage

the sectional distrust of our banking management.”l6

The position of the government of British Columbia was taken by
a large number of the representative bodies of Western Canada. The
solutions proferred did not, however, have unanimity. For the gregter
part, Western Canadians felt that the virtual monopoly of the Eastern
banks should be broken by the establishment of a central regulatory body,
preferably a central bank. On the other hand, a strong body of opinion
based on wide farmer support, proposed that in addition to a central
bank, the commercial banks ought to be nationalized and credit organised

on a national basis,

In the Maritime and Central provinces the opposition to the
existing system was not so extréme. Central Canada, of.course, housed
the home offices of the chartered banks and so could not easily raise a
sectional argument, The Maritime provinces, though not so heated in

argument as were the Western ones, thought that it was to their
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disadvantage that all the main banking decisions should be made in
Ontario and Quebec. On the whole, there was not a strong movement in
the Maritimes for nationalization of the chartered banks nor for a
central bank, though there was some agitation for greater local

autonomy in management.

The attitudes, then, which were exhibited towards the banks and the
banks and the bankers appear to have been shaped largely by the nature
of the economic activity of each sector of the commnnity combined with
a strong sense of regional interest.l7 The representations made to the
Royal Commission on Banking and Currency demonstrated the greater
alienation of the agrarian West from the banks, Surprisingly, however,“‘
there was little mention made by either the opponents or supporters of
the banking system of the investigations into the affairs of bankers
which was arousing such intense interest in the United States. Although
there was considerable uneasiness over the existence of a "banking
monopoly" and of a "money trust,” and the Commons Committee on Banking
and Commérce investigated the inﬁerlocking directorates of bankérs in
1934, there were very few attacks on the personal integrity of Canada's
bankers. Of the general strength of the Canadian banks there was also

little question,
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XI1. CONCLUSION .

The depressed economic conditions in Canada in the early 1930's
put an uncommon strain on the various sectors of the economy. Undef
the circumstances, it was almost inevitable that men should look for
the cause of their problems and for a way out of the situation. For
many, monetary problems appeared to be at the root of iheir adver-
sities. When prices fluctuated, it seemed that some effort to stabilise
those prices should be made, and that this could best be done through
manipulation of the total supply of money. Similarly some form of
control over Canada's external monetary trading seemed necessary in

order to keep Canadé's dollar at a reasonably stable exchange rate.

The chartered banks were, of course, the instruments by which
the greatest part of Canada's monetary affairs were conducted. Through
them the business man arranged to make his payments and to receive
payments due to him, To the nation, the banks were closely identified
with the monetary system. Consequently the banks became the object of

criticism as some groups found fault with the monetary situation.

These groups believed that there were a number of problems which
warranted change in the existing arrangements of the nation's monetary
affairs. One problem was the stabilization of the value of'money.

In the first year of the depression, the general price level in Canada
fell so that goods sold brought fewer dollars than in 1929. This meant
that debtors were obliged to pay more in terms of goods in order to

meet obligations assumed before the depression. To a debtor group such

as the Prairie farmers, this was a crippling blow to their economic
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condition. The solution appeared to be to have more money issued, but
this move the banks opposed claiming that to do so would risk uncontrol-
lable inflation. The banks held that the best volume of money was
obtained by issuing currency only to the extent required by the natural
demards of the market, and that the arrangements existing under the
Finance Act were adequate for that purpose. The banks took a similar
position concerning the role they were able to play in the determination
of the external value of the Canadian dollar. They felt that it was
foolish to attempt to change artificially the conditions imposed by

world conditions.

The failure of the chartered banks to provide a monetary policy
acceptable to a large part of the nation was unfortunately coupled with
a similar failure on the part'of Canada's federal government. The banks
defended their position on two bases. First, that it was not their
role as commercial banks to co-ordinate fiscal policies for the nation,
and second, that economic forces were self-regulatory and required only
the existence of machinery which could respond to market demands in
order to be efficiént. The govermment for its part wished to leave
private enterprise to the task of meeting the exigencies of the depression.
As one writer viewed the situation, "Government monetary policy was
conspicuous by its virtual absence, reflecting the lack of instruments
of control, the varying needs of different parts of the economy, and a
desire to avoid experimentation in view of the large foreign debt."

The main objective was the maintenance of "sound money" and presumébly
this meant interfering with the monetary s&stem as litfle as possible.

It was a policy of financial orthodoxy, and duplicated the attitude of
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the bankers. The president of the Canadian Bankers! Association
summed up the attitude of both the federal governmeﬁt and his own
constituents in 1933 by remarking that "We shall be wise if we con-

tinue to proceed with ca.ution.“2

The approach to the problems which was taken by the central
government and by the chartered banks was not one which would endear
them to all Canadians. While the government and the banks favoured
the idea that the depression was caused by forces beyond their control,
an idea particularly convenient since it removed blame from their
shoulders, it was a concept entirely unacceptable to large numbers of
people. Many believed that the situation was one amenable to human
correctives. They felt that some form of centralised leadership ought
to be given, both to regulate the total supply of credit and of money
and to work to mitigate fluctuations in the value of Canada's dollar
abroad. Eventually the federal govermment bowed to this gréup by

creating the central bank.

The role of the chartered banks in the period from 1930 to 1935
was not,'however, disastrous to the economy. The bankers! contribution
to the economic health of the nation was a valuable one. 'One com-
mentator noted correctly that "The retention of public confidence and
sense of security in Canadian banking institutions was an immensely
more heroic pelicy than taking a chance with inflationary or semi-
inflationary m.easures."3 That there were no bank failures in Canada
at a time when these were common in other countries was essential to
the continued stability of Canada. The hearings of the Macmillan

Commission made it clear that criticism was often directed at the
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monetary system rather than at the banks. That Canada should lack
co-ordinated financial policies was not the fault of the banks which
were chartered to fulfill other functions which they performed admirably.
As one business man expressed the problem, "the individual banks cannot
help themselves, They are bound to regulate their individual pelicies
from day to day to safeguard their positions without regard to the

compound effect of those policies upon the national uelfare."h

If the banks are to be criticised for their conduct, it must be
for their unwillingness to consider the alternate policies which were
proposed for the alleviation of conditions. The banks did not bear
their share of the burdens imposed on the economy. Possibly through
lowering their interest rates, even where this meant a reduction of
their earnings, business could have been stimulated and recovery aided.
The failure to enter freely into the discussion of monetary matters
was indicative of a lack of interest in thé public welfare. Although
it may be conceded that their belief in orthodox economic principles
formed a philosophic base for their conduct, this ought not to have
prevented their consideration of alternative suggestions, Nor was the
tone of the bankers' utterances conducive tq the idea that they were
willing to even conéider changes, They further alienated themselves
from large numbers of people by playing down the severity of the con-
ditions. Moreovei, the bankers thought that Canada must wait out the
international debacle, preserve her economic resources, put ﬁer own
house in order, balance government budgeps, and retain optimism in her
ability to survive and recover. Essentially this was an attitude which

the economic condition of many Canadians would not allow them to accept,
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and the dichotomy which resulted could only be relieved by changes in

the banking system,

During the depression, the Canadian chartered banks were more
fortunate than most sectors of the economy. In part, this was due to
the conservatism of their policies. Unfortunately their relative
prosperity made the banks appear opportunistic in the eyes of those less
fortunate. The criticisms levelled atvihe banks in the period must be
accepted with this in mind. But the criticisms must not be permitted
to conceal the real contribution which the banks did make. The impact
of a bank failure would have, as a spokesman for the banks noied, put
a strain "not only on the banks' shareholders and depositors, but on
all the cbmmunity."s Recognitién must be given to the solidarity which
the cdnduct of the.chartered banks and of the bankers gave to the
'Canadian economy at a time of great economic insecurity. As commercial

banks, the Canadian chartered banks were remarkably successful.

1. A, E. Safarian, The Canadian Economy in the Great Depression
(Toronto, University of Toronto Press, 1959), 65. -
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